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MAINTAINING

BALANCE

Our Mission

Big Rivers will safely deliver low-cost, reliable wholesale
power and cost-effective shared services desired by
the Members.

Our Vision

Big Rivers will be viewed as one of the top G&Ts in the
country and will provide services the Members desire in
meeting future challenges.

Our Values

SAFETY
INTEGRITY
EXCELLENCE
MEMBER AND COMMUNITY SERVICE
RESPECT FOR THE EMPLOYEE
TEAMWORK
ENVIRONMENTALLY CONSCIOUS

Financial Highlights
For the years ended Dec. 31. Dollars in thousands.
2011

2010

2009

2008

2007

5,600

6,991

531,330

27,816

47,177

389,820

386,575

379,392

(154,602)

(174,137)

Capital Expenditures*

38,746

42,683

58,388

22,760

18,682

Cash & Investment Balance

44,849

44,780

60,290

38,903

148,914

RUS Series A Note Voluntary
Prepayment Status

46,510

23,859

–

–

–

Times Interest Earned Ratio

1.12

1.15

9.85

1.37

1.64

Debt Service Coverage Ratio

1.47

1.47

2.44

1.17

2.04

Cost of Debt

5.69%

5.73%

6.33%

6.33%

5.76%

Cost of Capital

7.98%

7.93%

8.39%

8.33%

7.75%

Margins
Equity

* Big Rivers’ share only.
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PROFILE
Big Rivers Electric Corporation (Big Rivers) is a
Member-owned, not-for-profit, generation and
transmission cooperative (G&T). We provide
wholesale electric power and services to three
distribution cooperative Members across 22
counties in western Kentucky.
The Member cooperatives are Jackson Purchase
Energy Corporation, headquartered in Paducah;
Kenergy Corp., headquartered in Henderson;
and Meade County Rural Electric Cooperative
Corporation, headquartered in Brandenburg.
Together, the Members distribute retail electric
power and provide other services to more than
112,000 homes, farms, businesses and industries.
Incorporated in June of 1961, the mission of
Big Rivers is to safely deliver low-cost, reliable
wholesale power and cost-effective shared
services desired by the Members. Business
operations revolve around seven core values:
teamwork, integrity, excellence, safety, Member
and community service, environmental
consciousness, and respect for the employee.
With headquarters in Henderson, Big Rivers owns
and operates 1,444 megawatts (MW) of generating
capacity in four stations.
Kenneth C. Coleman

443 MW

Hawesville, Ky.

Robert A. Reid

130 MW

Robards, Ky.

Robert D. Green

454 MW

Robards, Ky.

D. B. Wilson

417 MW

Centertown, Ky.

Owned Generation

1,444 MW

Total generation capacity available is 1,824 MW,
including rights to Henderson Municipal
Power and Light (HMP&L) Station Two and
contracted capacity from Southeastern Power
Administration (SEPA).
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Owned Generation

1,444 MW

HMP&L Station Two

202 MW

SEPA

178 MW

Total Generation

1,824 MW

High voltage electric power is delivered to the
Member cooperatives over a system of 1,266
miles of transmission lines and 22 substations
owned by Big Rivers. Twenty-two interconnects
link our system with seven surrounding utilities.
Big Rivers is led by an experienced
management team and is governed by a sixmember board of directors. The board is
comprised of two representatives from each
distribution cooperative. We employ over 600
people at seven locations in Kentucky, who
actively contribute to the communities our
Members serve.
Constantly focused on the needs and local
priorities of the Member cooperatives, Big Rivers
provides assistance in areas such as information
technology, mapping and planning, safety
programs and training, economic development,
education and customer support services.
As long-standing members of Touchstone
Energy®, Big Rivers and the Member cooperatives
pledge to serve western Kentucky with integrity,
accountability, innovation and a commitment to
community. Keeping the cost of electricity low
and the reliability high has always been a priority.

BIG RIVERS ELECTRIC GENERATING STATIONS
A

A

Reid Plant CT
HMP&L Station Two
Reid Plant Unit 1
Green Plant Units 1 & 2

B

C

Coleman Plant
Units 1,2,3

D.B. Wilson
Unit 1

Big Rivers Headquarters

A

Reid Plant Unit 1, CT
Green Plant Unit 1,2
HMP&L Station Two

B

B

Coleman Plant
Unit 1,2,3

C

D.B. Wilson
Unit 1

A
C

Big Rivers Headquarters
Jackson Purchase
Energy Corporation
Kenergy Corp.
Reid Plant Unit 1, CT
Coleman Plant
Green Plant Unit 1,2
Meade
County
RECCTwo
A HMP&L Station
B Unit 1,2,3

Kentucky

C

D.B. Wilson
Unit 1

Jackson P
Kenergy C
Meade Co
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MEMBER COOPERATIVES
Jackson Purchase Energy Corporation
(270) 442-7321
www.JPEnergy.com

®

Serves: Ballard, Carlisle, Graves, Livingston, Marshall and
McCracken counties
Headquartered:

Paducah, KY

Number of accounts: 29,160
Kelly Nuckols, President & CEO
Jackson Purchase Energy Corporation

Miles of line:

2,918

Kenergy CorP.
(800) 844-4832
www.kenergycorp.com
Serves: Breckinridge, Caldwell, Crittenden, Daviess, Hancock, Henderson,
Hopkins, Livingston, Lyon, McLean, Muhlenberg, Ohio, Union and
Webster counties

Sandy Novick, President & CEO
Kenergy Corp.

Headquartered:

Henderson, KY

Number of meters:

55,282

Miles of line:

7,047

Meade County Rural Electric
Cooperative Corporation
(270) 422-2162
www.mcrecc.coop
Serves: Breckinridge, Grayson, Hancock, Hardin, Meade and Ohio counties

Burns Mercer, President & CEO
Meade County RECC
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Headquartered:

Brandenburg, KY

Number of meters:

28,478

Miles of line:

2,974
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Mark A. Bailey
President and CEO
Dr. James Sills
Chair, Board of Directors

MESSAGE
FROM THE BOARD CHAIR AND CEO

F

ounded in June of 1961, Big Rivers
Electric Corporation celebrated its 50th
anniversary in 2011. We are proud of this
milestone and owe a significant debt
of gratitude to the vision and foresight of our
founders. Much of our success today is a tribute
to our predecessors’ planning and ambition.
Half a century later, we remain dedicated to our
mission of safely delivering low-cost, reliable
wholesale power and cost-effective services
desired by our Members. Our electric rates
continue to be some of the lowest in the country, while our generating units remain among
the most reliable in our region. Likewise, our
employees have continued their commitment
to excellence. One of the most visible examples is their record of being some of the safest
workers nationally within the electric cooperative program. These accomplishments were no

accident, as Big Rivers relies upon dedicated
employees committed to serving our Members
and the company’s success. Teamwork is a core
value for Big Rivers, since it is one of the key
factors necessary for the company to successfully achieve our mission.
As the times have changed since our creation
in 1961, so has the electric utility industry’s
business climate. Like many electric generation
and transmission cooperatives, we have experienced rapid transformation in recent years.
This year alone, we faced uncertainty in nearly
every sector of our business—the most pressing being a difficult economy and impending
environmental regulations. A competent and
well-prepared team will be vital to successfully navigating the rough waters ahead. To
meet those challenges, Big Rivers’ management team is continuously exploring options to
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Message from the Board Chair and CEO (continued)
successfully balance achievement of our corporate mission, while preparing for emerging
environmental regulations and ever-changing
utility markets. We are confident our dedicated staff and board of directors are prepared to
handle the tough challenges ahead thanks to
an experienced leadership team, committed
workforce and solid management practices.

To be certain we are equipped to handle the
future demands, Big Rivers undertook several
long-term initiatives this past year to meet the
challenges ahead. At the top of the list was
our first wholesale rate increase in 20 years.
While no one wants higher electricity rates, Big
Rivers’ board of directors and management
team determined we could no longer continue
to defer spending in critical areas and still
responsibly operate our generation and transmission system. Although numerous significant
cost containment efforts were made prior and
subsequent to the rate increase filing, routine
and planned maintenance of Big Rivers’ transmission and generation assets are necessary
to safely deliver low-cost, reliable wholesale
power to our Members in western Kentucky.
Big Rivers applied for a 6.85 percent increase
in total Member revenue with the Kentucky
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Public Service Commission on March 1, 2011.
On November 17, the Kentucky Public Service
Commission granted Big Rivers an increase of
$26.7 million annually, a 6.19 percent increase
in total Member revenue. Cost containment
efforts combined with an increase in revenue
were largely responsible for the company
achieving net margins of $5.6 million in 2011.
This margin achievement satisfied our loan
contract requirements. Fortunately, even with
this rate increase, Big Rivers will still supply
our Members with some of the lowest-priced
electricity in the nation.
To satisfy mandated generation reliability
requirements set forth by the North American
Electric Reliability Corporation (NERC), Big
Rivers successfully completed our first full
year as a member of the Midwest Independent
Transmission System Operator, Inc. (MISO).
This move was the most cost-effective alternative for meeting NERC-mandated emergency
reserve requirements. Big Rivers is the 35th
transmission owning member of MISO,
which provided us market access through
approximately 57,000 miles of interconnected
transmission lines valued at approximately
$17 billion. Most importantly, we are happy to
report that MISO membership enabled Big
Rivers to meet our reliability responsibilities
and sell 92 percent of our available generation
in 2011—a 4 percent increase from 2010. This
helped us keep our rates low.
Another major focus this past year was an
analysis of the impacts and costs associated
with the Environmental Protection Agency’s
proposed environmental regulations. This
helped determine our compliance strategy.
These proposed new environmental compli-

ance rules will create some of the greatest
challenges ever faced by electric generators in
the U.S. The rules are complex, aggressive and
will negatively impact electricity production,
availability and rates. Their impact will go well
beyond the confines of Kentucky, impacting
our U.S. economy and national security.
This year, we have taken a proactive approach
to inform local officials and community leaders, as well as state and national legislators,
regarding our concerns with these burdensome proposals, which come at a time when
the economy is still struggling from recession.
In April of 2011, we testified before the U.S.
Congressional Subcommittee on Energy and
Power regarding how these regulations will
affect Big Rivers and our Members. We also
worked hard to inform our Members’
customers how these regulations will ultimately increase electric costs, affect reliability and
reduce employment. To help further address
these matters, Big Rivers hired Eric Robeson
as vice president of plant construction in 2011.
Since joining the management team, he has
analyzed compliance options, costs and
implementation timeframes.

team, Big Rivers’ board, management and
employees have accomplished major milestones in 2011. We know that maintaining
the right balance in the future will be the key
to Big Rivers and our Members’ continuing
success in the coming years. The future holds
great challenges, but we are confident in our
ability to navigate the uncertain waters ahead.
We will continue to add value for Members
through excellence in providing reliable and
low-cost power for years to come.
Dr. James Sills
Chair, Board of Directors

Mark A. Bailey
President and CEO

Big Rivers’ executive management and board
of directors will continue to carefully evaluate
all options to optimize our investment and
ensure environmental compliance, while safely
maintaining reliability with the least possible
cost impact to our Members. Working as a
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BOARD OF DIRECTORS
Standing (left to right):
Dr. James Sills, Chair
Meade County RECC
Wayne Elliott, Vice-Chair
Jackson Purchase Energy Corporation
William Denton
Kenergy Corp.
Seated (left to right):
Lee Bearden
Jackson Purchase Energy Corporation
Paul Edd Butler
Meade County RECC
Larry Elder, Secretary-Treasurer
Kenergy Corp.

MANAGEMENT TEAM

Standing (left to right):
Paula Mitchell, Executive Assistant
James Miller, Corporate Counsel
Albert Yockey, V.P. Governmental
Relations & Enterprise Risk
Management
David Crockett,
V.P. System Operations

Seated (left to right):
James Haner,
V.P. Administrative Services

Eric Robeson, V.P. Environmental
Services & Construction

Marty Littrel, Communications &
Community Relations Manager

Robert Berry, V.P. Power
Production
Mark Bailey, President & CEO
Mark Hite, V.P. Accounting &
Interim CFO
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USING

TEAMWORK
TO NAVIGATE THE TURBULENT WATERS

O

n March 1, 2011, Big Rivers Electric
Corporation filed with the Kentucky
Public Service Commission (KPSC)
its first general rate adjustment in 20
years. The filing application requested approval
to increase wholesale electric rates by 6.85
percent to our three distribution cooperative
Members: Jackson Purchase Energy Corporation, Kenergy Corp., and Meade County Rural
Electric Cooperative Corporation.
In the years since Big Rivers last increased
wholesale rates in 1991, the Consumer Price
Index has risen approximately 64 percent. Prior
to and following the rate increase filing, Big Rivers initiated multiple cost containment actions
to address decreased wholesale electric revenue
resulting from the depressed economy as well
as additional expenses required to judiciously
operate its business.

Our board of directors and management team
constantly strive to safely provide reliable, lowcost service to our Members. However, to address increasing requirements in a challenging
environment, we could no longer delay a wholesale electric rate increase.
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This rate application process required
considerable planning and teamwork among
Big Rivers’ employees and advisors. Satisfactorily meeting required deadlines for filing
testimony and responding to data requests
and discovery for the better part of a year was
a true demonstration of the leadership and
dedication of our employees.
Yet, even with the recent rate change, Big Rivers
continues to provide some of the lowest wholesale power rates in Kentucky and in the nation.
Big Rivers conducted a thorough evaluation of
the costs of service to determine the revenue
contribution each customer class made compared to the cost to serve those customers.
This cost of service study revealed that large
industrial customers were paying more than
their share compared to residential customers.
The gap was so significant that even without any
rate increase at all, residential rates would have
had to be increased 6.7 percent to eliminate
the disparity. As a result, Big Rivers proposed
to reduce the gap by one-quarter of the difference. In addition, a depreciation study was
conducted of all Big Rivers assets as part of the
rate case filing.
On November 17, the KPSC authorized Big
Rivers to adjust its electric rates approximately
$26.7 million annually, a 6.19 percent increase
in total Member revenue. Successfully navigating this complex process was a direct result of
significant effort and cooperation from a team
of employees.

Line crew personnel
inspect, treat, and replace
transmission poles as
part of an ongoing
maintenance program.
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MOVING THOUGH CHANGING WATERS WITH

INTEGRITY

B

ig Rivers has a good working relationship with state
and federal legislators. Big Rivers personnel
actively monitor legislation and regulations that
might impact electric cooperatives and the utility
industry. The company is especially vigilant in monitoring
a series of regulations recently proposed by the Environmental Protection Agency (EPA), as they will have a significant impact on coal-fired power plants. The regulations, if
approved, would ultimately increase the cost of electricity
and could affect reliability, at least in the short term.

Energy services
personnel plan,
schedule, analyze, and
forecast use of our
generating assets to
maximize the benefit
to Members.

During much of 2011, Big Rivers personnel analyzed the
near and distant impact of pending EPA regulations on
company operations and financial metrics. A number of
cross-departmental teams are evaluating environmental
compliance requirements that will necessitate expensive
construction projects at our generating stations, as well as
financing, financial modeling, rate case evaluation, and demand side management programs. Although everyone is
interested in protecting the environment, the challenge is
to balance benefits with costs, while achieving the intended results in the most efficient and cost-effective manner.
Big Rivers also continues to maintain a good working relationship with the Kentucky Public Service Commission. Big
Rivers personnel are working with other Kentucky utilities
in regulatory advisory groups regarding possible changes
to the KPSC’s regulations on rules of procedures and tariffs.
Big Rivers personnel are also providing input in connection with the implementation of smart grid standards and
related investments. Big Rivers received recommendations
from KPSC staff on the 2010 filing of its integrated resource
plan, which will be incorporated in Big Rivers’ next integrated resource plan filing.
Regarding fuel supply, Big Rivers continues to balance the
fuel portfolio in accordance with our strategic plan while
maintaining transparent fuel procurement processes. Big

14

The rate application
process required
employees and advisors to
file testimony and
respond to requests for
data and discovery.

Rivers’ generating units are operated in a way
that minimizes cost and maximizes efficiency.
In light of the low demand for electricity and
low market prices for off-system energy sales,
Big Rivers has been challenged to meet
the needs of Members while still achieving
financial objectives. As noted earlier, cost
containment measures have enabled Big
Rivers to do both.
Big Rivers successfully integrated into Midwest
Independent Transmission System Operator,
Inc. (MISO) in late 2010 and actively participates in related activities and training to
ensure the effectiveness of Big Rivers’ operations within the MISO market. Examination
of the costs and benefits of MISO membership versus other options is ongoing, and the
company filed an annual report to update
the KPSC on this matter in 2011. To develop

new revenue streams, Big Rivers continues to
identify and evaluate power supply business
opportunities and strategic partnerships. Now
that full integration into MISO is complete,
the focus is on optimizing participation and
developing strategies designed to maximize
Member benefit. Personnel received training in
2011 to gain additional understanding of MISO
procedures, as well as oversee transmission-related issues and advocate Big Rivers’ position.
By maintaining a balance between risks and
benefits, Big Rivers manages Member rate
volatility and the impact on net margins.
Personnel monitor the effectiveness of enterprise risk management policies and work
with the Members to implement depreciation
studies, cost of service studies, and rate
design to stabilize earnings for Big Rivers
and our Members.
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PERFORMING WITH

EXCELLENCE

B

ig Rivers’ generating stations exceeded
all of their key performance indicator targets in 2011. The power plants
achieved a near-record equivalent
availability factor of 93.3 percent, which is the
percentage of time a generating unit is available for power production. The higher the
percentage, the more efficiently and productive the generating system is running. Results
of 2011 were second only to the year 2010 as
the best performance in the company’s history.
The 2011 equivalent forced outage rate,
which measures the percentage of time a
generating unit is unexpectedly off-line or
unable to obtain its rated capacity, was 4.1
percent, and actual net generation for the
year was 12,444,872 MWh.
The fleet-wide net heat rate of our generating
fleet was also favorable at 11,001 net Btu/kWh
compared to the annual target of 11,067. Net
heat rate measures how efficiently the energy
contained in coal that is burned is converted
to electricity. This favorable heat rate saved
Big Rivers’ Members more than $1.7 million in
fuel costs in 2011.

economic and reliability impact of transmission expansion or improvement projects, as
well as monitor the capabilities and expansions of surrounding utility transmission systems. Big Rivers completed or substantially
completed 12 capital construction projects in
2011. Regarding transmission service reliability,
Big Rivers met the target goal for two member
systems as well as system-wide target for average outage duration.
Big Rivers complies with all North American
Electric Reliability Corporation (NERC)
reliability standards and SERC Reliability
Corporation regional guidelines consistent
with a corporate culture of compliance. Employees continue to efficiently maintain the
transmission system with a focus on Member
reliability and power import and export
capability. This includes evaluation of shared
services that provide value to end-use
consumers through economies of scale.
Installation of a new two-way radio system

Coleman Station set records for continuous
days in service on all three of its generating
units in 2011: Unit 1 – 144 days, Unit 2 – 104
days, and Unit 3 – 140 days. Coleman Station
also exceeded its annual generation target by
more than 215,000 MWh.
As part of our mission, Big Rivers strives to
meet the Members’ reliability needs and regulatory compliance requirements in the most
cost-effective manner. Employees work with
our Members to adopt criteria to evaluate the
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Right-of-way personnel manage vegetation to
keep trees from causing outages and to help
maintain reliability of our transmission system.

Control room operators are
responsible for the safe and
efficient operation of our
generating units. Personnel
improve or maintain
performance and troubleshoot operating issues.

for Big Rivers and all three Members began in
2011 and will be completed in 2012.
As part of an ongoing maintenance program,
Energy Transmission & Substation employees
inspected and treated 3,375 poles and replaced 62 rejected poles. They performed a
ground inspection of 466 miles of transmission
line right-of-way as required by NERC, treated
380 miles with herbicide, and performed a
full-width cut on 48 miles of right-of-way. In
addition, employees tested 43 circuit breakers,

39 transformers, six capacitor banks, 37 line
switches, and 78 battery banks. Big Rivers also
completed two aerial inspections of the transmission system as required by Kentucky Public
Service Commission regulations.
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Energy Transmission & Substation employees
achieved one year with no lost-time incidents in
January 2011.

SHOOTING THE RAPIDS OF POWER DELIVERY WITH

SAFETY

B

ig Rivers emphasizes safety with employees, Members, contractors, and
the public. Team members update,
implement, and communicate the
comprehensive safety plan on an annual basis
and assist the Member systems with their
safety needs.
On January 14, Big Rivers employees reached
a significant company-wide safety milestone
by completing a year without a lost-time incident, which was the first time company employees reached this milestone. This achievement is a credit to all employees, because it
could not have been accomplished without
each employee doing his or her part to
maintain a safe working environment. Also in
January, Transmission & Substation employees
achieved one year with no lost-time incidents;
Coleman Station and Sebree Station completed five years and two years, respectively.
Employees at Sebree Generating Station
were awarded their seventh Governor’s Safety
Award in June. Sebree Station employees received this award for achieving more than one
million man-hours without a lost-time injury as
of March 31. Safety is a foundation for all

18

decisions and expectations of Big
Rivers’ workforce, so this milestone is a
significant achievement.
Wilson Station employees completed four
years with no lost-time incidents on May 15,
and they successfully worked 835,667 hours
with no lost time as of June 30. As a result,
Wilson employees received their eighth
Governor’s Safety Award. Safety is the most
important corporate value at Big Rivers, because it protects the life and well being of our
most important asset: our employees.
Big Rivers sent a contingent of employees to
Kentucky’s 2011 Governor’s Safety and Health
Conference, including Warren Hust Jr.,
past president of the Kentucky Safety and
Health Network, and Donna Haynes, present
board member of the Kentucky Safety and
Health Network.
Headquarters employees completed one year
with no recordable incidents on June 22, as
did Wilson Station employees on October 6,
and Transmission & Substation employees on
November 17.

Sebree Station employees completed two years
with no lost-time incidents in January 2011 and
received the Governor’s Safety Award at the 2011
Governor’s Safety and Health Conference.

Coleman Station employees completed five years
with no lost-time incidents in January 2011 and
received the Governor’s Safety Award at the 2011
Governor’s Safety and Health Conference.

Wilson Station employees completed four years with no lost-time incidents in May 2011 and received their
eighth Governor’s Safety Award from Kentucky Secretary of Labor Mark Brown.

OSHA Recordable
Incident Rate

Lost-Time
Incident Rate

1.87

2007

2.19

2008

2007
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2008
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2009

1.49

2009
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MOVING IN SYNC WITH OUR

B

ig Rivers has taken a proactive approach towards advancing Kentucky
Governor Steve Beshear’s energy plan:
Intelligent Energy Choices for Kentucky’s Future. Strategy 1 of the plan addresses
the energy efficiency of Kentucky’s homes,
buildings, industries, and transportation fleet
by establishing the goal that energy efficiency
will offset at least 18 percent of Kentucky’s
projected 2025 energy demand.
In 2011, Big Rivers worked cooperatively with
our Members in developing demand side
management programs intended to impact
summer and winter demands for electricity,
annual kWh sales, and water savings designed
to reduce energy consumption at the retail level. These energy efficiency programs provide
incentives to both residential and commercial
customers of the Member cooperatives to
modify energy consumption through purchase,
construction, or servicing of electricity-consuming equipment. The following nine programs
were launched in October 2011:

MEMBERS’ NEEDS
Residential Weatherization Program
(development still underway)
Residential Touchstone Energy New
Construction Program
HVAC Tune-Up Program
Commercial/Industrial Efficient Lighting
Program
Commercial/Industrial Efficient
Equipment Program

The KPSC approved an annual budget for the
energy efficiency programs of $1 million in
2012 that could result in more than 2.2 MW
of reduced demand and save an estimated
6,900 MWh annually for retail Members. Energy efficiency programs have the capability to
slow load growth, which may allow Big Rivers
to delay the need for purchase of additional
generating assets.

Residential Lighting Program
(CFL distribution)
Residential ENERGY STAR
Clothes Washer
Residential ENERGY STAR
Refrigerator Program
ENERGY STAR Heating, Ventilation and
Air Conditioning (HVAC) Program
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Engineering personnel manage construction
projects to expand or improve the capabilities of
our transmission system.

Information systems
personnel develop
software applications for
the Member cooperatives.
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SHOWERING THE

COMMUNITY
WITH CORPORATE AND EMPLOYEE INVOLVEMENT

C

ommunity service, as part of our corporate
values, is a strategic objective at Big Rivers. We
persistently support and encourage employee
involvement in civic and philanthropic organizations within the communities served by Big Rivers and
our Members.

The United Way
committee at Big Rivers
is comprised of employee volunteers from
each of our locations.
These volunteers plan
and deliver an annual
campaign to generate
employee contributions
to United Way.

This year, Big Rivers and our employees contributed
$208,285 to local United Way agencies. This was a 7 percent increase in employee contributions from the previous
year’s campaign, which is a testament to the charitable
character of our employees. Big Rivers has always encouraged a strong tradition of volunteering and giving back
to the communities it serves. This year alone, 77 percent
of our employees contributed to United Way, which was
one of the highest participation rates in the region. Total
employee contributions to the 2011 United Way campaign
were $166,285, an average of $326 per employee. Big
Rivers stimulates employee participation and giving rates
by increasing the corporate contribution based on the
percentage increase of employee dollars and participation
rates over the previous year. This year, the Big Rivers
corporate donation totaled $42,000.
Big Rivers employees are extremely active in a variety
of civic and community events. To foster proactive involvement in philanthropic activities, Big Rivers initiated an
employee community support program that financially
supplements employees’ participation in community activities based on their volunteer hours or dollar-for-dollar
matching of their financial contributions.
In addition, the company was a major contributor to Junior
Achievement, March for Babies, Relay for Life, Habitat for
Humanity, Kentucky Governor’s Scholars Program, and the
Philippine Project (in conjunction with the National Rural
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Big Rivers supports a
team of employees annually
to participate in the March
for Babies walk in
Henderson, Kentucky.

Electric Cooperative Association International
Foundation, which brings electricity to rural
villages). Thanks to active participation and a
concern for helping others, this year’s fundraising efforts were a success and brought value
to our communities.

economic development organizations, health
care foundations, chambers of commerce, and
contributing to university and school boards.
Helping our local communities grow and prosper is a long tradition for Big Rivers and
our Members.

Over the past 50 years, employees at Big Rivers have consistently offered their leadership
abilities by serving on numerous committees
and boards throughout the area. This year,
many of our employees gave back to the local
communities in our region by serving in advisory positions for children advocacy groups,
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Production employees receive training on power plant
operations, equipment maintenance, and safety
procedures. Big Rivers stresses the importance of
safety, because the company values employees as
our most important asset.

RESPECT FOR EVERY EMPLOYEE ON BOARD
Big Rivers is powered by a well-trained, engaged workforce dedicated to teamwork and the success
of both the company and our Member cooperatives. The company has:

Planned to meet current and anticipated
staffing needs in recognition of an aging
workforce;
Enhanced the strategy and process for
communicating with employees;
Encouraged teamwork across departments
through multi-functional teams;
Developed tools necessary to track and
meet training needs;

Maintaining balance is an integral part of the
human resources function. Compensation and
benefits are adjusted as necessary to attract
and retain employees, while minimizing costs
to help meet profit or margin requirements for
the corporation. A sufficient and well-trained
workforce is necessary to keep day-to-day
operations running smoothly while preparing
for the future. Staffing is made all the more
challenging given the number of employees
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Maintained a positive relationship with the
Union;
Emphasized with employees the importance of Members and helped build
employee understanding of how their
efforts impact Members; and
Nurtured and supported employee
participation in civic and philanthropic
organizations within our local communities.

approaching retirement, and the increased
pressure on costs due to the depressed power
sales market in the current economy.
During 2011, the generating stations lost 16
employees to retirement, taking with them
more than 522 years of experience in operating and maintaining power plant equipment.
With this in mind, hiring practices have been
put into place to prepare for and offset the

Human resources personnel address critical issues in
staffing, benefit design, and
employee relations.

impact of an aging workforce. This includes
temporarily hiring additional employees at the
generating stations before they are needed
due to upcoming retirements.
In addition, the production department purchased a power plant operator training
simulator in 2011 to improve the quality of
its control room operator training program
and to expedite the training of new operators
to replace retirees. In order to continue serving Members with excellence, Big Rivers also
sharpens employees’ skills through various
training activities.

the decision made to market the employee
health plan. As a result of that effort, Big Rivers
is self-insuring its medical plan and moved to
a new dental plan provider in 2012 with significant expected savings in the cost of providing
employee health plan benefits.
A compensation study was initiated to gauge
the competiveness of pay rates and appropriateness in design of the non-bargaining
employee salary structure. Adjustments as
determined by the study were implemented
in early 2012.

Benefit costs were also a focus in 2011, with
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ENVIRONMENTALLY
CONSCIOUS
OF THE LANDSCAPE THAT SURROUNDS US

O

ne of the greatest challenges facing the electric
utility industry is finding the proper balance between the public’s desire for a cleaner environment and low-cost reliable electricity. To address
these challenges, Big Rivers took several proactive steps in
2011 to realize its environmental responsibilities.

This nesting box,
installed at Wilson
Station, will hopefully
house a pair of
Peregrine Falcons in
the near future.

In May, Big Rivers hired Eric Robeson as vice president of
plant construction to develop an overall compliance strategy to achieve federal EPA requirements of the Cross-State
Air Pollution Rule and Mercury and Air Toxics Standards.
These regulations will require electric utilities to further reduce their emissions of sulfur dioxide, nitrogen oxides, and
mercury from their generating units.
As part of this effort, Big Rivers engaged the engineering
firm of Sargent & Lundy to perform a three-phase environmental compliance study. The study measured existing
emissions from the generation fleet, identified viable technology solutions to meet the new environmental regulations, and developed a least-cost solution for compliance
with these regulations.
In addition, Big Rivers formed an internal team to ensure
that all appropriate areas of the company were focused on
these new environmental regulations. The primary goal of
this team is to develop the required regulatory filings associated with an environmental compliance plan, certificates
of public convenience and necessity, and environmental
surcharge update by the end of 2012. These filings will
allow Big Rivers to receive KPSC approval of its
compliance plan.
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A ladder structure is assembled onto the front of
the nesting box to provide
falcons with a perch.

HELPING WILDLIFE
Personnel from the Kentucky Department of
Fish and Wildlife Resources installed a Peregrine Falcon nesting box at the top of
the Wilson Generating Station stack in
mid-September.
Kate Heyden, aviation biologist, offered her
thanks to the Wilson crew that helped with the
installation. “We greatly appreciate your support of our Peregrine Falcon restoration pro-

gram. The Peregrine Falcon is a rare species,
with only 13 nesting pairs in Kentucky (most of
which are in nest boxes).”
Hopefully, this nest box will provide another
safe nesting location for these birds in the near
future. A similar nesting box was installed at
Coleman Generating Station in 2010.

EXPLORING ELECTRIC VEHICLES
Big Rivers purchased the highly-touted Chevy

27

Environmentally Conscious (continued)
Volt in December 2011 to test its performance
and raise public awareness of new electric vehicle technology. This vehicle purchase follows
a corporate strategic initiative of proactive
asset management, because electric vehicles
are typically charged at night when our generating assets are not fully utilized.
The Volt is the first American production vehicle designed to travel extended distances in
the electric vehicle mode with full performance
and speed. In its simplest form, the Volt operates two ways: short range using only battery
power and extended range using gasolinegenerated electricity. The Chevy Volt can be
charged with a standard 120-volt household
outlet, making charging easily available.
Initial indications suggest about $1.50 of
electricity will permit the vehicle to travel approximately 35 miles using battery power only.
Beyond its battery power radius, the Volt’s
gasoline-powered generator automatically
engages to produce electricity that allows the
vehicle to be driven an additional 300 miles.
Overall, the Volt is allowing Big Rivers to
better understand this technology and the
opportunities it may present.
Looking to the future, this technology
could lead to expansion of our demand side
management programs that permit better
utilization of our generating assets, while
delaying the need to add even more expensive assets to meet our Members’ increased
electricity needs. As the popularity and
economics become more attractive for these
electric vehicles, they could provide opportunities for low-cost, off-peak energy programs.

RECYCLING
In order to be better stewards of the environ-
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ment, Big Rivers launched on-site recycling
efforts in 2011. Recycling programs are now
operational at three facilities, and the remaining locations will begin participation in 2012.
Sebree Generating Station and Energy Transmission & Substation have partnered with
Henderson Recycling to collect cardboard
and paper waste. Sebree Station also collects
plastic recyclable waste. Big Rivers personnel
installed 96-gallon plastic bins in areas such as
the control room, offices, and lunch rooms for
easy access by employees. These bins collect
recyclable items like newspaper, magazines,
and plastic bottles.
Sebree warehouse personnel also recycle large
cardboard boxes received with material shipments. The program was so successful that
Sebree Station is on the waiting list with Henderson Recycling for a second large collection
bin. The ultimate goal of this program at our
Sebree and Transmission & Substation facilities
is to reduce the amount of recyclable material

In partnership with Henderson Recycling,
warehouse personnel recycle cardboard
boxes received with material shipments.

Big Rivers purchased
this Chevy Volt to test
its performance and
raise awareness of electric vehicle technology.

sent to the Henderson, Kentucky landfill and
extend its usable life, which is only about six
more years at current usage levels.
As part of another recycling partnership, the
city of Hartford, Kentucky delivered a new
recycle trailer to Wilson Generating Station,
one of six tailor-made trailers Hartford purchased with grant money for recycling. Wilson
employees are pleased to join the city of
Hartford in this effort to reduce recyclable
materials going to landfills.

Thanks to the conscientious efforts of our
employees, their waste recycling will
not only reduce the volume of material
being sent to landfills, it will also reduce the
cost associated with traditional garbage removal. These recycling programs at Energy
Transmission & Substation, Sebree Station,
and Wilson Station exemplify our corporate
values of community service, teamwork, and
environmental consciousness.
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2011 FINANCIAL REVIEW
Big Rivers’ mission is to safely provide lowcost, reliable wholesale electricity and costeffective shared services to three Member
distribution cooperatives—Jackson Purchase
Energy Corporation, Kenergy Corp. and Meade
County Rural Electric Cooperative Corporation.
At December 31, 2011, the Members provide
service to 112,936 retail customers in 22 western
Kentucky counties.
On March 1, 2011, Big Rivers filed an application
with the Kentucky Public Service Commission
(KPSC) seeking to increase its Member
wholesale tariff rates. Per the application,
the proposed Member revenue increase was
$29.6 million, a 6.85 percent increase in total
Member revenue. At the time of the filing, Big
Rivers had not obtained a wholesale tariff rate
increase in 20 years. The KPSC issued an order
on November 17, 2011, approving an increase
in electric rates of $26.7 million, a 6.19 percent
increase in total Member revenue. The rate
increase was retroactively applied for service
rendered on September 1, 2011.

Big Rivers operates 1,444 MW of owned
generating facilities and 312 MW of Henderson
Municipal Power & Light Station Two, of which
Big Rivers is currently allocated 202 MW.
The company also owns transmission assets,
principally 1,266 miles of transmission lines and
22 transmission substations. Net utility plant at
December 31, 2011 was $1,092.1 million, and
total assets were $1,417.9 million.
Big Rivers completed 2011 with a favorable set
of key financial metrics, discussed in the pages
that follow.

Net Margins

Equity

Dollars in millions

Dollars in millions

2010

$7.0

2011

$5.6
0
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In 2011 Big Rivers also completed its first full
year of membership with Midwest Independent
Transmission System Operator, Inc. (MISO).
MISO coordinates, monitors and controls
operation of the electrical power system in this
region. ACES Power Marketing continues to
market Big Rivers’ surplus power.
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NET MARGINS AND EQUITIES
The 2011 net margin was $5.6 million, resulting
in a 1.12 times interest earned ratio (TIER) and
margins for interest ratio (MFIR), and a 1.47 debt
service coverage ratio (DSCR). Equities to total
assets were 27.49 percent at December 31, 2011.
The net margin for 2010 was $7.0 million. Three
items account for the majority of the $1.4
million decline in the 2011 net margin. First,
2011 reflects additional expense of $4.6 million
related to a full year of MISO membership fees
versus one month of membership expense in
2010. Second, following a thorough analysis
during 2010, the balance of the reserve for
obsolescence that was established for certain
materials and supplies inventory upon the
Unwind closing was written off, resulting in a
positive impact of $1.9 million to the 2010 net
margin. Third, largely offsetting the unfavorable
expense variance is a $5.0 million increase in net
sales margin (electric sales revenue less variable
cost) in 2011. This is principally due to the
Member rate increase and higher smelter and
off-system sales volumes in 2011, largely offset
by lower market pricing in off-system sales.

ENERGY SALES AND ELECTRIC
REVENUES
Energy sales increased to 13,255,125 MWh in
2011, up from 11,969,420 MWh in 2010. There
were two primary reasons for the MWh sales
increase. First, an additional 506,389 MWh were
sold to the smelters, a 7.98 percent increase over
2010, due to the restarting of an idle potline
at Century Aluminum. Second, an additional
846,675 MWh were sold in the off-system market,
a 38.32 percent increase over 2010.
Non-smelter Member sales decreased 67,359
MWh in 2011, or 1.98 percent, driven by weather.
Electric energy revenue increased to $558.4
million in 2011, up from $514.5 million in 2010,
due to a combination of off-system sales,
Century Aluminum restarting one of
their potlines, and the September 1, 2011,
rate increase.

Energy Sales

Electric Revenues

Megawatt-hours (MWhs) in millions

Dollars in millions

2010

2010
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2011

2011
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0

3

6

9

12

$514.5
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Financial Review (continued)

WHOLESALE RATES
Big Rivers has all-requirements wholesale power
contracts with its Members through December
31, 2043. Rural Member wholesale revenue per
MWh was $46.78 in 2011 versus $45.15 in 2010.
Large industrial Member wholesale revenue per
MWh was $41.68 in 2011 versus $41.85 in 2010.
The aluminum smelter wholesale contracts
terminate December 31, 2023. Aluminum
smelter wholesale revenue per MWh was
$44.48 in 2011 versus $44.05 in 2010. Big Rivers’
wholesale Member tariff rate and the aluminum
smelter contracts are regulated by the KPSC
and the Rural Utilities Service (RUS).

Wholesale Member Rates*
Dollars per megawatt-hour (MWh)
*Note that: 2009, 2010 and 2011 rates reflect a reduction due to
the Member Rate Stability Mechanism

Wholesale power market prices continue to be
depressed, as has been the case since 2008.
The revenue per MWh received by Big Rivers
for its off-system sales was $33.30 in 2011, down
from $37.90 received in 2010, and significantly
below the off-system sales rate of $48.03
received in 2007.

LINES OF CREDIT AND LETTERS
OF CREDIT
Big Rivers has two $50 million lines of credit
available, one with CoBank, ACB, expiring July
16, 2012, and the other with National Rural
Utilities Cooperative Finance Corporation (CFC),
expiring July 16, 2014. The CFC line of credit
contains a $10 million embedded letter of credit
facility. At December 31, 2011, letters of credit
totaling $5.4 million are outstanding with CFC.
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At December 31, 2011, debt to total assets is
55.46 percent. Big Rivers significantly reduced its
long-term debt by $252.7 million over the past
three years to $786.4 million at December 31,
2011, down from $1,039.1 million at December
31, 2008. The effective interest rate thereon, at
December 31, 2011, is 5.75 percent. The RUS
Series A Note has a December 31, 2011 fair value
of $521.3 million and a stated value of $523.2
million. The non-interest bearing RUS Series B
Note, having a December 31, 2011 fair value
of $123.0 million and a stated value of $245.5
million, has no payment due until maturity on
December 31, 2023.

Big Rivers has two issues of tax-exempt
pollution control bonds outstanding, totaling
$142.1 million. The larger of the two issues
was refinanced June 8, 2010—the $83.3 million
County of Ohio, Kentucky, Pollution Control
Revenue Bonds, Series 2010A. These Series
2010A Bonds now bear interest at a 6 percent
fixed rate, with a maturity date of July 15, 2031.
The second issue—the $58.8 million County
of Ohio, Kentucky, Pollution Control Revenue
Bonds, Series 1983—are variable rate demand
bonds currently being held by the liquidity
provider, bearing an interest rate of
3.25 percent.

LIQUIDITY

Cash and
Cash Equivalents
Dollars in millions

2002
2003
2004

$20.1
$15.8
$54.9
$67.3

2005

$96.1

2006

$148.9

2007
2008
2009

$38.9
$60.3

2010

$44.8

2011

$44.8

Liquidity is good, as cash and cash equivalents
total $44.8 million at December 31, 2011.
Additionally, the company has the two lines of
credit totaling $100 million discussed earlier.
Also of significance, at December 31, 2011,
Big Rivers had voluntarily prepaid $11.5 million
on its 5.75 percent RUS Series A Note, which
the company may claw back by avoiding future
quarterly debt service payments. Big Rivers
funded all of its operating expenses and capital
expenditures in 2011 internally without any new
borrowing. Capital expenditures totaled $38.7
million in 2011, versus $42.7 million in 2010.
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BALANCE SHEETS

As of December 31, 2011 and 2010 — (Dollars in thousands)

Assets

2011

2010

$1,092,063

$ 1,091,566

163,162

217,562

5,911

5,473

44,849
44,287
33,894
25,295
4,217

44,780
45,905
37,328
23,218
2,502

Total current assets

152,542

153,733

Deferred Charges and Other

4,244

3,851

$1,417,922

$ 1,472,185

$ 389,820
714,254

$

Utility Plant – Net
Restricted Investments – Member rate mitigation
Other Deposits and Investments – At cost
Current Assets:
		
Cash and cash equivalents
		
Accounts receivable
		
Fuel inventory
		
Nonfuel inventory
		
Prepaid expenses
			

Total

Equities and Liabilities
Capitalization:
		Equities
		
Long-term debt
			Total capitalization

1,104,074

1,196,198

72,145
1,878
28,446
10,380
9,899

7,373
10,000
1,516
29,782
10,627
11,134

Current Liabilities:
		
Current maturities of long-term obligations
		
Notes payable
		
Purchased power payable
		
Accounts payable
		
Accrued expenses
		
Accrued interest
			

386,575
809,623

Total current liabilities

122,748   

70,432   

Deferred Credits and Other:
		
Regulatory liabilities – Member rate mitigation
		Other

169,001
22,099

185,893
19,662

			

191,100

205,555

$1,417,922

$ 1,472,185

Total deferred credits and other

Commitments and Contingencies (see Note 14)

Total

See accompanying notes to financial statements.
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STATEMENTS OF OPERATIONS
For the years ended December 31, 2011, 2010 and 2009 — (Dollars in thousands)

Operating Revenue
Lease Revenue
			

2011

2010

2009

$ 561,989

$ 527,324

$ 341,333

		–

		–

32,027

561,989

527,324

373,360

207,749

80,655

Total operating revenue

Operating Expenses:
Operations:
		

Fuel for electric generation

226,229

		

Power purchased and interchanged

112,262   

		

Production, excluding fuel

50,410

52,507

22,381

		

Transmission and other

39,085

35,273

35,444

Maintenance

47,718

46,880

29,820

Depreciation and amortization

35,407

34,242

32,485

511,111

476,072

317,668

50,878

51,252

55,692

45,226

46,570

59,898

–

–

2,172

Income tax expense

100

259

1,025

Other – net

220

166

112

45,546

46,995

63,207

5,332

4,257

(7,515)

–

–

537,978

268

2,734

867

268

2,734

538,845

6,991

$ 531,330

			

Total operating expenses

			

Electric Operating Margin

99,421   

116,883

Interest Expense and Other:
Interest
Amortization of loss from termination of long-term lease

			

Total interest expense and other

			

Operating Margin

Non-Operating Margin:
Gain on Unwind transaction (see Note 2)
Interest income and other
			

Total non-operating margin

			

Net Margin

$

5,600

See accompanying notes to financial statements.
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$

STATEMENTS OF EQUITIES (Deficit)
For the years ended December 31, 2011, 2010 and 2009 — (Dollars in thousands)

Other Equities
				Consumers’
Accumulated
Total
Accumulated
Donated
Contributions
Other
Equities
Margin
Capital and
to Debt
Comprehensive
(Deficit)
(Deficit)
Memberships
Service
Income

Balance – December 31, 2008

$ (154,602)  	 $ (146,823)  	

$ 764

$ 3,681

$(12,224)

Comprehensive income:
Net margin

531,330  	

531,330  	

–

–

–

2,664  	

–

–

–

2,664

Total comprehensive income

533,994  	

531,330

–

–

2,664

Balance – December 31, 2009

379,392  	

Defined benefit plans
		

384,507  	

764

3,681

(9,560)

–

–

–

–

–

192

–

–

192

764

3,681

Comprehensive income:
Net margin
Defined benefit plans
		

Total comprehensive income

Balance – December 31, 2010

6,991  	
192  	
7,183  	

386,575  	

6,991  	
–
6,991   

391,498

(9,368)

Comprehensive income:
Net margin

5,600  	

5,600     	

–

–

–

Defined benefit plans

(2,355)  	

–

–

–

(2,355)

5,600   

–

–

(2,355)

$ 389,820  	 $ 397,098  	

$ 764

$ 3,681

$(11,723)

		

Total comprehensive income

Balance – December 31, 2011

3,245  	

See accompanying notes to financial statements.
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STATEMENTS OF CASH FLOWS
For the years ended December 31, 2011, 2010 and 2009 — (Dollars in thousands)

2011

2010

2009

$ 5,600

$ 6,991

$ 531,330

37,808
–
–
–
8,398
6,884
–
–
(18,947)

37,650
–
–
–
–
6,499
–
–
(23,953)

37,084
2,172
(3,768)
(3,881)
–
6,136
(269,441)
217,856
(12,033)

1,618
1,357
(1,715)
121
362
(1,336)
(1,481)
(70)
38,599

1,588
(2,304)
731
1,251
(1,846)
(875)
2,800
555
29,087

(26,049)
(3,497)
(2,783)
(1,538)
(5,973)
24,825
7 ,881
6,852
505,173

Cash Flows from Investing Activities:
Capital expenditures
Proceeds from restricted investments
Purchases of restricted investments and other deposits & investments
		
Net cash provided by (used in) investing activities

(38,746)
56,095
–
17,349

(42,683)
28,143
–
(14,540)

(58,388)
8,982
(252,798)
(302,204)

Cash Flows from Financing Activities:
Principal payments on long-term obligations
Proceeds from long-term obligations
Principal payments on short-term notes payable
Proceeds from short-term notes payable
Debt issuance cost on bond refunding
		
Net cash used in financing activities
		
Net increase (decrease) in cash and cash equivalents

(45,879)
–
(10,000)
–
–
(55,879)
69

(121,355)
83,300
–
10,000  	
(2,002)
(30,057)
(15,510)

(168,956)
–
(12,380)
–
(246)
(181,582)
21,387

Cash Flows from Operating Activities:
Net margin
Adjustments to reconcile net margin to net cash
provided by operating activities:
Depreciation and amortization
Amortization of deferred loss (gain) on sale-leaseback – net
Deferred lease revenue
Residual value payments obligation gain
Interest compounded - RUS Series A Note
Interest compounded - RUS Series B Note
Noncash gain on Unwind transaction
Cash received for member rate mitigation
Noncash member rate mitigation revenue
Changes in certain assets and liabilities:
		Accounts receivable
		Inventories
		Prepaid expenses
		Deferred charges
		
Purchased power payable
		Accounts payable
		Accrued expenses
		
Other – net
			
Net cash provided by operating activities

Cash and Cash Equivalents — Beginning of year
Cash and Cash Equivalents — End of year

$
$

44,780
44,849

$
$

60,290
44,780

$
$

38,903
60,290

Supplemental Cash Flow Information:
Cash paid for interest
Cash paid for income taxes

$
$

31,441
130

$
$

37,268
260

$
$

51,078
626

See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS
As of December 31, 2011 and 2010 (Dollars in thousands)

1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) General Information — Big Rivers Electric Corporation (Big Rivers or the Company), an electric generation and
transmission cooperative, supplies wholesale power to its three member distribution cooperatives (Kenergy
Corp., Jackson Purchase Energy Corporation, and Meade County Rural Electric Cooperative Corporation) under
all requirements contracts, excluding the power needs of two large aluminum smelters (the Aluminum Smelters).
Additionally, Big Rivers sells power under separate contracts to Kenergy Corp. for the Aluminum Smelters load
and markets power to nonmember utilities and power marketers. The members provide electric power and
energy to industrial, residential, and commercial customers located in portions of 22 western Kentucky counties.
The wholesale power contracts with the members remain in effect until December 31, 2043. Rates to Big Rivers’
members are established by the Kentucky Public Service Commission (KPSC) and are subject to approval by
the Rural Utilities Service (RUS). The financial statements of Big Rivers include the provisions of the Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 980, Certain Types of Regulation,
which was adopted by the Company in 2003, and gives recognition to the ratemaking and accounting practices
of the KPSC and RUS.

		

Management evaluated subsequent events up to and including March 26, 2012, the date the financial
statements were available to be issued.

(b) Principles of Consolidation — The financial statements of Big Rivers include the accounts of Big Rivers and its
wholly owned subsidiary, Big Rivers Leasing Corporation (BRLC). All significant intercompany transactions have
been eliminated. BRLC was dissolved July 7, 2009.
(c) Estimates — The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses, and disclosure of contingent assets
and liabilities. The estimates and assumptions used in the accompanying financial statements are based upon
management’s evaluation of the relevant facts and circumstances as of the date of the financial statements.
Actual results may differ from those estimates.
(d) System of Accounts — Big Rivers’ maintains its accounting records in accordance with the Uniform System of
Accounts as prescribed by the RUS Bulletin 1767B-1, as adopted by the KPSC. These regulatory agencies retain
authority and periodically issue orders on various accounting and ratemaking matters. Adjustments to RUS
accounting have been made to make the financial statements consistent with generally accepted accounting
principles in the United States of America.
(e) Revenue Recognition — Revenues generated from the Company’s wholesale power contracts are based on
month-end meter readings and are recognized as earned. Prior to its termination, in accordance with FASB ASC
840, Leases, Big Rivers’ revenue from the Lease Agreement was recognized on a straight-line basis over the term
of the lease. The major components of this lease revenue include the annual lease payments and the Monthly
Margin Payments (described in note 2).
(f)

		

Utility Plant and Depreciation — Utility plant is recorded at original cost, which includes the cost of contracted
services, materials, labor, overhead, and an allowance for borrowed funds used during construction.
Replacements of depreciable property units, except minor replacements, are charged to utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total cost of
$250 or more before consideration of such allowance. The interest capitalized is determined by applying the
effective rate of Big Rivers’ weighted average debt to the accumulated expenditures for qualifying projects
included in construction in progress.
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Depreciation of utility plant in service is recorded using the straight-line method over the estimated remaining
service lives, as approved by the RUS and KPSC. During 2010, the Company commissioned a depreciation
study to evaluate the remaining economic lives of its assets. In 2011, the study was completed and approved by
the RUS and KPSC. The annual composite depreciation rates used to compute depreciation expense were as
follows:

Jan-Nov 2011

		

Electric plant
Transmission plant
General plant

		

1.60%–2.47%		
1.76%–3.24%		
1.11%–5.62%		

Dec 2011
0.50%–20.22%
1.42%–02.23%
2.84%–17.12%

For 2011, 2010, and 2009, the average composite depreciation rates were 1.91%, 1.86%, and 1.85%, respectively.
At the time plant is disposed of, the original cost plus cost of removal less salvage value of such plant is charged
to accumulated depreciation, as required by the RUS.

(g) Impairment Review of Long Lived Assets — Long-lived assets are reviewed as facts and circumstances indicate
that the carrying amount may be impaired. FASB ASC 360, Property, Plant, and Equipment, requires the
evaluation of impairment by comparing an asset’s carrying value to the estimated future cash flows the asset is
expected to generate over its remaining life. If this evaluation were to conclude that the future cash flows were
not sufficient to recover the carrying value of the asset, an impairment charge would be recorded based on the
difference between the asset’s carrying amount and its fair value (less costs to sell for assets to be disposed of by
sale) as a charge to net margin.
(h) Inventory — Inventories are carried at average cost and include coal, petroleum coke, lime, limestone, oil and
gas used for electric generation, and materials and supplies used for utility operations. Emission allowances are
carried in inventory at a weighted average cost by each vintage year. Issuances of allowances are accounted for
on a vintage basis using a monthly weighted average cost.
(i)

Restricted Investments — Investments are restricted under KPSC order to establish certain reserve funds for
member rate mitigation in conjunction with the Unwind Transaction. These investments have been classified as
held-to-maturity and are carried at amortized cost (see note 9).

(j)

Cash and Cash Equivalents — Big Rivers considers all short-term, highly liquid investments with original
maturities of three months or less to be cash equivalents.

(k) Income Taxes — Big Rivers was formed as a tax-exempt cooperative organization as described in Internal
Revenue Code Section 501(c)(12). To retain tax-exempt status under this section, at least 85% of the Big Rivers’
receipts must be generated from transactions with the Company’s members. In 1983, sales to nonmembers
resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can meet the 85% member income
requirement, the Company will not be eligible for tax exempt status and will be treated as a taxable cooperative.
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As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage allocations to members from
taxable income. Income and expenses related to non-patronage sourced operations are taxable to Big Rivers.
Big Rivers files a federal income tax return and certain state income tax returns.

		

Under the provisions of FASB ASC 740, Income Taxes, Big Rivers is required to record deferred tax assets and
liabilities for temporary differences between amounts reported for financial reporting purposes and amounts
reported for income tax purposes. Deferred tax assets and liabilities are determined based upon these
temporary differences using enacted tax rates for the year in which these differences are expected to reverse.
Deferred income tax expense or benefit is based on the change in assets and liabilities from period to period,
subject to an ongoing assessment of realization. Tax benefits associated with income tax positions taken, or

expected to be taken, in a tax return are recorded only when the more-likely than-not recognition threshold is
satisfied and measured at the largest amount of benefit that is greater than 50% likely of being realized upon
settlement.
(l)

Patronage Capital — As provided in the bylaws, Big Rivers accounts for each year’s patronage-sourced income,
both operating and nonoperating, on a patronage basis. Notwithstanding any other provision of the bylaws, the
amount to be allocated as patronage capital for a given year shall not be less than the greater of regular taxable
patronage-sourced income or alternative minimum taxable patronage-sourced income.

(m) Derivatives — Management has reviewed the requirements of FASB ASC 815, Derivatives and Hedging, and has
determined that certain contracts the Company is party to may meet the definition of a derivative under FASB
ASC 815. The Company has elected the Normal Purchase and Normal Sale exception for these contracts and,
therefore, the contracts are not required to be recognized at fair value in the financial statements.
(n) Fair Value Measurements — FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value as the
exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal, or
most advantageous, market for the asset or liability in an orderly transaction between market participants at the
measurement date. FASB ASC 820 establishes a three-level fair value hierarchy that prioritizes the inputs used to
measure fair value. This hierarchy requires entities to maximize the use of observable inputs when possible. The
three levels of inputs used to measure fair value are as follows:
•

Level 1 – quoted prices in active markets for identical assets or liabilities

•

Level 2 – observable inputs other than quoted prices included in Level 1, such as quoted prices for similar
assets and liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets
that are not active; or other inputs that are observable or can be corroborated by observable market
data; and

•

Level 3 – unobservable inputs that are supported by little or no market activity and that are significant
to the fair values of the assets or liabilities, including certain pricing models, discounted cash flow
methodologies and similar techniques that use significant unobservable inputs.
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2.

LG&E LEASE AGREEMENT
Big Rivers, LG&E and KU, Western Kentucky Energy Corporation (WKEC), and LG&E Energy Marketing (LEM),
closed effective July 17, 2009, a transaction resulting in a mutually acceptable early termination of the 1998 LG&E
Lease Agreement (referred herein as the Unwind Transaction or Unwind). LG&E and KU, WKEC, and LEM are
collectively referred to in the notes as “LG&E and KU Entities.” This transaction was approved by the KPSC and the
RUS. The Unwind Transaction resulted in Big Rivers recognizing a net gain of $537,978. This transaction resulted
in the acquisition of assets, the assumption of liabilities, the forgiveness of liabilities, and the establishment of
a regulatory reserve prescribed by the KPSC in their approval of the transaction. Assets and liabilities in the
Unwind Transaction were accounted for at fair value or recorded value, as appropriate. The gain from the Unwind
Transaction is summarized as follows:

Unwind
Gain
Assets received:
Cash
Coleman scrubber
Inventory
Construction in progress
Utility plant assets
SO2 allowances

$506,675
98,500
55,000
23,074
19,679
980

Liabilities (assumed) forgiven:
Economic Reserve
Rural Economic Reserve
Post-retirement benefits liability
Residual value payments obligation
LEM Settlement Note

(157,000)
(60,856)
(8,768)
145,251
15,440

Recognition of (expenses) income:
Deferred lease income
Deferred loss from termination of sale/leaseback
Deferred loss from LEM Marketing Payment/Settlement Note
Unwind transaction costs
Other
Gain on unwind transaction

7,187
(73,829)
(14,520)
(18,991)
156
$537,978

The terms of the LG&E Lease Agreement as originally structured are outlined in the following text.
On July 15, 1998 (Effective Date), a lease was consummated (Lease Agreement), whereby Big Rivers leased its
generating facilities to Western Kentucky Energy Corporation (WKEC), a wholly owned subsidiary of LG&E and
KU. Pursuant to the Lease Agreement, WKEC operated the generating facilities and maintained title to all energy
produced. Throughout the lease term, in order for Big Rivers to fulfill it obligation to supply power to its members,
the Company purchased substantially all of its power requirements from LG&E Energy Marketing Corporation
(LEM), a wholly owned subsidiary of LG&E and KU, pursuant to a power purchase agreement.
Big Rivers continued to operate its transmission facilities and charged LEM tariff rates for delivery of the energy
produced by WKEC and consumed by LEM’s customers. The significant terms of the Lease Agreement were
as follows:
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a. WKEC was to lease and operate Big Rivers’ generation facilities through 2023.
b. Big Rivers retained ownership of the generation facilities both during and at the end of the lease term.
c. WKEC paid Big Rivers an annual lease payment of $30,965 over the lease term, subject to certain adjustments.
d. On the Effective Date, Big Rivers received $69,100 representing certain closing payments and the first two years
of the annual lease payments. In accordance with FASB ASC 840, Leases, the Company amortized these payments
to revenue on a straight-line basis over the life of the lease.
e. Big Rivers continued to provide power for its members, excluding the member loads serving the Aluminum
Smelters, through its power purchase agreements with LEM and the Southeastern Power Administration, based
on a pre-determined maximum capacity. When economically feasible, the Company also obtained the power
necessary to supply its member loads, excluding the Aluminum Smelters, in the open market. Kenergy Corp.’s retail
service for the Aluminum Smelters was served by LEM and other third party providers that included Big Rivers. To
the extent the power purchased from LEM did not reach pre-determined minimums, the Company was required to
pay certain penalties. Also, to the extent additional power was available to Big Rivers under the LEM contract, Big
Rivers made sales to nonmembers.
f. LEM reimbursed Big Rivers the margins expected from the Aluminum Smelters, defined as the net cash flows
that Big Rivers anticipated receiving if the Company had continued to serve the Aluminum Smelters’ load, as filed
in the Rate Hearing (the Monthly Margin Payments).
g. WKEC was responsible for the operating costs of the generation facilities; however, Big Rivers was partially
responsible for ordinary capital expenditures (Nonincremental Capital Costs) for the generation facilities over the
term of the Lease Agreement, generally up to predetermined annual amounts. At the end of the lease term, Big
Rivers was obligated to fund a “Residual Value Payment” to LG&E and KU for such capital additions during the
lease (see note 1). Adjustments to the Residual Value Payment were made based upon actual capital expenditures.
Additionally, WKEC made required capital improvements to the facilities to comply with new laws or changes
to existing laws (Incremental Capital Costs) over the lease life (the Company was partially responsible for such
costs—20% prior to termination of the lease) and the Company was required to submit another Residual Value
Payment to LG&E and KU for the undepreciated value of WKEC’s 80% share of these costs, at the end of the lease.
The Company had title to these assets during the lease and upon lease termination.
h. Big Rivers entered into a note payable with LEM for $19,676 (the LEM Settlement Note) to be repaid over the
term of the Lease Agreement, with an interest rate at 8% per annum, in consideration for LEM’s assumption of the
risk related to unforeseen costs with respect to power to be supplied to the Aluminum Smelters and the increased
responsibility for financing capital improvements. The Company recorded this obligation as a component of
deferred charges with the related payable recorded as long-term debt in the accompanying balance sheets. This
deferred charge was amortized on a straight-line basis up to the Effective Date of the Unwind Transaction.
i. On the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM, which was recorded
as a component of deferred charges. This amount was amortized on a straight-line basis up to the Effective Date of
the Unwind Transaction.
j. During the lease term, Big Rivers was entitled to certain “billing credits” against amounts the Company owed
LEM under the power purchase agreement. Each month during the first 55 months of the lease term, Big Rivers
received a credit of $89. For the year 2011, Big Rivers was to receive a credit of $2,611 and for the years 2012 through
2023, the Company was to receive a credit of $4,111 annually.
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In accordance with the power purchase agreement with LEM, the Company was allowed to purchase power in
the open market rather than from LEM, incurring penalties when the power purchased from LEM did not meet
certain minimum levels, and to sell excess power (power not needed to supply its jurisdictional load) in the open
market (collectively referred to as Arbitrage). Pursuant to the New RUS Promissory Note (currently the RUS Series
A Note) and the RUS ARVP Note (currently the RUS Series B Note), the benefit, net of tax, as defined, derived from
Arbitrage had to be divided as follows: one-third, adjusted for capital expenditures, was used to make principal
payments on the New RUS Promissory Note; one-third was used to make principal payments on the RUS ARVP
Note; and the remaining value was retained by the Company.

3.

UTILITY PLANT
At December 31, 2011 and 2010, utility plant is summarized as follows:

2011
2010
Classified plant in service:		
Production plant
$1,706,243
$1,689,024
Transmission plant
238,738
237,689
General plant
33,744
18,937
Other
543
543
		
1,979,268
1,946,193
		
Less accumulated depreciation
936,355
909,501
		
1,042,913
1,036,692
		
Construction in progress
49,150
54,874
		
Utility plant — net
$1,092,063
$1,091,566

Interest capitalized for the years ended December 31, 2011, 2010, and 2009, was $548, $684, and $133, respectively.
The Company has not identified any material legal asset retirement obligations, as defined in FASB ASC 410, Asset
Retirement and Environmental Obligations. In accordance with regulatory treatment, the Company records an
estimated net cost of removal of its utility plant through normal depreciation. As of December 31, 2011 and 2010,
the Company had approximately $41,449 and $38,000, respectively, related to nonlegal removal costs included in
accumulated depreciation.
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4.

Debt and Other Long-Term Obligations
A detail of long-term debt at December 31, 2011 and 2010 is as follows:

2011
2010
RUS Series A Promissory Note, stated amount of $523,192, stated
interest rate of 5.75%, with an imputed interest rate of 5.84%
maturing July 2021
$521,250
$558,731
RUS Series B Promissory Note, stated amount of $245,530, no 		
stated interest rate, with interest imputed at 5.80%, maturing
December 2023
123,049
116,165
County of Ohio, Kentucky, promissory note, fixed interest rate of
6.00%, maturing in July 2031
83,300
83,300
County of Ohio, Kentucky, promissory note, variable interest rate		
(average interest rate of 3.30% and 3.27% in 2011 and 2010,		
respectively), maturing in June 2013
58,800
58,800
		
Total long-term debt
786,399
816,996

Current maturities
Total long-term debt — net of current maturities

72,145

7,373

$714,254

$809,623

The following are scheduled maturities of long-term debt at December 31:
Year

Amount

2012
2013
2014
2015
2016
Thereafter
Total

$ 72,145
79,260
21,661
22,955
231,882
358,496
$786,399

(a) RUS Notes — On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS ARVP Note at
fair value using the applicable market rate of 5.82%. On the Unwind Closing Date, the New RUS Note and the
ARVP Note were replaced with the RUS 2009 Promissory Note Series A and the RUS 2009 Promissory Note Series
B, respectively. After an Unwind Closing Date payment of $140,181, the RUS 2009 Promissory Note Series A is
recorded at an interest rate of 5.84%. The RUS 2009 Series B Note is recorded at an imputed interest rate of
5.80%. The RUS Notes are collateralized by substantially all assets of the Company and secured by the Indenture
dated July 1, 2009 between the Company and U.S. Bank National Association.
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(b) Pollution Control Bonds — In June 2010, the County of Ohio, Kentucky, issued $83,300 of Pollution Control
Refunding Revenue Bonds, Series 2010A (Series 2010A Bonds), the proceeds of which are supported by a
promissory note from Big Rivers, which bears the same interest rate. These bonds bear interest at a fixed rate of
6.00% and mature in July 2031.
		

The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds, Series 1983
(Series 1983 Bonds), the proceeds of which are supported by a promissory note from Big Rivers, which bears the
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 2013.

		

The Series 1983 Bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which was
assigned to Dexia Credit in 2006. In addition, the Series 1983 Bonds are supported by a municipal bond
insurance and surety policy issued by Ambac Assurance Corporation. Big Rivers has agreed to reimburse
Ambac Assurance Corporation for any payments under the municipal bond insurance policy or the surety policy.
Both Series are secured by the Indenture dated July 1, 2009 between the company and U.S. Bank National
Association.

		

The Series 1983 Bonds are subject to a maximum interest rate of 13.00%. The December 31, 2011 interest rate on
the Series 1983 Pollution Control Bonds was 3.25%.

(c) Notes Payable — Notes payable represent the Company’s borrowing on its line of credit with the National Rural
Utilities Cooperative Finance Corporation (CFC) and CoBank, ACB (CoBank). The maximum borrowing capacity
on the lines of credit is $100,000 consisting of $50,000 each for CFC and CoBank. In March 2011, Big Rivers
paid down the $10,000 of borrowings outstanding on the CoBank line of credit at December 31, 2010. The
Company had no borrowings outstanding on the lines of credit at December 31, 2011. Letters of credit issued
under an associated Letter of Credit Facility with CFC reduced the borrowing capacity on the CFC line of credit
by $5,375 and $5,928 at December 31, 2011 and 2010, respectively. Advances on the CFC line of credit bear
interest at a variable rate and outstanding balances are payable in full by the maturity date of July 16, 2014. The
CFC variable rate is equal to the CFC Line of Credit Rate, which is defined as “the rate published by CFC from
time to time, by electronic or other means, for similarly classified lines of credit, but if not published, then the
rate determined for such lines of credit by CFC from time to time.” Advances on the CoBank line of credit bear
interest at a variable rate and outstanding balances are payable in full by the maturity date of July 16, 2012. The
CoBank variable rate is a fixed rate per annum (for interest periods of 1, 2, 3 and 6 months) equal to LIBOR plus
the Applicable Margin as determined by the Company’s credit rating. On February 25, 2011, a $2,500 CFC line
of credit, available to the Company to finance storm emergency repairs and expenses related to electric utility
operations, matured.
(d) Covenants — Big Rivers is in compliance with all debt covenants associated with both long-term and short-term
debt. The Company’s Indenture and its line of credit with CFC require that a Margins for Interest Ratio (MFIR)
of at least 1.10 be maintained for each fiscal year. The CoBank line of credit agreement requires that at the end
of each fiscal year the Company have a Debt Service Coverage Ratio (DSCR) of not less than 1.20. Big Rivers’
lines of credit with CFC and CoBank require Equity to Asset ratios of 12% and 15%, respectively. Big Rivers’ 2011
MFIR was 1.12, its DSCR was 1.47 and the Asset to Equity Ratio was 27%.
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5.

RATE MATTERS
The rates charged to Big Rivers’ members consist of a demand charge per kilowatt (kW) and an energy charge per
kilowatt hour (kWh) consumed as approved by the KPSC. The rates include specific demand and energy charges for
its members’ two classes of customers, the large industrial customers and the rural customers under its jurisdiction.
For the large industrial customers, the demand charge is generally based on each customer’s maximum demand
during the current month. Effective September 1, 2011, the Company received approval from the KPSC to base the
member rural demand charge on its Maximum Adjusted Net Local Load (as defined in Big Rivers tariff).
Prior to the Unwind Transaction the demand and energy charges were not subject to adjustments for increases
or decreases in fuel or environmental costs. In conjunction with the Unwind Transaction, the KPSC approved the
implementation of certain tariff riders; including a fuel adjustment clause and an environmental surcharge, offset
by an unwind surcredit (a refund to tariff members of certain charges collected from the Aluminum Smelters in
accordance with the contract terms). The net effect of these tariffs is recognized as revenue on a monthly basis with
an offset to the regulatory liability – member rate mitigation described below.
The net impact of the tariff riders to members rates is currently mitigated by a Member Rate Stability Mechanism
(MRSM) that was funded by certain cash amounts received from the E.ON Entities in connection with the Unwind
Transaction (the Economic and Rural Economic Reserves) and held by Big Rivers as restricted investments. An
offsetting regulatory liability – member rate mitigation was established with the funding of these accounts.
In its order approving the Unwind Transaction, the KPSC stipulated that Big Rivers file a rate case within three years
of the Unwind Closing Date or by July 2012. On March 1, 2011, the company filed an application with the KPSC
requesting, among other things, authority to adjust its rates for wholesale electric service. The KPSC entered an
order on November 17, 2011, granting Big Rivers an annual revenue increase of $26,745. One of the intervenors
in the case has filed an appeal seeking, among other things, an approximate $6,200 reduction in the revenue relief
granted in the order, and will presumably ask that any relief obtained be retroactive to the effective date of the rates
approved in the order (September 1, 2011). Big Rivers has also sought rehearing on certain matters raised in the
order that could increase Big Rivers’ annual revenue by $2,735.
The wholesale rates established for the members nonsmelter large direct-served industrial customers (the Large
Industrial Rate) provide the basis for pricing the energy consumed by the Aluminum Smelters. The primary
component of the pricing used for the Aluminum Smelters is an energy charge in dollars per megawatt hour (MWh)
determined by applying the Large Industrial Rate to a load with a 98% load factor, and adding an additional charge
of $0.25 per MWh. The other components reflected in the pricing of the Aluminum Smelters’ energy usage are
certain charges and credits as provided for under the terms of the Aluminum Smelters’ wholesale electric service
agreements between Big Rivers and Kenergy Corp. (Kenergy Corp. is the retail provider for the Aluminum Smelters
load).
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6.

INCOME TAXES
At December 31, 2011, Big Rivers had a Nonpatron Net Operating Loss Carryforward of approximately $32,434
expiring at various times between 2011 and 2031, and an Alternative Minimum Tax Credit Carryforward of
approximately $7,138, which carries forward indefinitely.
The Company has not recorded any regular income tax expense for the years ended December 31, 2011, 2010
and 2009, as the Company has utilized federal net operating losses to offset any regular taxable income during
those years. Had the Company not had the benefit of a net operating loss carryforward, the Company would have
recorded $3,613, $3,846, and $19,619 in current regular tax expense for the years ended December 31, 2011, 2010
and 2009, respectively.
The components of the net deferred tax assets as of December 31, 2011 and 2010, were as follows:

2011
2010
Deferred tax assets:		
Net operating loss carryforward
$12,812
$16,730
Alternative minimum tax credit carryforwards
7,138
6,038
Member rate mitigation
10,326
10,326
Fixed asset basis difference
3,980
10,752
RUS Series B Note
19,689
14,767
		
Total deferred tax assets
53,945
58,613
		
Deferred tax liabilities:
RUS Series B Note
–
–
Bond refunding costs
(9)
(8)

Total deferred tax liabilities
(9)
(8)
Net deferred tax asset (prevaluation allowance)
53,936
58,605
		
Valuation allowance
(53,936)
(58,605)
		
Net deferred tax asset
$
–
$
–

A reconciliation of the Company’s effective tax rate for 2011, 2010 and 2009, follows:
2011

2010

2009

			
Federal rate
35.0%
35.0%
35.0%
State rate — net of federal benefit
4.5
4.5
4.5
Permanent differences
0.9
0.5
–
Patronage allocation to members
(40.8)
(38.8)
(35.4)
Tax benefit of operating loss carryforwards and other
0.4
(1.2)
(4.1)
Alternative minimum tax
3.5
3.0
0.2
			
Effective tax rate
3.5%
3.0%
0.2%
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The Company files a federal income tax return, as well as certain state income tax returns. The years currently
open for federal tax examination are 2007 through 2011 and 1996 through 1997, due to unused net operating loss
carryforwards. The major state tax jurisdiction currently open for tax examination is Kentucky for years 2004 through
2011 and years 2001 through 2003, also due to unused net operating loss carryforwards. The Company has not
recorded any unrecognized tax benefits or liabilities related to federal or state income taxes.
The Company classifies interest and penalties as an operating expense on the income statement and accrued
expense in the balance sheet. No material interest or penalties have been recorded during 2011, 2010, or 2009.

7.

POWER PURCHASED
Prior to the Unwind Transaction and in accordance with the Lease Agreement, Big Rivers supplied all of the
members’ requirements for power to serve their customers, other than the Aluminum Smelters. Contract limits
were established in the Lease Agreement and included minimum and maximum hourly and annual power purchase
amounts. Big Rivers could not reduce the contract limits by more than 12 MW in any year or by more than a total of
72 MW over the lease term. In the event Big Rivers failed to take the minimum requirement during any hour or year,
Big Rivers was liable to LEM for a certain percentage of the difference between the amount of power actually taken
and the applicable minimum requirement.
Although Big Rivers was required by the Lease Agreement to purchase minimum hourly and annual amounts
of power from LEM, the lease did not prevent Big Rivers from paying the associated penalty in certain hours to
purchase lower cost power, if available, in the open market or reselling a portion of its purchased power to a third
party. The power purchases made under this agreement for the year ended December 31, 2009, was $51,592 and is
included in power purchased and interchanged on the statement of operations.

8.

PENSION PLANS
(a) Defined Benefit Plans— Big Rivers has noncontributory defined benefit pension plans covering substantially all
employees who meet minimum age and service requirements and who were employed by the Company prior to
the plans closure dates cited below. The plans provide benefits based on the participants’ years of service and
the five highest consecutive years’ compensation during the last ten years of employment. Big Rivers’ policy is to
fund such plans in accordance with the requirements of the Employee Retirement Income Security Act of 1974.

		

The salaried employees defined benefit plan was closed to new entrants effective January 1, 2008, and the
bargaining employees defined benefit plan was closed to new hires effective November 1, 2008. The Company
simultaneously established base contribution accounts in the defined contribution thrift and 401(k) savings plans,
which were renamed as the retirement savings plans. The base contribution account for an eligible employee,
which is one who meets the minimum age and service requirements, but for whom membership in the defined
benefit plan is closed, is funded by employer contributions based on graduated percentages of the employee’s
pay, depending on his or her age.

		

The Company has adopted FASB ASC 715, Compensation – Retirement Benefits, including the requirement to
recognize the funded status of its pension plans and other postretirement plans (see note 11 – Postretirement
Benefits Other Than Pensions). FASB ASC 715 defines the funded status of a defined benefit pension plan as
the fair value of its assets less its projected benefit obligation, which includes projected salary increases, and
defines the funded status of any other postretirement plan as the fair value of its assets less its accumulated
postretirement benefit obligation.

		

FASB ASC 715 also requires an employer to measure the funded status of a plan as of the date of its year-end
balance sheet and requires disclosure in the notes to the financial statements certain additional information
related to net periodic benefit costs for the next fiscal year. The Company’s pension and other postretirement
benefit plans are measured as of December 31, 2011 and 2010.
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The following provides an overview of the Company’s noncontributory defined benefit pension plans.

		

A reconciliation of the Company’s benefit obligations of its noncontributory defined benefit pension plans at
December 31, 2011 and 2010, follows:
2011

2010

		
Benefit obligation — beginning of period
$28,804
$25,493
Service cost — benefits earned during the period
1,279
1,289
Interest cost on projected benefit obligation
1,296
1,368
Benefits paid
(481)
(806)
Actuarial loss
845
1,460
		
Benefit obligation — end of period
$31,743
$28,804

		
		

The accumulated benefit obligation for all defined benefit pension plans was $25,482 and $21,977 at December
31, 2011 and 2010, respectively.

		

A reconciliation of the Company’s pension plan assets at December 31, 2011 and 2010, follows:

2011
2010
		
Fair value of plan assets — beginning of period
$25,267
$22,270
Actual return on plan assets
324
2,707
Employer contributions
2,890
1,096
Benefits paid
(481)
(806)
		
Fair value of plan assets — end of period
$28,000
$25,267

		

The funded status of the Company’s pension plans at December 31, 2011 and 2010, follows:
2011

2010

		
Benefit obligation — end of period
$(31,743)
$(28,804)
Fair value of plan assets — end of period
28,000
25,267
		
Funded status
$ (3,743)
$ (3,537)
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Components of net periodic pension costs for the years ended December 31, 2011, 2010, and 2009,
were as follows:
2011

2010

2009

			
Service cost
$1,279
$1,289
$1,241
Interest cost
1,296
1,368
1,466
Expected return on plan assets
(1,737)
(1,533)
(1,332)
Amortization of prior service cost
14
19
19
Amortization of actuarial loss
461
584
834
Settlement loss
–
–
1,690
			
Net periodic benefit cost
$1,313
$1,727
$3,918

		

A reconciliation of the pension plan amounts in accumulated other comprehensive income at December 31,
2011 and 2010, follows:
2011

2010

		
Prior service cost
$
(26)
$ (40)
Unamortized actuarial (loss)
(11,151)
(9,354)
		
Accumulated other comprehensive income
$(11,177)
$(9,394)

		

In 2012, $14 of prior service cost and $696 of actuarial loss is expected to be amortized to periodic benefit cost.

		

The recognized adjustments to other comprehensive income (loss) at December 31, 2011 and 2010, follows:

2011

2010

		
Prior service cost
$
14
$
19
Unamortized actuarial (loss)
(1,797)
297
		
Other comprehensive income
$(1,783)
$ 316

		
		

At December 31, 2011 and 2010, amounts recognized in the balance sheets were as follows:

2011
2010
		
Deferred credits and other
$(3,743)
$(3,537)
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Assumptions used to develop the projected benefit obligation and determine the net periodic benefit cost were
as follows:
2011
2010
2009
			
Discount rate — projected benefit obligation
4.26%
4.95%
5.59%
Discount rate — net periodic benefit cost
4.95
5.59
6.38
Rates of increase in compensation levels
4.00
4.00
4.00
Expected long-term rate of return on assets
7.25
7.25
7.25

		

The expected long-term rate of return on plan assets for determining net periodic pension cost for each fiscal
year is chosen by the Company from a best estimate range determined by applying anticipated long-term
returns and long-term volatility for various asset categories to the target asset allocation of the plans, as well as
taking into account historical returns.

		

Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined the
expected rate of return at a 50% probability of achievement Level based on (a) forward-looking rate of return
expectations for passively managed asset categories over a 20-year time horizon and (b) historical rates of return
for passively managed asset categories. Applying an approximately 80%/20% weighting to the rates determined
in (a) and (b), respectively, produced an expected rate of return of 7.28%, which was rounded to 7.25%.

		

Big Rivers utilizes a third party investment manager for the plan assets, and has communicated thereto the
Company’s Retirement Plan Investment Policy, including a target asset allocation mix of 50% U.S. Equities (an
acceptable range of 45%-55%), 15% International Equities (an acceptable range of 10%-20%), and 35% fixed
income (an acceptable range of 30%-40%). As of December 31, 2011 and 2010, the investment allocation was
56% and 58%, respectively, in U.S. Equities, 8% and 9%, respectively, in International Equities, and 36% and
33%, respectively, in fixed income. The objective of the investment program seeks to (a) maximize return on
investment, (b) minimize volatility, (c) minimize company contributions, and (d) provide the employee benefit in
accordance with the plans. The portfolio is well diversified and of high quality. The average quality of the fixed
income investments must be “A” or better. The equity portfolio must also be of investment grade quality. The
performance of the investment manager is reviewed semi-annually.

		

At December 31, 2011 and 2010, the fair value of Big Rivers’ defined benefit pension plan assets by asset
category are as follows:
			
December 31,
Level 1
Level 2
2011

			
Cash and money market
$ 2,129
$
– $ 2,129
Equity Securities:			
U.S. large-cap stocks
10,178
–
10,178
U.S. mid-cap stock mutual funds
3,365
–
3,365
U,S. small-cap stock mutual funds
1,666
–
1,666
International stock mutual funds
2,168
–
2,168
Preferred stock
493
–
493
Fixed:			
TIPS Bond Fund
723
–
723
U.S. Government Agency Bonds
–
1,085
1,085
Taxable U.S. Municipal Bonds
–
3,258
3,258
U.S. Corporate Bonds
–
2,630
2,630
Global bond fund
–
305
305
			
$20,722
$7,278 $ 28,000
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December 31,
Level 1
Level 2
2010

			
Cash and money market
$ 1,517
$
–
$ 1,517
Equity Securities:			
U.S. large-cap stocks
9,731
–
9,731
U.S. mid-cap stock mutual funds
2,926
–
2,926
U,S. small-cap stock mutual funds
1,448
–
1,448
International stock mutual funds
2,194
–
2,194
Preferred stock
490
–
490
Fixed:			
TIPS bond fund
161
–
161
U.S. Government Agency Bonds
–
1,843
1,843
Taxable U.S. Municipal Bonds
–
2,635
2,635
U.S. Corporate Bonds
–
2,322
2,322
			
$18,467
$ 6,800
$25,267

		

Expected retiree pension benefit payments projected to be required during the years following 2011
are as follows:

Years Ending
December 31
2012
2013
2014
2015
2016
2017 – 2020
Total

Amount
$ 2,330
4,386
1,799
3,196
3,265
10,986
$25,962

			In 2012, the Company expects to contribute $970 to its pension plan trusts.

(b) Defined Contribution Plans — Big Rivers has two defined contribution retirement plans covering substantially all
employees who meet minimum age and service requirements. Each plan has a thrift and 401(k) savings section
allowing employees to contribute up to 75% of pay on a pre-tax and/or after-tax basis, with employer matching
contributions equal to 60% of the first 6% contributed by the employee on a pre-tax basis.
		

A base contribution retirement section was added and the plan name changed from thrift and 401(k) savings
to retirement savings, effective January 1, 2008, for the salaried plan and November 1, 2008, for the bargaining
plan. The base contribution account is funded by employer contributions based on graduated percentages of
pay, depending on the employee’s age.

		

The Company’s expense under these plans was $4,464 and $4,389 for the years ended December 31, 2011 and
2010, respectively.
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c)

		

9.

Deferred Compensation Plan — Big Rivers sponsors a nonqualified deferred compensation plan for its eligible
employees who are members of a select group of management or highly compensated employees. The
purpose of the plan is to allow participants to receive contributions or make deferrals that they could not receive
or make under the salaried employees qualified defined contribution retirement savings plan (formerly the thrift
and 401(k) savings plan) as a result of nondiscrimination rules and other limitations applicable to the qualified
plan under the Internal Revenue Code. The nonqualified plan also allows a participant to defer a percentage of
his or her pay on a pre-tax basis.
The nonqualified deferred compensation plan is unfunded, but the Company has chosen to finance its
obligations under the plan, including any employee deferrals, through a rabbi trust. The trust assets remain a
part of the Company’s general assets, subject to the claims of its creditors. The 2011 employer contribution was
$58 and deferred compensation expense was $81. As of December 31, 2011, the trust asset was $283 and the
deferred liability was $202.

Restricted Investments
The amortized costs and fair values of Big Rivers restricted investments held for member rate mitigation at
December 31, 2011 and 2010 are as follows:

2011

2010

Amortized
Fair
Amortized
Fair
Costs
Values
Costs
Values
				
Cash and money market
$ 12,765
$ 12,764
$ 12,812
$ 12,812
Debt Securities:				
U.S. Treasuries
62,073
63,917
60,941
62,582
U.S. Government Agency
88,324
88,485
143,809
143,922
Total

$163,162

$165,166

$217,562

$219,316

Gross unrealized gains and losses on restricted investments at December 31, 2011 and 2010 were as follows:

2011

2010

Gains
Losses
Gains
Losses
				
Cash and money market
$
–
$
–
$
–
$
–
Debt Securities:				
U.S. Treasuries
1,843
–
1,641
–
U.S. Government Agency
161
–
331
217
				
Total
$ 2,004
$
–
$ 1,972
$
217
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Debt securities at December 31, 2011 and 2010 mature, according to their contractual terms, as follows (actual
maturities may differ due to call or prepayment rights):

2011

2010

Amortized
Fair
Amortized
Fair
Costs
Values
Costs
Values
		
In one year or less
$ 43,021
$ 43,092
$ 71,111
$ 71,193
After one year through five years
120,141
122,074
146,451
148,123
		
Total
$163,162
$165,166
$217,562
$219,316

Gross unrealized losses on investments and the fair values of the related securities, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position at
December 31, 2011 and 2010, were:
2011

2010

Less Than 12 Months		
Less Than 12 Months
		Fair		 Fair
Losses
Values
Losses
Values
		
Debt securities:		
U.S. Treasuries
$
–
$
–
$
–
$
–
U.S. Government Agency
–
–
217
15,783
		
Total
$
–
$
–
$
217
$ 15,783

The unrealized loss positions were primarily caused by interest rate fluctuations. The number of investments in an
unrealized loss position as of December 31, 2011 and 2010 was zero and one, respectively. Since the company does
not intend to sell and will more likely than not maintain each debt security until its anticipated recovery, and no
significant credit risk is deemed to exist, these investments are not considered other-than-temporarily impaired.

10.

Fair Value of Other Financial Instruments
FASB ASC 820 defines fair value, establishes a framework for measuring fair value and expands disclosures about
fair value measures. It applies under other accounting standards that require or permit fair value measurements and
does not require any new fair value measurements.
The carrying value of accounts receivable, and accounts payable approximate fair value due to their short maturity.
At December 31, the Company’s cash and cash equivalents included short-term investments in an institutional
money market government portfolio account classified as trading securities under ASC 320, Investments – Debt and
Equity Securities, that were recorded at fair value which were determined using quoted market prices for identical
assets without regard to valuation adjustment or block discount (a Level 1 measure), as follows:
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Institutional money market government portfolio

2011

2010

$44,844

$44,774

It was not practical to estimate the fair value of patronage capital included within other deposits and investments
due to It was not practical to estimate the fair value of patronage capital included within other deposits and
investments due to these being untraded companies.
Big Rivers’ long-term debt at December 31, 2011 consists of RUS notes totaling $644,299, variable rate pollution
control bonds in the amount of $58,800, and fixed rate pollution control bonds in the amount of $83,300 (see
note 4). The RUS debt cannot be traded in the market and, therefore, a value other than its outstanding principal
amount cannot be determined. The fair value of the Company’s variable rate pollution control debt is par value, as
each variable rate reset effectively prices such debt to the current market. At December 31, 2011, the fair value of
Big Rivers’ fixed rate pollution control debt was determined based on quoted prices in active markets of identical
liabilities (Level 1 measure) and totaled $86,399.

11.

Postretirement Benefits Other than Pensions
Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. Generally,
except for generation bargaining retirees, Big Rivers pays 85% of the premium cost for all retirees age 62 to 65. The
Company pays 25% of the premium cost for spouses under age 62. For salaried retirees age 55 to age 62, Big Rivers
pays 25% of the premium cost. Beginning at age 65, the Company pays 25% of the premium cost if the retiree is
enrolled in Medicare Part B. For each generation bargaining retiree, Big Rivers establishes a retiree medical account
at retirement equal to $1,200 per year of service up to 30 years ($1,250 per year for those retiring on or after January
1, 2012). The account balance is credited with interest based on the 10-year treasury rate subject to a minimum of
4% and a maximum of 7%. The account is to be used for the sole purpose of paying the premium cost for the retiree
and spouse.
The discount rates used in computing the postretirement benefit obligation and net periodic benefit cost were as
follows:
2011

2010

2009

			
Discount rate — projected benefit obligation
4.29%
4.96%
5.78%
Discount rate — net periodic benefit cost
4.96
5.78
6.32

The health care cost trend rate assumptions as of December 31, 2011 and 2010, were as follows:

2011
2010
		
Initial trend rate
7.40%
7.60%
Ultimate trend rate
4.50
4.50
Year ultimate trend is reached
2028
2028
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A one-percentage-point change in assumed health care cost trend rates would have the following effects:
2011
One-percentage-point decrease:		
Effect on total service and interest cost components
$ (211)
Effect on year end benefit obligation
(1,056)
One-percentage-point increase:		
Effect on total service and interest cost components
254
Effect on year end benefit obligation
1,226

2010

$

(201)
(1,131)
236
1,306

A reconciliation of the Company’s benefit obligations of its postretirement plan at December 31, 2011
and 2010, follows:

2011
2010
		
Benefit obligation — beginning of period
$ 15,864
$ 13,864
Service cost — benefits earned during the period
1,253
1,313
Interest cost on projected benefit obligation
754
743
Participant contributions
160
85
Benefits paid
(611)
(313)
Actuarial loss
620
172
		
Benefit obligation — end of period
$ 18,040
$ 15,864

A reconciliation of the Company’s postretirement plan assets at December 31, 2011 and 2010, follows:

2011
2010
		
Fair value of plan assets — beginning of period
$
–
$
–
Employer contributions
451
228
Participant contributions
160
85
Benefits paid
(611)
(313)
		
Fair value of plan assets — end of period
$
–
$
–

The funded status of the Company’s postretirement plan at December 31, 2011 and 2010, follows:

2011
2010
		
Benefit obligation — end of period
$(18,040)
$(15,864)
Fair value of plan assets — end of period
–
–
		
Funded status
$(18,040)
$(15,864)
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The components of net periodic postretirement benefit costs for the years ended December 31, 2011, 2010, and
2009, were as follows:

2011
2010
2009
			
Service cost
$1,253
$1,313
$ 878
Interest cost
754
743
464
Amortization of prior service cost
17
17
17
Amortization of actuarial (gain)
–
–
(17)
Amortization of transition obligation
31
31
31
			
Net periodic benefit cost
$2,055
$2,104
$1,373

A reconciliation of the postretirement plan amounts in accumulated other comprehensive income (loss) at December
31, 2011 and 2010, follows:

2011
2010
		
Prior service cost
$(130)
$(147)
Unamortized actuarial gain (loss)
(385)
235
Transition obligation
(31)
(62)
		
Accumulated other comprehensive income
$(546)
$ 26

In 2012, $18 of prior service cost, $0 of actuarial gain, and $31 of the transition obligation is expected to be
amortized to periodic benefit cost.
The recognized adjustments to other comprehensive loss at December 31, 2011 and 2010, follows:

2011
2010
		
Prior service cost
$ 17
$ 18
Unamortized actuarial gain
(620)
(172)
Transition obligation
31
30

Other comprehensive loss

$(572)

$(124)

At December 31, 2011 and 2010, amounts recognized in the balance sheets were as follows:

2011

2010

		
Accounts payable
$ (762)
$ (600)
Deferred credits and other
(17,278)
(15,264)
Net amount recognized
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$(18,040)

$(15,864)

Expected retiree benefit payments projected to be required during the years following 2011 are as follows:

Year

Amount

2012
2013
2014
2015
2016
2017–2021
Total

$

761
963
1,148
1,277
1,383
8,754

$14,286

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement benefit plan,
which vests a portion of accrued sick leave benefits to salaried employees upon retirement or death. To the extent
an employee’s sick leave hour balance exceeds 480 hours such excess hours are paid at 20% of the employee’s base
hourly rate at the time of retirement or death. The accumulated obligation recorded for the postretirement sick leave
benefit is $579 and $391 at December 31, 2011 and 2010, respectively. The postretirement expense recorded was
$191, $21, and $45 for 2011, 2010, and 2009, respectively, and the benefits paid were $3, $5, and $78 for 2011, 2010,
and 2009, respectively.
12.

Related Parties
For the years ended December 31, 2011, 2010, and 2009, Big Rivers had tariff sales to its members of $151,472,
$151,001, and $125,826, respectively. In addition, for the years ended December 31, 2011, 2010, and 2009, Big
Rivers had certain sales to Kenergy for the Aluminum Smelters and Domtar Paper loads of $306,420, $281,473 and
$167,885, respectively.
At December 31, 2011 and 2010, Big Rivers had accounts receivable from its members of $40,314 and $36,636,
respectively.

13.

Commitments and Contingencies
Big Rivers is involved in litigation arising in the normal course of business. While the results of such litigation cannot
be predicted with certainty, management, based upon advice of counsel, believes that the final outcome will not
have a material adverse effect on the financial statements.
Big Rivers plans to seek KPSC approval for its 2012 environmental compliance plan (ECP) in an April 2012 filing. This
ECP will consist of $283,490 of capital projects, primarily for a new scrubber at the D.B. Wilson station and a new
selective catalytic reduction facility at the R.D. Green station, and certain additional operations and maintenance
costs. The purpose of the ECP is to allow Big Rivers to comply, in the most cost-effective manner, with the U.S.
Environmental Protection Agency Cross-State Air Pollution Rule, and Mercury and Other Air Toxics Standards.
Among other things, the ECP filing will seek to recover the costs of the ECP through an amendment to Big Rivers’
existing environmental surcharge tariff rider, an automatic cost-recovery mechanism that is similar in function to the
fuel adjustment clause. The regulatory process is expected to last six months after the filing date.
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FIVE-YEAR REVIEW

Years Ended December 31 — (Dollars in thousands)

SUMMARY OF OPERATIONS

2011

2010

2009

2008

2007

$561,989
–
561,989

$527,324
–
527,324

$341,333
32,027
373,360

$214,758
58,423
273,181

$271,605
58,265
329,870

226,229
112,262
137,213
35,407
511,111

207,749
99,421
134,660
34,242
476,072

80,655
116,883
87,645
32,485
317,668

–
114,643
32,858
31,041
178,542

–
169,768
31,436
30,632
231,836

45,226
320
45,546

46,570
425
46,995

59,898
3,309
63,207

72,710
6,868
79,578

70,851
103
70,954

Operating Margin
Non-Operating Margin

5,332
268

4,257
2,734

(7 ,515)
538,845

15 ,061
12,755

27,080
20,097

		Net Margin

$5,600

$6,991

$531,330

$27,816

$47,177

$2,028,418
936,355
1,092,063

$2,001,067
909,501
1,091,566

$1,986,373
908,099
1,078,274

$1,791,772
879,073
912,699

$1,764,924
853,290
911,634

44,849
164,399
116,611

44,780
218,955
116,884

60,290
244,641
122,278

38,903
–
122,834

148,914
–
253,610

$1,417,922

$1,472,185

$1,505,483

$1,074,436

$1,314,158

$389,820
786,399
169,001
72,702

$386,575
816,996
185,893
82,721

$ 379,392
848,552
207,348
70,191

$ (154,602)
987,349
–
241,689

$ (174,137)
1,022,345
–
465,950

$1,417,922

$1,472,185

$1,505,483

$1,074,436

$1,314,158

ENERGY SALES (MWh)
Member Rural
Member Large Industrial
Smelter Contracts
Other
		
Total Energy Sales

2,371,106
973,093
6,854,820
3,056,106
13,255,125

2,481,390
930,168
6,348,431
2,209,431
11,969,420

2,239,445
919,587
2,885,491
1,746,438
7,790,961

2,386,916
925,793
–
1,844,677
5,157,386

2,406,446
921,359
–
2,835,789
6,163,594

Sources of Energy (MWh)
Generated
Purchased
Losses and Net Interchange
		
Total Energy Available

10,284,350
2,998,361
(27,586)
13,255,125

9,895,512
2,220,994
(147,086)
11,969,420

3,715,544
4,166,916
(91,499)
7,790,961

–
5,211,789
(54,403)
5,157,386

–
6,213,682
(50,088)
6,163,594

1,444
202
178

1,444
207
178

1,444
212
178

1,459
217
178

1,459
217
178

Operating Revenue:
Power Contracts Revenue
Lease Revenue
		
Total Operating Revenue
Operating Expenses:
Fuel for Electric Generation
Power Purchased
Operations (Excluding Fuel), Maintenance, Other
Depreciation
		
Total Operating Expenses
Interest Expense and Other:
Interest
Other – net
		
Total Interest Expense & Other

SUMMARY OF BALANCE SHEET
Total Utility Plant
Accumulted Depreciation
Net Utility Plant
Cash and Cash Equivalents
Reserve Account Investments1
Other Assets
		Total Assets
Equities (deficit)
Long-term Debt2
Regulatory Liability – Member Rate Mitigation
Other Liabilities and Deferred Credits
		

Total Liabilities and Equity

NET CAPACITY (MW)
Net Generating Capacity Owned
Rights to HMP&L Station Two
Other Net Capacity Available
1
2

Includes investment income receivable.
Includes current maturities of long-term obligations.
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Big Rivers Electric Corporation
201 Third Street (42420)
PO Box 24 (42419-0024)
Henderson, KY

phone 270.827.2561
fax
270.827.2558
www.bigrivers.com

UA

T

EL E CT R l C C 0R P 0RAT10 N

OUR V A L U E S

U R yv(ISSI0N
Big Rivers will safely deliver low cost, reliable
wholesale power and cost-effective shared
services desired by the members.

Safety
Integrity
Excellence
Member and Community Service
Respect for the Employee
Teamwork
Environmentally Conscious

Big Rivers will be viewed as one of the top
G&Ts in the country and will provide services the
members desire in meeting future challenges.

FINANCIALH I EH LIGHTS
For the years ended December 3 I , 20 IO, 2009, 2008, 2007, and 2006 (Dollars in thousands)
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27,816

- ...
47,177

386,575

379,392

(154,602)

(174,137)

(217,371)

Ca pita I E x p end it ures”

42,683

58,388

22,760

18,682

13,189

Cash & Investment Balance

44,780

60,290

38,903

148,914

96,143

RUS Sei ies A Note Voluntary
Prepayment Status

23,859

-

-

-

34,995
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Margins
Equity
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6,991
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34,542

Times Interest Earned Ratio

1.15

9.85

1.37

1.64

1.47

Debt Service Coverage Ratio

1.47

2.44

1.17

2.04

1.86

Cost of Debt

5.73%

6.33%

6.33%

5.76%

5.83%

Cost of Capital

7.93%

8.39%

8.33%

7.75%

7.82%

* Big Rivers‘ share only
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ABOUT THE

IVERS S Y S T E M

Big Rivers Electric Corporation ("Big Rivers") is
a member-owned, not-for-profit, generation and
transmission cooperative (G&T). We provide
wholesale electric power and services to three
distribution cooperative members across 22
counties in western Kentucky.
The member cooperatives are Jackson Purchase
Energy Corporation, headquartered in Paducah;
Kenergy Corp., headquartered in Henderson;
and Meade County Rural Electric Cooperative
Corporation, headquartered in Brandenburg.
Together, they distribute retail electric power
and provide other services to more than 112,000
homes, farms, businesses and industries.
Incorporated in June of 1961, the mission of
Big Rivers is to safely deliver low cost, reliable
wholesale power and cost-effective shared
services desired by the members. Business
operations revolve around seven core values:
teamwork, integrity, excellence, safety,
member and community service, environmental
consciousness, and respect for the employee.

THE M l S S l O N

With headquarters in Henderson, Big Rivers
owns and operates 1,444 megawatts (MW) of
generating capacity in four stations.
Kenneth C. Coleman
Robert A. Reid
Robert D. Green

D. B. Wilson
Owned Generation

443 M W
130 M W
454 M W
41 7 M W
1,444 M W

Hawesville, Ky.
Robards, Ky.
Robards, Ky.
Centertown. Kv.

Total generation available is 1,829 MW, including
rights to Henderson Municipal Power and Light
("HMP&L") Station Two and contracted capacity
from Southeastern Power Administration
("SEPA").
Owned Generation
HMP&L Station Two
SEPA
Total Generation

1,444 M W
207 M W
178 M W
1,829 M W

VERS I S T O SAFELY DELIVER
WHCIILESALE PCIIWER

AND

S H A R E D SERVICES

High voltage electric power is delivered to the
member cooperatives over a system of 1,266
miles of transmission lines and 22 substations
owned by Big Rivers. Twenty-two interconnects
link our system with seven surrounding utilities.

Constantly focused on the needs and local
priorities of the member cooperatives, Big Rivers
provides assistance in areas such as information
technology, mapping and planning, safety
programs and training, economic development,
education and customer support services.

Big Rivers is led by an experienced management
As long-standing members of Touchstone
team and is governed by a six-member board
Energy@,Big Rivers and the member cooperatives
of directors. The board is comprised of two
representatives from each distribution cooperative. pledge to serve western Kentucky with integrity,
accountability, innovation and a commitment to
We employ over 600 people at seven locations
community. Keeping the cost of electricity low
in Kentucky, who actively contribute to the
and the reliability high has always been a priority.
communities w e serve.

INDIANA

1
I

Ohio River

JACKSON PURCHASE ENERGY CORPORATION
(270) 442-7321
www.JPEnergy c o m
Serves Ballard, Carlisle, Graves, Livingston, Marshall and McCracken
Headquartered

Paducah, KY

Number of accounts

29,152

Miles of line

2,909

Kelly Nuckols. President & CEO
Jackson Purchase Energy Corporation

KEMERGY GORP.
(800) 844-4832
w w w . kenergycorp.com
Serves Breckinridge, Caldwell, Crittenden, Daviess, Hancock, Henderson,
Hopkins, Livingston, Lyon, McLean, Muhlenberg, Ohio, lJnion and
Webster

Sandy Novick, President & CEO
Kenergy Corp

Headquartered

Henderson, KY

Number of meters

54,991

Miles of line

7.023

MEADE COUNTY RURAL ELECTRIC
COOPERATIVE CORPORATION
(270) 422-2 162
www.mcrecc.coop

Ycair~luctirnrnr~ n c r g y .( i , r r p L r t t i w

Serves Breckinridge, Grayson, Hancock, Hardin, Meade and Ohio

Burns Mercer, President & CEO
Meade County RECC

i4

Headquartered

Brandenburg, KY

Number of meters

28, 267

Miles of line

2.977

kL

Q A R D QF

ECTCZ)RS
Standing (left to right)
Dr. James Sills, Chair
Meade County RECC
Wayne Elliott, Vice-Chair
Jackson Purchase Energy Corporation
William Denton
Kenergy Corp.

Seated (left to right)
Lee Bearden
Jackson Purchase Energy Corporation
Paul Edd Butler
Meade County RECC
Larry Elder, Secretary-Treasurer
Kenergy Corp.

MANAGEMENT
TEAM

Standing (left to right)
Marty Littrel, Communications &
Community Relations Manager
Albert Yockey, V P Governmental
Relations & Enterprise Risk

Management

David Crockett,

Seated (left to right)

V P System Operations
James Haner,
V P Administrative Services

Mark Hite, V P Accounting

James Miller, Corporate Counsel

Mark Bailey, President & CEO
Robert B
~ v p ~production
~
~

Paula Mitchell, Executive Assistant

C William Blackburn, Senlor V P
Financial& Energy Services & CFO

,
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M E S S A G E F W C J M THE
The year 2010 marked transition and significant
achievement for Big Rivers Electric Corporation.
This was our first complete year operating as a
full-fledged generation and transmission cooperative, since the Unwind closing in July 2009.
During 2010 many of the longer-term initiatives,
planned to be finished following the Unwind closing, were successfully completed.
Major renovation was completed in April at
the central headquarters building to accommodate the additional employees returning to Big Rivers from the former Western
Kentucky Energy central office following the
Unwind consolidation
$83.3 million of pollution control bonds
were refinanced in June

An energy efficiency study of the member
systems was completed, with results to be
implemented in 201 1

An integrated resource plan was developed
and filed with the Kentucky Public Service
Commission.
Implementation began on a workforce retirement transition plan in the power generation department.
Information technology support was migrated from E.ON to Big Rivers' contracted HP/
EDS and internal resources.
The Oracle information systems business
platform conversion was successfully completed in November.
Kentucky Public Service Commission approval for Big Rivers to join the Midwest
Inde pende nt Tra ns miss ion System 0perator (Midwest ISO) was sought and secured,
and the company successfully integrated in
December.
Generation dispatch responsibility migrated

to ACES Power Marketing from E.ON upon
our joining the Midwest ISO.
System microwave expansion and internal
communication ties with Big Rivers' generating stations were completed.
Undertaking these projects with a relatively small
employee complement, while simultaneously
embracing a newly integrated business, required
strong organizational planning and a dedicated
work force. That effort was most evident by our
ability to complete these objectives while achieving several significant operational results within
the same year.
Employee safety targets were exceeded.
Generating plants operated a t new all-time
record levels.
Earning targets were achieved while keeping members' rates amongst the lowest in
Kentucky and the rest of the nation.

mination of the lease agreement with E.ON U.S.
Looking ahead, we see a new set of challenges.
There have been a number of significant rules
proposed by the US. Environmental Protection
Agency ("EPA") that could lead to a dramatic
increase in the price of electricity and have a
significant impact on how w e run our business.
A great deal of uncertainty exists around these
proposed environmental regulations and their
impacts on rates, reliability, our operations and
the economy.
Both the board of directors and our staff are
committed to examining the potential impacts
of these regulations and to communicate what
they mean to regulators, legislatiires, and our
members. Clearly, w e must retool our approach
to successfully meet these as well as other challenges ahead.
One constant that will remain as this effort progresses will be our dedicated and loyal workforce
who will continue to help us successfully navigate the uncertain waters ahead.

Transmission reliability was a t a high level.
Our strategic plan was updated.
In December the Big Rivers board of directors
elected new officers. Dr. James Sills of Meade
County Rural Electric Cooperative Corporation
became the new board chair while Wayne Elliott
of Jackson Purchase Energy Corporation was
chosen vice-chair, and Larry Elder of Kenergy
Corp. became the secretary-treasurer"

We are certain that through good communications and teamwork, w e will continue to achieve
our mission of safely providing low cost and reliable electricity and attain our vision to be viewed
as one of the top generation and transmission
cooperatives in the country.
Dr. James Sills
Chair, Board of Directors

Mark A. Bailey
President and CEO

We a t Big Rivers are grateful to the outgoing
board chair, Bill Denton, for his 12 years of steadfast leadership that included six-plus years of
tortuous deliberations that lead to the successful
completion of the Unwind. His effort, support,
and guidance helped lead Big Rivers to its best
financial condition in its history following the ter71

ur board of directors and senior leadership
Big Rivers Electric Corporati
rate values are instrumental in our quest to continue to meet our mission and attain our vision of
being viewed as one of
generati
transmission cooperatives (
These values: teamwork, integrity, excellence, safety, member and comm
mentally conscience and respect for the emplo
form the basis of the fr
der of this report.

TEAMWCI
RK
As a power supplier owned by the distribution
cooperatives it serves, Big Rivers' mission is to
safely deliver low cost, reliable wholesale power
and cost-effective shared services desired by
our members. In order to achieve this target, Big
Rivers relies on a dedicated workforce composed
of employees committed to the company's
success. Teamwork is a core value for Big Rivers
since it is one of the key factors necessary for
the company to achieve its mission.
Big Rivers continued its partnership with
HP Enterprise Services to install new Oracle
business platform software, which went live in
November 2010. Since then all locations and
departments run on the integrated system. The
new system was designed, built and tested
during most of 2010. The entire staff worked
diligently to get the new system up and running,
while simultaneously continuing to perform
regular business duties. This cutting-edge
technology should improve the performance,
quality and reliability of our computer
applications.
Big Rivers became the thirty-fifth transmissionowning member of the Midwest Independent
Transmission System Operator ("Midwest ISO"
in December 2010 and the fifth new member
since November 2009. The Midwest I S 0 is a
non-profit and revenue-neutral transmission
organization that provides electricity at the
lowest price while managing one of the largest
energy markets in the world, involving nearly $23

billion in energy transactions per year.
Midwest I S 0 has a reliability footprint that
covers all or parts of 13 states, plus the Canadian
province of Manitoba. Big Rivers integration
brings the Midwest KO's total market generation
to more than 145,000 megawatts. Membership
provides Big Rivers market access to 57,453
miles of interconnected transmission lines and
up to 347 market participants.
Big Rivers worked much of 2010 to file and
secure approval from the Kentucky Public Service
Commission (" KPSC") to join the Midwest ISO.
After nearly a year of work, Big Rivers reached a
settlement with the Kentucky Attorney General
and the Kentucky Industrial Utilities Customers,
which led to final KPSC approval for full
integration into the Midwest energy markets.
Teaming with the Midwest I S 0 is important to
Big Rivers because the relationship allows the
company to meet its North American Electric
Reliability Corporation's mandated emergency
reserve requirements. Our membership into
the Midwest I S 0 provides market services for
energy, operating reserves, and transmission
service as well as serving as Big Rivers'
regional balancing authority. This arrangement
ensures reliable operation of our generation and
transmission system while increasing our access
to wholesale power markets. Working with
the Midwest IS0 was the most cost-effective
alternative for meeting these requirements,
which helps Big Rivers fulfill its mission.

IVERS RELIES CIN A
CCIM

T O ITS

Big Rivers makes every effort to operate transparently in all aspects of its operations including
environmental compliance, regulatory matters,
procurement and risk management.

associated with these aggressive regulations.

Big Rivers' wholesale rates are estimated to
increase 39 percent due to required pollution
control equipment additions that are estimated to
Energy production and development, and its
cost $785 million by 201 5. We further estimate,
should the €PA classify coal ash as hazardous
effect on the environment, will continue to be a
hot topic in the halls of Congress for quite some
waste, that this would necessitate Big Rivers to
time. Because of new and proposed environmen- reduce its iise of approximately 3.7 million tons
tal regulations, compliance has been and will con- of Kentucky-mined coal annually.
tinue to be a t the forefront of Big Rivers' generaBig Rivers refinanced $83.3 million of pollution
tion and transmission operations.
control bonds over the past year. To do this,
it was necessary for the company to have its
The company currently meets all standards
promulgated by the EPA. However, the impact of investment-grade credit rating reaffirmed by each
proposed EPA air, waste and water regulations
of the three leading agencies-Moody's Invesare of major concern. Clean air transport rule,
tors Service, Fitch Ratings Ltd. and Standard &
hazardous air pollutants, coal combustion residu- Poor's.
als and water related issues are the top concerns

Over the past year, Big Rivers acquired coal to
burn in its generating stations and satisfy the
company's hedge policy, which is geared towards purchasing fuel over a rolling five-year
portfolio. This fuel-hedge policy is designed to
lower the risk of price iinpredictability in the coal
markets and to help assure Big Rivers has sufficient coal supply to meet our members' electricity requirements.

In order to make sure the company stays on
track, Big Rivers formed an internal risk management committee to share strategic information
among departments, identify potential risks of
significance to the company and then manage
those risks.

XCELLEN C E
Big Rivers continued its excellent performance
in its generation, transmission, and engineering
services.
On the generation side, in 2010 the power stations set new, all-time performance records in
reliability and efficient use of materials and equipment.
One of these records involved the Equivalent
Availability Factor (EAF), the percentage of time a
generating unit is available for power production.
The higher the percentage, the more efficiently
and productive the generating system is running. EAF in 2010 reached 93.7 percent, which
shattered 1982’s single-year record high of 89.9
percent. This 201 0 record for unit availability beat
the past 20-year average by more than 7 percent.
Another generation record set over the past year
occurred in the Equivalent Forced Outage Rate
(EFOR), the percentage of time a generating
unit is unexpectedly off-line. In 2010, Big Rivers‘
EFOR was only 3.6 percent, which not only set a
new all-time record low, but also was 25 percent
lower than the past 15-year average. Leading the
way was Big Rivers’ Green Station Chit 2, which
a t 230 days experienced the longest continuous
run for any generatihg unit in the company’s history.
Big Rivers also surpassed standards of excellence in several other areas of generation ser-

vices. The net heat rate, which measures how
efficiently the energy contained in the coal
burned in our generating units is converted to
electricity, greatly exceeded the company’s 20 10
targets, saving nearly $3.6 million in fuel costs.
As noted elsewhere in this report, several significant safety milestones were also achieved while
the generating stations were operating a t record
performance levels.
In 2010, Big Rivers also converted Sebree Station‘s combustion turbine from fuel oil to natural
gas to improve its reliability and reduce its air
emissions and production costs.
These strides in generation services would be
meaningless if Big Rivers did not deliver electricity to the member cooperatives. That‘s where Big
Rivers’ excellence in transmission comes into
play. The transmission system was highly reliable
in 2010. Big Rivers’ system average interruption
duration index (SAIDI) was a 21 percent improvement over the past 20-year average.
In an effort to continue to strengthen the transmission system’s performance, a number of improvements were made in 2010. A f e w of those
included: installing new conductor on the Coleman Station extra high voltage line, completing
a re-conductor project on the Paradise tap to the
Paradise transmission line, constructing a 69-kilovolt transmission line from Falls of Rough to
McDaniels, relocating transmission infrastructure

E R S IS C O N F I D E N T IT W I L L C O N T I N U E

FOR YEARS T O COME.

a t Havana Creek from Reid Station to Hopkins

Morganfield microwave radio network.

County to improve transmission reliability, modifying the National Aluminum substation to provide direct service to a Kenergy customer located
in Hancock County, and completing repairs on a
50 megavolt-ampere transformer that was damaged in the 2009 ice storm.

With strides made in generation, transmission
and engineering, Big Rivers is confident it will
continue serving our member cooperatives with
reliable and low cost excellence for years to
come.

Big Rivers also made excellent strides in engineering. Efforts included the development of a
long-range engineering plan in cooperation with
the member cooperatives’ engineering staffs. In
addition, communication technicians completed
an expansion of the microwave digital network
that connects Big Rivers‘ headquarters in Henderson to each of its generating stations. Efforts
were also made over the past year to replace the

SAFETY
Big Rivers reached several substantial safety
milestones in 201 0 including.
Achieving its lowest Occupational Safety
and Health Administration (OSHA) recordable incident rate in five years;
Experiencing only one lost-time incident,
which matched the company's best performance in its history;

I l4

Adding a safely component in 201 0 within
the Oracle R12 system that allows the company to monitor each employee's training
history.
A number of individual locations also achieved
safety milestones in 20 10 including
Coleman Station employees reached four
years with no lost-time incidents on January
6 and received the Governor's Safetv Award
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for achieving over a million hours with no
lost-time incidents.

man-hours worked without a lost-time incident in April.

Coleman Station employees reached two
years without a recordable incident on
June 7.

Wilson Station employees reached three
years with no lost-time incidents on May 15.

Sebree Station employees reached one year
with no lost-time incidents on January 19.
Sebree Station employees reached 500,000

Headquarters employees reached one
year with no lost-time incidents on
September 29.

MEMBER A N D COMMUNITY SERVICE
Promoting energy efficiency allows our member
cooperatives' consumers to reduce their monthly
power bills and to delay the need for additional
expensive generating fa cil ities . To he1p facilitate
these energy-efficiency efforts, Big Rivers undertook a demand side management study in 2010
to identify efficiency opportunities for the members.
This study examined various cost-effective options to identify those projects with the most potential to succeed. A total of eight pilot projects
were selected to be pursued:
Manufactured home weatherization;
Residential weatherization,
HVAC and refrigeration tune up;
Clothes washer replacement,
Refrigerator replacement,
LED and induction security lighting;
Commercial high-efficiency lighting replacement, and
Energy Star new home program.

These pilot projects include financial incentives,
product evaluation, process development and
marketing tests. Big Rivers and its members will

develop the successful pilot projects into full
fledged energy-efficiency programs that member
cooperatives can offer to their consumers.
Big Rivers also continued working with its members to provide real-time outage monitoring
equipment to their members. This allows the
distribution cooperative consumers to report
outages on the Web, which is extremely helpful
in storm situations. It also allows customers to
see outage locations on maps of the cooperative
member system.
As a generation and transmission cooperative,
Big Rivers' responsibility goes beyond simply
generating and transmitting reliable electricity.
The company also believes that energizing local
charities is part of its mission. Big Rivers employees helped in several community fundraisers
this past year, including United Way, Habitat for
Humanity, March for Babies, Relay for Life and
the WBKR Christmas Wish program. Additionally,
Big Rivers employees served in advisory positions for chambers of commerce, regional economic development organizations, school boards,
universities, Leadership Kentucky, and regional
hospital boards.
Big Rivers encourages its employees to be involved in community and civic activities. Similar
to previous years, United Way was the premier

PROMOTING
CONSUMERS TO
T H E I R M O N T H L Y P O W E R BILLS.

ALLOWS

non-profit organization supported by Big Rivers
employees. Employees conlributed $1 54,000 to
United Way during the 201 0 employee campaign,
which was a 5 percent increase over 2009 record
levels. Not only did employee contributions increase, but so did employee participation levels,
with nearly 79 percent of our employees doing
so. These significant efforts made Big Rivers one
of the largest contributors in the region to lJnited
Way for the second straight year.
For over a decade, Big Rivers has continued to
support the Philippine Project, which brings electric power and the accompanying economic benefits to remote regions of the Philippine Islands
Much as was done in the United States in the

1930s, this project brings electricity to individual
localities to improve village development and
further energize the region. In addition, low-interest loans are provided to develop house-wiring
programs and to increase local business opportunities for the people of the Philippine Islands.
Big Rivers is proud to be a part of this humanitarian project that has impacted the lives of several
thousand people.

E N V IR O NM E N T A L L Y C O N S G I O U S
Helping wildlife is important to Big Rivers. The
company has teamed up with the Kentucky Department of Fish and Wildlife Resources (” KDFWR”) to install a nesting box for falcons and to
improve wildlife habitat.
After months of planning, the first peregrine
falcon nesting box was installed at Coleman Station in Hawesville in August. Big Rivers offered
KDFWR personnel the use of a crane to secure
the nesting box, which rests on the eighth floor
of one of the units. KDFWR and Big Rivers hope
to entice a mated pair of falcons to use this new
nesting box to raise their young during the upcoming spring mating season.
The Promoting Our Wildlife & Energy Resources

(POWER) program continued its three-year test
through 201 0. The program works in partnership
with KDFWR to improve wildlife habitat and also
helps reduce right-of-way transmission line corridor maintenance costs. The POWER program
offers free technical assistance and payments to
landowners who complete pre-approved wildlife
habitat projects in transmission line right-of-way
areas. In turn, these practices reduce the need to
manage vegetation.
In 201 0, Big Rivers completed work to meet additional EPA spill prevention containment regulations. We embrace being good environmental
stewards, which is evident by our effort to prevent pollutants from entering waterways.

RESPECT

HE EMFPLCWEE

Employees are the backbone of any successful
company. It is no different a t Big Rivers. By keeping every employee safe, focused and motivated,
we improve morale, instill employee confidence
in their ability to achieve our mission and continue serving our member cooperatives with excellence.

will have skilled staff ready to face the challenges
ahead. The company is very thankful for all the
hard work its employees have done over the
years.

Corporate-wide employee meetings are held on a
regular basis to assist with two-way communication between front line staff and senior management. These meetings cover key topics like the
After completing the transition to incorporate
company's strategic and safety plans. Keeping
operation of its generating units into its current
management structure, employees began to look an open line of communication is key to making
more closely a t preparing for the future, all while sure all employees are on the same page, while
keeping Big Rivers' day-to-day operations running working to move Big Rivers towards a successful
future .
smoothly.
To help that occur, the company is continuing to
refine its succession plan. Ensuring new employees carry the same level of passion, knowledge,
and work ethic that retiring employees have is a
top priority. By identifying and developing talent
who will succeed retiring employees, Big Rivers

Left Big Rivers Environmental Scientist,
Samantha Howard, discussed possible sites
for the nesting box with Kate Heyden, an avian
biologist with KDFWR. Several factors had to be
considered when choosing a location, including how much foot traffic that particular area
received. Careful selection was taken to find a
spot where the birds would feel a t ease

FINANCIALREVIEW: 2 0 1 0
Big Rivers' mission is t o provide low-cost, reliable
wholesale electricity and cost-effective shared
services to the member distribution cooperativesJackson Purchase Energy Corporation, Kenergy
Corp. and Meade County Rural Electric Cooperative
Corporation. They, in turn, provide retail electric
service to their members, totaling 1 12,735 a t
December 31, 2010.
The year 201 0 marked the first complete calendar
year of post-Unwind operations for Big Rivers (see
Note 2 of the audited financial statements), as the
E.ON lease agreements terminated July 16, 2009
a t midnight, at which time Big Rivers resumed
operational control of its 1,444 M W of o w n e d
generating facilities and 3 12 M W of Henderson
Municipal Power & Light Station Two. The company
also owns transmission assets, principally 1,266
miles of transmission lines and 22 transmission
substations. Net utility plant a t December 31,
2010 was $1,091.6 million, and total assets were
$1,472.2 million.

NET MARGINS
Dollars in millions

EQUITY (DEFICIT)
Dollars in millions
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During 20 10, Big Rivers continued its
transformational return t o a fully operating
generation and transmission cooperative, its mode
of operation prior t o J d y 17, 1998, when the E ON
lease agreements became effective. Financially,
201 0 was a successful year for Big Rivers, as the
company completed the year w i t h a favorable set of
key financial metrics, discussed below.

Net Margins and Equities
The 2010 net margin was $7 million, resulting in a
1 15 times interest earned ratio (TIER) and margins
for interest ratio (MFIR), and a 1.47 debt service
coverage ratio (DSCR). Equities to total assets were
26 26 percent at December 31,201 0, and equities t o
total capitalization were 32 32 percent.
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While the 2009 net margin was $531.3 million, w h e n
the one-time $538 million Unwind gain is excluded,
2009 reflected a loss of $6.6 million. There are three

items that explain the majority of the $13.6 million
net improvement in the 2010 net margin (2010 net
margin of $7 million plus 2009 net loss, as adjusted,
of $6.6 million). First, electric operating margin
reflects a $4.4 million unfavorable variance for the
first full year of post-Unwind operations, principally
due to a depressed market price for off-system
sales, resulting from the continued weak economy.
Second, interest expense and other reflects a $16.2
million favorable variance, primarily due to a $222.1
million reduction in long-term debt since 2008.
Third, following a thorough analysis during 201 0,
the balance of the reserve for obsolescence that
was established for certain materials and supplies
inventory upon the lJnwind closing was written off,
resulting in a non-operating margin of $1.9 million.

increase is the additional 2,887,541 M W h sold to the
aluminum smelters, an 83.43 percent increase over
2009, reflecting a full year of post-Unwind sales to
the aluminum smelters.
Non-smelter member sales increased 233,963 M W h
in 201 0, or 7.28 percent, mostly due to hot summer
weather. Sales of surplus energy to nonmembers
(off-system sales) increased 1,056,955 M W h in
2010, or 94.61 percent, also reflective of full year of
post-Unwind operations.
Electric energy revenue increased to $514.5 million
in 201 0, up from $326.7 million in 2009.

Energy Sales and Electric Revenues
Because a full year of Unwind operations is reflected,
M W h sales increased to 1 1,969,420 M W h in 201 0,
up from 7,790,961 M W h in 2009, a 53.63 percent
increase. The primary reason for the M W h sales
ENERGYS A L E S
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Wholesale Revenue
Big Rivers has all-requirements wholesale power
contracts w i t h its non-smelter members through
December 31, 2043. Rural member wholesale
revenue per M W h was $45.1 5 in 201 0, versus
$41 .I3 in 2009. Large industrial member wholesale
revenue per M W h was $41 "85 in 201 0, versus
$36.55 in 2009. The 11 "29 percent non-smelter
member revenue per M W h increase in 201 0 is
primarily due t o higher fuel cost recovered through
the fuel adjustment clause. The aluminum smelter
wholesale contracts with Kenergy Corp. terminate
December 31, 2023. Aluminum smelter wholesale
revenue per M W h was $44.05 in 2010, versus
$47.54 in 2009. Big Rivers' wholesale member

WHOLESALE MEMBER RATES

Dollars per megawatt-hour (MWh)

'37.26

'

'36 35

'

37
'35.90

tariff rates and the aluminum smelter contracts
are regulated by the Kentucky Public Service
Commission ("KPSC") and the Rural Utilities Service

("RUS").
Wholesale power market prices continue t o be
depressed, as has been the case since 2008. The
revenue per M W h received by Big Rivers for its offsystem sales was $37.90 in 201 0, up from $30.91
received in 2009, but significantly below the offsystem sales rate of $48.03 received in 2007.
Lines of Credit and Letters of Credit
Big Rivers has t w o $50 million lines of credit
available t o it, one w i t h CoBank, ACE ("CoBank"),
expiring July 16, 201 2, and the other w i t h National
Rural Utilities Cooperative Finance Corporation
("CFC") that expires July 16, 2014. The CFC line
of credit contains a $10 million embedded letter of
credit facility. At December 31, 201 0, $1 0 million
is outstanding under the CoBank line of credit, and
letters of credit totaling $5.9 million are outstanding
w i t h CFC.
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At December 31, 201 0, debt t o total assets is
55.50 percent. Big Rivers significantly reduced its
long-term debt by $222.1 million over the past t w o
years t o $81 7 million a t December 3 1, 201 0, d o w n
from $1,039.1 million a t December 31, 2008. The
effective interest rate thereon, a t December 3 1 ,
201 0, is 5.70 percent. The company m u s t refinance
$60 million of the 5.75 percent RlJS Series A Note
by October 1, 20 12 and another $200 million thereof
by January 1 , 201 6. The RUS Series A Note, having
a December 31, 20 10 fair value of $558.7 million
and a stated value of $561 million, has a final
maturity of July 1 , 2021. The non-interest bearing
RUS Series B Note, having a December 31, 2010
fair value of $1 16.2 million and a stated value of

$245.5 million, has no payment due until maturity on
December 31, 2023.
Big Rivers has t w o issues of tax-exempt pollution
control bonds outstanding, totaling $1 42.1 million.
The larger of the t w o issues was refinanced June 8,
2010-the $83.3 million County of Ohio, Kentucky,
Pollution Control Revenue Bonds, Series 201 OA.
These Series 201 0A Bonds n o w bear interest at a 6
percent fixed rate, w i t h a maturity date of July 15,
2031. The second issue-the $58.8 million County
of Ohio, Kentucky, Pollution Control Revenue Bonds,
Series 1983-are variable rate demand bonds
currently being held by the liquidity provider, bearing
an interest rate of 3.25 percent.

application with the KPSC on March 1, 201 1, seeking
to increase its member wholesale tariff rates. Per the
application, the member revenue increase is stated
a t $29.6 million, a 6.85 percent increase in total
member revenue. Big Rivers anticipates the KPSC
will order the rate increase request effective as of
September 1, 201 1
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CASH AND

C A S H EQUIVALENTS
Dollars in millions

liquidity
Liquidity is good, as cash and cash equivalents total
$44.8 million at December 31, 201 0. Additionally,
the company has the t w o lines of credit totaling
$1 00 million discussed earlier. Also of significance,
at December 3 1, 201 0, Big Rivers had voluntarily
prepaid $23.9 million on its 5.75 percent RLlS Series
A Note, which the company may claw back by
avoiding future quarterly debt service payments.
Big Rivers funded all of its operating expenses
and capital expenditures in 2010 without any n e w
borrowing. Capital expenditures totaled $42.7 million
in 201 0, versus $58.4 million in 2009.
Depreciation Study and Cost-of-Service Study
The March 6, 2009 order of the Kentucky Public
Service Commission in the Unwind case mandated
that Big Rivers file for a general review of its financial
operations and wholesale member tariff rates,
including a depreciation study and a cost-of-service
study, by July 16, 2012. Big Rivers has not had a
wholesale tariff rate increase in twenty years, and
the existing depreciation study has been in effect
since July 1998. Accordingly, the company filed an
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1601 Market Street
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independent Auditors' Report
The Board of Directors and Members
Big Rivers Electric Corporatioii:

We Iiave audited the acconipmyiag balance shwt of Big Riveis Electric Corporation (the Cbmpiny) as of
Deccniher 31, 2010 and the related qtatements of oper;irionc. equities. and cash flou s for the yea1 then
ended. These fiaancial state~nentsare the respoiisibility of the Company's management QW iesponsibdity
is to express an opinion on these firinncia1 statements based on our audit. The accompanying financial
statcinetits of the Coinpaiiy as of December 31,2009 and for the years ended December 31 2009 and 2008
a e t c audited by other auditon \vhore report thereon dated March 26, 2010, expreswd an unqualified
opinion on those statements

W e conducted our audit in accordance with nuditing standards generally accepted in the llniled States of
Anieiica and ihe standards applicable to financial audits coiitained in Gorcntmetir Arcdrfirrg Storrdords,
issued by the Coniptioiler General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assiirance about whcther the finaiicial statements are free of niateiial
misstatement. An a d i t incluctes consideration of intcinal runtrol owr financial reporting as a basis for
clcsigning aodil procedures tliat are appropriate in the circumstances, hut not for the purpose of expressing
an opinion on the effectiveness of the Conipany's internal control over financial reporting. Accordingly.
n e express no such opinion An audit also nicludes ex;u~Uiung,on a test basis. evidence supporting the
aniounts and disclosures in the fiiiancinl statements. assessing tlx accounting principles used aid
significant cstiinates made by managcmcnt. as aell as evaluating the ovenll financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the fimncial statements, refcued to above prcwnt fairly. in all material respects, thc
financial position of Big Riveis Electric Corporation as of Lkceniber.31, 2010, aad the results of its
operations aid its cas11 flows for the yeat then ended in confornuty wtli accounting principles generally
accepted in the IJn~tedStates of Anierica.
Arcditorg Stcliidnrds, we have also issued a r e p i t d a t d March 25, 201 I .
ow cons~detationof Big Rivers Electric Corporation's internal contiol OIW firlaticia1 q m t m g nnd our

111 accordance with G o i w i n i c i t t
011

tests of its compliance \\itli certain provisionr, of le~vs.rcgulation~,ContmctF, and g r i t agreements and
other matters. 'The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to pro\ ide an opinion on the
iiitenial control ovei financial iepoiting or on coinpliance. 'Illat repoiz is an integral pat of an audit
perfbrnicd in ;Icuord:nice with G o i m i i r i f m ! Audiirrig .S/aifdurriJand should he read in conjunction with this
report in considering the results of our audit.

March 25.201 1

I
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BALANCE SHEETS
As of December 31,2010 and 2009

- (Dollars in thousands)
2009

2010
UTILITY PLANT - Net

$

1.091.566

$

1,078,274

217.562

243,225
--

5,473

5,342

44,780
45,905
37,328
23.218
2,502
-

60,290
47,493
37,830
20,412
3,233

Total current assets

153,733

169,258

DEFERRED CHARGES AND OTHER

3,851

9,384

RESTRICTED INVESTMENTS- Member rate mitigation

---__.

OTHER DEPOSITS AND INVESTMENTS- A t Cost
CURRENT ASSETS.
Cash and cash equivalents
Accounts receivable
Fuel inventory
Non-fuel inventory
Prepaid expenses

TOTAL

$

1,472,185

$

1.505.483

CAPITALIZATION.
Equities
Long-term debt

$

386,575
809,623

$

379,392
834,367

1 , I 96,198

1,213,759

7,373
10,000
1,516
29,782
10,627
11,134

14,185
3,362
30,657
9,864
9,097

Total current liabilities

70,432

67,165

DEFERRED CREDITS AND OTHER:
Regulatory liabilities - Member rate mitigation
Other

185,893
19.662

207,348
17.21 1

205.555

224.559

Total capitalization
CURRENT LIABILITIES:
Current maturities of long-term obligations
Notes payable
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
--l.ll_-

Total deferred credits and other
COMMITMENTS AND CONTINGENCIES (see Note 14)
TOTAL

$

1.472.185

See accompanying notes to financial statements

$

1,505,483

S T A T E M E N T S O F QPERATIEJNS
For the years ended December 31, 2010, 2009 and 2008 - (Dollars in thousands)
2010

2009

2008

$ 527,324

$341,333

$214,758

-

32,027
--

58,423

527,324

373,360

273,181

207,749

80,655

-

Power purchased and interchanged

99,421

1 16,883

1 14,643

Production, excluding fuel

52,507

22,381

-

Transmission and other

35,273

35,444

28,600

Maintenance

46,880

29,820

4,258

Depreciation and amortization

34,242

32,485

31,041

476,072

317,668

178,542

51,252

55,692

94,639

46,570

59,898

65,7 19

-

6,99 1

-

2,172

81 1

259

1,025

5,934

166

112

123

46,995

63,207

79,578

4,257

(7.515)

15,06 1

Interest income on restricted investments under
long-term lease

-

-

8,742

Gain on Unwind transaction (see Note 2)

-

537,978

-

---.-

2,734

867

4.013

2,734

538,845

12,755

$

6,991

$ 53 1,330

OPERATING REVENUE
LEASE REVENUE
Total operating revenue
OPERATING EXPENSES.
Operations:
Fuel for electric generation

Total operating expenses
ELECTRIC OPERATING MARGIN
INTEREST EXPENSE AND OTHER:
Interest
Interest on obligations related to long-term lease

I

Amortization of loss from termination of long-termlease
Income tax expense
Other - net

--Total interest expense and other
OPERATING MARGIN

NON-OPERATING MARGIN:

Interest income and other
Total non-operating margin
NET MARGIN
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$

27.816

EQUITIES( Q E F I c I T )
For the years ended December 31,201 0, 2009 and 2008 - (Dollars in thousands)
STATEMENTS ClJF

BALANCE - December 31,2007

Total
Equities

Accumulated

(Deficit)

(Deficit)

$ (174,137)

Margin

$ (174,639)

0 t h Equities
Consumers'
Accumulated
Donated
Contributions
Other
Capital and
t o Debt
Compreliensive
Memberships
Service
lnconie

$764

$3,681

$ (3,943)

764

3,681

( 1 2,224)

Comprehensive income:
Net margin

27.81 6

Defined benefit plans

(8,2811

Total comprehensive income

27.81 6

-

19,535

27.8 16

( 1 54,602)

(146,823)

531,330

53 1,330

2,664

-

-

Total comorehensive income

533,994

53 1,330

-

-

BALANCE - December 31,2009

379,392

384,507

764

3,681

6.991

6,99 1

192

-

-

-

192

6,991

-

-

192

$ 391,498

$764

$3,681

BALANCE - December 31, 2008
Comprehensive income:
Net margin
Defined benefit plans

2,664
2,664

(9,560)

Comprehensive income.
Net margin

~

Defined benefit plans
Total comprehensive income

7,183

BALANCE - December 31, 2010

$ 386,575

-

See accompanying notes to financial statements.

$

(9,368)
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STATEMENTS O F G A S H F L O W S
For the years ended December 31,2010,2009 and 2008 - (Dollars in thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash
provided by operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
Decrease in deferred AMT Income Taxes
Amortization of deferred loss (gain) on sale-leaseback - net
Deferred lease revenue
Residual value payments obligation gain
Interest compounded - RUS Series €3 Note
Increase in obligations under long-term lease
Noncash gain on Unwind transaction
Cash received for member rate mitigation
Noncash member rate mitigation revenue
Changes in certain assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other - net
Net cash provided by operating activities
CASt FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures
Proceeds from disposition of investments related to sale-leaseback
Proceeds from restricted investments
Purchases of restricted investments and other deposits & investments
Net cash provided by (used in) investing activities
CAS1 FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations
Proceeds from long-term obligations
Principal payments on short-term notes payable
Proceeds from short-term notes payable
Payments upon termination of sale-leaseback
Debt issuance cost on bond refunding
Net cash used in financing activities
Net increase (decrease) in cash and cash equivalents
CASH AND CASH EQUIVALENTS-Beginning of year
CASH AND CASH EQUIVALENTS-End of year
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for income taxes

I zs

2010

2009

$ 6,991

$ 531,330

(23,953)
1,588
(2,304
731
1,251
(1,846)
(875)
2,800
555
29,087

(26,049)
(3,497)
(2.783)
(1.538)
(5,973)
24,825
7,881
6,852
505,173

6.2 18
12
(319)
1,871
(3.702)
899
327
(4,940)
61,108

(58,388)
8,982
(252,798)
(302,204)

(22.760)
222.739
-

( 168,956)

(40.838)

-

6,499
-

-

-.

(42,683)
28,143

(I4,540)
( I 21,355)
83,300
10,000
(2,002)
(30,057)
(15,510)

-

$
9;

$

27,816

34,320
(2,502)
5,035
(1,187)
(4.582)
(6.748)
5,841
2,749
-

-

-.

$

37,084
2,172
(3,768)
(3.88 1)
6,136
(269,441)
217,856
( 12,033)

37,650

-

2008

( 1 2,380)
(246)
( 1 81,582)
21,387

60,290
44,780

$

37,268
260

$

See accompanying notes to financial statements

(40 1)
199,578

$

I

-

(329,859)

-

(370,697)
(110.011)

38,903
60,290

$ 148,914
$

38,903

51,078
626

$

74,819
1,220

N O T E S TO GONSCILIDATED F I N A N C I A L S T A T E M E N T S
As of December 31, 201 0 and 2009 (Dollars in thousands)

1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) General lnformation - Big Rivers Electric Corporation ("Big Rivers" or the "Company"), an electric generation
and transmission cooperative, supplies wholesale power to its three member distribution cooperatives (Kenergy
Corp., Jackson Purchase Energy Corporation, and Meade County Rural Electric Cooperative Corporation)
under all requirements contracts, excluding the power needs of two large aluminum smelters (the "Aluminum
Smelters"). Additionally, Big Rivers sells power under separate contracts to Kenergy Corp. for the Aluminum
Smelters load and markets power to nonmember utilities and power marketers. The members provide electric
power and energy to industrial, residential, and commercial customers located in portions of 22 western
Kentucky counties. The wholesale power contracts with the members remain in effect until December 31,
2043. Rates to Big Rivers' members are established by the Kentucky Public Service Commission (KPSC) and
are subject to approval by the Rural Utilities Service (RIJS). The financial statements of Big Rivers include
the provisions of the Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASCI
980, Certain Types of Regulation, which was adopted by the Company in 2003, and gives recognition to the
ratemaking and accounting practices of the KPSC and RUS

In 1999, Big Rivers Leasing Corporation (BRLC) was formed as a wholly owned subsidiary of Big Rivers.
BRLC's principal assets were the restricted investments acquired in connection with the 2000 sale leaseback
transaction discussed in Note 4. The sale leaseback transaction was terminated on September 30, 2008 and
BRLC was dissolved on July 7, 2009, in conjunction with the Unwind Transaction (See Note 2).
Management evaluated subsequent events up to and including March 25, 201 1, the date the financial
statements were available to be issued.
(b) Principles of Consolidation - The financial statements of Big Rivers include the accounts of Big Rivers and its
wholly owned subsidiary, BRLC. All significant intercompany transactions have been eliminated.

IC)

Estimates - The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, and disclosure of contingent assets and
liabilities. The estimates and assumptions used in the accompanying financial statements are based upon
management's evaluation of the relevant facts and circumstances as of the date of the financial statements
Actual results may differ from those estimates.

(d) System ofAccounts- Big Rivers' maintains its accounting records in accordance with the LJniform System of
Accounts as prescribed by the RlJS Bulletin 17675-1, as adopted by the KPSC. These regulatory agencies retain
authority and periodically issue orders on various accounting and ratemaking matters. Adjustments to RUS
accounting have been made to make the financial statements consistent with generally accepted accounting
principles in the United States of America.
(el Revenue Recognition - Revenues generated from the Company's wholesale power contracts are based on
month end meter readings and are recognized as earned. Prior to its termination, in accordance with FASB
ASC 840, Leases, Big Rivers' revenue from the Lease Agreement was recognized on a straight line basis over
the term of the lease. The major components of this lease revenue include the annual lease payments and the
Monthly Margin Payments (described in Note 2).

(fl Utility Plant and Depreciation - Utility plant is recorded a t original cost, which includes the cost of
contracted services, materials, labor, overhead, and an allowance for borrowed funds used during construction.
Replacements of depreciable property units, except minor replacements, are charged to utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total cost of
$250 or more before consideration of such allowance. The interest capitalized is determined by applying the
effective rate of Big Rivers' weighted average debt to the accumulated expenditures for qualifying projects
included in construction in progress.
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Prior to July 17, 2009, the Effective Date of the Unwind Transaction (see Note 2). and in accordance with the
terms of the Lease Agreement, the Company generally recorded capital additions for Incremental Capital
Costs and Nonincremental Capital Costs expenditures funded by LG&E and KU Energy LLC (formerly E ON
U S LLC) as utility plant to which the Company maintained title A corresponding obligation to LG&E and
KU Energy LLC (LG&E and KU) was recorded for the estimated portion of these additions attributable to the
Residual Value Payments (see Note 2). A portion of this obligation was amortized to lease revenue over the
useful life of those assets during the remaining lease term. For the years ended December 31, 2010 and 2009,
the Company recorded $0 and $5,557, respectively, for such additions in utility plant. The Company recorded
$0, $3,881, and $6,748 in 20 10, 2009, and 2008, respectively, as related lease revenue in the accompanying
financial statements. All amounts recorded for 2009 reflect the period prior to the Effective Date of the Unwind
Transaction. Under the terms of the Unwind Transaction, LG&E and KU waived their right to the Residual Value
Payment, and the Company recognized a gain.
In accordance with the Lease Agreement, and in addition to the capital costs funded by LG&E and KU (see Note
2) that were recorded by the Company as utility plant and lease revenue, LG&E and KU also incurred certain
Nonincremental Capital Costs and Major Capital Improvements (as defined in the Lease Agreement) for which
they waived rights to a Residual Value Payment by Big Rivers upon lease termination Such amounts were not
recorded as utility plant or lease revenue by the Company during the lease In connection with the Unwind
Transaction the Company recognized a gain of $1 9,679 for the Nonincremental Capital assets for which LG&E
and KU had waived rights to
LG&E and KU constructed a scrubber (Major Capital Improvement) at Big Rivers' Coleman plant. The scrubber
achieved commercial acceptance in January 2007. The Company acquired the Coleman scrubber at no cost
under the terms of the Unwind Transaction, recognizing a gain of $98,500 in 2009
Depreciation of utility plant in service is recorded using the straight line method over the estimated remaining
service lives, as approved by the RUS and KPSC. The annual composite depreciation rates used to compute
depreciation expense were as follows:
Electric plant
Transmission plant
General plant

160%-247%
1 769'0-3 24%
1 1 1 yo-5 62%

For 201 0, 2009, and 2008, the average composite depreciation rates were 1 86%, 1.85%. and 1.85%,
respectively At the time plant is disposed of, the original cost plus cost of removal less salvage value of such
plant is charged to accumulated depreciation, as required by the RUS
(91 Impairment Review of Long Lived Assets - Long lived assets are reviewed as facts and circumstances

indicate that the carrying amount may be impaired. This review is performed in accordance with FASB ASC
360, Property, Plant, and Equipmentas it relates to impairment of long lived assets. FASB ASC 360 establishes
one accounting model for all impaired long lived assets and long lived assets to be disposed of by sale or
otherwise. FASB ASC 360 requires the evaluation of impairment by comparing an asset's carrying value to the
estimated future cash flows the asset is expected to generate over its remaining life. If this evaluation were to
conclude that the carrying value of the asset is impaired, an impairment charge would be recorded based on the
difference between the asset's carrying amount and its fair value (less costs to sell for assets to be disposed of
by sale) as a charge to operations or discontinued operations

(11) Inventory- Inventories are carried at average cost and include coal, petroleum coke, lime, limestone, oil and
gas used for electric generation, and materials and supplies used for utility operations Emission allowances are
carried in inventory at a weighted average cost by each vintage year Issuances of allowances are accounted for
on a vintage basis using a monthly weighted average cost

(il Restricted lnvestments - lnvestments are restricted under KPSC order to establish certain reserve funds for
member rate mitigation in conjunction with the Unwind Transaction. These investments have been classified as
held-to-maturity and are carried at amortized cost (see Note 10)
(j) Cash and Cash Equivalents - Big Rivers considers all short-term, highly liquid investments with original
maturities of three months or less to be cash equivalents

I

30

IN

Income Taxes - Big Rivers was formed as a tax exempt cooperative organization described in Internal
Revenue Code Section 501(c)(12) To retain tax exempt status under this section, a t least 85% of the Big Rivers'
receipts must be generated from transactions with the Company's members In 1983, sales to nonmembers
resulted in Big Rivers failing to meet the 85% requirement Until Big Rivers can meet the 85% member income
requirement, the Company will not be eligible for tax exempt status and will be treated as a taxable cooperative.

As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage allocations to members from
taxable income Income and expenses related to nonmember operations are taxable to Big Rivers Big Rivers
files a Federal income tax return and certain state income tax returns
Under the provisions of FASB ASC 740, Income Taxes, Big Rivers is required to record deferred tax assets and
liabilities for temporary differences between amounts reported for financial reporting purposes and amounts
reported for income tax purposes Deferred tax assets and liabilities are determined based upon these
temporary differences using enacted tax rates for the year in which these differences are expected to reverse.
Deferred income tax expense or benefit is based on the change in assets and liabilities from period to period,
subject to an ongoing assessment of realization. Tax benefits associated with income tax positions taken, or
expected to be taken, in a tax return are recorded only when the more-likely-than-not recognition threshold is
satisfied and measured a t the largest amount of benefit that is greater than 50% likely of being realized upon
settlement.
IlI Patronage Capital- As provided in the bylaws, Big Rivers accounts for each year's patronage-sourced
income, both operating and nonoperating, on a patronage basis Notwithstanding any other provision of the
bylaws, the amount to be allocated as patronage capital for a given year shall not be less than the greater of
regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced income.

Im) Derivatives - Management has reviewed the requirements of FASB ASC 81 5, Derivatives and Hedging, and
has determined that certain contracts the Company is party to may meet the definition of a derivative under
FASB ASC 81 5 The Company has elected the Normal Purchase and Normal Sale exception for these contracts
and, therefore, the contracts are not required to be recognized a t fair value in the financial statements.
In) Fair Value Measurements - The Fair Value Measurements and Disclosures Topic of the FASB ASC 820, Fair
Value Measurements and Disclosures, defines fair value as the exchange price that would be received for an
asset or paid to transfer a liability (an exit price) in the principal, or most advantageous, market for the asset
or liability in an orderly transaction between market participants at the measurement date The Fair Values
Measurements Topic establishes a three-Level fair value hierarchy that prioritizes the inputs used to measure
fair value. This hierarchy requires entities to maximize the use of observable inputs when possible. The three
levels of inputs used to measure fair value are as follows.
0

0

0

Level 1 - quoted prices in active markets for identical assets or liabilities
Level 2 - observable inputs other than quoted prices included in Level 1, such as quoted prices
for similar assets and liabilities in active markets, quoted prices for identical or similar assets and
liabilities in markets that are not active; or other inputs that are observable or can b e corroborated
by observable market data; and
Level 3 - unobservable inputs that are supported by little or no market activity and that are
significant to the fair values of the assets or liabilities, including certain pricing models, discounted
cash flow methodologies and similar techniques that use significant unobservable inputs.
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2.

LG&E LEASE AGREEMENT
Big Rivers, LG&E and KU, Western Kentucky Energy Corporation (WKEC). and LG&E Energy Marketing (LEM),
closed effective July 17, 2009, a transaction resulting in a mutually acceptable early termination of the 1998 LG&E
Lease Agreement (referred herein as the "Unwind Transaction" or "Unwind"). LG&E and KlJ, WKEC, and LEM are
collectively referred to in the Notes as "LG&E and KU Entities " This transaction was approved by the KPSC and the
RUS. The Unwind Transaction resulted in Big Rivers recognizing a net gain of $537,978. This transaction resulted
in the acquisition of assets, the assumption of liabilities, the forgiveness of liabilities, and the establishment of a
regulatory reserve prescribed by the KPSC in their approval of the transaction. Assets and liabilities in the unwind
transaction were accounted for at fair value or recorded value, as appropriate The gain from the Unwind Transaction
is summarized as follows.
Unwind
Gain
Assets received
Cash
Coleman scrubber
Inventory
Construction in progress
Utility plant assets
SO2 allowances
Liabilities (assumed) forgiven
Economic Reserve
Rural Economic Reserve
Post-retirement benefits liability
Residual value payments obligation
L E M Settlement Note
Recognition of (expenses) income.
Deferred lease income
Deferred loss f r o m termination of sale/leaseback
Deferred loss from LEM Marketing PaymenVSettlement Note
IJnwind transaction costs
Other
Gain on unwind transaction

$506,675
98,500
55,000
23,074
19,679
980
(157,000)

(60,856)
(8,768)
145,25 1
15,440
7,187
(73,829)
(14,520)
(18,991 )
156
$537,978

The terms of the LG&E Lease Agreement as originally structured are outlined in the following text.
On July 15, 1998 (Effective Date), a lease was consummated (Lease Agreement), whereby Big Rivers leased its
generating facilities to Western Kentucky Energy Corporation (WKEC), a wholly owned subsidiary of LG&E and
KU. Pursuant to the Lease Agreement, WKEC operated the generating facilities and maintained title to all energy
produced. Throughout the lease term, in order for Big Rivers to fulfill its obligation to supply power to its members,
the Company purchased substantially all of its power requirements from LG&E Energy Marketing Corporation
(LEM), a wholly owned subsidiary of LG&E and KU, pursuant to a power purchase agreement
Big Rivers continued to operate its transmission facilities and charged LEM tariff rates for delivery of the energy
produced by WKEC and consumed by LEM's customers. The significant terms of the Lease Agreement were as
follows.

a

WKEC was to lease and operate Big Rivers' generation facilities through 2023

b

Big Rivers retained ownership of the generation facilities both during and at the end of the lease term

C

WKEC paid Big Rivers an annual lease payment of $30,965 over the lease term, subject to certain adjustments

d

On the Effective Date, Big Rivers received $69,100 representing certain closing payments and the first two
years of the annual lease payments. In accordance with FASB ASC 840, Leases, the Company amortized these
payments to revenue on a straight-line basis over the life of the lease

e

Big Rivers continued to provide power for its members, excluding the member loads serving the Aluminum
Smelters, through its power purchase agreements with LEM and the Southeastern Power Administration,
based on a pre-determined maximum capacity. When economically feasible, the Company also obtained the
power necessary to supply its member loads, excluding the Aluminum Smelters, in the open market Kenergy
Corp 's retail service for the Aluminum Smelters was served by LEM and other third-party providers that
included Big Rivers. To the extent the power purchased from LEM did not reach pre-determined minimums, the
Company was required to pay certain penalties. Also, to the extent additional power was available to Big Rivers
under the LEM contract, Big Rivers made sales to nonmembers.

f

LEM reimbursed Big Rivers the margins expected from the Aluminum Smelters, defined as the net cash flows
that Big Rivers anticipated receiving if the Company had continued to serve the Aluminum Smelters' load, as
filed in the Rate Hearing (the "Monthly Margin Payments")

9

WKEC was responsible for the operating costs of the generation facilities, however, Big Rivers was partially
responsible for ordinary capital expenditures (Nonincremental Capital Costs) for the generation facilities over
the term of the Lease Agreement, generally UP to predetermined annual amounts At the end of the lease
term, Big Rivers was obligated to fund a "Residual Value Payment" to LG&E and KU for such capital additions
during the lease (see Note 1 ) Adjustments to the Residual Value Payment were made based upon actual capital
expenditures Additionally, WKEC made required capital improvements to the facilities to comply with new
laws or a changes to existing laws (Incremental Capital Costs) over the lease life (the Company was partially
responsible for such costs. 20% through 2010) and the Company was required to submit another Residual
Value Payment to LG&E and KU for the undepreciated value of WKEC's 80% share of these costs, at the end of
the lease The Company had title to these assets during the lease and upon lease termination

h

Big Rivers entered into a note payable with LEM for $19,676 (the "LEM Settlement Note") to be repaid over the
term of the Lease Agreement, with an interest rate a t 8% per annum, in consideration for LEM's assumption
of the risk related to unforeseen costs with respect to power to be supplied to the Aluminum Smelters and
the increased responsibility for financing capital improvements. The Company recorded this obligation as a
component of deferred charges with the related payable recorded as long-term debt in the accompanying
balance sheets. This deferred charge was amortized on a straight-line basis up to the Effective Date of the
Unwind Transaction

I

On the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM, which was
recorded as a component of deferred charges This amount was amortized on a straight-line basis up to the
Effective Date of the Unwind Transaction

I

During the lease term, Big Rivers was entitled to certain "billing credits" against amounts the Company owed
LEM under the power purchase agreement Each month during the first 55 months of the lease term, Big Rivers
received a credit of $89 For the year 201 1, Big Rivers was to receive a credit of $2,611 and for the years 2012
through 2023, the Company was to receive a credit of $4.1 11 annually
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In accordance with the power purchase agreement with LEM, the Company was allowed to purchase power in the
open market rather than from LEM. incurring penalties when the power purchased from LEM did not meet certain
minimum levels, and to sell excess power (power not needed to supply its jurisdictional load) in the open market
(collectively referred to as "Arbitrage") Pursuant to the New RUS Promissory Note (currently the RUS Series A
Note) and the RlJS ARVP Note (currently the RUS Series B Note), the benefit, net of tax, as defined, derived from
Arbitrage had to be divided as follows: one-third, adjusted for capital expenditures, was used to make principal
payments on the New RlJS Promissory Note, one-third was used to make principal payments on the RlJS ARVP
Note, and the remaining value was retained by the Company

3.

UTILITY PLANT
At December 31, 2010 and 2009, utility plant is summarized as follows:
Classified plant in service:
Production plant
Transmission plant
General plant
Other

Less accumulated depreciation

Construction in progress
lJtility plant - net

2010

2009

$1,689,024
237,689
18,937
543

$1,675,733
236,639
18,201
543

1,946,193

1,931,l 16

909,501

908,099

1,036,692

1,023,017

54,874

55,257

$1,091,566

$1,078,274

Interest capitalized for the years ended December 31, 2010, 2009, and 2008, was $684, $133, and $492,
respectively
The Company has not identified any material legal asset retirement obligations, as defined in FASB ASC 41 0,
Assef Rebremenf Obhgafions In accordance with regulatory treatment, the Company records an estimated net
cost of removal of its utility plant through normal depreciation As of December 31, 2010 and 2009, the Company
had approximately $38,000 and $35,835, respectively, related to non-legal removal costs included in accumulated
depreciation
4.

SALE-LEASEBACK

On April 18, 2000. the Company completed a sale-leaseback of two of its utility plants, including the related
facilities and equipment. The sale-leaseback provided Big Rivers a $1,089.000 fixed price purchase option, at the
end of each lease term (25 and 27 years), which, together with future contractual interest receipts, would be fully
funded
On September 30, 2008, the Company completed an early termination of the sale-leaseback transaction The
termination was precipitated by the June 2008 downgrade of the claims-paying ability of Ambac Assurance
Corporation (Ambac) Ambac served as insurer of Big Rivers' payment obligations, thereby providing credit support
under the transaction Ambac's downgrade exposed the Company to adverse consequences under the contractual
terms of the transaction and after consideration of alternative options, Big Rivers ultimately settled on termination

I
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a s the preferred solution. Proceeds from disposition of the restricted investment and payments required under the
termination agreements were $222,739 and $329,559, respectively, reflecting a net cash payment of $107,120 To
meet its remaining obligations Big Rivers' entered into a $12,380 promissory note (see Note 5) with Philip Morris
Capital Corporation (PMCC). A net loss of $77,001 resulting from the early termination of the sale-leaseback was
recorded a s a regulatory asset and was amortized up to the Effective Date of the Unwind Transaction, with the
balance of the regulatory asset reflected as an offset to the gain recognized from the Unwind Transaction
Prior to termination the sale-leaseback transaction was recorded as a financing for financial reporting purposes
and a sale for Federal income tax purposes In connection therewith, in 2000, Big Rivers received $866,676 of
proceeds and incurred $791,626 of related obligations. Pursuant to a payment undertaking agreement with a
financial institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds The Company also purchased investments with an initial value of $146,647 to fund the remaining
$135,597 of the obligations. Interest received and paid was recorded to these accounts up to the date of lease
termination. The Company paid 7.57% interest on its obligations related to long-term lease and received 6.89% on
its related investments The Company made a $64,000 principal payment on the New RUS Promissory Note with
the remaining proceeds. The $75,050 gain was deferred and was amortized up to the date of lease termination,
with the Company recognizing $1,998 in 2008

The unamortized balance of the deferred loss was recognized in 2009 in conjunction with the unwind transaction
described in Note 2 based on agreement with the KPSC
Amounts recognized in the statement of operations related to the sale-leaseback for the year ended December 31,
2008, were as follows.

2008

Power contracts revenue (revenue discount
adjustment - see Note 6 )
Interest on obligations related to long-term lease.
Interest expense
Amortize gain on sale-leaseback
Net interest on obligations related to
long-term lease
Interest income on restricted investments under
long-term lease
Interest income and other

$(2,453)

-

$ 8,989
(1,998)

$6,991

$8,742
$779
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5.

DEBT AND OTHER LONG-TERM OBLIGATIONS
A detail of long-term debt at December 31, 2010 and 2009. is as follows:
RUS Series A Promissory Note, stated amount of, $561,061, stated
interest rate of 5.75%, with an imputed interest rate of 5 84%
maturing July 2021
RUS Series B Note, stated amount of $245,530, no stated interest
rate, with interest imputed at 5.8O%, maturing December 2023
County of Ohio, Kentucky, promissory note, fixed interest rate of
6 OO%, maturing in July 2031
County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 3 56% and 10.50% in 2010 and 2009,
respectively), maturing in October 2022
County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 3 27% and 3.22% in 2010 and 2009,
respectively), maturing in June 2013
Total long-term debt
Current maturities
Total long-term debt - net of current maturities

2010

2009

$558,731

$596,786

116,165

109,666

83,300

-

-

83,300

58,800

58,800 -

81 6,996

848,552

7,373

14,185

$809,623

$834,367

The following are scheduled maturities of long-term debt at December 31
Year

Amount

201 1
2012
2013
2014
2015
Thereafter
Total

(a)

7,373
76,078
79,275
2 1,676
22,968
609,626
$816,996

RUS Notes - On July 15, 1998, Big Rivers recorded the New RlJS Promissory Note and the RUS ARVP Note
at fair value using the applicable market rate of 5 82% On the Unwind Closing Date, the New RUS Note and
the ARVP Note were replaced with the RUS 2009 Promissory Note Series A and the RUS 2009 Promissory
Note Series B, respectively After an Unwind Closing Date payment of $140,181, the RlJS 2009 Promissory
Note Series A is recorded at an interest rate of 5 84% The RUS 2009 Series B Note is recorded at an imputed
interest rate of 5 80% The RUS Notes are collateralized by substantially all assets of the Company and secured
by the Indenture dated July 1. 2009 between the Company and U S Bank National Association
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(bl Pollution ControlBonds- In June 2010,the County of Ohio, Kentucky, issued $83,300of Pollution Control
Refunding Revenue Bonds, Series 20lOA (Series 2010A Bonds), the proceeds of which are supported by a
promissory note from Big Rivers, which bears the same interest rate, These bonds bear interest a t a fixed rate
of 6.00% and mature in July 2031. Proceeds from the Series 2010A Bonds were used to refund the $83,300,
County of Ohio, Kentucky, Periodic Auction Rate Securities, Series 2001 A

The County of Ohio, Kentucky, issued $58,800of Pollution Control Variable Rate Demand Bonds, Series 1983,
the proceeds of which are supported by a promissory note from Big Rivers, which bears the same interest rate
as the bonds. These bonds bear interest at a variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which was
assigned to Dexia Credit in 2006.In addition, the Series 1983 bonds are supported by a municipal bond
insurance and surety policy issued by Ambac Assurance Corporation Big Rivers has agreed to reimburse
Ambac Assurance Corporation for any payments under the municipal bond insurance policy or the surety policy
Both Series are secured by the Indenture dated .July 1,2009between the company and U S Bank National
Association
The Series 1983 are subject to a maximum interest rate of 13% The December 3 1 , 20 10 interest rate on the
Series 1983 Pollution Control Bonds was 3 25%

IC)

LEM Settlement Note - On July 15, 1998 Big Rivers executed the Settlement Note with LEM The
Settlement Note required Big Rivers to pay to LEM $1 9,676,plus interest at 8% per annum over the lease
term The principal and interest payment was approximately $1,822annually On the Unwind Closing Date,
in connection with the llnwind Transaction the remaining balance on the Settlement Note in the amount of
$1 5,440was forgiven.

(dl Notes Payable - Notes payable represent the Company's borrowing on its line of credit with the National
Rural Utilities Cooperative Finance Corporation (CFC) and CoBank, ACB (CoBank). The maximum borrowing
capacity on the lines of credit is $100,000consisting of $50,000 each for CFC and CoBank. Big Rivers had
$10.000of borrowings outstanding, a t an interest rate of 2.4670,on the CoBank line of credit at December 31,
2010. Letters of credit issued under an associated Letter of Credit Facility with CFC reduced the borrowing
capacity on the CFC line of credit by $5,928.Advances on the CFC line of credit bear interest at a variable rate
and outstanding balances are payable in full by the maturity date of July 16,2014 The CFC variable rate is equal
to the CFC Line of Credit Rate, which is defined as "the rate published by CFC from time to time, by electronic
or other means, for similarly classified lines of credit, but if not published, then the rate determined for such
lines of credit by CFC from time to time." Advances on the CoBank line of credit bear interest at a variable rate
and outstanding balances are payable in full by the maturity date of July 16,2012. The CoBank variable rate is
a fixed rate per annum (for interest periods of 1 , 2,3 and 6 months) equal to LIBOR plus the Applicable Margin
as determined by the Company's credit rating. At December 31,2010 the Company had available to it a $2,500
line of credit with CFC to finance storm emergency repairs and expenses related to electric utility operations
with a February 25.201 1 maturity date.
(e) Covenants - Big Rivers is in compliance with all debt covenants associated with both long-term and shortterm debt. The Company's Indenture and its line of credit with CFC require that a Margins for Interest Ratio
(MFIR) of at least 1,lObe maintained for each fiscal year. The CoBank line of credit agreement requires that a t
the end of each fiscal year the Company have a Debt Service Coverage Ratio (DSCR) of not less than 1.20. Big
Rivers' 201 0 MFIR was 1 15 and its DSCR was 1 47
6.

RATE MATTERS
The rates charged to Big Rivers' members consist of a demand charge per kW and an energy charge per kWh
consumed as approved by the KPSC. The rates include specific demand and energy charges for its members' two
classes of customers, the large industrial customers and the rural customers under its jurisdiction For the large
industrial customers, the demand charge is generally based on each customer's maximum demand during the
current month Each members rural demand charge is based upon the maximum coincident demand of their rural
delivery points
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Prior to the Unwind Transaction the demand and energy charges were not subject to adjustments for increases
or decreases in fuel or environmental costs. In conjunction with the Unwind Transaction, the KPSC approved the
implementation of certain tariff riders, including a fuel adjustment clause and an environmental surcharge, offset
by an unwind surcredit (a refund to tariff members of certain charges collected from the Aluminum Smelter in
accordance with the contract terms) The net effect of these tariffs is recognized as revenue on a monthly basis
with an offset to the regulatory liability - member rate mitigation described below
The net impact of the tariff riders to members rates is currently mitigated by a Member Rate Stability Mechanism
(MRSM) that was funded by certain cash amounts received from the E ON Entities in connection with the Unwind
Transaction (the Economic and Rural Economic Reserves) and held by Big Rivers as restricted investments. An
offsetting regulatory liability - member rate mitigation was established with the funding of these accounts
In its order approving the Unwind Transaction, the KPSC stipulated that Big Rivers file a rate case within three years
of the Unwind Closing Date or by July 2012. On March 1, 201 1, the Company filed an application with the KPSC
requesting authority to adjust its rates for wholesale electric service
Effective since September 1, 2000, and continuing through August 31, 2008, the KPSC approved Big Rivers'
request for a $3,680 annual revenue discount adjustment for its members, effectively passing the benefit of the
sale-leaseback transaction (see note 4) to them. On September 1, 2008, Big Rivers' discontinued the revenue
discount adjustment to its members in conjunction with the sale-leaseback termination
The wholesale rates established for the members non-smelter large direct-served industrial customers (the "Large
Industrial Rate") provide the basis for pricing the energy consumed by the Aluminum Smelters The primary
component of the pricing used for the Aluminum Smelters is an energy charge in dollars per MWh determined by
applying the Large Industrial Rate to a load with a 98% load factor, and adding an additional charge of $0.25 per
MWh The other components reflected in the pricing of the Aluminum Smelters' energy usage are certain charges
and credits as provided for under the terms of the Aluminum Smelters' wholesale electric service agreements
between Big Rivers and Kenergy Corp (Kenergy Corp is the retail provider for the Aluminum Smelters load).

7.

INCOME TAXES
As a result of the sale-leaseback terminations in 2008 (see Note 41, Big Rivers no longer considers that it is
more likely than not that it will recover its net deferred tax assets (which consisted of Net Operating Loss (NOLI
Carryforwards, Alternative Minimum Tax (AMT) Credit Carryforwards, Fixed Asset Book to Tax Differences,
Economic Reserve Book to Tax Differences, and RUS Series B Note Book to Tax Differences). An income statement
charge of $5,035 relating the AMT amounts carried forward at January 1, 2008 together with a charge of $900
relating to the 2008 AMT obligation were recorded in the Statement of Operations for 2008. AMT charges were
recorded in the Statement of Operations for 2010 and 2009 in the amount of $259 and $1,025, respectively.

At December 31, 2010, Big Rivers had a Nonpatron Net Operating Loss Carryforward of approximately $42,354
expiring a t various times between 2010 and 2030, and an Alternative Minimum Tax Credit Carryforward of
approximately $6,038, which carries forward indefinitely.
The Company has not recorded any regular income tax expense for the years ended December 31, 2010, 2009
and 2008, as the Company has utilized federal net operating losses to offset any regular taxable income during
those years. Had the Company not had the benefit of a net operating loss carryforward, the Company would have
recorded $3,846, $19,619, and $20,363 in current regular tax expense for the years ended December 31, 2010,
2009 and 2008, respectively
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The components of the net deferred tax assets as of December 31, 201 0 and 2009, were as follows.
Deferred tax assets.
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Member rate mitigation
Fixed asset basis difference
RUS Series B Note
Total deferred tax assets

2010

2009

$1 6,730
6,038
10,326
10,752
14,767

$20,990
7,052
10,326
1 1,420
-

58,613

49,788

Deferred tax liabilities
RUS Series B Note
Bond refunding costs
Total deferred tax liabilities
Net deferred tax asset (prevaluation allowance)
Valuation allowance
Net deferred tax asset

(8)

(23,793)
-

(8)
58,605

(23,793)
25,995

(58,605)

(25,995)

$

$

-

-

A reconciliation of the Company's effective tax rate for 20 10, 2009 and 2008, follows.

Federal rate
State rate - net of federal benefit
Permanent differences
Patronage allocation to members
Tax benefit of operating loss carryforwards and other
Alternative minimum tax
Effective tax rate

2010

2009

35 0%
45
05
(38 8)
(1 2)
30

35 0%
45
(35 4)
(4 1)
02

3 0%

0 2%

2008

35 0%
45

-

(31 3)
(8 2)
18 0
18 0%

The Company files a federal income tax return, as well as certain state income tax returns. The years currently
open for federal tax examination are 2006 through 2010 and 1995 through 1997, due to unused net operating loss
carryforwards. The major state tax jurisdiction currently open for tax examination is Kentucky for years 2003 through
2010 and years 2001 through 2002, also due to unused net operating loss carryforwards. The Company has not
recorded any unrecognized tax benefits or liabilities related to federal or state income taxes.
The Company classifies interest and penalties as an operating expense on the income statement and accrued
expense in the balance sheet No material interest or penalties have been recorded during 2010, 2009, or 2008
8.

POWER PURCHASED
Prior to the Unwind Transaction and in accordance with the Lease Agreement, Big Rivers supplied all of the
members' requirements for power to serve their customers, other than the Aluminum Smelters Contract limits
were established in the Lease Agreement and included minimum and maximum hourly and annual power purchase
amounts Big Rivers could not reduce the contract limits by more than 12 M W in any year or by more than a total of
72 M W over the lease term In the event Big Rivers failed to take the minimum requirement during any hour or year,
Big Rivers was liable to LEM for a certain percentage of the difference between the amount of power actually taken
and the applicable minimum requirement.
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Although Big Rivers was required by the Lease Agreement to purchase minimum hourly and annual amounts
of power from LEM, the lease did not prevent Big Rivers from paying the associated penalty in certain hours
to purchase lower cost power, if available, in the open market or reselling a portion of its purchased power to
a third party. The power purchases made under this agreement for the years ended December 31, 2009 and
2008, were $5 1,592 and $99,700, respectively, and are included in power purchased and interchanged on the
statement of operations
9.

PENSION PLANS
(a) Defined Benefif P l a n s Big Rivers has noncontributory defined benefit pension plans covering substantially all

employees who meet minimum age and service requirements and who were employed by the Company prior
to the plans closure dates cited below. The plans provide benefits based on the participants' years of service
and the five highest consecutive years' compensation during the last ten years of employment. Big Rivers'
policy is to fund such plans in accordance with the requirements of the Employee Retirement Income Security
Act of 1974
The salaried employees defined benefit plan was closed to new entrants effective January 1, 2008. and the
bargaining employees defined benefit plan was closed to new hires effective November 1, 2008. The Company
simultaneously established base contribution accounts in the defined contribution thrift and 401 (k) savings
plans, which were renamed as the retirement savings plans The base contribution account for an eligible
employee, which is one who meets the minimum age and service requirements, but for whom membership in
the defined benefit plan is closed, is funded by employer contributions based on graduated percentages of the
employee's pay, depending on his or her age
The Company has adopted FASB ASC 7 15, Defined Benefit Plans, including the requirement to recognize the
funded status of its pension plans and other postretirement plans (see Note 12 - Postretirement Benefits Other
Than Pensions). FASB ASC 71 5 defines the funded status of a defined benefit pension plan as the fair value of
its assets less its projected benefit obligation, which includes projected salary increases, and defines the funded
status of any other postretirement plan as the fair value of its assets less its accumulated postretirement
benefit obligation.
FASB ASC 71 5 also requires an employer to measure the funded status of a plan as of the date of its year-end
balance sheet and requires disclosure in the notes to the financial statements certain additional information
related to net periodic benefit costs for the next fiscal year. The Company's pension and other postretirement
benefit plans are measured as of December 31, 201 0 and 2009.
The following provides an overview of the Company's noncontributory defined benefit pension plans.

A reconciliation of the Company's benefit obligations of its noncontributory defined benefit pension plans a t
December 3 1, 20 10 and 2009, follows.

2010

I

40

2009

Benefit obligation - beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Participant contributions (lump sum repayment)
Plan settlements
Benefits paid
Actuarial loss

$25,493
1,289
1,368
(806)
1,460

$24,253
1,241
1,466
40
262
(3,945)
2,176

Benefit obligation - end of period

$28,804

$25,493

The accumulated benefit obligation for all defined benefit pension plans was $2 1,977 and $1 8,630 a t
December 31, 20 10 and 2009, respectively
A reconciliation of the Company's pension plan assets at December 31, 2010 and 2009, follows
2010

2009

Fair value of plan assets - beginning of period
Actual return on plan assets
Employer contributions
Participant contributions (lump sum repayment)
Benefits paid

$22,270
2,707
1,096
(806)

$20,295
4,820
1,060
40
(3,945)

Fair value of plan assets - end of period

$25,267

$22,270

The funded status of the Company's pension plans at December 3 I , 201 0 and 2009, follows
2010
Benefit obligation - end of period
Fair value of plan assets - end of period
Funded status

2009

$(28,804)
25,267

$(25,493)
22,270

$ (3,537)

$ (3,223)

Components of net periodic pension costs for the years ended December 31, 2010, 2009, and 2008, were
as follows.
2010
Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of actuarial loss
Settlement loss
Net periodic benefit cost

2009

2008

$1,289
1,368
(1,533)
19
584
-

$1,241
1,466
(1,332)
19
834
1,690

$1,072
1,220
(1,516)
19
247

$1,727

$3,918

$1,042

-

A reconciliation of the pension plan amounts in accumulated other comprehensive income a t December 31,
2010 and 2009, follows.
2010

2009

Prior service cost
Unamortized actuarial (loss)
Accumulated other comprehensive income

$(9,394)

$(9,710)

In 2011, $19 of prior service cost and $560 of actuarial loss is expected to be amortized to periodic benefit cost
The recognized adjustments to other comprehensive income at December 31, 2010 and 2009, follows.
2009

2010

Prior service cost
Unamortized actuarial (loss)
Other comprehensive income

$

19
297

$ 316

$

19
3,575

$3,594

At December 31, 2010 and 2009, amounts recognized in the statement of financial position were as follows:

Deferred credits and other

2010

2009

$(3,537)

$(3,223)

Assumptions used to develop the projected benefit obligation and determine the net periodic benefit cost were
as follows.

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost
Rates of increase in compensation levels
Expected long-term rate of return on assets

2010

2009

2008

495%
5 59
4 oa
7 25

559%
6 38
4 00
7 25

638%
6 25
4 00
7 25

The expected long term-rate of return on plan assets for determining net periodic pension cost for each fiscal
year is chosen by the Company from a best estimate range determined by applying anticipated long-term
returns and long-term volatility for various asset categories to the target asset allocation of the plans, as well as
taking into account historical returns
Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined the
expected rate of return at a 50% probability of achievement Level based on (a) forward looking rate of return
expectations for passively managed asset categories over a 20-year time horizon and (b) historical rates of
return for passively managed asset categories Applying an approximately 80%/20% weighting to the rates
determined in (a) and (b), respectively, produced an expected rate of return of 7 28%. which was rounded to
7 25%
Big Rivers utilizes a third party investment manager for the plan assets, and has communicated thereto the
Company’s Retirement Plan Investment Policy, including a target asset allocation mix of 50% U.S. Equities
[an acceptable range of 45-55%), 15% International Equities (an acceptable range of 10-20%), and 35% fixed
income (an acceptable range of 3040%) As of December 31, 2010 and 2009, the investment allocation was
58% and 55%, respectively, in US. Equities, 9% and 1 1 %, respectively, in International Equities, and 33% and
34%, respectively, in fixed income, The objective of the investment program seeks to (a) maximize return on
investment, (b) minimize volatility, (c) minimize company contributions, and (d) provide the employee benefit in
accordance with the plans. The portfolio is well diversified and of high quality. The average quality of the fixed
income investments must be “A” or better. The Equity portfolio must also be of investment grade quality The
performance of the investment manager is reviewed semi annually
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At December 31,2010 and 2009,the fair value of Big Rivers' defined benefit pension plan assets by asset
category, as required by FASB ASC 320 (see Note I ) , are as follows:
Level 1

Cash and money market
Equity Securities.
U S large-cap stocks
U S.mid-cap stock mutual funds
U,S. small-cap stock mutual funds
International stock mutual funds
Preferred stock
Fixed
TIPS Bond Fund
U S Government Agency Bonds
Taxable U S Municipal Bonds
IJ S Corporate Bonds

1,517

$

Level 2

$

9,731
2,926
1,448
2,194
490
161
-

$

LJ S Corporate Bonds

815

8,580
2,064
1,282
2,328
404
-

-

-

$1 5,473

1,517

-

9,731
2,926
1,448
2,194
490

-

161
1,843
2,635
2,322

$6.800 $25.267
Level 2

Level 1

Cash and money market
Equity Securities
U S large-cap stocks
U S mid-cap stock mutual funds
U,S small-cap stock mutual funds
International stock mutual funds
Preferred stock
Fixed
U S Government Agency Bonds
Taxable U S Municipal Bonds

$

1,843
2,635
2,322

$1 8.467

-

December 31,
2010

$

-

-

2,139
2,282
2,376

December 31,
2009

$

815
8,580
2,064
1,282
2,328
404
2,139
2,282
2,376

$6,797 $22,270

Expected retiree pension benefit payments projected to be required during the years following 2010 are
as follows.
Years Ending
December 31

201 1
2012
2013
2014
2015
2016-2020
Total

Amount

$

1,788
2,l15
3,939
1,787
3,139
12,017

$24,785

In 201 1, the Company expects to contribute $949 to its pension plan trusts
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Ibl Defined Contribution Plans - Big Rivers has two defined contribution retirement plans covering substantially
all employees who meet minimum age and service requirements Each plan has a thrift and 401(k) savings
section allowing employees to contribute up to 75% of pay on a pre-tax and/or after-tax-basis, with employer
matching contributions equal to 60% of the first 6% contributed by the employee on a pre-tax basis.
A base contribution retirement section was added and the plan name changed from thrift and 401 (k) savings to
retirement savings, effective January 1, 2008, for the salaried plan and November 1, 2008, for the bargaining
plan. The base contribution account is funded by employer contributions based on graduated percentages of
pay, depending on the employee's age.

The Company's expense under these plans was $4,389 and $355 for the years ended December 31,2010 and
2009, respectively.

(cl Deferred Compensation Plan - Effective May 1, 2008, Big Rivers established a nonqualified deferred
compensation plan for its eligible employees who are members of a select group of management or highly
compensated employees. The purpose of the plan is to allow participants to receive contributions or make
deferrals that they could not receive or make under the salaried employees qualified defined contribution
retirement savings plan (formerly the thrift and 401 (k) savings plan) as a result of nondiscrimination rules and
other limitations applicable to the qualified plan under the Internal Revenue Code. The nonqualified plan also
allows a participant to defer a percentage of his or her pay on a pre-tax basis
The nonqualified deferred compensation plan is unfunded, but the Company has chosen to finance its
obligations under the plan, including any employee deferrals, through a rabbi trust The trust assets remain a
part of the Company's general assets, subject to the claims of its creditors The 2010 employer contribution was
$61 and deferred compensation expense was $108 As of December 31,201 0, the trust asset was $205 and
the deferred liability was $165

IO. RESTRICTED INVESTMENTS
The amortized costs and fair values of Big Rivers restricted investments held for member rate mitigation at
December 31, 2010 and 2009 are as follows.
2009

2010

Cash and money market
Debt Securities
U S Treasuries
U S Government Agency
Total

Amortized
costs

Fair
Values

Amortized
costs

Fair
Values

$ 12,812

$ 12,812

$ 25,186

$ 25,186

60,941
143,809

62,582
143,922

67,895
150,144

67,474
150,181

$217,562

$219,316

$243,225

$242,841

Gross unrealized gains and losses on restricted investments at December 3 1, 2010 and 2009 were as follows.
2009
Losses

2010

Gains
Cash and money market
Debt Securities.
U S Treasuries
1
J S Government Agency
Total

I

44

$

-

$

1,641
33 1
$

Gains

Losses

1,972

-

$

217
$

217

-

$

12
79
$

91

-

434
41
$

475

Debt securities at December 31, 2010 and 2009 mature, according to their contractual terms, as follows (actual
maturities may differ due to call or prepayment rights).
2010

In one year or less
After one year through five years
Total

2009

Amortized
costs

Fair
Values

Amortized

$ 71,111

$ 71,193

$ 46,102

146,45 1

148,123

197,123

$ 46,112
196,729

$21 7,562

$2 19,3 16

$243,225

$242,841

costs

Fair
Values

Gross unrealized losses on investments and the fair values of the related securities. aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position at
December 31,2010 and 2009, were.
2010
Less Than 12 Months
Fair
tosses
Values
Debt securities:
IJ S Treasuries
U S Government Agency
Total

$

$

2009
Less Than 12 Months
Fair
tosses
Va 111es

21 7

$

15,783

$

217

$ 15,783

$

434
41

$ 59,872

475

$104,898

45,026

The unrealized loss positions were primarily caused by interest rate fluctuations The number of investments in an
unrealized loss position as of December 31, 2010 and 2009 was one and eight, respectively Since the company
does not intend to sell and will more likely than not maintain each debt security until its anticipated recovery, and no
significant credit risk is deemed to exist, these investments are not considered other-than-temporarily impaired.
11.

FAIR VALUE OF OTHER FINANCIAL INSTRUMENTS
FASB ASC 820, Far Value Measurements and D/sc/osures,defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measures It applies under other accounting standards
that require or permit fair value measurements and does not require any new fair value measurements
The carrying value of accounts receivable, and accounts payable approximate fair value due to their short maturity
At December 31, the Company's cash and cash equivalents included short-term investments in an institutional
money market government portfolio account classified as trading securities under ASC 320 that were recorded
at fair value which were determined using quoted market prices for identical assets without regard to valuation
adjustment or block discount (a Level 1 measure), as follows.

Institutional money market government portfolio

2010

2009

$44,774

$59,887
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It was not practical to estimate the fair value of patronage capital included within other deposits and investments
due to these being untraded companies

Big Rivers' long-term debt at December 31, 2010 consists of RUS notes totaling $674,896, variable rate pollution
control bonds in the amount of $58,800, and fixed rate pollution control bonds in the amount of $83,300 (see
Note 5). The RUS debt cannot be traded in the market and, therefore, a value other than its outstanding principal
amount cannot be determined. The fair value of the Company's variable rate pollution control debt is par value, as
each variable rate reset effectively prices such debt to the current market. At December 31, 2010. the fair value of
Big Rivers' fixed rate pollution control debt was determined based on quoted prices in active markets of identical
liabilities (Level 1 measure) and totaled $82,099

12.

POSTRETIREMENT BENEFITS OTHER T H A N PENSIONS
Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. Generally,
except for generation bargaining retirees, Big Rivers pays 85% of the premium cost for all retirees age 62 to 65.
The Company pays 25% of the premium cost for spouses under age 62. For salaried retirees age 55 to age 62, Big
Rivers pays 25% of the premium cost Beginning at age 65, the Company pays 25% of the premium cost if the
retiree is enrolled in Medicare Part B For each generation bargaining retiree, Big Rivers establishes a retiree medical
account at retirement equal to $1,200 per year of service up to 30 years ($1,250 per year for those retiring on or
after January 1, 2012). The account balance is credited with interest based on the 10-year treasury rate subject to a
minimum of 4% and a maximum of 7% The account is to be used for the sole purpose of paying the premium cost
for the retiree and spouse.
On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Medicare
Act) was enacted. The Medicare Act created Medicare Part 0. a new prescription drug benefit that is available to all
Medicare-eligible individuals, effective January 1, 2006. National Rural Electric Cooperative Association (NRECA),
the provider of Big Rivers' health plan coverage through the NRECA Group Benefits Trust, chose to become a
Medicare Part D provider. Effective January 1, 2006, Part D coverage is the only drug coverage available to Big
Rivers' Medicare-eligible retirees
The discount rates used in computing the postretirement benefit obligation and net periodic benefit cost were as
follows:

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost

2010

2009

2008

496%
5 78

578%
6 32

632%
5 85

The health care cost trend rate assumptions as of December 31, 2010 and 2009, were as follows:

Initial trend rate
Ultimate trend rate
Year ultimate trend is reached
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2010

2009

7 60%
4 50
2028

7 70%
4 50
2028

A one-percentage-point change in assumed health care cost trend rates would have the following effects.
2010

One-percentage-point decrease
Effect on total service and interest cost components
Effect on year end benefit obligation
One-percentage-point increase
Effect on total service and interest cost components
Effect on year end benefit obligation

$

(201)
(1,131)

2009

$

236
1,306

(138)
(989)
162
1,134

A reconciliation of the Company's benefit obligations of its postretirement plan at December 31, 201 0 and 2009,
follows:
2010

2009

Benefit obligation - beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Transaction benefit obligation assumed in the unwind
Participant Contributions
Plan amendments
Benefits paid
Actuarial loss

$ 13,864

$ 2,948

- end of period

$ 15,864

Benefit obligation

1,313

878
464
8,768
48
175
(203)
786

743
85

-

(313)
172

$1 3,864

A reconciliation of the Company's postretirement plan assets at December 31, 2010 and 2009. follows.
2010

Fair value of plan assets - beginning of period
Employer contributions
Participant contributions
Benefits paid

$

Fair value of plan assets - end of period

$

-

2009

$

228
85
(313)
-

-

155
48
(203)
$

-

The funded status of the Company's postretirement plan at December 31, 2010 and 2009, follows:

2010

Benefit obligation - end of period
Fair value of plan assets - end of period
Funded status

$( 15,864)

$(15,864)

2009

$(I 3,864)
$( 13,864)
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The components of net periodic postretirement benefit costs for the years ended December 31, 2010, 2009, and
2008, were as follows:

Service cost
Interest cost
Amortization of prior service cost
Amortization of actuarial (gain)
Amortization of transition obligation
Net periodic benefit cost

2010

2009

2008

$1,313
743
17

$ 878

$ 129

464
17
(17)

167
2
(60)

31

31

31

$2,104

$1,373

$ 269

-

A reconciliation of the postretirement plan amounts in accumulated other comprehensive income at December 31,
20 10 and 2009, follows:
2010

2009

$ 26

$150

Prior service cost
Unamortized actuarial gain
Transition obligation
Accumulated other comprehensive income

In 201 I , $18 of prior service cost, $0 of actuarial gain, and $31 of the transition obligation is expected to be
amortized to periodic benefit cost.
The recognized adjustments to other comprehensive income at December 31, 2010 and 2009, follows:

Prior service cost
Unamortized actuarial gain
Transition obligation
Other comprehensive loss

I
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$

2010

2009

18
( 1 72)
30

$(I 57)
(803)
30

At December 31, 2010 and 2009, amounts recognized in the statement of financial position were as follows:
2009

2010

Accounts payable
Deferred credits and other

$

Net amount recognized

(600)
(15,264)

$( 15.864)

$

(424)
(13,440)

$( 13,864)

Expected retiree benefit payments projected to be required during the years following 2010 are as follows.
Year

Amount

201 1
201 2
2013
2014
201 5
20 16-2020
Total

$

600
813
995
1,201
1,355
8,685

$13,649

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement benefit plan
which vests a portion of accrued sick leave benefits to salaried employees upon retirement or death. To the extent
an employee's sick leave hour balance exceeds 480 hours such excess hours are paid at 20% of the employee's
base hourly rate at the time of retirement or death. The accumulated obligation recorded for the postretirement sick
leave benefit is $391 and $375 at December 31, 2010 and 2009, respectively. The postretirement expense recorded
was $21, $45, and $62 for 2010, 2009, and 2008, respectively, and the benefits paid were $5, $78, and $0 for 2010,
2009, and 2008, respectively
13. RELATED PARTIES

For the years ended December 31, 2010, 2009, and 2008, Big Rivers had tariff sales to its members of $151,001,
$1 25,826, and $1 14,514, respectively. In addition, for the years ended December 31, 2010, 2009, and 2008, Big
Rivers had certain sales to Kenergy for the Aluminum Smelters and Domtar Paper (formerly Weyerhaeuser) loads of
$281,473, $1 67,885, and $55,124, respectively.
At December 31, 201 0 and 2009, Big Rivers had accounts receivable from its members of $36,636 and $35,524,
respectively
Revenue and offsetting expense amounts related to Big Rivers' energy services department reservation of the
Company's transmission (in accordance with its Open Access Transmission Tariff) for third party sales in 2010 and
2009, were $12,129, and $10,099, respectively
14. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business While the results of such litigation cannot
be predicted with certainty, management, based upon advice of counsel, believes that the final outcome will not
have a material adverse effect on the financial statements.
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Years Ended December 31 - (Dollars in thousands)

SUMMARY OF OPERATIONS
Operating Revenue:
Power Contracts Revenue
Lease Revenue
Total Operating Revenue
Operating Expenses:
Fuel for Electric Generation
Power Purchased
Operations (ExcludingFuel),Maintenance, Other
Depreciation
Total Operating Expenses

2010

2009

2008

2007

2006

$527,324

$34 1,333
32.027
373,360

$214,758
58,423
273,181

$271,605
58,265
329,870

$200,692
57.896
258,588

-

169,768
3 1,436
30,632
23 1,836

114,516
25,336
30.408
170,260

527.324

80,655

207,749
99,421
134,660
34,242
476,072

87,645
32.485
317,668

114,643
32,858
31.041
178,542

46,570
425
46,995

59,898
3.309
63,207

72,710
6.868
79,578

70.851
103
70,954

70,259

Operating Margin
Non-Operating Margin

4,257
2,734

(7,5151
538,845

15,061
12,755

27,080
20,097

17,958
16,584

NET MARGIN

$6.991

$53 1,330

$27.816

$47,177

$34.542

$2.001 ,067
909.501
1,091,566

$1,986,373
908,099
1,078,274

$1,791,772
879.073
9 12,699

$1,764,924
853.290
9 I 1,634

$1,744,315
826,647
91 7,668

44,780
21 8,955
116.884

60,290
244,641
122.278

38,903
122.834

148,914
253.610

96,143
240,578

$1.472.185

$1.505.483

$1.074.436

$1,314,158

$1.254.389

$386,575
816,996
185,893
82,721

$ 379,392

$ (1 54,6021

$ (174, I371

$

848,552
207,348
70,191

987,349
241,689

1,022,345
465,950

31,472.1 85

$1,505,483

$1,074,436

$1.314. I58

$1,254.389

2,481,390
930,168
6,348,431
2,209,431
11,969,420

2,239,445
919,587
2,885,491
1,746.438
7.790.961

2,386,916
925,793
1,844,677
5.1 57.386

2,406,446
921,359
2.835.789
6.163.594

2,231,554
956,502
2,062,286
5.250.342

9,895.512
2,220,994
( 1 47,086L
1 1.969.420

3,7 15,544
4,166.916
(91,4991
7.790.961

5.21 1,789
154,4031
5.157.386

6.2 13,682
(50.0881
6.163.594

5,294,138
(43,7961
5.250.342

1,444
207
178

1,444
212
178

1,459
217
178

1,459
217
I78

1,459
217
178

Interest Expense and Other:
Interest
Other - net
Total Interest Expense & Other

1 16,883

111

70,370

SUMMARY OF BALANCE SHEEl
Total Utility Plant
Accumulted Depreciation
Net Utility Plant
Cash and Cash Equivalents
Reserve Account Investments'
Other Assets
TOTAL ASSETS
Equities (deficit1
Long-term Debt2
Regulatory Liability - Member Rate Mitigation
Other Liabilities and Deferred Credits
TOTAL LIABILITIES AND EQUITY
ENERGY SALES - MWhs
Member Rural
Member Large Industrial
Smelter Contracts
Other
Total Energy Sales
SOURCES OF ENERGY - MWhs

Generated
Purchased
Losses and Net Interchange
Total Energy Available
NET CAPACITY - MWS
Net Generating Capacity Owned
Rights to HMP&L Station Two
Other Net Capacity Available

(217,3711
1,041,075
430.685

'Includes investment income receivable
'Includes current maturities of long-termobligations
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Teamwork

B i g Rivers w i l l safely deliver l o w c o s t ,
reliable w h o l e s a l e p o w e r a n d c o s t - e f f e c t i v e
s h a r e d s e r v i c e s d e s i r e d by t h e M e m b e r s .

Integrity
Excellence
0

Big Rivers w i l l b e v i e w e d as o n e of t h e
t o p G B T s in t h e c o u n t r y and w i l l provide
s e r v i c e s t h e M e m b e r s desire in m e e t i n g
f u t u r e challenges.

Safety
M e m b e r and C o m m u n i t y Service
Environmental Consciousness
R e s p e c t for t h e E m p l o y e e

For the years ended December 31,2009,2008,2007,2006, and 2005 - (Dollars in thousands)

Margins

531,330

27,816

47,177

34,542

26,343

Equity

379,392

54,602)

(174,137)

(217,371)

(251,913)

Capita I Expend it ures ''

58,388

22,760

18,682

13,189

12,904

Cash & Investment Balance

60,290

38,903

148,914

96,143

6.z264

Times Interest Earned Ratio

9.85

1.37

1.64

1.47

1.37

Debt Service Coverage Ratio

2.44

1.1.7

2.04

1.86

1.79

Cost of Debt

6.33%

6.339'0

5.76%

5.83%

5.57%

Cost of Capital

8.39%

8.33%

7.75%

7.82%

7.58%

Big Rivers' share only

ble of Cji,vztents
2

A b o u t t h e Big Rivers S y s t e m
M e s s a g e f r o m Board Chair a n d
Year in R e v i e w 2 0 0 9

CEO

6

7

Financial R e v i e w 2 0 0 9

20

Financial S t a t e m e n t s

25

N o t e s t o Financial S t a t e m e n t s

29

Five-Year R e v i e w
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Big Rivers Electric Corporation is a memberowned, not-for-profit, generation and transmission
cooperative (G&T). We provide wholesale
electric power and services to three distribution
cooperative members across 22 counties in
western Kentucky.
The member cooperatives are Jackson Purchase
Energy Corporation, headquartered in Paducah,
Kenergy Corp., headquartered in Henderson,
and Meade County Rural Electric Cooperative
Corporation, headquartered in Brandenburg
Together, they distribute retail electric power
and provide other services t o m o r e than 111,000
homes, farms, businesses and industries
Incorporated in June of 1961, the mission of
Big Rivers is t o safely deliver l o w cost, reliable
wholesale power and cost-effective shared
services desired by the members. Business
operations revolve around seven core values
teamwork, integrity, excellence, safety, member
and community service, environmental
consciousness, and respect for the employee.

With headquarters in Henderson, Big Rivers
owns and operates 1,444- megawatts (MW) of
generating capacity in four stations.

Kenneth C. Coleman

443 MW

Hawesville, Ky.

Robert A. Reid

130 M W

Robards, Ky.

Robert D. Green

454 M W

Robards, Ky.

D. B. Wilson

417 MW

Centertown, Ky.

Owned Generation

1,444 M W

Total generation available is 1,834 M W , including
rights to Henderson Municipal Power and Light
("HMP&11') Station Two and contracted capacity
from Southeastern Power Administration
( " S E PA").

Owned Generation

1,444 MW

H M P & L StationTwo

212 MW

SEPA

178 MW

Total Generation

1,834 MW

High voltage electric power is delivered to the
m e m b e r cooperatives over a system of 1,262
miles of transmission lines and 80 substations
o w n e d by Big Rivers or the distribution members
Twenty-two interconnects link our system with
seven surrounding utilities.

Constantly focused on the needs and local
priorities of the m e m b e r cooperatives, Big Rivers
provides assistance in areas such as information
technology, mapping and planning, safety
programs and training, economic development,
education and customer support services.

Big Rivers is led by an experienced management
team and is governed by a six-member
board of directors. The board is comprised of
t w o representatives f r o m each distribution
cooperative. W e employ approximately 600
people at seven locations in Kentucky, w h o
actively contribute t o the communities w e serve

As long-standing m e m b e r s of Touchstone
Energy@,Big Rivers and the m e m b e r
cooperatives pledge t o serve western Kentucky
w i t h integrity, accountability, innovation and a
c o m m i t m e n t t o community Keeping the cost of
electricity l o w and the reliability high has always
been a priority.

INDIANA

U Jackson Purchase Energy Corporation

U Kenergy Corp.
U Meade County RECC

I
I

Ohio River

mher Coopemtives
JACKSON PURCHASE ENERGY CORPORATION

(270) 442-732 1
www.JPEnergy com
Serves Ballard, Carlisle, Graves, Livingston, Marshall and McCracken
Headquartered

Paducah, KY

Number of meters

29,147

Miles of line

2,901

Kelly Nuckols, President & CEO

Jackson Purchase Energy Corporation

KENERGY CORP.

(800) 844-4832
www. kenergycorp.com
Serves Breckinridge, Caldwell, Crittenden, Daviess, Hancock, Henderson,
Hopkins, Livingston, Lyon, McLean, Muhlenberg, Ohio, llnion and Webster

Sandy Novick, President & CEO

Headquartered

Henderson, KY

Number of meters

54,844

Miles of line

7009

Kenergy Corp

.

MEADE COUNTY RURAL ELECTRIC
COOPERATIVE CORPORATION

(270)422-2162
www mcrecc.coop
Serves Breckinridge, Grayson, Hancock, Hardin, Meade and Ohio

Burns Mercer, Preadent & CEO

Meade County RECC

Headquartered

Brandenburg, KY

Number of meters

28,005

Miles of line

2,978

Back row (left to right)
Dr. James Sills, Hce-Chair
Meade County RECC
Wayne Elliott
Jackson Purchase Energy Corporation
William Denton, Chair
Kenergy Corp

f r o n t r o w (left to right).
Lee Bearden, Secretary-Peasurer
Jackson Purchase Energy Corporation
Paul Edd Butler
Meade County RECC
Larry Elder
Kenergy Corp

Back row (left to right)
Albert Yockey, V P Governmental Relations &
Enterprise Risk Management
David Crockett, V P System Operations
Paula Mitchell, Executive Assistant
Jennifer Keach, Community Relations Manager
James Miller, Corporate Counsel
James Haner, V P Administrative Services

Front row (left to right)
Robert Berry, V P Production
C William Blackburn, Senior V P financial&
Energy Services & Chief financial Officer
Mark Bailey, President & CEO
Mark Hite, V P Accounting

W e will remember 2009 as one of important
achievement for Big Rivers and our member
cooperatives-Jackson Purchase Energy
Corporation, Kenergy Corp., and Meade County
RECC. It was a year of challenge and celebration
as many obstacles were overcome t o reinvent
ourselves as a financially strong electric generation
and transmission cooperative.
Following years of work and intense negotiations,
the much anticipated Unwind came to fruition in
.July of 2009 As a result of the lease termination
agreement with E ON U.S , Big Rrvers' equities to
total capitalization improved t o 3 1 percent a s of
December 31, 2009, the strongest in the history
of the company
While the positive financial impact to our business
was an important element of the Unwind, w e had
the task of resuming operation and maintenance
responsibility for our generating stations as
well as integrating employees, systems, and
processes. Our strategic plan was developed t o

address those challenges. Big Rivers' corporate
values will remain a t the forefront as the company
fulfills its mission t o safely deliver l o w cost,
reliable wholesale power and cost-effective
shared services desired by our members. These
values-teamwork, integrity, excellence, safety,
m e m b e r and community service, environmental
consciousness, and respect for the employeeare the basis for much of the remainder of this
report. Beyond our business strategy, Big Rivers
will continue t o thrive because of our culture,
values and the dedication of our employees.
It is a n e w day at Big Rivers. We are proud to be
part of this n e w company and look forward to
serving our members and our communities in
2010 and beyond.

William Denton
Cha/r, Board of Directors

Mark A Bailey
President and CEO
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It's a new day a t Big Rivers Electric Corporation, and w e are

looking forward with confidence and optimism. The increasing
impact of government regulation, renewable energy, and
increased power demand are all on the horizon. We are laying
a foundation today, so w e can continue to provide reliable,

affordable electricity well into the future.

The U n w i n d w a s t h e t e r m used for the
transaction that ended the agreements under
w h i c h E.ON U.S. subsidiary W e s t e r n Kentucky
Energy Corp. ( " W K E C " ) had been operating the
generating stations o w n e d by Big Rivers.
Those agreements, originally signed in 1998,
w e r e set t o run through 2023. However, both

To proactively enhance Big Rivers' reputation
and build trust w i t h m e m b e r s and other key
stakeholders, w e m u s t maintain a well-trained,
engaged workforce dedicated t o the success
of the m e m b e r cooperatives. In the past year,
teamwork has been a fundamental building block
in our organizational transition.
W h e n the Unwind transaction was completed,
and the generating stations returned t o Big
Rivers' operational control, there was still much
t o be accomplished Bringing systems, policies,
procedures and employees together required
organizational planning and a strong commitment
to work together

companies had b e e n w o r k i n g for several years
t o " u n w i n d " the arrangement. The transaction
w e n t through a m e t i c u l o u s r e v i e w process
and w a s c o m p l e t e d in July 2009-after
careful study by t h e Kentucky Public Service
Commission, Big Rivers' creditors, m e m b e r
cooperatives, Henderson Municipal Power &
Light and others.

Some 468 employees of WKEC, many of
w h o m worked for Big Rivers prior t o the 1998
lease agreement, came back under the Big
Rivers umbrella, many w i t h n e w jobs and n e w
responsibilities.
The transition w e n t smoothly, and Big Rivers
emerged as a financially strong electric
generation and transmission cooperative.
Immediate rate hikes were avoided that would
have been o t h e r w i s e necessary, and Big
Rivers and the m e m b e r cooperatives can n o w
participate more competitively in economic
development efforts throughout the western
Kentucky region.

In addition t o returning operation of t h e
generating stations back t o Big Rivers, the
complex transaction included n e w long-term
power contracts w i t h Century Aluminum and Rio
Tinto Alcan aluminum smelters.
The smelters' power contracts w i t h sources
outside of Big Rivers w e r e s e t to expire in
2Q10/2011, leaving t h e m w i t h no long-term
source of affordable energy. W i t h o u t the closing
of t h e Unwind transaction, t h e cost of power t o
t h e smelters w o u l d have likely risen t o market
rates, which could have potentially driven t h e m
out of business causing a loss of 1,200 local jobs
Instead, l o n g - t e r m s m e l t e r c o n t r a c t s w e r e tied
t o t h e successful closing of t h e U n w i n d . To
help retain t h o s e jobs, B i g Rivers and Kenergy
Corp. n o w provide p o w e r t o t h e s m e l t e r s at
affordable rates.

To efficiently manage t h e growing business,
stabilize costs and provide better service, Big
Rivers signed an etght-year contract w i t h EDS,
an HP Enterprise Services company, in 2009
EDS is installing Oracle software to improve
the performance, quality and reliability of
computer applications, and will also manage
Big Rivers' workplace devices for approximately
600 employees, including PCs, notebooks and
handheld devices
The use of Oracle software affects all
depattments at Big Rivets, and successful
implementation requires teaniwork However,
the benefits will be many, including simplified
business processes, consolidated records, lower
maint e t i a n c e costs, on I in e track i i ig , reduced
paper f l o w and streamlined approval processes
W e will have this n e w Oracle Business Suite
installed and operating by fall 2010

In today's marketplace, more than ever,
transparency is critical t o the procurement
process. After Big Rivers regained operational
control of our power generating facilities, it was
important to find the best price to meet solid fuel
requirements, while at the same time optimizing
portfolio options
For the first t i m e in 12 years, Big Rivers w e n t
into the open market t o procure solid fuel. Risk
management is a vital factor in procurement.
Processes and policies were designed to ensure
cross-departmental participation, oversight,
evaluation, review and concurrence of action.

Big Rivers' internal risk management committee,
comprised of senior management, instituted
solid fuel transaction authorization and hedge
policies. Each month, this committee and the
board of directors review and assess the solid
fuel supply portfolio and inventory relative t o the
generation forecast t o m e e t member load and
marketplace opportunities
Enterprise risk management strengthens
corporate integrity, while enhancing corporate
decision making. Big Rivers periodically reviews
and updates policies and key performance
indicators throughout the organization.

Excellence
As a generation and transmission cooperative,
it is our job t o safely provide m e m b e r s w i t h
reliable, affordable electricity. To do this, w e m u s t
proactively manage our assets and business
g r o w t h t o benefit all m e m b e r s and their memberconsumers.

expensive planned maintenance outage in
the history of the company, a t a total cost of
approximately $36 million. A t the peak of the
planned outage, more than 850 contract workers
were on site and worked 413,026 hours. Big
Rivers employees worked 108,444 hours during
this outage w i t h no recordable safety incidents.

One measure of excellence in the electric
industry is reliability. Big Rivers' Equivalent
Forced Outage Rate, the percentage of time
a generating unit is off-line unexpectedly, was
3.7 percent for 2009 This is better than the
North American Electric Reliability Corporation
( " N E R C " ) industry average for comparable units,
which IS 6 9 percent

Excellence means going above and beyond, even
in t i m e s of disaster. In late January 2009, an
ice storm described as Kentucky's "worst-ever
natural disaster" struck w i t h such breadth and
force that all but t w o of the state's 24 electric
cooperatives reported damage f r o m the storm.

To improve reliability a t our D. B. Wilson facility,

The storm rendered many roads impassable
because of d o w n e d trees and, in s o m e cases,
d o w n e d utility lines. Big Rivers employees

the station underwent the largest and m o s t

worked tirelessly in adverse conditions t o restore
the transmission system f r o m the effects of
the ice storm. Through teamwork and help
f r o m m e m b e r cooperatives and contractors,
all transmission service was restored in
approximately eight days.
Reliability also depends on maintenance. In
maintaining the Big Rivers system, especially
substation equipment and transmission lines,
w e w o r k t o minimize outage risks. As part of
an ongoing maintenance program, transmission
employees inspected and treated 4,220 poles
and replaced 125. They treated 367 miles of rightof-way land w i t h herbicide and performed a fullw i d t h cut on 108 miles. Employees also tested
29 circuit breakers and 24 transformers, as well
as 72 substation and transmission line switches.
An aerial inspection of our transmission system
was completed four times.
Several construction projects were also completed
in 2009. Upgrades were made t o secondary
containment a t the Hardinsburg and Meade
County substations, in accordance with the
Spill, Prevention, Control, and Countermeasure
rule from the EPA. Two transmission lines
were relocated at the request of the Kentucky
Department of Transportation, and a 69kV line and

terminal were added in McCracken County.
Utilities m u s t maintain contingency reserve t o
m e e t compliance requirements of NERC and
the Federal Energy Regulatory Commission
("FERC"). Big Rivers had m e t the reserve
requirement through membership in the M i d w e s t
Contingency Reserve Sharing Group. This group,
composed of M i d w e s t Independent System
Operator ( " M i d w e s t ISO") m e m b e r s and eleven
other utilities, dissolved a t the end of 2009, and
Big Rivers needed t o find an alternative.
In December 2009, Big Rivers agreed to
pursue integration w i t h the M i d w e s t IS0 as a
transmission-owning member. The M i d w e s t I S 0
has agreed t o provide all required contingency
reserve during the integration process. Big Rivers
continues to actively evaluate other options.
In order t o ensure the future integrity of power
supply, the framework for t o m o r r o w has t o
be designed today. That IS w h y preparation is
underway for a n e w integrated resource plan,
which defines h o w w e will m e e t the future
energy needs of the m e m b e r cooperatives. This
includes evaluation of demand control, energy
efficiency and energy conservation, as well as
generation and transmission capital projects.

Safety is a way of life, therefore, n o operating
condition or urgency of service can ever justify
putting employees or the public in harm’s way.
W h e n t h e workday is over, w e w a n t every
employee to return h o m e in as good a condition
as he or she arrived.

To ensure Big Rivers‘ safety goals are m e t , w e
developed a n e w comprehensive program that
includes revised policy guidelines and emergency

I

action plans and procedures In addition, t h e
program provides a process for reviewing the
safety credentials of Big Rivers’ contractors
Safety practices benefit our collective wellbeing and financial strength Employee injuries
cause countless hours of pain and impact the
organization’s efficiency By investing in safety
training, w e will save money by ininimizing
t i m e lost t o injury and reduce the company’s
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liability.The morale gained by employees as a
result of training is another bonus that cannot be
measured in dollars and cents.
To measure the effectiveness of our safety
practices, our program includes the use of key
performance indicators, goals and milestones,
which quantify our progress.
The Kenneth C. Coleman Station in Hawesville
is a shining example of h o w Big Rivers meets
its safety goals. In January 2009, Coleman

employees completed three years w i t h o u t a lostt i m e injury, and by the end of the year, posted an
impressive 1,449 days w i t h no lost-time injuries.
During 2009, the Coleman Station received its
eighth Governor's Safety Award for working
750,000 hours without a lost-time injury.
As Big Rivers continues t o grow, our safety
practices will evolve. We will continue t o evaluate
our safety initiatives and update t h e m yearly. W e
do this because w e believe that no matter w h e r e
w e stand, there is always room for improvement.

Big Rivers exists t o serve three distribution
cooperative m e m b e r s and their memberconsumers. One way w e do this is by assisting
w i t h the members' safety programs-ranging
f r o m topics such as OSHA required training t o
defensive driving programs through the National
Safety Council. In addition, w e provide public
safety training for schools, fire departments and
industries.
W e also provide energy audits, power quality
audits, power factor correction, operational
assessments and on-site education for
co m m e rci a I and in d u s t r ial m e m be r-co n su m e rs
Other programs offered by Big Rivers include
energy efficiency initiatives for memberconsumers, a sports role model program and
additional youth outreach Communication
services include education, bill inserts, economic
development, market research, training and w e b
site development
Big Rivers provides a significant portion of the
members' information technology support,
both hardware and soRware, including program
development and maintenance in the areas

of accounting and customer information.
W e support a geospatial information system
and digital microwave system for the shared
benefit of our operation and that of the
m e m b e r cooperatives. W e continue t o pursue
development of a shared two-way radio
communication system w i t h some mobile data
transfer capabilities.
By sharing governmental relations outreach w i t h
East Kentucky Power Cooperative and Kentucky
Association of Electric Cooperatives, w e have
been able to establish effective procedures for
monitoring legislative bills of interest t o Big
Rivers and the m e m b e r s
W e take pride in our reputation as an outstanding
corporate citizen and contribute t o many
w o r t h w h i l e organizations throughout the
communities w e serve. Employee involvement
is key t o our success as a community leader. Big
Rivers employees volunteer count I es s hours t o
nonprofit and civic organizations w h e r e w e work
and live. Last year, our employees participated in
a number of community fundraisers and efforts,
including the March for Babies, Relay for Life,

Habitat for Humanity, chambers of commerce,
food banks and blood drives.
The generosity of employees was m o s t evident
during t h e 2009 record-breaking United Way
campaign Big Rivers posted its largest employee
contribution ever, donating nearly $150,000 t o the
cause. Working together, Big Rivers employees
at Sebree Station (comprised of Robert A Reid,

Robert D Green and H M P & L SlationTwo)
achieved an 80 percent employee participation
rate in t h e United Way campaign M o r e than 50
percent of Sebree Station employees contributed
one hour of pay per m o n t h .
This outpouring of suppott is an example of Big
Rivers exernpltfying the cooperative principle of
"concern for c o m m u n i t y "

Respect for t h e land, its inhabitants and its
natural resources is important to Big Rivers After
all, w e are named after the peaceful rivers that
flow through our region.
The Promoting Our Wildlife & Energy Resources
(POWER) program improves wildlife habitat
and also helps control maintenance costs for
transmission line corridors. The program involves
offering free technical assistance and payments
to landowners w h o complete pre-approved
wildlife habitat practices in utility rights-of-way
areas. In turn, these practices reduce utilities'
need t o manage vegetation. This program,
conducted in partnership w i t h the Kentucky

Department of Fish and Wildlife Resources, is
being tested as a pilot project in designated areas
of t h e Big Rivers system
The central laboratory located in Henderson,
and the laboratories located at each generating
station, excelled in annual evaluations conducted
by Environmental Resource Associates Each year,
the industry-leading group provides unknown
samples for laboratories to evaluate a s a condition
of the Kentucky Pollutant Discharge Elimination
System permits Test reports are sent t o slate and
federal environmental protection agencies for their
review All Big Rivers laboratories scored excellent
marks on all s a m d e s tested

Big Rivers' success depends on the well-being
of our employees. By keeping everyone safe and
focused, w e improve company morale and instill
confidence in our mission.
To ensure smooth management transitions
through the future, w e continue t o refine our
succession plan. Identifying and developing
talent will help m e e t current and future staffing
needs as our workforce ages.
Since the Unwind, w e have improved our
communication efforts through several avenues
To reflect a changing corporate culture,

w e involved employees in revamping our
employee newsletter and intranet h o m e page,
which provides t h e m a vested interest in the
communication process. Timely updates are
sent throughout the company, keeping internal
stakeholders informed of events and items of
interest affecting Big Rivers.
Corporate-wide employee meetings are held on a
regular basis t o provide two-way communication
between employees and senior management on
key areas, such as our strategic and safety plans.
This open communication is essential to the
success of our changing organization.

The completion of the Unwind was undoubtedly the major milestone
of 2009, and the advantages gained by the transaction have left us in
a stronger financial position than ever before. Though it took years to
complete, the difference was felt overnight. We are prepared to use our
resources and skills to adapt, innovate and serve as a model for excellence.

As the world changes, Big Rivers looks forward to tomorrow and beyond.

Film nciaI

view: 2009

After several years of activity, 2009 was the year
of "unwinding" the 1998 agreements with certain
subsidiaries of E.ON U.S.--including the lease and
operating agreement whereby Western Kentucky
Energy Corp. ("WKEC") operated Big Rivers' owned
generating stations and HMP&L Station Two, and
a power purchase agreement under which Big
Rivers purchased the majority of its power needs
from Louisville Gas and Electric Energy Marketing
("LEM").
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Net Margins and Equities
While the Unwind gain reported in the 2009
Statement of Operations was $538.0 million, an
additional $217.9 million was reflected only in the
Balance Sheet. This $21Z9 million was deposited
into t w o reserve accounts-the economic reserve
and the rural economic reserve-to be used for
member rate mitigation. These reserve accounts will
serve to offset future non-smelter member fuel and
environmental costs.

A i d Margriis
At close of the Unwind, Big Rivers resumed
operation of its 1,444 M W owned generation and the
312 M W HMP&L StationTwo. Big Rivers currently
has rights to 212 MW of HMP&L StationTwo that is
surplus to the needs of Henderson Municipal Power
& Light. Big Rivers also assumed the power supply
obligation for Kenergy's t w o large aluminum smelter
loads, whose full capacity is 850 MW, however,
due to economic conditions, one of the smelters
currently has one of their pot lines shut down.
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Following conditional approval by the Kentucky
Public Service Commission ("KPSC") on March 6,
2009, the Unwind transaction became effective at
midnight on July 16, 2009. As a result, Big Rivers
recorded a $538.0 million Unwind gain in the 2009
Statement of Operations for agreeing to terminate
early the 1998 agreements, which were originally set
to exDire in 2023.
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Primarily due to the Unwind in 2009, net margins
were s531.3 million versus $27.8 million in 2008resulting in a dramatic improvement in Big Rivers'

financial condition, with year end 2009 equities of
$379.4 million and 25.2 percent equities to total assets.
See Note #2 on page 32 for a table that summarizes
the $538.0 million Unwind gain shown in the
Statement of Operations. The Unwind makes
comparability of 2009 net margins to prior years
difficult The key differences between 2009 and 2008
are briefly described in the following paragraph.
There are five significant items comprising the 2009
net margins variance versus 2008, which are tied to
events that occured with the close of the Unwind
transaction. First, power contracts revenue increased
$126.6 million-primarily due to the increase in
smelter power supply obligation that became
effective with the Unwind-offset by an s83.2 million
increase in variable power s ~ p p l ycost. Second,
lease revenue was down $26.4 million, as it stopped
accruing in July 2009 when the 1998 agreements
terminated. Third, fixed operations and maintenance
expenses increased s58.8 million-primarily because
Big Rivers now funds the operation of its generating
stations and its cost-share of HMP&L Station
Two. Fourth, interest expense decreased $12.8
million-due to termination of the sale-leaseback
that occurred during 2008 and the pay down of
$140.2 million Rural Utilities Service ("RUS") debt
on the Unwind closing date. Fifth, interest income
decreased $11.9 million-due to termination of the
sale-leaseback and lower interest rates. All other
Statement of Operations items net to a $6.4 million
favorable variance.
Electric Revenues

Principally due to mild weather and a depressed
economy, non-smelter member sales declined
153,677 MWh, or 4.64 percent, in 2009 from 2008.
The mild weather resulted in unusually low load
factors for the non-smelter member load, serving
to increase the revenue per kWh sold. An element
of the Unwind, noted earlier, is the use of certain
Unwind proceeds, termed the economic reserve,
to offset the prospective non-smelter member rate
impact of fuel and environmental cost. That rate
impact, reduced by the Unwind rate benefit, while
reflected in revenue, is being withdrawn from the
economic reserve rather than being invoiced to
the non-smelter members. Overall, non-smelter
member revenue increased $11.3 million or 9.88
percent from 2008.

Also, due to the mild weather and economy, the sale
of Big Rivers' surplus energy, above the needs of the
members, was down 98,238 MWh, or 5 33 percent,
versus 2008 In addition to decline rn volume, the
surplus energy rate per M W h sold was 20 77 percent
lower than in 2008 These two factors combined
to cause this category of electric sales revenue to
decline 24 99 Dercent

I k /sic I & ~ v i i i i e s
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As a result of the Unwind, M W h sales increased to
7.8 million in 2009, up from 5.2 million M W h in 2008,
and will increase significantly post-Unwind, when a
full year of IJnwind operations is reflected. The key
difference for 2009 is the 2.9 million M W h sold to
the smelters under their new contracts during the
last 5.5 months, resulting in $133.4 million revenue.
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Due to certain contractual provisions of the new
smelter contracts that became effective July 16,
2009, Big Rivers' wholesale rate to Kenergy for
its t w o large aluminum smelter loads-together
comprising 850 M W at a 98 percent load factor when
at full capacity-averaged $46 22 per MWh.

As noted earlier, Big Rivers markets its available
capacity and energy-surplus to the needs of the
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Wholesale Rates

Big Rivers' non-smelter member wholesale rates
remain among the lowest in the nation. As Big
Rivers' wholesale member rates have both a demand
and an energy component, an individual member's
rate is a function of its load factor.The mild weather
and economy experienced during 2009 resulted in an
average monthly rural load factor of 60.82 percent.
Similarly, the average monthly large industrial load
factor for 2009 was 74.10 percent.The rural rate
per M W h sold and invoiced to the members in
2009 was $33100, versus s35.90 in 2008. The large
industrial rate in 2009 was $32.48, versus $31.12 in
2008. In comparing the 2009 rates to the 2008 rates,
also note that-in addition to the lower load factor
experienced in 2009-the 3.3 percent member
rate discount adjustment, associated with the saleleaseback, was terminated August 3 1, 2008. Big
Rivers' all-requirements wholesale power contracts
with the members were extended during 2009 and
now terminate December 31, 2043. The new smelter
wholesale power contracts with Kenergy terminate
December 31, 2023. Big Rivers' wholesale member
tariff rates are regulated by the KPSC.

members-to nonmember utilities. Big Rivers is a
member-owner of ACES Power Marketing and utilizes
its services to market surplus power. During 2009,
the continuing downturn in the economy that began
in 2008, the drop in the price of natural gas, and a
further decline in the wholesale power market, both
volume and price, combined to adversely impact
these other sales of electricity. Big Rivers sold its
surplus capacity and energy at an average rate of
$38.66 per M W h in 2009, versus $48.79 in 2008.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Big Rivers Electric Corporation
We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the "Company")
as of December 31, 2009 and 2008, and the related statements of operations, equities (deficit), and cash
flows for each of the three years in the period ended December 3 1, 2009. These financial statements are
the responsibility of the Company's management Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Audltmg
Standards, issued by the Comptroller General of the United States Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over financial
reporting Accordingly, we express no such opinion An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Big Rivers Electric Corporation as of December 31, 2009 and 2008, and the results of
its operations and its cash flows for each of the three years in the period ended December 31, 2009, in
conformity with accounting principles generally accepted in the United States of America.
In accordance with GovernmentAud/tingStandards, we have also issued a report dated March 26, 2010,
on our consideration of Big Rivers Electric Corporation's internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance.That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit

March 26, 2010
Mcrrilxr of
Dcloittc Touche Tohrnatru

dance ,Yl7eets
As of December 31, 2009 and 2008 - (Dollars in thousands)

/l.i.sef s
IJTlLlTY PLANT - Net

2009

2008

$ 1,078,274

$ 912,699

RESTRICTED INVESTMENTS- Member rate mitigation
OTHER DEPOSITS AND INVESTMENTS-At cost

243,225
5,342
--

4,693

60,290
47493
37830
20,412
3,233

38,903
20,464
756
450

169,258

60,573

C IJ R R ENT ASSETS
Cash and cash equivalents
Accounts receivable
Fuel inventory
Non-fuel inventory
Prepaid expenses

Total current assets
DEFERRED LOSS FROMTERMINATION OF SALE-LEASEBACK
DEFERRED CHARGES AND OTHER
TOTAL

-

-

76,001

9,384

20,470

$ 1,505,483

$ 1,074,436

$ 379,392

$ (154,602)

834,367

98~349

-._-

Eqr i ifies (Deficil) a I 7d 1,iahi1ifre.s
CAPITALIZATION
Equities (deficit)
Long-term debt
Total capitalization
ClJRRENT LIABILITIES
Current maturities of long-term obligations
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
Total current liabilities
DEFERRED CREDITS AND OTHER
Deferred lease revenue
Residual value payments obligation
Regulatory liabilities - Member rate mitigation
Other
Total deferred credits and other

1,213,759

832.747

51,771
9,336
5,832
3,134
9,097
67,165

-

8,018
78,09-1

207,348
17211

10,955
145,145
7,498

224,559

163,598
-

$ 1,505,483

$ 1,074,436

COMMITMENTS AND CONTINGENCIES(see note 14)
TOTAL

Statements of Operations
For the years ended December 31,2009.2008 and 2007

- (Dollars in thousands)

POWER CONTRACTS REVENUE
LEASE REVENlJE
Total operating revenue

2009

2008

2007

$341,333

$ 214,758

$ 27 1,605

32,027

58.423

58,265

373,360

273,181

329,870

-

OPERATING EXPENSES
Operations
Fuel for electric generation
Power purchased and interchanged
Production, excluding fuel
Transmission and other

-

-

80,655

114,643

116,883

169,768

22,381

-

-

35,444

28,600

27,196

Maintenance

29,820

4,258

4,240

Depreciation and amortization

32,485

31,041

30,632

317,668
--

178,542

23 1,836

55,692

94,639

98,034

59,898
-

65,719

60,932

6,99 1

9,919
-

Total operating expenses
ELECTRIC O PE RAT1NG MARGIN
INTEREST EXPENSE AND OTHER"
Interest
Interest on obligations related to long-term lease
Amortization of loss from termination of long-term lease

2,172

811

Income tax expense

1,025

5,934

112

123

103

63,207

79,578

70,954

15,061

27,080

537,978

8,742
-

12,48 1
-

867

4,013

7,616

538,845

12,755

20,097
--

Other - net
Total interest expense and other
OPERATING MARGIN

(7,515)

-

NON-OPERAT1NG MARGIN
Interest income on restricted investments under
long-term lease
Gain on Unwind transaction (see Note 2)
Interest income and other
Total non-operating margin

-

$ 531,330

$

27,816

$

47,177

Statements of
For the years ended December 31,2009,2008 and 2007

-

(Dollars in thousands)

Other Equities
Total
Equities
(Deficit)

BALANCE - December 31, 2006

$ (217,371)

Net margin/ total comprehensive income

47,177

FAS 158 adoption

(3,943)

BALANCE - December 3 1 , 2007

Consu niers’ Acc 11 ni 11lated
Accumulated
Donated Contributions
Other
to Debt Comprehensive
Margin
Capital and
lrrcome
(Deficit)
Memberships
Service
$ (221,816)

$764

$3,681

-

-

47,177

-

-

(174,137)

(174,639)

27,816

27,816

FAS 158 funded status adjustment

Total comprehensive income

BALANCE - December 31,2008

(8,281)
19,535

-

-

-

(3,943)

764

3,681

(3,943)

-

-

_

_

_

I

_

_

Comprehensive income:
Net margin

$

(8,281)

- -

( 1 54,602)

(146,823)

764

3,681

53 1,330

53 1,330

-

-

(12,224)

Comprehensive income:
Net margin

FAS 158 funded status adjustment

Total comprehensive income

WLANGE - December 34,2009

2.664

2.664
533,994

$ 379,392

-

-~
$ 384,507

$764
$3,681
-~

$ (9,560)

tateinents of Cash Flows
For the years ended December31,2009,2008 and 2007 - (Dollarsin thousands)
CASH FLOWS FROM OPERATING ACTIVITIES"
Net margin
Adjustments to reconcile net margin to net cash
provided by operating activities.
Depreciation and amortization
Increase in restricted investments under long-term lease
Decrease in deferred AMT IncomeTaxes
Amortization of deferred loss (gain) on sale-leaseback - net
Deferred lease revenue
Residual value payments obligation gain
Increase in RUS Series B Note
Increase in RUS Series A Note
Increase in obligations under long-term lease
Noncash gain on Unwind transaction
Cash received for Member Rate Mitigation
Noncash Member Rate Mitigation revenue
Changes in certain assets and liabilities.
Accounts receivable
Inventories
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other - net
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures
Proceeds from disposition of investments related to sale-leaseback
Proceeds from restricted investments
Purchases of restricted investments and other deposits & investments
Net cash provided by (used in) investing activities

$ 531,330

$

27,816

$

34,320
(2,502)
5,035
I1,187)
(4,582)
(6,748)
5,841

37,084

-

I

2,172
(3,768)
(3,8811
6,136
-

-

-

2,749

47,177
33,866
(6,242)
-

(2,900)
(1,779)
(6,5911
5,572
15,76'1
6,580

-

-

(26,049)
(3,497)
(2,783)
(1,538)
(5,973)
24,825
7,881
6,852
505,173

6,218
12
(319)
1,871
(3,702)
899
327
(4,940)
61,108

(8,934)
43
3,477
(2,429)
3,818
1,566
1,033
(5,465)
84,553

(58,388)

(22,760)
222,739

(18,682)
-

(269,441)
217,856
(12,033)

-

-

8,982
(252,798)
(302,204)
-~

CASH FLOWS FROM FINANCING ACTIVITIES.
Principal payments on long-term obligations
Principal payments on short-term notes payable
Payments upon termination of sale-leaseback
Debt issuance cost on bond refunding
Net cash used in financing activities

(246)
(1 81,582)
-~

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS-Beginning of year
CASH AND CASH EQUIVALENTS-End of year

2 1,387
- 38,903
.
$ 60,290

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for income taxes

$
$

S w 7zotcrs tu fiixriicial stLi/Ciucrn/s

2007

2008

2009

(424)
(19,106)

(40,838)

(12,676)

(168,956)
(12,380)

-

-

-

51,078
626

-

-

--(4011
199,578

(329,859)

-

-

(12,676)

(370,697)
( 1 10,011)

~148,914
$ 38,903
$
$

74,819
1,220

52,771
96,143
$ 148,914
$
$

45,600
420

As of December 31,2009 and 2008, and for each of the three years in the period ended December 31,2009

'1.

- [Dollars in thousands)

QRGANlZATlON A N D SUMMARY OF SIGNIFICANT ACCOUNTlNG POLICIES
General Information - Big Rivers Electric Corporation ("Big Rivers" or the "Company"), an electric generation and
transmission cooperative, supplies wholesale power to its three member distribution cooperatives (Kenergy Corp.,
Jackson Purchase Energy Corporation, and Meade County Rural Electric Cooperative Corporation) under all
requirements contracts, excluding the power needs of two large aluminum smelters (the "Aluminum Smelters").
Additionally, Big Rivers sells power under separate contracts to Kenergy Corp. for the Aluminum Smelters load
and markets power to nonmember utilities and power marketers.The members provide electric power and energy
to industrial, residential, and commercial customers located in portions of 22 western Kentucky counties. The
wholesale power contracts with the members remain in effect until December 31, 2043 Rates to Big Rivers'
members are established by the Kentucky Public Service Commission (KPSC)and are subject to approval by the
Rural [Jtilities Service (RUS).Thefinancial statements of Big Rivers include the provisions of FASB ASC 980, Certain
Types of Regulation, which was adopted by the Company in 2003, and gives recognition to the ratemaking and
accounting practices of the KPSC and RUS.

In 1999, Big Rivers Leasing Corporation (BRLC)was formed as a wholly owned subsidiary of Big Rivers. BRLC's
principal assets were the restricted investments acquired in connection with the 2000 sale-leaseback transaction
discussed in Note 4. The sale-leaseback transaction was terminated on September 30, 2008 and BRLC was
dissolved on July 16, 2009, in conjunction with the UnwindTransaction.
Principles of Consolidation -The financial statements of Big Rivers include the accounts of Big Rivers and its
wholly owned subsidiary, BRLC. All significant intercompany transactions have been eliminated.
Estimates -The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, and disclosure of contingent assets and liabilities The
estimates and assumptions used in the accompanying financial statements are based upon management's
evaluation of the relevant facts and circumstances as of the date of the financial statements Actual results may
differ from those estimates.
System of Accounts - Big Rivers' maintains its accounting records in accordance with the Uniform System
of Accounts as prescribed by the RUS Bulletin 17675-1, as adopted by the KPSC. These regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters. Adjustments to RUS
accounting have been made to make the financial statements consistent with generally accepted accounting
principles in the United States of America.
Revenue Recognition - Revenues generated from the Company's wholesale power contracts are based on
month-end meter readings and are recognized as earned Prior to its termination, in accordance with FASB ASC 840,
Leases, Big Rivers' revenue from the Lease Agreement was recognized on a straight-line basis over the term of
the lease.The major components of this lease revenue include the annual lease payments and the Monthly Margin
Payments (described in Note 2).
Utility Plant and Depreciation - Utility plant is recorded at original cost, which includes the cost of contracted
services, materials, labor, overhead, and an allowance for borrowed funds used during construction Replacements
of depreciable property units, except minor replacements, are charged to utility plant.

Allowance for borrowed funds used during construction is included on projects with an estimated total cost of $250
or more before consideration of such allowance The interest capitalized IS determined by applying the effective
rate of Big Rivers' weighted-average debt to the accumulated expenditures for qualifying projects included in
construction in progress

Prior to July 17, 2009, the Effective Date of the UnwindTransaction (see Note 2). and in accordance with the terms
of the Lease Agreement, the Company generally recorded capital additions for Incremental Capital Costs and
Nonincremental Capital Costs expenditures funded by E ON U S (formerly LG&E Energy Corporation) as utility plant
to which the Company maintained title A corresponding obligation to E ON U S was recorded for the estimated
portion of these additions attributable to the ResidualValue Payments (see Note 2) A portion of this obligation was
amortized to lease revenue over the useful life of those assets during the remaining lease term For the years ended
December 3 1, 2009 and 2008, the Company recorded $5,557 and $10,728, respectively, for such additions in utility
plant The Company recorded $3,881, $6,748, and $6,591 in 2009, 2008, and 2007, respectively, as related lease
revenue in the accompanying financial statements. All amounts recorded for 2009 reflect the period prior to the
Effective Date of the UnwindTransaction. Under the terms of the UnwindTransaction, E ON U S waived their right
to the Residual Value Payment, and the Company recognized a gain
In accordance with the Lease Agreement, and in addition to the capital costs funded by E ON U S (see Note 2) that
were recorded by the Company as utility plant and lease revenue, E ON U S also incurred certain Nonincremental
Capital Costs and Major Capital Improvements (as defined in the Lease Agreement) for which they waived rights
to a Residual Value Payment by Big Rivers upon lease termination Such amounts were not recorded as utility
plant or lease revenue by the Company during the lease In connection with the UnwindTransaction the Company
recognized a gain of $19,679 for the Nonincremental Capital assets for which E ON had waived rights to
E ON U S. constructed a scrubber (Major Capital Improvement) at Big Rivers' Coleman plant The scrubber achieved
commercial acceptance in January 2007 The Company acquired the Coleman scrubber at no cost under the terms of
the UnwindTransaction, recognizing a gain of $98,500 in 2009

Depreciation of utility plant in service is recorded using the straight-line method over the estimated remaining
service lives, as approved by the RUS and KPSC The annual composite depreciation rates used to compute
depreciation expense were as follows.
Electric plant-leased
Transmission plant
General plant

160%-2 47%
176%-3 24%
1 1 1 yo-5 62%

For 2009, 2008, and 2007, the average composite depreciation rates were 185%, 185Y0,and 185%. respectively
At the time plant is disposed of, the original cost plus cost of removal less salvage value of such plant is charged to
accumulated depreciation, as required by the RUS
impairment Review of Long-Lived Assets - Long-lived assets are reviewed as facts and circumstances indicate
that the carrying amount may be impaired This review is performed in accordance with FASB ASC 360, Property,
Plant, and Equipment as it relates to impairment of long-lived assets FASB ASC 360 establishes one accounting
model for all impaired long-lived assets and long-lived assets to be disposed of by sale or otherwise FASB ASC 360
requires the evaluation of impairment by comparing an asset's carrying value to the estimated future cash flows
the asset is expected to generate over its remaining life If this evaluation were to conclude that the carrying value
of the asset is impaired, an impairment charge would be recorded based on the difference between the asset's
carrying amount and its fair value (less costs to sell for assets to be disposed of by sale) as a charge to operations or
discontinued operations
Restricted Investments - Investments are restricted under KPSC order to establish certain reserve funds for
member rate mitigation in conjunction with the UnwindTransaction These investments have been classified as heldto-maturity and are carried at amortized cost (see Note 10)
Cash and Cash Equivalents - Big Rivers considers all short-term, highly-liquid investments with original maturities
of three months or less to be cash equivalents
IncomeTaxes - As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage allocations to
members from taxable income Income and expenses related to nonmember operations are taxable to Big Rivers
Big Rivers files a Federal income tax return and a Kentucky income tax return

Patronage Capital -As provided in the bylaws, Big Rivers accounts for each year's patronage-sourced income,
both operating and nonoperating, on a patronage basis Notwithstanding any other provision of the bylaws, the
amount to be allocated as patronage capital for a given year shall not be less than the greater of regular taxable
patronage-sourced income or alternative minimum taxable patronage-sourced income
Derivatives - Management has reviewed the requirements of FASB ASC 815, Derivatives and Hedging, and
has determined that all contracts meeting the definition of a derivative also qualify for the normal purchases and
sales exception under FASB ASC 815 The Company has elected the Normal Purchase and Normal Sale exception
for these contracts and, therefore, the contracts are not required to be recognized at fair value in the financial
statements
Fair value measurements -The Fair Value Measurements and DisclosuresTopic of the FASB ASC 820, Fair Value
Measurements and Disclosures, defines fair value as the exchange price that would be received for an asset or
paid to transfer a liability (an exit price) in the principal, or most advantageous, market for the asset or liability in an
orderly transaction between market participants at the measurement date The Fair Values Measurements Topic
establishes a three-Level fair value hierarchy that prioritizes the inputs used to measure fair value This hierarchy
requires entities to maximize the use of observable inputs when possible The three levels of inputs used to
measure fair value are as follows.
0

Level 1 -quoted

prices in active markets for identical assets or liabilities

Level 2 -observable inputs other than quoted prices included in Level 1, such as quoted
prices for similar assets and liabilities in active markets, quoted prices for identical or similar
assets and liabilities in markets that are not active, or other inputs that are observable or
can be corroborated by observable market data, and
0

Level 3 - unobservable inputs that are supported by little or no market activity and
that are significant to the fair values of the assets or liabilities, including certain pricing
models, discounted cash flow methodologies and similar techniques that use significant
unobservable inputs

New Accounting Pronouncements - FASB ASC 815, Derivatives and Hedging, issued in March 2008, establishes
enhanced disclosure requirements concerning derivative instruments and hedging activities This enhanced
disclosure standard requires that objectives for using derivative instruments be disclosed in terms of underlying
risk and accounting designation in order to better convey the purpose of derivative use in terms of the risks that
the entity is intending to manage Entities are required to provide enhanced disclosures about (a) how and why an
entity uses derivative instruments, (b) how derivative instruments and related hedged items are accounted for under
FASB ASC 815 and its related interpretations, and (c) how derivative instruments and related hedged items affect
an entity's financial position, financial performance, and cash flows..This standard of FASB ASC 815 is effective for
financial statements issued for fiscal years beginning after November 15, 2008 The Company adopted this standard
of FASB ASC 815 on January 1, 2009, with no impact to the Company's financial statements.

FASB ASC 855, Subsequent Events, establishes a standard for disclosure of events that occur during the period
between the balance sheet date and the date on which the financial statements are issued.This standard of FASB
ASC 855 is effective for interim or annual financial periods ending after June 15, 2009 The Company has adopted
the disclosure requirements for subsequent events as outlined in ASC 855 and management evaluated subsequent
events up to and including March 26, 2010, the date the financial statements were available to be issued.
FASB ASC 105, GenerallyAccepted Accounting Principles, provides a Codification of accounting standards that
supersedes all previously existing non-SEC accounting and reporting standards and becomes the authoritative
source of U S generally accepted accounting principles (GAAP) This standard of FASB ASC 105 is effective for
annual financial statements issued after September 15, 2009 The Company has adopted the Accounting Standard
Codification (ASC) established by FASB ASC 105

2.

LGekE LEASE AGREEMENT

Big Rivers, E ON U S LLC ("E.ON"), Western Kentucky Energy Corporation ("WKEC"), and LG&E Energy Marketing
("LEM"), closed effective July 17, 2009, a transaction resulting in a mutually acceptable early termination of the
1998 LG&E Lease Agreement (referred herein as the "1JnwindTransaction" or "Unwind") E ON, WKEC, and LEM
are collectively referred to in the Notes as "E.ON Entities."This transaction was approved by the KPSC and the
RUS. The LlnwindTransaction resulted in Big Rivers recognizing a net gain of $537,978 This transaction resulted
in the acquisition of assets, the assumption of liabilities, the forgiveness of liabilities, and the establishment of a
regulatory reserve prescribed by the KPSC in their approval of the transaction Assets and liabilities in the unwind
transaction were accounted for at fair value or recorded value, as appropriate The gain from the UnwindTransaction
is summarized as follows.

Unwind
Gain
Assets received
Cash
Coleman scrubber
Inventory
Construction in progress
Utility plant assets
SO2 allowances
Liabilities (assumed) forgiven"
Economic Reserve
Rural Economic Reserve
Post-retirement benefits liability
Residual value payments obligation
LEM Settlement Note
Recognition of (expenses) income
Deferred lease income
Deferred loss from termination of sale/leaseback
Deferred loss from LEM Marketing Payment/Settlement Note
Unwind transaction costs
Other
Gain on unwind transaction

$506,675
98,500
55,000
23,074
19,679
980

(I5ZOOO)
(60,856)
(8,768)
145,251
15,440

7,187
(73,829)
(14,520)
(18,991 )
156
-~
$537,978

The terms of the LG&E Lease Agreement as originally structured are outlined in the following text
On July 15, 1998 ("Effectrve Date"), a lease was consummated ("Lease Agreement"), whereby Big Rivers leased
its generating facilities to Western Kentucky Energy Corporation (WKEC),a wholly owned subsidiary of E ON
( I S Pursuant to the Lease Agreement, WKEC operated the generating facilities and maintained title to all energy
produced Throughout the lease term, in order for Big Rivers to fulfill its obligation to supply power to its members,
the Company purchased substantially all of its power requirements from LG&E Energy Marketing Corporation
(LEM), a wholly owned subsidiary of E ON \J S , pursuant to a power purchase agreement
Big Rivers continued to operate its transmission facilities and charged LEM tariff rates for delivery of the energy
produced by WKEC and consumed by LEM's customers The significant terms of the Lease Agreement were as
follows

a

WKEC was to lease and operate Big Rivers' generation facilities through 2023

b

Big Rivers retained ownership of the generation facilities both during and at the end of the lease term

C

WKEC paid Big Rivers an annual lease payment of $30,965 over the lease term, subject to certain adjustments

d

On the Effective Date, Big Rivers received $69,100 representing certain closing payments and the first two
years of the annual lease payments In accordance with FASB ASC 840, Leases, the Company amortized these
payments to revenue on a straight-line basis over the life of the lease

e

Big Rivers continued to provide power for its members, excluding the member loads serving the Aluminum
Smelters, through its power purchase agreements with LEM and the Southeastern Power Administration,
based on a pre-determined maximum capacity When economically feasible, the Company also obtained
the power necessary to supply its member loads, excluding the Aluminum Smelters, in the open market
Kenergy Corp 's retail service for the Aluminum Smelters was served by LEM and other third-party providers
that included Big Rivers To the extent the power purchased from LEM did not reach pre-determined
minimums, the Company was required to pay certain penalties Also, to the extent additional power was
available to Big Rivers under the LEM contract, Big Rivers made sales to nonmembers

f

LEM reimbursed Big Rivers the margins expected from the Aluminum Smelters, defined as the net cash flows
that Big Rivers anticipated receiving if the Company had continued to serve the Aluminum Smelters' load, as
filed in the Rate Hearing (the "Monthly Margin Payments")

g

WKEC was responsible for the operating costs of the generation facilities, however, Big Rivers was partially
responsible for ordinary capital expenditures ("Nonincremental Capital Costs") for the generation facilities over
the term of the Lease Agreement, generally up to predetermined annual amounts At the end of the lease term,
Big Rivers was obligated to fund a "Residual Value Payment" to E ON U S.for such capital additions during
the lease (see Note 1) Adjustments to the Residual Value Payment were made based upon actual capital
expenditures Additionally, WKEC made required capital improvements to the facilities to comply with new
laws or a changes to existing laws ("Incremental Capital Costs") over the lease life (the Company was partially
responsible for such costs. 20% through 2010) and the Company was required to submit another Residual
Value Payment to E ON U S for the undepreciated value of WKEC's 80% share of these costs, at the end of
the lease The Company had title to these assets during the lease and upon lease termination

h

Big Rivers entered into a note payable with LEM for $19,676 (the "LEM Settlement Note") to be repaid over the
term of the Lease Agreement, with an interest rate at 8% per annum, in consideration for LEM's assumption
of the risk related to unforeseen costs with respect to power to be supplied to the Aluminum Smelters and
the increased responsibility for financing capital improvements. The Company recorded this obligation as a
component of deferred charges with the related payable recorded as long-term debt in the accompanying
balance sheets This deferred charge was amortized on a straight-line basis up to the Effective Date of the
Unwind Transaction

I

On the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM, which was
recorded as a component of deferred charges This amount was amortized on a straight-line basis up to the
Effective Date of the Unwind Transaction

I

During the lease term, Big Rivers was entitled to certain "billing credits" against amounts the Company owed
LEM under the power purchase agreement Each month during the first 55 months of the lease term, Big
Rivers received a credit of $89 For the year 2011, Big Rivers was to receive a credit of $2.61 1 and for the years
2012 through 2023, the Company was to receive a credit of $4.1 11 annually

In accordance with the power purchase agreement with LEM, the Company was allowed to purchase power in the
open market rather than from LEM, incurring penalties when the power purchased from LEM did not meet certain
minimum levels, and to sell excess power (power not needed to supply its jurisdictional load) in the open market
(collectively referred to as "Arbitrage") Pursuant to the New RUS Promissory Note and the RUS ARVP Note, the
benefit, net of tax, as defined, derived from Arbitrage had to be divided as follows. one-third, adjusted for capital
expenditures, was used to make principal payments on the New RUS Promissory Note, one-third was used to make
principal payments on the RUS ARVP Note, and the remaining value was retained by the Company
3.

UTILITY PLANT

At December 31, 2009 and 2008, utility plant is summarized as follows.

2008

2009
Classified plant in service
Production plant
Electric plant - leased
Transmission plant
General plant
Other

Less accumulated depreciation

Construction in progress
lltility plant - net

$1,675,733

$

236,639
18,201
543

1,535,004
230,800
17,240
543

1,931,116

1,783,587

908,099

879,073

1,023,017

904,514

55,257

8,185

$1,078,274

$9 12,699

Interest capitalized for the years ended December 31, 2009, 2008, and 2007, was $133, $492, and $391,
respectively
The Company has not identified any material legal asset retirement obligations, as defined in FASB ASC 410, Asset
Retirement Obhgat,ons In accordance with regulatory treatment, the Company records an estimated net cost of
removal of its utility plant through normal depreciation As of December 31, 2009 and 2008, the Company had a
regulatory liability of approximately $35,835 and $32,696, respectively, related to nonlegal removal costs included in
accumulated deoreciation
4.

SALE-LEASEBACK

On April 18, 2000, the Company completed a sale-leasebackof two of its utility plants, including the related facilities
and equipment. The sale-leaseback provided Big Rivers a $1,089,000 fixed price purchase option, a t the end of each
lease term (25 and 27 years), which, together with future contractual interest receipts, would be fully funded
On September 30, 2008, the Company completed an early termination of the sale-leaseback transaction The
termination was precipitated by the June 2008 downgrade of the claims-paying ability of Ambac Assurance
Corporation (Ambac) Ambac served as insurer of Big Rivers' payment obligations, thereby providing credit support
under the transaction Ambac's downgrade exposed the Company to adverse consequences under the contractual
terms of the transaction and after consideration of alternative options, Big Rivers ultimately settled on termination
as the preferred solution Proceeds from disposition of the restricted investment and payments required under the
termination agreements were $222,739 and $329,559, respectively, reflecting a net cash payment of $107,120.To

meet its remaining obligations Big Rivers' entered into a $12,380 promissory note (see Note 5) with Philip Morris
Capital Corporation (PMCC) A net loss of $77.001 resulting from the early termination of the sale-leaseback was
recorded as a regulatory asset and was amortized up to the Effective Date of the IJnwindTransaction, with the
balance of the regulatory asset reflected as an offset to the gain recognized from the UnwindTransaction
Prior to termination the sale-leaseback transaction was recorded as a financing for financial reporting purposes
and a sale for Federal income tax purposes In connection therewith, in 2000, Big Rivers received $866,676 of
proceeds and incurred $791,626 of related obligations Pursuant to a payment undertaking agreement with a
financial institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds The Company also purchased investments with an initial value of $146,647 to fund the remaining
$135,597 of the obligations Interest received and paid was recorded to these accounts up to the date of lease
termination The Company paid 7.57% interest on its obligations related to long-term lease and received 6 89% on
its related investments The Company made a $64,000 principal payment on the New RUS Promissory Note with
the remaining proceeds The $75,050 gain was deferred and was amortized up to the date of lease termination, with
the Company recognizing $1,998, and $2,900, in 2008, and 2007. respectively
The Amount recognized in the statement of financial position related to the sale-leaseback as of December 31,
2008, is as follows.
Deferred loss from termination of sale-leaseback

$76,001

The unamortized balance of the deferred loss was recognized in 2009 in conjunction with the unwind transaction
described in Note 2 based on agreement with the KPSC
Amounts recognized rn the statement of operations related to the sale-leaseback for the years ended December 31,
2008, and 2007, are as follows

2008

2007

8,989
(1,998)

12,819
(2,900)

Power contracts revenue (revenue discount
adjustment - see Note 6 )
Interest on obligations related to long-term lease.
Interest expense
Amortize gain on sale-leaseback
Net interest on obligations related to
long-term lease

$6,991

$9,919

Interest income on restricted investments under
long-term lease

$8,742

$12,481

$779

$778

Interest income and other

5,

DEBT AND OTHER LONG-TERM OBLIGATIONS
A detail of long-term debt at December 31, 2009 and 2008, is as follows.

2008

2009
RUS Series A Promissory Note, stated amount of, $599,462,
stated interest rate of 5 75%, with an interest rate of 5 84%,
maturing July 2021
New RlJS Promissory Note, stated amount of, $768,391, stated
interest rate of 5 7570, with an interest rate of 5 82%,
maturing July 2021
RUS Series B Note, stated amount of $245,530, no stated interest
rate, with interest imputed at 5 80%, maturing December 2023
RlJS ARVP Note, stated amount of $245,899, no stated interest
rate, with interest imputed at 5 8O%, maturing December 2023
LEM Settlement Note, interest rate of 8 O % , payable in monthly
installments
County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 10 50% and 8 95% in 2009 and 2008,
respectively), maturing in October 2022
County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 3 22% and 5 14% in 2009 and 2008,
respectively), maturing in June 2013
PMCC Promissory Note with an interest rate of 8 5 %
Total long-term debt
Current maturities
Total long-term debt - net of current maturities

I

$

-

765,297
109,666
103,685
15,658

83,300

83,300

58,800

58,800
12,380

848,552

1,039,120

14,185

51,771

$834,367

$987,349

The following are scheduled maturities of long-term debt at December 31

Year
2010
2011
2012
2013
2014
Thereafter

I

$596,786

Total

Amount
$14,185
14,850
76,08 1
79,278
21,678
642,480
$848,552

RUS Notes - On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS ARVP Note at fair
value using the applicable market rate of 5 82% On the llnwind Closing Date, the New RUS Note and the ARVP
Note were replaced with the RUS 2009 Promissory Note Series A and the RUS 2009 Promissory Note Series B,
respectively After an Unwind Closing Date payment of $140,181, the RUS 2009 Promissory Note Series A is
recorded at an interest rate of 5 84% The RUS 2009 Series B Note is recorded at an imputed Interest rate of
5 80% The RLJS Notes are collateralized by substantially all assets of the Company and secured by the Indenture
dated July 1, 2009 between the Company and U S Bank National Association

Pollution Control Bonds -The County of Ohio, Kentucky, issued $83,300 of Pollution Control Periodic Auction
Rate Securities, Series 2001, the proceeds of which are supported by a promissory note from Big Rivers, which
bears the same interest rate These bonds bear interest at a variable rate and mature in October 2022

The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds, Series 1983, the
proceeds of which are supported by a promissory note from Big Rivers, which bears the same interest rate as the
bonds These bonds bear interest a t a variable rate and mature in June 2013
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which was assigned
to Dexia Credit in 2006 Both Series are supported by municipal bond insurance and surety policies issued by Ambac
Assurance Corporation Big Rivers has agreed to reimburse Ambac Assurance Corporation for any payments under
the municipal bond insurance policies or the surety policies Both Series are secured by the Indenture dated July 1,
2009 between the company and U S Bank National Association
These instruments are subject to maximum interest rates of 13% and 18%. respectively The December 31, 2009
interest rates on the Series 1983 and Series 2001 Pollution Control Bonds were 3 25% and 4 50%, respectively
LEM Settlement Note - On July 15,1998 Big Rivers executed the Settlement Note with LEM The Settlement
Note required Big Rivers to pay to LEM $19,676, plus interest at 8% per annum over the lease term.The principal
and interest payment was approximately $1.822 annually On the Unwind Closing Date, in connection with the
UnwindTransaction the remaining balance on the Settlement Note in the amount of $15,440 was forgiven
PMCC Promissory Note - On September 30, 2008 in conjunction with the early termination of the sale-leaseback
transaction (see Note 4), Big Rivers executed a promissory note with Phillip Morris Capital Corporation (PMCC)
The note required Big Rives to pay PMCC $12,380. plus interest at 8 5% per annum On the Unwind Closing Date
Big Rivers repaid the $12,380 principal amount At December 31, 2009 the Company had no remaining liability
associated with this promissory note
Notes Payable - Notes payable represent the Company's borrowing on its line of credit with the National Rural
Utilities Cooperative Finance Corporation (CFC)and CoBank, ACB (CoBank) The maximum borrowing capacity
on the lines of credit is $100,000 consisting of $50,000 each for CFC and CoBank There were no borrowings
outstanding on the line of credit at December 31, 2009, however letter of credits issued under an associated
Letter of Credit Facility with CFC reduced the borrowing capacity by $5,654 Advances on the CFC line of credit
bear interest a t a variable rate and outstanding balances are payable in full by the maturity date of July 16, 2014
Advances on the CoBank line of credit bear interest at a variable rate and outstanding balances are payable in full by
the maturity date of July 16, 2012
6.

RATE MATTERS

The rates charged to Big Rivers' members consist of a demand charge per kW and an energy charge per kWh
consumed as approved by the KPSC.The rates include specific demand and energy charges for its members' two
classes of customers, the large industrial customers and the rural customers under its jurisdiction For the large
industrial customers, the demand charge is generally based on each customer's maximum demand during the
current month Each members rural demand charge is based upon the maximum coincident demand of their rural
delivery points
Prior to the UnwindTransaction the demand and energy charges were not subject to adjustments for increases
or decreases in fuel or environmental costs In conjunction with the UnwindTransaction, the KPSC approved the
implementation of certain tariff riders, including a fuel adjustment clause and an environmental surcharge, offset
by an unwind surcredit (a refund to tariff members of certain charges collected from the Aluminum Smelter in
accordance with the contract terms) The net effect of these tariffs is recognized as revenue on a monthly basis with
an offset to the regulatory liability - member rate mitigation described below
The net impact of the tariff riders to members rates is currently mitigated by a Member Rate Stability Mechanism
(MRSM) that was funded by certain cash amounts received from the E ON Entities in connection with the Unwind

Transaction (the Economic and Rural Economic Reserves) and held by Big Rivers as restricted investments An
offsetting regulatory liability - member rate mitigation was established with the funding of these accounts. Big
Rivers is required to file a rate case with the KPSC within three years of the unwind or July 2012.
Effective since September 1, 2000, and continuing through August 31, 2008, the KPSC approved Big Rivers' request
for a $3,680 annual revenue discount adjustment for its members, effectively passing the benefit of the saleleaseback transaction (see Note 4) to them On September 1, 2008, Big Rivers' discontinued the revenue discount
adjustment to its members in conjunction with the sale-leasebacktermination
7.

INCOMETAXES

Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code
Section 501(c)(12) To retain tax-exempt status under this section, at least 85% of the Big Rivers' receipts must
be generated from transactions with the Company's members In 1983, sales to nonmembers resulted in Big
Rivers failing to meet the 85% requirement Until Big Rivers can meet the 85% member income requirement, the
Company is a taxable cooperative.
lJnder the provisions of FASB ASC 740, Income Taxes, Big Rivers is required to record deferred tax assets and
liabilities for temporary differences between amounts reported for financial reporting purposes and amounts
reported for income tax purposes. Deferred tax assets and liabilities are determined based upon these temporary
differences using enacted tax rates for the year in which these differences are expected to reverse Deferred income
tax expense or benefit is based on the change in assets and liabilities from period to period, subject to an ongoing
assessment of realization Tax benefits associated with income tax positions taken, or expected to be taken, in a tax
return are recorded only when the more-likely-than-not recognition threshold is satisfied and measured a t the largest
amount of benefit that is greater than 50 percent likely of being realized upon settlement
As a result of the sale-leaseback terminations in 2008 (see Note 4). Big Rivers no longer considers that it is more
likely than not that it will recover its net deferred tax assets (which consisted solely of Alternative MinimumTax
(AMT)credit carryforwards) An income statement charge of $5,035 relating the AMT amounts carried forward at
January 1, 2008 together with a charge of $900 relating to the 2008 AMT obligation were recorded in the Statement
of Operations for 2008 An AMT charge of $1,025 was recorded in the Statement of Operations for 2009
At December 31, 2009, Big Rivers had a nonpatron net operating loss carryforward of approximately $53,138
expiring through 2012, and an alternative minimum tax credit carryforward of approximately $7,052, which carries
forward indefinitely.
The Company has not recorded any regular income tax expense for the years ended December 31, 2009, 2008
and 2007, as the Company has utilized federal net operating losses to offset any regular taxable income during
those years Had the Company not had the benefit of a net operating loss carryforward, the Company would have
recorded $19,619, $20,363, and $7,724 in current regular tax expense for the years ended December 31, 2009,2008
and 2007, respectively

The components of the net deferred tax assets as of December 31, 2009 and 2008, were as follows:

2009

2008

$20,990
7,052
10,326
11,420

$40,609
5,935

Total deferred tax assets

49,788

80,330

Deferred tax liabilities -ARVP Note

(23,793)

(25,384)

25,995

54,946

Valuation allowance

(25,995)

(54,946)

Net deferred tax asset

$

$

Deferred tax assets'
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Member Rate Mitigation
Fixed asset basis difference

Net deferred tax asset (prevaluation allowance)

-

33,786

-

A reconciliation of the Company's effective tax rate for 2009, 2008 and 2007. follows.

Federal rate
State rate - net of federal benefit
Patronage allocation to members
Tax benefit of operating loss carryforwards and other
Alternative minimum tax
Effective tax rate

2009

2008

2007

35 0 Yo
45
(35 4)
(4 1)
02

35 0 Yo
45
(31 3)
(8 2)
18 0

35 0 Yo
45
(28 0 )
(11 5)

0.2 Yo

18.0 Yo

- Yo

The Company files a federal income tax return, as well as several state income tax returns The years currently
open for federal tax examination are 2005 through 2009 and 1990 through 1997. due to unused net operating loss
carryforwards The major state tax jurisdiction currently open for tax examination is Kentucky for years 2002 through
2009 and years 1990 through i99Z also due to unused net operating loss carryforwards The Company has not
recorded any unrecognized tax benefits or liabilities related to federal or state income taxes
The Company classifies interest and penalties as an operating expense on the income statement and accrued
expense in the balance sheet No interest or penalties have been recorded during 2007, 2008, or 2009
8.

POWER PURCHASED

Prior to the (JnwindTransaction and in accordance with the Lease Agreement, Big Rivers supplied all of the
members' requirements for power to serve their customers, other than the Aluminum Smelters Contract limits
were established in the Lease Agreement and included minimum and maximum hourly and annual power purchase
amounts Big Rivers could not reduce the contract limits by more than I2 MW in any year or by more than a total of
72 MW over the lease term In the event Big Rivers failed to take the minimum requirement during any hour or year,

Big Rivers was liable to LEM for a certain percentage of the difference between the amount of power actually taken
and the applicable minimum requirement
Although Big Rivers was required by the Lease Agreement to purchase minimum hourly and annual amounts
of power from LEM, the lease did not prevent Big Rivers from paying the associated penalty in certain hours to
purchase lower cost power, if available, in the open market or reselling a portion of its purchased power to a third
party The power purchases made under this agreement for the years ended December 31, 2009, 2008, and 2001
were $51,592, $99,700. and $96,295, respectively, and are included in power purchased and interchanged on the
statement of operations
9.

PENSION PLANS
Defined Benefit Plans - Big Rivers has noncontributory defined benefit pension plans covering substantially all
employees who meet minimum age and service requirements and who were employed by the Company prior to the
plans closure dates cited below. The plans provide benefits based on the participants' years of service and the five
highest consecutive years' compensation during the last ten years of employment Big Rivers' policy is to fund such
plans in accordance with the requirements of the Employee Retirement Income Security Act of 1974

The salaried employees defined benefit plan was closed to new entrants effective January 1, 2008, and the
bargaining employees defined benefit plan was closed to new hires effective November 1, 2008 The Company
simultaneously established base contribution accounts in the defined contribution thrift and 401(k)savings plans,
which were renamed as the retirement savings plans. The base contribution account for an eligible employee,
which is one who meets the minimum age and service requirements, but for whom membership in the defined
benefit plan is closed, is funded by employer contributions based on graduated percentages of the employee's pay,
depending on his or her age
The Company has adopted FASB ASC 715, Defmed Benefit Plans, including the requirement to recognize the funded
status of its pension plans and other postretirement plans (see Note 12 - Postretirement Benefits Other Than
Pensions) FASB ASC 715 defines the funded status of a defined benefit pension plan as the fair value of its assets
less its projected benefit obligation, which includes projected salary increases, and defines the funded status of any
other postretirement plan as the fair value of its assets less its accumulated postretirement benefit obligation
FASB ASC 715 also requires an employer to measure the funded status of a plan as of the date of its year-end
balance sheet and requires disclosure in the notes to the financial statements certain additional information related
to net periodic benefit costs for the next fiscal year. The Company's pension and other postretirement benefit plans
are measured as of December 3 1, 2009 and 2008
The following provides an overview of the Company's noncontributory defined benefit pension plans
A reconciliation of the Company's benefit obligations of its noncontributory defined benefit pension plans at
December 31, 2009 and 2008, follows.

2009

2008

Benefit obligation - beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Participant contributions (lump sum repayment)
Plan settlements
Benefits paid
Actuarial loss

$24,253
1,241
1,466
40
262
(3,945)
2,176

$19,889
1,072
1,220
318

Benefit obligation - end of period

$25,493

$24,253

(248)
2,002

The accumulated benefit obligation for all defined benefit pension plans was $18,630 and $18,568 at December 31,
2009 and 2008, respectively
A reconciliation of the Company's pension plan assets at December 31, 2009 and 2008, follows

2009

200%

Fair value of plan assets - beginning of period
Actual return on plan assets
Employer contributions
Participant contributions (lump Sum repayment)
Benefits paid

$20,295
4,820
1,060
40
(3,945)

$2 1,820
(5,095)
3,500
318
(248)

Fair value of plan assets - end of period

$22,270

$20,295

The funded status of the Company's pension plans a t December 31, 2009 and 2008, follows.

2009
Benefit obligation - end of period
Fair value of plan assets - end of period
Funded status

200%

$(25,493)
22,270

$424,253)
20,295

$(3,223)

333,958)

Components of net periodic pension costs for the years ended December 31, 2009, 2008, and 2007, were as
follows

2009

200%

2007

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of actuarial loss
Settlement loss

$1,241
1,466
(1,332)
19
834
1,690

$1,072
1,220
( 1,5 16)
19
247

$958
1,058
(1,167)
19
285

Net periodic benefit cost

$3,9 18

$1,042

$1,153

A reconciliation of the pension plan amounts in accumulated other comprehensive income at December 31, 2009
and 2008, follows

2009

2008

Prior service cost
llnamortized actuarial (loss)

$

(59)
(9,651)

$
(78)
(13,226)

Accumulated other comprehensive income

$(9,710)

$(13,304)

In 2010, $19 of prior service cost and $560 of actuarial loss is expected to be amortized to periodic benefit cost
The recognized adjustments to other comprehensive income at December 31, 2009 and 2008, follows:

2009

2008

Prior service cost
Unamortized actuarial (loss)

$
19
3,575

$
19
(8,365)

Other comprehensive income

$3,594

$(8,346)

At December 31, 2009 and 2008, amounts recognized in the statement of financial position were as follows

2009

2008

Deferred credits and other

Assumptions used to develop the projected benefit obligation and determine the net periodic benefit cost were as
follows.

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost
Rates of increase in compensation levels
Expected long-term rate of return on assets

2009

2008

2007

5 5 9 Yo
6 38
4 00
725

638%
6 25
4 no
725

625 %
5 75
4 00
725

The expected long-term rate of return on plan assets for determining net periodic pension cost for each fiscal year is
chosen by the Company from a best estimate range determined by applying anticipated long-term returns and longterm volatility for various asset categories to the target asset allocation of the plans, as well as taking into account
historical returns
Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined the
expected rate of return at a 50% probability of achievement Level based on (a) forward-looking rate of return
expectations for passively-managed asset categories over a 20-year time horizon and (b) historical rates of return
for passively-managedasset categories Applying an approximately 8OYO/2O%weighting to the rates determined in
(a) and (b), respectively, produced an expected rate of return of 728%, which was rounded to 725%
Big Rivers utilizes a third party investment manager for the plan assets, and has communicated thereto the
Company's Retirement Plan Investment Policy, including a target asset allocation mix of 50% U S Equities (an
acceptable range of 45-55%), 15% International Equities (an acceptable range of 10-20%).and 35% fixed income
(an acceptable range of 30-40%) As of December 3 1, 2009 and 2008, the investment allocation was 55% and 40%.
respectively, in U S Equities, 11 % and 7%, respectively, in International Equities, and 34% and 53%. respectively,
in fixed income.The objective of the investment program seeks to (a) maximize return on investment, (b) minimize
volatility, (c) minimize company contributions, and (d) provide the employee benefit in accordance with the plans. The
portfolio is well diversified and of high quality. The average quality of the fixed income investments must be 'X' or
better The Equity portfolio must also be of investment grade quality The performance of the investment manager is
reviewed semi-annually

At December 31, 2009, the fair value of Big Rivers' defined benefit pension plan assets by asset category are as
follows

Cash and Money Market
Equity Securities
U S large-cap stocks
U S mid-cap stock mutual funds
U,S small-cap stock mutual funds
International stock mutual funds
Preferred stock
Fixed
U S Government Agency Bonds
Taxable I J S Municipal Bonds
U S Corporate Bonds

Level 1

Level2

$ 815

$

-

8,580
2,064
1,282
2,328
404

$15,473

Total
$ 815
8,580
2,064
1,282
2,328
404

2,139
2,282
2,376

2,139
2,282
2,376

$6,797

$22,270

Expected retiree pension benefit payments projected to be required during the years following 2009 are as follows
Years Ending
December 31

Amount

2010
201 1
2012
2013
2014
2015-2019

$ 2,033
1,868
2,9 11
4,043
2,041
13,642

Total

$26,538

In 2010, the Company expects to contribute $1,096 to its pension plan trusts
Defined Contribution Plans - Big Rivers has two defined contribution retirement plans covering substantially all
employees who meet minimum age and service requirements Each plan has a thrift and 401 (k) savings section
allowing employees to contribute up to 75% of pay on a pre-tax and/or after-tax basis, with employer matching
contributions equal to 60% of the first 6% contributed by the employee on a pre-tax basis.

A base contribution retirement section was added and the plan name changed from thrift and 401 ( k ) savings to
retirement savings, effective January 1, 2008, for the salaried plan and November 1, 2008, for the bargaining
plan The base contribution account is funded by employer contributions based on graduated percentages of pay,
depending on the employee's age

The Company's expense under these plans was $355 and $308 for the years ended December 31, 2009 and 2008,
respectively

Deferred Compensation Plan - Effective May 1, 2008, Big Rivers established a nonqualified deferred
compensation plan for its eligible employees who are members of a select group of management or highly
compensated employees The purpose of the plan is to allow participants to receive contributions or make deferrals
that they could not receive or make under the salaried employees qualified defined contribution retirement savings
plan (formerly the thrift and 401 (k) savings plan) as a result of nondiscrimination rules and other limitations applicable
to the qualified plan under the Internal Revenue Code.The nonqualified plan also allows a participant to defer a
percentage of his or her pay on a pre-tax basis

The nonqualified deferred compensation plan is unfunded, but the Company has chosen to finance its obligations
under the plan, including any employee deferrals, through a rabbi trust The trust assets remain a part of the
Company's general assets, subject to the claims of its creditors The 2009 employer contribution was $33 and
deferred compensation expense was $67 As of December 31, 2009, the trust asset was $94 and the deferred
liability was $101

IO. RESTRICTED INVESTMENTS
The amortized costs and fair values of Big Rivers restricted investments held for member rate mitigation at
December 3 1, 2009 are as follows.

Cash and Money Market
Debt Securities"
U S Treasuries
U S Government Agency
Total

Amortized
Costs

Fair
Values

$25,186

$25,186

67,895
150,144

67,474
150,181

$243,225

$242,841

Gross unrealized gains and losses on restricted investments at December 3 1, 2009 were as follows

Gains

Losses

Cash and Money Market
Debt Securities
IJ S Treasuries
U S Government Agency

$ -

12
79

434

Total

$9 1

$475

$

-

41

Debt securities at December 3 1 2009 mature, according to thelr contractual terms, as follows (actual
maturities may differ due to call or prepayment rights)
~

In one year or less
After one year through five years
Total

Amortized
Costs

Fair
Values

$46,102
197, 123

$46,112
196,729

$243,225

$242,841

Gross unrealized losses on investments and the fair values of the related securities, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position at
December 3 I , 2009, were

LessThan 12 Months
Fair
Losses
Values
Debt securities"
U S Treasuries
U S Government Agency

$434
41

$59,872
45,026

Total

$475

$104,898

The unrealized loss positions were primarily caused by interest rate fluctuations. The number of investments in
an unrealized loss position as of December 31, 2009 was eight. Since the company does not intend to sell and
will more likely than not maintain each debt security until its anticipated recovery, and no significant credit risk is
deemed to exist, these investments are not considered other-than-temporarily impaired
The restricted investments related to cash and money market investments are classified as trading securities under
ASC 320 and were recorded at fair value using quoted market prices for identical assets without regard to valuation
adjustment or block discount (a Level 1 measure), as follows.

Cash and Money Market

11.

$25,186

FAIR VALUE OF OTHER FINANCIAL INSTRUMENTS

FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value, establishes a framework for measuring
fair value and expands disclosures about fair value measures. It applies under other accounting standards that
require or permit fair value measurements and does not require any new fair value measurements.This standard of
FASB ASC 820 is effective for fiscal years beginning after November 15, 2007 The adoption of the standards of FASB
ASC 820 had no impact on the Company's results of operations and financial condition.
The carrying value of accounts receivable, and accounts payable approximate fair value due to their short maturity At
December 31, the Company's cash and cash equivalents included short-term investments in an institutional money
market government portfolio account classified as trading securities under ASC 320 that were recorded at fair value
which were determined using quoted market prices for identical assets without regard to valuation adjustment or
block discount (a Level 1 measure), as follows.

Institutional money market government portfolio

2009

2008

$59,887

$38,424

It was not practical to estimate the fair value of patronage capital included within other deposits and investments
due to these being untraded companies.

Big Rivers' long-term debt at December 3 1, 2009 consists of RUS notes totaling $706,452 and variable rate pollution
control bonds in the amount of $142,100 (see Note 5) The RUS debt cannot be traded in the market and, therefore,
a value other than its outstanding principal amount cannot be determined The fair value of the Company's variable
rate pollution control debt is par value, as each variable rate reset effectively prices such debt to the current market

12. POSTRETIREMENT BENEFITS OTHERTHAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. Generally,
except for generation bargaining retirees, Big Rivers pays 85% of the premium cost for all retirees age 62 to 65
The Company pays 25% of the premium cost for spouses under age 62 For salaried retirees age 55 to age 62, Big
Rivers pays 25% of the premium cost Beginning at age 65, the Company pays 25% of the premium cost if the
retiree is enrolled in Medicare Part B For each generation bargaining retiree, Big Rivers establishes a retiree medical
account a t retirement equal to $1,200 per year of service up to 30 years ($1,250 per year for those retiring on or
after 1/1/12) The account balance is credited with interest based on the 10-year treasury rate subject to a minimum
of 4% and a maximum of 7%.The account is to be used for the sole purpose of paying the premium cost for the
retiree and spouse
On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the
"Medicare Act") was enacted The Medicare Act created Medicare Part D, a new prescription drug benefit that
is available to all Medicare-eligible individuals, effective January 1, 2006 National Rural Electric Cooperative
Association (NRECA),the provider of Big Rivers' health plan coverage through the NRECA Group BenefitsTrust,
chose to become a Medicare Part D provider Effective January 1, 2006, Part D coverage is the only drug coverage
available to Big Rivers' Medicare-eligible retirees
The discount rates Used in computing the postretirement benefit obligation and net periodic benefit cost were as
follows.

2009

2008

2007

578%
6 32

632%
5 85

585%
5 75

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost

The health care cost trend rate assumptions as of December 31, 2009 and 2008, were as follows.

Initial trend rate
Ultimate trend rate
Year ultimate trend is reached

2009

2008

770 Yo
4 50 Yo
2028

790 Yo
4 50 Yo
2028

A one-percentage-point change in assumed health care cost trend rates would have the following effects

2009
One-percentage-point decrease
Effect on total service and interest cost components
Effect on year end benefit obligation
One-percentage-point increase
Effect on total service and interest cost components
Effect on year end benefit obligation

2008

$( 138)
(989)

$(37)
(290)

162
1,134

44
337

A reconciliation of the Company's benefit obligations of its postretirement plan a t December 31, 2009 and 2008,
follows

2009
Benefit obligation - beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Transaction benefit obligation assumed in the unwind
Participant contributions
Plan amendments
Benefits paid
Actuarial (gain) or loss
Benefit obligation - end of period

$2,948
878
464
8,768
4%
175
(203)
786

-

$13,864

2008
$2,862
129
167
61
(179)
(92)
$2,948

A reconciliation of the Company's postretirement plan assets at December 31, 2009 and 2008, follows

2009

2008

Fair value of plan assets - beginning of period
Employer contributions
Participant contributions
Benefits paid

$

155
48
(203)

$

Fair value of plan assets - end of period

$

-

$

118
61
( 179)
-

The funded status of the Company's postretirement plan at December 31, 2009 and 2008, follows.

2009

2008

Benefit obligation - end of period
Fair value of plan assets - end of period

$(13,864)

$(2,948)

Funded status

$(13,864)

$(2,948)

The components of net periodic postretirement benefit costs for the years ended December 31, 2009, 2008, and
2007. were as follows

2009

2008

2007

Service cost
Interest cost
Amortization of prior service cost
Amortization of actuarial (gain)
Amortization of transition obligation

$ 878
464

$ 129
167
2
(60)
31

$ 85
153
2
(70)
31

Net periodic benefit cost

$1,373

$269

$201

17
(17)
31

A reconciliation of the postretirement plan amounts in accumulated other comprehensive income at December 31,

2009 and 2008, follows.

2009
Prior service cost
Unamortized actuarial gain
Transition obligation
Accumulated other comprehensive income

$(165)
407
(92)

$150

2008
$

(7)

1,2 10
(123)
$1,080

In 2010. $18 of prior service cost, $0 of actuarial gain, and $31 of the transition obligation is expected to be
amortized to eeriodic benefit cost.
The recognized adjustments to other comprehensive income at December 31, 2009 and 2008, follows.

2009

2008

Prior service cost
Unamortized actuarial gain
Transition obligation

$( 157)
(803)
30

$ 2
33
30

Other comprehensive income

$(930)

$65

At December 31, 2009 and 2008, amounts recognized in the statement of financial position were as follows.

2009
Accounts payable
Deferred credits and other

--(13,440)

$ (156)
(2,792)

$(13,864)

$(2,948)

$

Net amount recognized

(424)

2008

Expected retiree benefit payments projected to be required during the years following 2009 are as follows.

Year

Amount
$424
599
827
1,014
1,245
8,342

2010
201 1
2012
2013
2014
2015-2019

$12,451

Total

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement benefit plan
which vests a portion of accrued sick leave benefits to salaried employees upon retirement or death.To the extent
an employee's sick leave hour balance exceeds 480 hours such excess hours are paid at 20% of the employee's
base hourly rate at the time of retirement or death. The accumulated obligation recorded for the postretirement sick
leave benefit is $375 and $408 a t December 31,2009 and 2008, respectively The postretirement expense recorded
was $45, $63, and $51 for 2009, 2008, and 2007, respectively, and the benefits paid were $78, $0, and $0 for 2009,
2008, and 2007, respectively
13. RELATED PARTIES

For the years ended December 3 1, 2009, 2008, and 200Z Big Rivers had tariff sales to its members of $125,826,
$114,514, and $1 13,281, respectively In addition, for the years ended December 31, 2009, 2008, and 2007, Big
Rivers had certain sales to Kenergy for the Aluminum Smelters and Domtar Paper (formerly Weyerhaeuser) loads of
$167,885, $55,124, and $123,094, respectively

At December 31, 2009 and 2008, Big Rivers had accounts receivable from its members of $35,524 and $16,540,
respectively
14. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business While the results of such litigation cannot
be predicted with certainty, management, based upon advice of counsel, believes that the final outcome will not
have a material adverse effect on the financial statements.
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Years Ended December 31 - (Dollars iii thousands)

SlJMMARY OF OPERATIONS
Operating ReVenlJe
Power Contracts Revenue
Lease Revenue
Total Operating Revenue

2008

2007

2006

2005

$ 214,758

$ 271,605

$ 200,692

$ 191,280

58,423
273,181

58,265
329,870

57,896
258,588

57,675
248,955

114,643
32,858
31,041
178,542

169,768
3 1,436
30,632
23 1,836

114,516
25,336
30,408
170,260

114,500
23,504
30,192
168,196

59,898
3,309
63,207

72.7 10
6,868
79,578

70,851
103
70,954

70,259
70,370

68,748
124
68,872

(7,515)
538,845

15,061
12,755

27,080
20,097

17,958
16,584

11,887
14,456

$ 531,330

$ 27,816

$ 47,177

$ 34.542

$ 26,343

$1,986,373
908,099
1,078,274

$ 1 791 772

$1,764,924
853,290
911,634

$1,744,3 15
826,647
917.668

$1,727,556
798,684
928,872

60,290
244,641
122,278

38,903
122,834

148,914

67,264

253.610

96,143
240,578

229,844

$1,505,483

$1,074,436

$1.314.158

$1,254,389

$1,225,980

$ (154,602)

32,027

Operating Expenses
Fuel for Electric Generation
Power Purchased
Operations IExcluding Fuel), Maintenance, Other
Depreciation
Total Operating Expenses
Interest Expense and Other
Interest
Other - net
Total Interest Expense & Other
Operating Margin
Non-Operating Margin
NET MARGIN

111

SlJMMARY OF BALANCE SHEET
Total Utility Plant
Accumulted Depreciation
Net Utility Plant
Cash and Cash Equivalents
Reserve Account Investments
Other Assets
TOTAL ASSETS
Equities (deficit)
Long-term Debt
Regulatory Liability - Reserve Accounts
Other Liabilities and Deferred Credits
TOTAL LIABILITIESAND EQUITY
ENERGY SALES - MWhs
Member Rural
Member Large Industrial
Smelter Contracts
Other
Total Energy Sales
SOlJRCES OF ENERGY - MWhs
Generated
Purchased
Losses and Net Interchange
Total Energy Available
NET CAPACITY - MWS
Net Generating Capacity Owned
Rights to HMP&L StationTwo
Other Net Capacity Available

879,073
9 12,699

-

-

$ (174,137)

$ (217,371)

$ (251,913)

987,349
24 1,689

1,022,345
465,950

1,041,075
430,685

1,046,846
431,047

$1,505,483

$1,074,436

$1,314,158

$1,254,389

$1,225,980

2,239,445
919,587
2,885,49 1
1,746,438

2,386,9 16
925,793
1.844.677
5.157,386

2,406,446
921,359

2,231,554
956,502
2,062.286
5,250,342

2,262,698
971,243
2,021,365
5,255,306

4,166,916
(91,499)
7,790,961

5,211,789
(54,403)
5,157,386

5,294,138
(43,796)
5,250,342

5,304,878
(49,572)
5,255,306

-

1,459
217
178

-

2,835,789
6,163,594

6,213,682
(50,088)
6,163,594
1,459
217
178

1,459
217
178

1,459
217
178

CORPORATI 0N

201 Third Street (42420)
PO Box 24 (42419-0024)
Henderson, KY

phone 270 827 2561
270 827 2558
www. bigrivers.com

fax

. . . .
Generating Capacity . . . . .
Total Power Capacity .
. .
Employees . . .
. , . .
Member Distribution Systems . .
Counties Reached . . . .
.
MemberConsumersServed. , .
Miles ofTransmissian Line . . .
Total Energy Sales . . . . . .
Total Energy Revenue
. , . .
Incorporated

Big Rivers Electric Corporation is a generation
and transmission cooperative (G&T)
headquartered in Henderson, Kentucky.

~

,

.

I

It i s owned by three distribution system
member cooperatives-Jackson Purchase
Energy Corporation, Kenergy Corp., and
Meade County Rural Electric Cooperative
Corporation-that serve rural members across
22 counties in western Kentucky.

I

I

Big Rivers had total energy sales of almost 5.2
million megawatt-hours (MWh) in 2008. Of the
total sales, 3.3 million MWh were sold to the
member cooperatives.The other 1.8 million
MWh sold were contract or market sales.

~

Average Member Cost

. .

.

I

. June 1961
, .
1,459 MW
. . 1,854 MW
. . . . 1 13
. . . . 3
. . . . 22
. 111,000
. . . . 1,262

~

I

~

~

5,157,386 MWh

. $204,519,278
,

$34.57/MWh

For the years ended December 3 I , 2008,2007,2006, ZOOS, and 2004 I (Dollars in thousands)

27,8 16

47,177

34,542

26,343

22,025

(154,602)

(1 74,137)

(217,37 1)

(251,913)

(278,256)

Capital Expenditures*

22,760

18,682

13,189

12,904

12,203

Cash &Cash Equivalents

38,903

148,914

96,143

67,264

54,89 1

-

-

34,995

55,357

53,518

Times Interest Earned Ratio

1.37

1.64

1.47

1.37

1.32

Debt Service Coverage Ratio

1.17

2.04

1.86

1.79

1.76

Cost of Debt

6.33%

5.76%

5.83%

5.57%

5.35%

Cost of Capital

8.33%

7.75%

7.82%

7.58%

7.38%

Margins
Equity

New RUS Note Voluntary
Prepayment Status

*Big Rivers'shareonly
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In July 1998, Big Rivers leased the
operation of its generationto LG&E
Energy Corp affiliates (now E.ON US.,
LLC). Big Rivers provides power to
the member cooperatives principally
under a power purchase agreement
with certain E.ON U S affiliates.
Transmissionsystem

Big Rivers ElectricCorporation is
a generation and transmission
cooperative (G&T) headquartered
in Henderson, Kentucky. It i s
owned by three distribution system
member cooperatives that serve
rural members across 22 counties in
western Kentucky.
Big Rivers suppliesthe wholesale
power needs of the member
cooperatives and markets surplus
power to non-memberutilities and
power markets.
Member cooperatives

The member cooperatives are
Jackson Purchase Energy Corporation,
headquartered in Paducah;
Kenergy Corp., headquarteredin
Henderson; and Meade County Rural
Electric Cooperative Corporation,
headquartered in Brandenburg.
Combined, they provide retail electric
power and other services to more
than 1 1 1,000 residential, commercial
and industrial members in western
Kentucky.

2

Big Rivers ElectricCorporation

Big Rivers owns, operates, and
maintains its 1,262-mile transmission
system primarily to deliver power to
the three distribution system member
cooperatives. In addition, available
transmissioncapacity is sold to third
parties for moving power into, out of,
or through the Big Rivers control area.
Generation resources

Big Riversowns 1,459 megawatts
(MW) of generating capacity in four
plants:

Power is delivered through 80
substationsowned by Big Rivers or
the member cooperatives and 22
interconnectswith seven surrounding
utilities.

RobertA Reid

130MW

Kenneth C Coleman

455 MW

Robert D. Green

454 MW

The Cooperative difference

D.B. Wilson

420 MW

Big Rivers is constantlyfocused on
the needs and local priorities of the
member cooperatives.Computer
services, economic development,
mapping, planning, safety, marketing
and customer support services are
just a few of the areas in which Big
Rivers is able to provide assistance
when called on to do so.

Owned Generation

1,459 MW

Total power capacity is 1,854 MW,
including rights to Henderson
Municipal Power and Light (HMP&L)
Station Two and contracted
capacityfrom Southeastern Power
Administration (SEPA)
Owned Generation

1,459 MW

HMP&L StationTwo

21 7 MW

SEPA

178 MW

Total Power Capacity

1,854 MW

As a long-standing member of
Touchstone Energy", Big Riversand
the member cooperatives pledge to
serve western Kentucky with integrity,
accountability, innovation and a
commitment to community. Keeping
the cost of electricity low and the
reliability high is a priority.

rl Jackson Purchase Energy

rl Kenergy Corp.
rl Meade County RECC

Green Plant Unit 1,Z
HMPBL Station Two

B\;.Xey3PIant

eade

(270)442-732 1
www.JPEnergy.com

(270)826-3991
www kenergycorp corn

(270)422-2 162
www rncrecc coop

Headquartered: Paducah, KY

Serves: Breckinridge, Caldwell,
Crittenden, Daviess,Hancock,
Henderson, Hopkins, Livingston, Lyon,
McLean, Muhlenberg, Ohio, Union
and Webster

Number of accounts: 29,186

Headquartered: Henderson, KY

Number of accounts 27,969

Miles of line: 2,891

Number of accounts: 54,896

Miles of line. 2,972

Serves: Ballard,Carlisle, Graves,
Livingston, Marshall and McCracken

Serves: Breckinridge, Grayson,
Hancock, Hardin, Meade and Ohio
Headquartered. Brandenburg, KY

Miles of line 6,997
2008 Annual Report
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Like any electric utility, a future
focus and planning for tomorrow
have always been an integral part of
the operations of Big Rivers Electric
Corporation. Being a member-owned
organization means that our planning
always involvesour membersJackson Purchase Energy, Kenergy
Corp, and Meade County RECC-and
their futures, as well. In 2008, these
efforts took on special meaning for
Big Rivers and the members.
An important element of our
focus was the careful preparation
and smooth implementation of a
succession plan for the position of
president and CEO. Successfully
implementing a plan developedin
2006 by Big Rivers'boardof directors
when then CEO Mike Core notified
the board of his planned retirement
in a couple of years, Mark Bailey
was elected president and CEO on
October 17,2008. Bailey, who had
joined Big Rivers on June 1 2007 as
executive vice president, had formerly
been CEO of Kenergy Corp, and prior
to that was employed at American
Electric Power for 30 years. We thank
Mike Core for his fine leadership
the past 12 years and wish him the
very best as he begins his planned
retirement in April 2009.
Another important area of future
focus reached a milestonein early
December when the Kentucky Public
Service Commission held a hearing in
response to an application Big Rivers
had filed with the Commission in late
2007 for approval to"unwind"the
1998 transactionwith certain affiliates
of E.ON I J S .
Since mid-1998, Western Kentucky
Energy, a subsidiary of E ON, has
operated the Big Rivers generating
stations, supplying the wholesale
Big Rivers ElectricCorporation

power needs of Big Rivers and a
portion of the power supply for the
smelters through Kenergy Corp.
Big Rivers was approached in 2003
by E.ON to determinewhether Big
Rivers had an interest in unwinding
the transaction. Since that time,
a major effort and focus involved
negotiating both a termination of that
arrangement and a long-term power
supply for each of Kenergy's two
aluminum smelter customers
Several conditions remain to be
satisfied before there can be a closing
of the proposed unwind transaction,
and a great deal of activity must occur
to successfully implement the longplannedtransition so that Big Rivers
can resume its role of generation
operator. Big Rivers pursued the
unwind because it would position LJS
well for the future: it would provide
Big Riverswith strong financial
metrics, help keep more than 1,400
smelter jobs in western Kentucky
and allow Big Rivers the flexibility
to meet the significant challenges
of wholesale power supply to the
member cooperatives for the longterm power requirements of their
member-owners.
Future planning was not all that was
successfully accomplished by Big
Rivers in 2008; it was also a year of
successful operations. Proving that
the time-consuming effort required to
pursue an unwind transactionwas not
a total distraction, Big Rivers posted
$27 8 million in margins continuing
the strong operating trend begun in
1998.

The future challenges of wholesale
power supply are numerous
and include rising fuel costs,
global climate change and other
environmental issues, transmission
expansion and load growth just to
name a few. In addition, safety and
reliability are important areas of
focus for any utility and they remain
a primary focus for us. As strong
as our relationships are now with
our members and throughout our
industry and the region, we will
strive for an even higher level of
performanceand are confident we
will succeed.
Big Rivers has many strengths, but
by far the biggest is its conscientious
and dedicatedworkforce. Big Rivers is
well positioned with the managerial
expertise and talent, financial
flexibility, and member support and
participation requiredto sustain a
reliable, economical power supply
for western Kentucky.We are proud
to be part of the Big Rivers'team and
look forward to working with all our
stakeholders as we continue to move
ahead.

Mark A. Bailey
President and CEO

'

William Denton
Chair of the Board of Directors

Back row (left to right):
Dr. James Sills,Vice-Chair
Meade County RECC
Wayne Elliott
Jackson Purchase Energy
William Denton, Chair
Kenergy Corp.
Front row [left to right):
Lee Bearden, Secretary-Treasurer
Jackson Purchase Energy
Paul Edd Butler
Meade County RECC
Larry Elder
Kenergy Corp

Bock row (left to right)
AI Yockey, V.P. Enterprise Risk Management
&Strategic Planning
C William Blackburn, Seni0rV.P. Financial&

Energy Services &Chief FinancialOfficer
David Spainhoward, Seni0rV.P. External
Relations &Interim Chief Production Officer
Paula Mitchell, Executive Assistant
lames Miller, Corporate Counsel
James Haner, V P Administrative Services
Front row (left to right):
David Crockett, V.P. System Operations
Mark Bailey, President & CEO
Travis Housley, V.P. Special Projects
Mark Hite,VP. Accounting
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An annual report, by definition,
provides an overview of what
happened in the previous year.
While this report certainly serves
that purpose, a careful reading
also will demonstrate how Big
Rivers continues to look ahead
and position itself for the future.
In 2008, the extensive activity of
Big Rivers'variaus departments
and employees was focused on
providing the best service possible
to the company's three member
cooperatives and their retail
members. At the same time, Big
Rivers continued building on an
already solid foundation to keep
momentum moving forward.The
goal is always to make Big Rivers
an ever-better partner for the
member cooperatives and the
people of western Kentucky.
This strategy of looking ahead
led Big Rivers in 2008 to invest in

new communication technology,
expand transmission systems,
initiate a new risk management
process, reorganize staffing,
and get more involved with
the national renewable energy
movement.
The company transitioned to new
leadership in October 2008 as
Mike Core prepared for retirement.
A strong team of experienced
hands set the stage for an orderly
transition, as Executive Vice
President Mark Bailey assumed the
role of President and CEO.

additional flexibility for response
to challenges and opportunities.
Partnerships with Big Rivers'
member cooperatives were
strengthened, as well. Services
managed by Big Rivers deepened
the relationships with the member
cooperatives and helped them
deliver safe, dependable, low-cost
power to their retail members.
And a t all times, one eye was kept
on the future to make sure that
the actions of today continue to
set the stage for tomorrow.
Safety

The company moved ahead with
its work to"1Jnwind"the lease
agreements with E.ON US. for its
power plants. Significant progress
was made, and if successful, this
move will allow Big Rivers and the
member cooperatives to make an
even greater long-term economic
impact on the region and provide

Safety is a t the heart of everything
that Big Rivers does. The
company provides an extensive
array of training programs for
the member cooperatives and
employees.Topics include the
use of equipment, procedures
for working on live lines and

Big Rivers worked 355
continuous days in 2008
without a lost time incident.

System Operations
Work on system operations
demonstrated both good
stewardship of existing facilities
as well as careful planning for
future needs and opportunities.
All scheduled line, station,
and communication system
maintenance work was completed
along with necessary pole
inspections and change-outs.

de-energized circuits, as well as
all OSHA-required topics such
as trenching, fall protection, and
working in confined spaces. Big
Rivers also spends a great deal of
time on public safety training with
schools, fire departments, and
industry.
Safety achievements in 2008
include:
Big Rivers continues to perform
better than the national average
when it comes to safety. Over
the last five years, the national
average has ranged from 4.4
to 5.4 recordable incidents per
year per 100 workers. Big Rivers
1 13 employees sustained two
recordable incidents in 2008.

A number of new transmission
and communication facilities were
placed into service in 2008:

Skillman tap to Meade
County 17-mile 161kVline
Two 345kV interconnections
with Kentucky Utilities at
Daviess EHV station

Existingtransmission facilities
were upgraded, as well:
Reid plant to Daviess
County reconductored
22 miles of 161kV line
Reid plant to Onton
reconductored 10
miles of 69kV line
Hopkins County to South
Hanson tap reconductored
14 miles of 69kV line
Geneva Junction line
switching replacement
Reid plant 161kV switchyard
9 switches replaced
Relocated 0.75 mile of
Henderson County to Vectren
138kV line out of a wetland area
Transmission system maintenance:
3200 poles inspected
and treated
121 poles replaced

Digital microwave system
expansion into Meade County
RECC and Jackson Purchase
Energy service areas
Patriot Coal Niagara Portal
69kV line (new Kenergy
contract service)
Armstrong Dock 69kV metering
(new Kenergy contract service)

3 1 power transformers tested
369 miles of line right-of-way
treated or cut for vegetation
maintenance
Tested 44 circuit breakers
and overhauled 27
Repaired 21 transmission
line switches
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Other system operations tasks
completed in 2008:
Completed development
of 2009-2011 transmission
construction work plan for
Rural Utilities Service (RUS)
Completed secondary oil
spill containment upgrades
at four stations to meet new
Environmental Protection
Agency (EPA) regulation

Found fully compliant with
North American Electric
Reliability Corporation (NERC)
operating standards via
compliance program audit
by Southeastern Electric
Reliability Council (SERC)
Finalizeddevelopment of shortand long-term communication
system plans for the Unwind
Substantially completed the
design phase of two-way
radio system replacements
for Big Rivers and the
member cooperatives

Enterprise Risk Management
The relationship between a
company's strategic plans and
various key risk factors is a critical
element in how the organization
moves into the future. During
2008, Big Rivers initiated its
enterprise risk management
function, taking a disciplined and
consistent approach to identify,
communicate, and manage risks.
Rating agencies, regulators,
creditors, and members all watch
a company's risk management
closely. Specific policies are now
in place covering a variety of areas
such as energy risk assessment,
financial issues, trading
sanctions, safety, and economic
development.
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Strategic Planning
The environment for Big Rivers has
changed dramatically with rising
fuel costs, crisis in the worldwide
financial markets, environmental
concern about carbon
sequestration, aging infrastructure
and aging workforce.

As Big Rivers continues with the
Unwind transaction, it will make
adjustments in its operations,
plans, risk management, and
strategies to meet the challenges
of this opportunity. If Big Rivers
remains in the existing pretlnwind arrangement, then it
will continue to enhance its
present operations, plans, risk
management and strategic
planning activities.

RenewabPe Energy
Big Rivers is well positioned in
the national renewable energy
movement. Power supplies of
the future will include a growing
emphasis on renewable energy as
these sources gain more attention,
popularity, and viability.
In the tradition of working
together, cooperatives across
the country have formed the
National Renewables Cooperative
Organization (NRCO) to promote
and facilitate the development of
renewable energy resources.

Locally, Big Rivers began making
renewable energy available to
the member cooperatives in
2007 through a program called
EnviroWatts.This program
supports operation and
production of energy generated
from renewable resources
in western Kentucky. Retail
members of Big Rivers' member
cooperatives may buy this
environmentally friendly power in
100 kWh blocks.
Membership in the NRCO is open
to generation and transmission
cooperatives (G&Ts) and
distribution cooperatives with the
legal ability to buy power in the
wholesale market. Big Rivers was
one of 24 founding members of
the organization, which formed in
November 2008.
The NRCO will allow cooperatives
to pool their expertise so that the
knowledge base of Cooperatives
with experience in developing
renewable energy will be
available to all. At the outset, the
NRCO will serve in a consulting
capacity, evaluating renewable
resource opportunities, facilitating
participation in renewable energy
projects and assist in creating
optimal arrangements for
members like Big Rivers.
The NRCO will also assist
cooperatives in the on-going
management of renewable
resources.

Big Rivers continues to evaluate
renewable energy sources
along with the regulatory and
legislative efforts that impact
development of additional sources
of generation.

y Efficiency Education
Big Rivers continued to assist
the member cooperatives in
educating their retail members
about energy efficiency, continued
distributing thousands of energysaving compact fluorescent light
bulbs, and developed localized
advertising campaigns to support
these efforts.
Kenergy and Jackson Purchase
Energy held their first Home
Energy Expos in 2008, while
Meade County RECC hosted its
second annual expo. On average, a
thousand customers from each of
the cooperatives attended.

Power Supply
Ultimately, the goal of those
responsible for power supply a t
Big Rivers is to ensure there is
enough power available when it i s
needed by effectively managing
available resources. A variety of
approaches help accomplish this
goal.
Big Rivers has been a member/
owner of ACES Power Marketing,
one of the nation's largest
electricity traders, since January
2003. ACES operates as an energy
risk management and hedge
manager. Memberhwners like

also to diversify its supply to
better protect the interests of the
member cooperatives.
information Technology

Goad communication is vital to
the work of Big Rivers, whether it
is between the company and the
member Cooperatives or among
the automated systems within
Big Rivers'extensive operations.
Whether the purpose is improved
safety, convenience, efficiency,
or simply to keep everyone
better informed, Big Rivers took
a number of steps in 2008 to
enhance information technology.

Big Rivers actively participate by
utilizing the ACES infrastructure
and resources to assess their risks
and execute specific, customized
portfolio strategies.
A portion of the power delivered
to member cooperatives by
Big Rivers is produced by
hydroelectric dams operated by
the U.S. Army Corps of Engineers.
Big Rivers contracts 178 MW
from the Southeastern Power
Administration (SEPA) which
markets power from the dams.
This is another example of the
commitment of Big Rivers to
deliver renewable energy and
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Integrated voice recorder
(IVR) was interfaced to the
Geographic Information System
(GIS) and Customer Information
System (CIS) to automatically
handle customer outage call-ins.
Big Rivers and the member
cooperatives developed the
Check RemittanceSystem
that allows the cooperatives
to use the "Check21"feature.
This feature interfacesdirectly
to the bank for check imaging
and faster turnaround.
Big Rivers continued
efforts to comply with the
Energy Act of 2005.

EnvironmentalCompliance

Because of the myriad of
environmental regulations placed
on utilities at the state and federal
levels, Big Rivers provides training
and services to keep the member
cooperatives in compliance. In
addition to conducting annual
training sessions required by
OSHA and the EPA, Big Rivers also
assists the member cooperatives
with a host of other environmental
rules and regulations, assists in
preparing specific environmental
related reports, and provides
consultation to the member
cooperatives if a chemical is
accidentally released into the
environment.

legislative issues
Big Rivers monitors and reacts
to legislative issues impacting
its business, the member
cooperatives and the electric
industry as a whole.

Stietusofthe”Unwind”

A number of regulatory case filings
were submitted to the Kentucky
Public Service Commission in
2008.The continuing effort to
unwind the lease agreements with
affiliates of E.ON US. remained on
the front burner as the process
moved forward, A number of
other regulatory issues were
addressed in addition as the
country continues to evaluate
energy supply options, such as
renewable energy and energy
efficiency improvement.

Economic Development
Despite an ailing economy in late
2008, Big Rivers experienced a
high level of interest in economic
development projects. Available
natural resources drew the
interest of multiple renewable
energy projects such as c.arbon
sequestration, photovoltaic, biofuels, algae, ethanol, and coalrelated inquiries. Furthermore, Big
Rivers encountered a steady flow
of projects focused in automotive
manufacturing, steel, aluminum,
and various other energy intensive
projects during 2008.

Big Rivers is continuing to pursue
the early termination of its lease
agreements with affiliates of
E.ON US. - the process known
as the Unwind. While Big Rivers‘
financial position has consistently
improved over the eleven years
that the lease has been in place,
it would be beneficial in the long
run to resume control of the
company’s generating facilities.

A successful IJnwind would
provide a strong balance sheet,
tremendous financial and
operational flexibility for response
to changing market conditions,
the ability to be a more dynamic
player in regional economic
development, and the renewed
chance for Big Rivers to chart its
own future.
In addition, it would help
safeguard thousands of jobs
in western Kentucky related to
the RioTinto Alcan and Century
aluminum smelters by providing
long-term power agreements
that help the smelters remain

competitive. This significant list
of benefits continues to drive the
Unwind process.
The tumultuous year in the
world’s financial markets in
2008 had an impact on the
Unwind process, with Big Rivers
ultimately terminating the saleleaseback arrangement of the
Wilson &Green plants. Details
of the Unwind plan were filed
with the Kentucky Public Service
Commission (PSC) in October
for review and approvaLThe
transaction also needs signoff from Big Rivers’member
cooperatives, other creditors, the
parent companies of the smelters,
and Henderson Municipal Power
&Light.
Considering the continuous
improvement in performance by
Big Rivers over the past eleven
years, the future looks bright
whether the Unwind is completed
or not. But should this landmark
transaction be closed successfully,
Big Rivers and the member
cooperatives will be in a far
stronger position than ever before.
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"The billing support that we get through Big Rivers is an important part
of creating a positive experience between Meade County RECC and
our members. Obviously, those bills have to be right and we have to be
responsive if there's ever a question, and we trust Big Rivers to make that
happen

Burns Mercer, President & CEO

12 Big Rivers Electric Corporation

Another example of the partnership that we have with Big Rivers is the
Energy Expo that we produced for our members in 2008. Big Rivers helped
in developing education initiatives, arranging for exhibitors, and providing
us with communication materials and marketing support, as well.They are
a tremendous resource for us on a day-to-day basis."

"When we are ralking to a company considering locating or expanding
in our service area, Big Rivers works with us on quoting power rates and
providing other economic development assistance Because of this service,
we are a strong player in creating new jobs and opportunities in our

The incentives for residential customers, offered Through Big Rivers,
efficiency measures"
Sandy Novick, President & CEO

"One outstanding area of our partnership with Big Rivers is in customer
service training. We consistently get some of the highest scores in the
country on customer satisfaction surveys, and the assistance that Big Rivers
provides in training and in assessing what our members think is a key to
that success.
In addition, our relationship with our commercial and industrial accounts
i s enhanced through the energy audits that Big Rivers conducts for us
with them. Whether a question arises because of an unusual change in a
member's bill or merely through curiosity about his or her overall energy
use, the audits performed by Big Rivers provide good information and
enhance our relationshipswith our members."

Kelly Nucltols, President & CEO
Jackson Purchase Energy
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Working toward the future in a respansibleway means recognizing that
the world is truly a global community in which every part affects another.
In this spirit, Big Rivers and the member cooperativescontinued in 2008
to lend expertise, equipment, financial support, and human resources
to the Philippine Project-an NRECA humanitarian effort to bring
sustainable development to the island of Mindanao, Philippines.
The heart of the project is the extension of electric distribution lines
to remote villages. After power arrives, program managers work with
electric cooperatives based in the Philippines to help local residents
develop income-producing projects.Technical expertise and lowinterest loans are provided, both to start new businesses and to wire
homes for electricity.The effort has funded agricultural projects, sewing
cooperatives, a furniture shap, welding businesses, an auto repair shop,
and the financing of two small, motorized fishing boats. In addition, local
schools have been given donated textbooks, desks, Computers, and other
supplies.
Big Rivers and the member cooperativesare vital players in the Philippine
Project, providing electrical equipment, engineering assistance, financial
donations, and overall supervision. In 2008, 159 used transformers, three
69kV oil circuit breakers, two meter test boards and nine single-phase
breakers were shipped along with 14 computers.
To date, more than 31 villages have been energized and over 400
computers and 4,000 pounds of text books have been distributed to
schools. House wiring loans have been extended to over 450 homes
and more than 50 livelihood projects have been started.This equates to
more than 7,500 people directly impacted by the project, realizing better
lives as a result of Big Rivers and the member cooperatives'efforts. Seven
additional villages have been approved for electrification in 2009.
The driving force behind Big Rivers'involvement has been Travis Housley,
vice president special projects. He has made 17 trips to the Philippines
to lend his considerable expertise in planning, engineering, and overall
facilitation of these extensive efforts. He plans to retire in 2009.The
Philippine Project has flourished during his tenure, and his legacy
is a strong program undergirded by faith, hard work, and the active
participation of electric cooperativesacross the country.
Post retirement,Travis will carry on his work in the Philippines,which
former President & CEO Mike Core called"an effort to offer an alternative
to terrorism as a reaction to poverty""Suchefforts promise a brighter
future for these villages, the entire Philippines archipelago, and the world.

It’s About The ”We”
I have been told that I am the
first CEO at Big Rivers to reach a
normal retirement. On the cusp
of retirement, I am granting
myself the liberty of making a few
observationsabout Big Rivers.

Big Rivers is a resilient organization.
It has seen i t s share of rough
times, but has always found a way
to work through them. When I
arrived in early 1997, Big Rivers
was in bankruptcy and it was a
hectic and chaotic time, but we
made it. Its successes in the past
eleven years were due not to any
specific individual, but entirely to
the ”we” effort.
The”we”is about Big Rivers’board
and the member cooperatives
setting a course to correct its
financial ills, because we knew that
success would come from working
together and not separately.The
“we”inc1udes a dedicated group
of professionals and consultants
who take much more than just a
professional interest.The”we” also
involved improving relationships
and working with our regulators,
creditors and other businesses
associated with Big Rivers.
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Perhaps the most important
”we”is our dedicated group of
employees who certainly were
not the cause of rough times, but
were roughed up a time or two
as a result of them. I have always
told our employees that they are
our most important asset, even
though you won’t find them on
the balance sheet.
As I leave Big Rivers, I leave
with the satisfaction of working
together to achieve successes
and strengths, which will afford
stability and flexibility in meeting
future challenges. I will depart
being grateful that I was permitted
ro be a part of the”we.”

Big Rivers‘success will continue
because it‘s all about the”we:’

Michael Core
President and CEO
1996-2008

community lost footing and were
"downgraded" by rating agencies.

The year 2008 began with an
expanding economy and a
continuing rise in energy prices
as global demand for energy
resources pushed supply. As a
result, electric generation costs
continued to rise throughout the
first half of the year as fuel costs
set new peaks in the US.

One of those financial institutions
was Ambac FinancialGroup, Inc.
(Ambac), which provided credit
enhancement for the Big Rivers
sale-leaseback and continues to
provide credit enhancement for
the pollution control bonds.

Beginning around the third
quarter, it was evident the
world was entering what would
later likely be called the worst
economic downturn since World
War II. Demand for oil, gas and
coal quickly collapsed and
prices plummeted. As a result,
the market for electricity in the
Southeast US. also took a plunge.
Financial institutions were sent
into a tail-spin in an undercurrent
of fear regarding toxic. debt and
a renewed sense of risk aversion.
Many pillars of the financial

As a result, Big Rivers was required
to find another guarantor for
the sale-leaseback, but with
the financial markets in chaos,
Big Rivers was unable to locate
a financial institution with the
appropriate c.redit rating that
was willing to provide support.
Therefore, during 2008 Big Rivers
negotiated a cash buyout of the
sale-leaseback it entered in 2000.
Net margins

While Big Rivers considers $27.8
million net margins a very good

year, six items account for the
$19.4 million reduction in margins
realized in 2008 vs. the $47.2
million of 2007.
First, Big Rivers intensified its
work toward an"unwind"of the
1998 transaction with certain
affiliates of E.ON US. Accordingly,
significant professionalservices
costs were incurred in 2008, $1.5
million more than in 2007.
Second, resulting from the credit
downgrade of Amhac, interest
rates on the $142.1 million
pollution control bonds increased
significantly during the latter part
of 2008, $5.2 million more than in
2007.
Third, the resulting buyout of the
2000 sale-leaseback significantly
reduced Big Rivers'cash reserves.
In addition, investment interest
rates significantly declined

Net Margins
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during 2008,Together, these two
factors account for the significant
reduction in interest income, $3.6
million less than in 2007.
Fourth, the net sale-leaseback
buyout cost is being amortized
over its original life, through 2027.
The 2008 amortization expense
reduced margins $1.7 million
more than in 2007.

Fifth, sinc.e consummating the
sale-leaseback in 2000, Big Rivers
has been paying alternative
minimum tax.The buyout and
termination of the sale-leaseback
results in it being unlikely that
Big Rivers will become a regular
taxpayer when its remaining
net operating loss carryforward
expires. Accordingly, the
associated deferred tax asset, $5.9
million, was expensed in 2008. No
such expense was recognized in
2007.

Finally, Big Rivers realized a
reduction in net sales margin of
$2.2 million for 2008 vs. 2007, as
discussed in the next few sections.

Electric energy i e v e i ~ ~ e

Revenue earned from arbitrage
and other sales returned to a
normal level in 2008, following a
considerable increase in 2007 due
to forward market sale activity of
51,089 megawatt-hours, and the
pass-through sale of 1,129,589
megawatt-hours for certain large
industrial members of Kenergy
Carp., one of Big Rivers’member
distribution cooperatives.
This reduction of resale power
led to a drop in electric energy
revenue of $57.4 million dollars in
2008 vs. 2007.Total member tariff
revenue increased by $1.2 million
in 2008.
Wholesalle member rates

Big Rivers’wholesale rates
continue to be among the lowesr
in the nation. A member rate
discount of 3.3 percent, which had
been in effect since April 2000,
was discontinued on September
1,2008.This benefit t o members
came from the April 2000 saleleaseback and ended with the
buyout and termination of that
agreement.

Electric Energy Revenue

Energy Sales

Dollars in millions

Megawatt-hours (MWhs) in millions

2000

Even with the member rate
discount no longer in place,
average wholesale prices to
members increased only slightly
from $34.04 per megawatt-hour in
2007 to $34.57 per megawatt-hour
in 2008.
Member sales to rural loads
totaled 2.4 million megawatthours in 2008,The average
wholesale price per megawatthour for rural loads was $35.90, up
from $35.22 per megawatt-hour
in 2007. Sales to large industrial
customers totaled 926 thousand
megawatt-hours in 2008, and the
price increased from an average of
$30.96 per megawatt-hour in 2007
to $31.12 per megawatt-hour in
2008.
The member tariff net sales
margin increased $0.9 million in
2008 vs. 2007.

Once the power supply needs of
the members have been met, Big
Rivers markets surplus power to
non-member utilities and power
markets.
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A decrease in the wholesale pawer
markets, the downturn in the
economy, and a drop in price for
natural gas led to lower pric.es in
2008 on arbitrage and other sales.
Net sales margin on arbitrage and
other sales dec.reased $3.1 million
in 2008 vs. 2007.
The net sales margin on arbitrage
and other sales since the inception
of the lease agreement in 1998 i s
in excess of $240 million, which
has significantly improved Big
Rivers'equity position.

lines &letters of credit
Big Rivers holds a line of credit
with National Rural Utilities
Cooperative Finance Corporation
(NRUCFC) for $15 million.The
line of credit has an underlying
$15 million master letter of credit
facility for supporting off-system
sales.

$2 million.That letter of credit
remained outstanding as of
December 3 1,2008.

A letter of credit was also required
for a construction agreement
with Kentucky Utilities related
to Armstrong Coal service of
$670,000, which remained
outstanding as of December 31,
2008.

Big Rivers'equity position
improved significantly, from a
negative equity of $174.1 million
in 2007 to a negative equity of
$154.6 million in 2008.
Cash flow
Thanks to the cash reserve Big
Rivers was able to build over
the years, it was in a position to
negotiate the sale-leaseback cash
and promissory note buyout with
the equity participants in that
transaction during 2008.

For participation in the Midwest
Independent Transmission
Operator (MISO) Energy Market,
a letter of credit was required
from Big Rivers in the amount of

Big Rivers'cash reserves were
significantly reduced. Big Rivers'
year-end 2008 cash position was
$38.9 million, vs. $148.9 million a t
year-end 2007.

The "Unwind"
The Kentucky Public Service
Commission offered its conditional
approval of the"unwind"
transaction in March of 2009.
Assuming that the final pieces of
the complex plan fall into place,
Big Rivers anticipates closing the
"unwind" transaction in 2009.
An "unwind"clasing will return
to Big Rivers the operation of its
owned and leased generation
facilities. Big Rivers will be able
to resume its historic role as a
generation and transmission
cooperative, providing low-cost
power, assisting in economic
development, and helping
improve the quality of life
throughout western Kentucky.

But with the buyout resulting in a
$107.1 million net cash payment,
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To the Board of Directors of

Big Rivers ElectricCorporation:
We have audited the accompanying balance sheets of Big Rivers ElectricCorporation (the”Company”)as of
December 3 1,2008 and 2007, and the related statements of operations, equities (deficit),and of cash flows for
each of the three years in the period ended December 31,2008.These financial statements are the responsibility
of the Company‘s management Our responsibilityis to express an opinion on these financial statements based
on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller Generalof the United 5tates.Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purposeof expressing an opinion on the effectiveness
of the Company’s internal control over financial reporting. Accordingly,we express no such opinion. An audit
also includesexamining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accountingprinciples used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.We believe that our audits provide a reasonable basis for
our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Big Rivers Electric Corporation as of December 31,2008 and 2007, and the results of its operations
and its cash flows for each of the three years in the period ended December 31,2008, in conformity with
accounting principlesgenerally accepted in the United States of America.
In accordance with Government Auditing Standards, we have also issued a report dated March 23,2009, on
our considerationof Big Rivers Electric Corporation‘s internal control over financial reporting and our tests of
its compliancewith certain provisions of laws, regulations, contracts, and grant agreements.The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over financial reporting or
on compliance That report i s an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in consideringthe results of our audit.

March 23,2009
Member of
Oeloitte Touche Tohmatsu
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As of December 37,2008 and 2007 I (Dollars in thousands)

UTILITY PLANT-Net

2008

2007

$ 912,699

$ 91 1,634

-

RESTRICTEDINVESTMENTSUNDER LONG-TERMLEASE
OTHER DEPOSITS AND INVESTMENTS-At Cost

4,693
--

4,240

38,903
20,464
756
450

148,914
26,683
768
131

60,573

176,496

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Total current assets
DEFERRED LOSS FROMTERMINATIONOF SALE-LEASEBACK

---

DEFERRED CHARGES AND OTHER
TOTAL

192,932

76,OO 1

-

20,470

28,856
-~

$ 1,074,436

$ 1,314,158

$ (154,602)

$ (174,137)

987,349
-

1,022,345
183,891

832,747

1,032,099

51,771
9,336
5,832
3,134
-~8,018

39,392
13,038
4,932
3,014
7,81 1

5
CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Total capitalization
CURRENT LIABILITIES:
Current maturities of long-term obligations
Purchasedpower payable
Accounts payable
Accrued expenses
Accrued interest

78,091

68.187

10,955
145,145
7,498

15,537
53,480
141,370
3,485

163,598
--

21 3,872

$ 1,074,436

$ 1,314,158

Total current liabilities
DEFERRED CREDITS AND OTHER:
Deferred lease revenue
Deferred gain on sale-leaseback
Residualvalue payments obligation
Other
Total deferred credits and other

-

-_.-

COMMITMENTSAND CONTINGENCIES (see note 13)
TOTAL

See notes to financial statements.
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For the years ended December 3 I , 2008,2007 and 2006 I (Dollars in thousands)

2008

POWER CONTRACTS REVENlJE

LEASE REVENUE
Total operating revenue

2007

2006

$ 214,758

$ 271,605

$ 200,692

58,423

58,265

57,896

273,181

329,870

258,588

1 14,643

169,768

114,516

28,600

27,196

2 1,684

4,258

4,240

3,652

31,041

30,632

30,408

178,542
-__

23 1,836

170,260

94,639

98,034

88,328

65,719

60,932

60,754

OPERATING EXPENSES:
Operations:
Power purchased and interchanged
Transmission and other
Maintenance
Depreciation and amortization
Total operating expenses
ELECTRIC OPERATING MARGIN
INTEREST EXPENSE AND OTHER:
Interest

9,9 19
-

9,505

-

-

-- 123

103

111

79,578

70.954

70,370

15,06 1

27,080

17,958

Interest income on restricted investments under
long-term lease

8,742

12,48 1

12,069

Interest income and other

4,O 1 3

7,616

4,5 15

12,755

20,097

16,584

$ 27,816

$ 47,177

$ 34,542

Interest on obligations related to long-term lease
Amortizationof loss from termination of long-termlease
Income tax expense
Other-net
Total interest expense and other
OPERATING MARGIN

6,99 1
81 1
5,934

-

NON-OPERATING MARGIN:

Total non-operating margin

NET MARGIN
See notes to financialstatements.
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For the years ended December 3 1,2008,2007 and 2006 I (Dollars in thousands)

Other Equities

BALANCE - December 31,2005

Accumulated
Deficit

Donated
Capital and
Memberships

$ (251,913)

$ (256,358)

$ 764

$ 3,681

764

3,681

764

3,681

-

34,542

34,542

(217,371)

(221,816)

Net margin/ total comprehensive income

47,177

47,177

FA5 158 adoption

(3,943)

Net margin/ total comprehensive income

BALANCE - December 31,2006

BALANCE - December 31,2007

Consumers'
Contributions
to Debt
Service

Total
Equities
(Deficit)

Accumulated
Other
Comprehensive
Income

$

-

-

-

(174,137)

(174,639)

Net margin

27,8 16

27,8 16

FA5 158 funded status adjustment

(828 1)
19,535

(3,943)

Comprehensiveincome

Total comprehensive income

-

BALANCE December 31,2008

$ (154,602)

-

-

-

-

-

-

--

-

-

$ (146,823)

$764
-

$3,681

(8,28 1)

-

$ (12,224)

See notes to financialstatements.
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For the years ended December 3 7,2008,2007 and 2006 I (Dollars in thousands)

Net margin
Adjustments to reconcile net margin to net cash
provided by operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
Decrease in deferred AMT IncomeTaxes
Amortization of deferred gain on sale-leaseback
Amortization of deferred loss on sale-leaseback
Deferred lease revenue
Residual value payments obligation gain
Increase in RUS ARVP Note
Increase in New RUS Promissory Note
Increase in obligations under long-term lease
Changes in certain assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other-net

2007

200%

CASH FLOWS FROM OPERATING ACTIVITIES:

$ 27,816

$ 47,177

34,320
(2,502)
5,035
( 1,998)
81 1
(4,582)
(6,748)
5,841
2,749

33,866
(6,242)

6,218
12
(3 19)
1,87 1
(3,702)
899
327
(4,940)

(8,934)
43
3,477
(2,429)
3,818
1,566
1,033
(5,465)

61,108

84,553

(22,760)
222,739
(401)

( 18,682)

199,578
-

( 1 9,106)

Net cash provided by operating activities

-

(2,900)
(1,779)
(639 1)
5,572
15,761
6,580

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures
Proceeds from disposition of investments related to sale-leaseback
Other deposits and investments
Net cash used in investing activities

(424)

CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations
Payments upon termination of sale-leaseback
Net cash used in financing activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

(40,838)
(329,859)

( I 2,676)
-

- (370,697)

(1 2,676)

(24,2 74)

(1 10,011)

52,77 1

28,879

148,914

96,143

67,264

148,914

$ 96,143

$ 45,600

$ 47,277

$

$

CASH AND CASH EQUIVALENTS-Beginning of year
CASH AND CASH EQUIVALENTS-End of year

$ 38,903

$

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for taxes
See notes to financialstatements.
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$ 74,819
$

1,220

420

375

AS OF DECEMBER 3 I , 2008 AND 2007, AND FOR EACH OF THE THREE YEARS IN THE PERlOD ENDED DECEMBER 3 I ,
2008,2007, AND 2006 (Dollars in thousands)
1. ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

General Information-Big Rivers Electric Corporation ("Big
Rivers"or the"Company"), an electric generation and transmission
cooperative, supplies wholesale power to its three member
distribution cooperatives (Kenergy Corp., Jackson Purchase
Energy Corporation, and Meade County Rural Electric Cooperative
Corporation) under all requirements contracts, excluding the
power needs of two large aluminum smelters (the"A1uminum
Smelters"), sells surplus power under separate contracts to
Kenergy Corp. for a portion of the Aluminum Smelters load, and
markets power to nonmember utilities and power marketers.
The members provide electric power and energy to industrial,
residential,and commercial customers located in portions of
22 western Kentucky counties The wholesale power contracts
with the members extend to January 1,2023. Rates to Big
Rivers'members are established by the Kentucky Public Service
Commission (KPSC) and are subject to approval by the Rural
Utilities Service (RUS) The financial statements of Big Rivers
include the provisions of Statement of FinancialAccounting
Standards (SFAS) No 71, Accounting for the Effects ofcertain Types
offtegulation, which was adopted by the Company in 2003, and
gives recognition to the ratemaking and accounting practices of
the KPSC and RUS
In 1999, Big Rivers Leasing Corporation (BRLC) was formed as a
wholly owned subsidiary of Big Rivers BRLC's principal assets are
the restricted investments acquired in connection with the 2000
sale leaseback transaction discussed in Note 4
Principles o f Consolidation-The financial statements of Big
Rivers include the accounts of Big Rivers and its wholly owned
subsidiary, BRLC All significant intercompany transactions have
been eliminated
Estimates-The preparation of the financial statements in
conformity with accounting principles generally accepted in
the United States requires management to make estimates
and assumptions that affect the reported amounts ofassets,
liabilities, revenues and expenses, and disclosure of contingent
assets and liabilities The estimates and assumptions used
in the accompanying financial statements are based upon
management's evaluation of the relevant facts and circumstances
as of the date of the financial statements Actual results may differ
from those estimates
System ofAccounts-Big Rivers'accrual basis accounting policies
generally follow the Uniform System of Accounts as prescribed
by the RUS Bulletin 17676-1, as adopted by the KPSC These
regulatory agencies retain authority and periodically issue orders
on various accounting and ratemaking matters
Revenue recognition-Revenues generated from the Company's
wholesale power contracts are based on month-end meter
readings and are recognized as earned In accordance with SFAS
No 13, Accounting for Leases, Big Rivers'revenue from the Lease

Agreement is recognized on a straight-line basis over the term of
the lease. The major components of this lease revenue include
the annual lease payments and the Monthly Margin Payments
(described in Note 2).
In conjunction with the Lease Agreement, Big Rivers expects
to realize the minimum lease revenue for the years ending
December 31, as follows:
Year
2009
2010
201 1
2012
2013
Thereafter

Amount

$ 52,332
52,332
41,291
35,076
35,076
350,756
$ 566,863

Utility PlantandDepreciation-Utility plant is recorded at
original cost, which includes the cost of contracted services,
materials, labor, overhead, and an allowance for borrowed funds
used during construction. Replacements of depreciable property
units, except minor replacements, are charged to utility plant
Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of $250 or more
before consideration of such allowance.The interest capitalized is
determined by applying the effective rate of Big Rivers'weightedaverage debt to the accumulated expenditures for qualifying
projects included in construction in progress.
In accordance with the terms of the Lease Agreement, the
Company generally records capital additions for Incremental
Capital Costs and Nonincremental Capital Costs expenditures
funded by E.ON US. (formerly LG&E Energy Corporation) as utility
plant to which the Company maintains title. A corresponding
obligation to EON US. is recorded for the estimated portion
of these additions attributable to the ResidualValue Payments
(see Note 2). A portion of this obligation is amortized to lease
revenue over the useful life of those assets during the remaining
lease term. For the years ended December 3 1,2008 and 2007,
the Company has recorded $10,728 and $8,359, respectively, for
such additions in utility plant.The Company has recorded $6,748,
$6,591,and $6,187 in 2008, 2007, and 2006, respectively, as
related lease revenue in the accompanying financial statements.
In accordance with the Lease Agreement, and in addition to the
capital costs funded by E ON US. (see Note 2) that are recorded
by the Company as utility plant and lease revenue, E.ON US also
incurs certain Nonincremental Capital Costs and Major Capital
Improvements (as defined in the Lease Agreement) for which
they forego a Residual Value Payment by Big Rivers upon lease
termination. Such amounts are not recorded as utility plant
or lease revenue by the Company. A t December 31,2008, the
cumulative Nonincremental Capital Costs amounted to $6,618
(unaudited).
E ON U S has constructed a scrubber (Major Capital Improvement)
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at Big Rivers'Coleman plant The scrubber achieved commercial
acceptance in January 2007.The project cost $97,495 (unaudited),
No amounts related to this project are recorded in the Company's
financial statements.
Depreciation of utility plant in service is recorded using the
straight-line method over the estimated remaining service
lives, as approved by the RUS and KPSC.The annual composite
depreciation rates used t o compute depreciation expense were as
follows:

.

Electric plant-leased .
Transmission plant. . .
General plant . , , , .
I

I

,
I

I

. 1.60%-2.47%
1.76%-3.24%
1.1 1%-5.62%
I

.

For 2008,2007, and 2006, the average composite depreciation
rates were 1.85%, l.BS%, and 1.86%, respectively.At the time
plant is disposed of, the original cost plus cost of removal
less salvage value of such plant is charged to accumulated
depreciation, as required by the RUS
Impairment Review o f Long-LivedAssets-Long-lived assets are
reviewed as facts and circumstances indicate that the carrying
amount may be impaired. This review is performed in accordance
with SFAS No. 144, Accounting for the lmpairment or Disposal
afLang-LivedAssets. SFAS No. 144 establishes one accounting
model for all impaired long-lived assets and long-lived assets to
be disposed of by sale or otherwise. SFAS No 144 requires the
evaluation for impairment involve the comparison of an asset's
carrying value to the estimated future cash Rows the asset is
expected to generate over i t s remaining life. If this evaluation
were to conclude that the carrying value of the asset is impaired,
an impairment charge would be recorded based on the difference
between the asset's carrying amount and its fair value (less
costs to sell for assets to be disposed of by sale) as a charge to
operations or discontinued operations.
RestrictedInvestments-Investments are restricted under
contractual provisions related to the sale leaseback transaction
discussed in Note 4.These investments have been classified as
held-to-maturity and are carried a t amortized cost
Cash andcash Equivalents-Big Rivers considers all short-term,
highly-liquid investments with original maturities of three months
or less to be cash equivalents.
h o m e Toxes-As a taxable cooperative, Big Rivers is entitled to
exclude the amount of patronage allocations t o members from
taxable income Income and expenses related to nonmember
operations are taxable to Big Rivers. Big Rivers and BRLC file a
consolidated Federal income tax return and Big Rivers files a
separate Kentucky income tax return.
Patronage Capital-As provided in the bylaws, Big Rivers
accounts for each year's patronage-sourced income,
both operating and nonoperating, on a patronage basis
Notwithstanding any other provision of the bylaws, the amount to
be allocated as patronage capital for a given year shall not be less
than the greater of regular taxable patronage-sourced income or
alternative minimum taxable patronage-sourced income
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Derivatives-Management has reviewed the requirements of
SFAS No 133, Accounting for Derivative lnstrumentsand Hedging
Activities, as amended and interpreted, and has determined that
all contracts meeting the definition of a derivative also qualify for
the normal purchases and sales exception under SFAS No 133.
The Company has elected the Normal Purchase and Normal Sale
exception for these contracts and, therefore, the contracts are not
required to be recognized at fair value in the financial statements.
New Accounting Pronouncements-In February 2007, the FASB
issued SFAS No. 159, The Fair Value Option for FinancialAssets and
FinancialLiabilities - including an amendment of FASB Statement
No. 115, which i s effective as of the beginning of an entity's first
fiscal year that begins after November 15,2007.The fair value
option established by this Statement permits all entities to choose
to measure eligible items at fair value at specified election dates.
A business entity shall report unrealized gains and losses on items
for which the fair value option has been elected in earnings at
each subsequent reporting date.The fair value option a) may be
applied instrument by instrument; b) is irrevocable (unless a new
election date occurs); and c) is applied only to entire instruments
and not to portions of instruments The Company has not elected
to record any financial assets or liabilities at fair value under this
standard.
In March 2008, the FASB issued SFAS No. 161, Disclosures about
Derivative lnstruments andHedging Activities - an Amendment
ofFASBStaternentNa 133. SFAS 161 enhancesthe current
disclosures under SFAS 133 and requires that objectives for using
derivative instruments be disclosed in terms of underlying risk
and accounting designation in order to better convey the purpose
of derivative use in terms of the risks that the entity is intending
to manage. Entities are required to provide enhanced disclosures
about (a) how and why an entity uses derivative instruments,
(b) how derivative instruments and related hedged items are
accounted for under Statement 133 and its related interpretations,
and (c) how derivative instruments and related hedged items
affect an entity's financial position, financial performance, and
cash flows. SFAS 161 is effective for financial statements issued
for fiscal years beginning after November 15,2008.The Company
will adopt SFAS 161 on January 1,2009, and the impact is not
expected to be material to the Company's financial position or
results of operations
2. LG&E LEASE AGREEMENT

On July 15, 1998 ("Effective Date"), a lease was consummated
(''Lease Agreement"). whereby Big Rivers leased its generating
facilities to Western Kentucky Energy Corporation (WKEC),a
wholly owned subsidiary of E.ON U 5 Pursuant to the Lease
Agreement, WKEC operates the generating facilities and maintains
title to all energy produced Throughout the lease term, in
order for Big Rivers to fulfill its obligation to supply power to its
members, the Company purchases substantially all of its power
requirements from LG&E Energy Marketing Corporation (LEM),
a wholly owned subsidiary of E ON U.S., pursuant to a power
purchaseagreement
Big Rivers continues to operate its transmission facilities and
charges LEM tariff rates for delivery of the energy produced by
WKEC and consumed by LEM's customers The significant terms of
the Lease Agreement are as follows:

1.
WKEC leases and operates Big Rivers'generation facilities
through 2023.

/I.

Big Rivers retains ownership of the generation facilities both
during and at the end of the lease term.
111. WKEC pays Big Rivers an annual lease payment of $30,965
over the lease term, subject to certain adjustments.

1V. On the Effective Date, Big Rivers received $69,100
representing certain closing payments and the fir5t two years
of the annual lease payments. In accordance with SFAS No. 13,
Accounting forLeases, the Company amortizes these payments to
revenue on a straight-line basis over the life of the lease
V. Big Rivers continues to provide power for its members,
excluding the member loads serving the Aluminum Smelters,
through its power purchase agreements with LEM and the
Southeastern Power Administration, based on a pre-determined
maximum capacity. When economically feasible, the Company
also obtains the power necessary to supply its member loads,
excluding the Aluminum Smelters, in the open market. Kenergy
Corp.5 retail service for the Aluminum Smelters is served by LEM
and other third-party providers that may include Big Rivers.
To the extent the power purchased from LEM does not reach
pre-determined minimums, the Company is required to pay
certain penalties Also, to the extent additional power i s available
to Big Rivers under the LEM contract, Big Rivers may sell to
nonmembers

VI. LEM will reimburse Big Rivers an additional $42,077 for the
margins expected from the Aluminum Smelters through 201 1,
being defined as the net cash flows that Big Rivers anticipated
receiving if the Company had continued to serve rhe Aluminum
Smelters'load, as filed in the Rate Hearing (the"Month1y Margin
Payments")
VU. WKEC is responsible for the operating costs of the generation
facilities; however, Big Rivers is partially responsible for ordinary
capital expenditures ("Nonincremental Capital Costs") for the
generation facilities over the term of the Lease Agreement,
generally up to predetermined annual amounts This cumulative
amount is not expected to exceed $148,000 over the entire 25-1/2
year Lease Agreement At the end of the lease term, Big Rivers
is obligated to fund a"Residua1Value Payment"to E.ON US. for
such capital additions during the lease, currently estimated to
be $125,880 (see Note 1). Adjustments to the Residualvalue
Payment will be made based upon actual capital expenditures.
Additionally, WKEC will make required capital improvements to
the facilities to comply with a new law or a change to existing
law ("Incremental Capital Costs") over the lease life (the Company
is partially responsible for such costs: 20% through 2010) and
the Company will be required to submit another Residualvalue
Payment to E.ON U S for the undepreciated value of WKEC's 80%
share of these costs, at the end of the lease, currently estimated to
be $1 8,609 The Company will have title to these assets during the
lease and upon lease termination

Aluminum Smelters and the increased responsibility for financing
capital improvements.The Company recorded this obligation as a
component of deferred charges with the related payable recorded
as long-term debt in the accompanying balance sheets.This
deferred charge is being amortized on a straight-line basis over
the lease term.

IX. On the Effective Date, Big Rivers paid a nonrefundable
marketing payment of $5,933 to LEM, which has been recorded as
a component of deferred charges.This amount is being amortized
on a straight-line basis over the lease term

X,

During the lease term, Big Rivers will be entitled to certain
"billing credits"against amounts the Company owes LEM under
the power purchase agreement. Each month during the first 55
months of the lease term, Big Rivers received a credit of $89. For
the year 201 1, Big Rivers will receive a credit of $2,61 1 and for the
years 201 2 through 2023, the Company will receive a credit of
$4,111 annually.

In accordance with the power purchase agreement with LEM,
thecompany is allowed to purchase power in the open market
rather than from LEM, incurring penalties when the power
purchased from LEM does not meet certain minimum levels,
and to sell excess power (power not needed to supply its
jurisdictional load) in the open market (collectively referred to
as"Arbitrage"). Pursuant to the New RUS Promissory Note and
the RlJS ARVP Note, the benefit, net of tax, as defined, derived
from Arbitrage must be divided as follows: one-third, adjusted
for capital expenditures, will be used to make principal payments
on the New RUS Promissory Note; one-third will be used to make
principal payments on the RlJS ARVP Note; and the remaining
value may be retained by the Company.
Management is of the opinion that the Company is in compliance
with all covenants of the Lease Agreement.
The Company, LEM, and WKEC have entered into an agreement
that would allow for a mutually acceptable early termination of
the Lease Agreement (see Note 14).
3. lJTlLlTY PLANT
At December 31,2008 and 2007, utility plant is summarized as
follows:
2008
2007
Classified plant in service:
Electric plant-leased
Transmission plant
General plant
Other

Less accumulated depreciation

$1,535,004

$ 1,524,421

230,800

209,547

17,240

15,772

543

114

1,783,587

1,749,854

879,073

853,290

904,514

896,564

8,185

15,070

$ 912,699

$ 9 11,634

VI//.Big Rivers entered into a note payable with LEM for $19,676
(the"LEM Settlement Note") to be repaid over the term of
the Lease Agreement, which bears interest at 8% per annum,
in consideration for LEM's assumption of the risk related to
unforeseen costs with respect to power to be supplied to the

Construction in progress
Utility plant-net
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Interest capitalized for the years ended December 31,2008,2007,
and 2006, was $492, $391, and $236, respectively.
The Company has not identified any material legal obligations,
as defined in SFAS No. 143, Accounting forAsset Retirement
Obligations, which was further interpreted by FASB Interpretation
No. 47, Accounting for Conditional Asset RetirementObligations, In
accordance with regulatory treatment, the Company records an
estimated net cost of removal of its utility plant through normal
depreciation. As of December 31,2008 and 2007, the Company
had a regulatory liability of approximately $32,696 and $29,771,
respectively, related to nonlegal removal costs included in
accumulated depreciation.

accounts up to the date of lease termination The Company paid
7.57% interest on its obligations related to long-term lease and
received 6 89% on its related investments The Company made a
$64,000 principal payment on the New RU5 Promissory Note with
the remaining proceeds The $75,050 gain was deferred and was
amortized up to the date of lease termination, with the Company
recognizing $1,998, $2,900, and $2,881, in 2008,2007, and 2006,
respectively
Amounts recognized in the statement of financial position related
to the sale-leaseback as of December 3 1,2008 and 2007, are as
follows:

2008
4. SALE-LEASEBACK
On April 18,2000, the Company completed a sale-leaseback
of two of its utility plants, including the related facilities and
equipment. The sale-leaseback provided Big Rivers a $ 1,089,000
fixed price purchaseoption, at the end of each lease term (25
and 27 years), which, together with future contractual interest
receipts, would be fully funded.
On September 30,2008, the Company completed an early
termination of the sale-leaseback transaction. The termination
was precipitated by the June 2008 downgrade of the claimspaying ability of Ambac Assurance Corporation (Ambac).Ambac
served as insurer of Big Rivers‘ payment obligations, thereby
providing credit support under the transaction. Ambac’s
downgrade exposed the Company to adverse consequences
under the contractual terms of the transaction and after
consideration of alternative options, Big Rivers ultimately
settled on termination as the preferred solution. Proceeds
from disposition of the restricted investment and payments
required under the termination agreements were $222,739 and
$329,559, respectively, reflecting a net cash payment of $107,120.
To meet its remaining obligations Big Rivers’entered into a
$ 1 2,380 promissory note (see Note 5) with Philip Morris Capital
Corporation (PMCC) A net loss of $77,001 resulting from the early
termination of the sale-leaseback was recorded as a regulatory
asset and is being amortized over the remaining period of the
original transaction Big Rivers believes this regulatory asset will
be subsequently recovered through the rate-making actions of
the Kentucky Public Service Commission.
Prior to termination the sale-leaseback transaction was recorded
as a financing for financial reporting purposes and a sale for
Federal income tax purposes In connection therewith, in
2000, Big Rivers received $866,676 of proceeds and incurred
$791,626 of related obligations Pursuant to a payment
undertaking agreement with a financial institution, Big Rivers
effectively extinguished 5656,029 of these obligations with
an equivalent portion of the proceeds The Company also
purchased investments with an initial value of $146,647 to fund
the remaining $ 135,597 of the obligations These amounts are
reflected for 2007 as restricted investments under long term lease
and obligations related to long-term lease in the accompanying
balance sheets Interest received and paid was recorded to these
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Restrictedinvestments
under long-term lease

2007

-

$ 192,932

Obligations related to
long-term lease

-

183,891

Deferred gain on
sale-leaseback

-

53,480

$

Deferred loss from termination
of sale-leaseback
76.001

Amounts recognized in the statement of operations related to the
sale-leaseback for the years ended December 31,2008,2007, and
2006, are as follows:

2008

2007

2006

Power contracts revenue
(revenue discount
adjustment-see Note 6 )
Interest on obligations
related to long-term lease:
Interest expense

$8,989 $12,819 $12,386

Amortize gain on
sale-leaseback

(1,998)

(2,900)

(2,881)

Net interest on obligations
related to long-term lease

$ 6,991

$ 9,919

$ 9,505

Interest income on
restricted investments
under long-term lease

5 8.742 $12.481 $12.069

Interest income and other

$ 779 $

778 $

777

5. DEBT AND OTHER LONG-TERM OBLIGATIONS

A detail of long-term debt at December 31,2008 and 2007, is as follows:
2008

2007

$765,297

$ 804,098

103,685

99,290

LEM Settlement Note, interest rate of 8.0%, payable in monthly
installments through July 2023

15,658

16,204

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 8 95% and 3 74% in 2008 and 2007,
respectively),maturing in October 2022

83,300

83,300

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 5 14% and 3.74% in 2008 and 2007,
respectively),maturing in lune 2013

58,800

58,800

PMCC Promissory Note interest rate of 8.8%. maturing in
December 2009

12,380

-

New RUS Promissory Note, stated amount of, $768,391, stated
interest rate of 5 75%, with an interest rate of 5 82%,
maturing July 2021
RlJS ARVP Note, stated amount of $245,899, no stated interest
rate, with interest imputed at S 800’0, maturing December 2023

Total long-term debt
Current maturities
Total long-term debt-net

of current maturities

The following are scheduled maturities of long-term debt at
December 31:
Amount

Year

2009
2010
201 1
201 2
201 3
Thereafter

$

51,771
41,440
47,492
65,561
64,542
768,3 14

$ 1,039,120

RUS Notes-On

July 15,1998, Big Rivers recorded the New RUS
Promissory Note and the RUS ARVP Note at fair value using the
applicable market rate of 5 82% The RUS Notes are collateralized
by substantially all assets of the Company
Pollution ControlBonds-The County of Ohio, Kentucky, issued
$83,300 of Pollution Control Periodic Auction Rate Securities,
Series 2001, the proceeds of which are supported by a promissory
note from Big Rivers, which bears the same interest rate.These
bonds bear interest at a variable rate and mature in October 2022.

1,039,120

1,061,692

51,771

39,347

S 987.349

S 1.022.345

The County of Ohio, Kentucky, issued $S8,800 of Pollution Control
Variable Rate Demand Bonds, Series 1983, the proceeds of which
are supported by a promissory note from Big Rivers, which bears
the same interest rate as the bonds These bonds bear interest at a
variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued
by Credit Suisse First Boston, which was assigned to Dexia Credit
in 2006. Both Series are supported by municipal bond insurance
and surety policies issued by Ambac Assurance Corporation. Big
Rivers has agreed to reimburse Ambac Assurance Corporation for
any payments under the municipal bond insurance policies or the
surety policies
Due to current market conditions, the variable interest rates
incurred on the Series 1983 and Series 2001 Pollution Control
Bonds have increased.These instruments are subject to maximum
interest rates of 13% and 18%, respectively. The December 31,
2008 interest rates on the Series 1983 and Series 2001 Pollution
Control Bonds were 3.41% and 18%, respectively.
LEMSettlementNote- On the Effective Date, Big Rivers
executed the Settlement Note with LEM The Settlement Note
requires Big Rivers to pay to LEM $19,676, plus interest at 8% per
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annum over the lease term.The principal and interest payment
is approximately $1,822 annually. This payment is consideration

for LEMs assumption of the risk related to unforeseen costs with
respect to power to be supplied to the Aluminum Smelters and
the increased responsibility for financing capital improvements.
OtherLong-Term Obligations-During 1997, Big Rivers
terminated two unfavorable coal contracts. In connection with
that settlement, the Company paid $45, $47, and $345 during
2008,2007, and 2006, respectively.At December 3 1,2008,
the Company has no remaining liability associated with that
settlement agreement.
PMCCPromissory Note-On September 30,2008 in conjunction
with the early termination of the sale-leaseback transaction (see
Note 4), Big Rivers executed a promissory note with Phillip Morris
Capital Corporation (PMCC). The note requires Big Rives to pay
PMCC $1 2,380, plus interest at 8.5% per annum. The note matures
in December 2009.
Notes Payable-Notes payable represent the Company's
borrowing on its line of credit with the National Rural Utilities
Cooperative Finance Corporation The maximum borrowing
capacity on the line of credit is $ 1 5,000 There were no borrowings
outstanding on the line of credit at December 31,2008, but
letters of credit issued under an associated Letter of Credit Facility
reduced the borrowing capacity by $2,670.The line of credit bears
interest at a variable rate. Each advance on the line of credit is
payable within one year
6. RATE MATTERS

The rates charged to Big Rivers'members consist of a demand
charge per kW and an energy charge per kWh consumed as
approved by the KPSC. The rates include specific rate designs
for its members'two classes of customers, the large industrial
customers and the rural customers under i t s jurisdiction. For the
large industrial customers, the demand charge is generally based
on each customer's maximum demand during the current month
The remaining customers demand charge is based upon the
maximum coincident demand of each member's delivery points.
The demand and energy charges are not subject to adjustments
for increases or decreases in fuel or environmental costs. Big
Rivers'current rates will remain in effect until changed by the
KPSC
In mid-2008, the financial rating of Ambac (see Note 4), a party to
the sale-leasebacktransaction Big Rivers entered into in 2000 was
lowered, triggering an obligation on the part of the Company to
replace Ambac in the transaction or otherwise resolve the issties
created by that circumstance.Big Rivers elected to buyout the
equity participants and simultaneously terminate the transaction
on September 30,2008.The buyout price significantly reduced
Big Rivers'cash reserves.Accordingly, on March 2,2009, Big Rivers
filed a n application with the Kentucky Public Service Commission
(Commission)requesting approval of a 21 6% rate increase,
seeking an effective date of April 1,2009 for interim rate relief. A
hearing on the interim rate relief is scheduled for March 26,2009.
Big Rivers believes the requested rate increase is reasonable and
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necessary t o enable it to continue meeting all of its long-term
financial obligations on a timely basis. In addition, Big Rivers has
been and continues to reduce its non-critical expenditures in
order to ensure that it can meet its short-term obligations as they
fall due. Big Rivers has not increased the base wholesale tariff
rates to i t s member distribution cooperativessince 1997. If the
termination of the LG&E lease agreement (see Note 14) closes, this
case will become moot, and will be dismissed. The termination
of the LG&E lease agreement would also provide Big Rivers all
necessary cash resources
Effective since September 1,2000, the KPSC has approved Big
Rivers'requestfor a $3,680 annual revenue discount adjustment
for its members through August 31,2008, effectively passing the
benefit of the sale-leaseback transaction (see Note 4) to them. On
September 1,2008, Big Rivers discontinued the revenue discount
adjustment to i t s members

7. INCOMETAXES
Big Rivers was formed as a tax-exempt cooperative organization
described in Internal Revenue Code Section 501(c)(l2).To retain
tax-exempt status under this section, at least 85% of the Big
Rivers'receiptsmust be generated from transactions with the
Company's members. In 1983, sales to nonmembers resulted in
Big Rivers failing to meet the 85% requirement Until Big Rivers
can meet the 85% member income requirement, the Company
is a taxable cooperative. Big Rivers is also subject to Kentucky
income tax.
Under the provisions of SFAS No. 109, Accounting forlncome
Taxes, Big Rivers is required to record deferred tax assets and
liabilities for temporary differences between amounts reported
for financial reporting purposes and amounts reported for income
tax purposes. Deferred tax assets and liabilities are determined
based upon these temporary differences using enacted tax rates
for the year in which these differences are expected to reverse.
Deferred income tax expense or benefit is based on the change in
assets and liabilities from period to period, subject to an ongoing
assessment of realization
As a result of the above noted termination (see Note 4), Big
Rivers no longer considers that it is more likely than not that it
will recover its net deferred tax assets (which consisted solely of
Alternative MinimumTax (AMT) credit carryforwards) An income
statement charge of $5,035 relating the A M I amounts carried
forward at January 1,2008 togetherwith a charge of $900 relating
to the 2008 AMTobligation have been recorded in the Statement
of Operations
A t December 31,2008, Big Rivers had a nonpatron net operating
loss carryforward of approximately $1 02,807 expiring through
2012, and an alternative minimum tax credit carryforward of
approximately 55,935, which carries forward indefinitely

As of December 3 1,2007, Big Rivers has a net deferred tax asset,
against which a valuation allowance has been provided based
upon the fact that it is presently uncertain whether such asset will
be realized.The resulting net deferred tax asset at December 3 1,

2007, is approximately $5,035, which representsthe alternative
minimum tax credit carryforward, against which no allowance has
been provided.
The Company has not recorded any regular income tax expense
for the years ended December 31,2008,2007 and 2006, as the
Company has utilized federal net operating losses to offset any
regular taxable income during those years. Had the Company not
had the benefit of a net operating loss carryforward, the Company
would have recorded $20,363, $7,724, and $10,599 in current
regular tax expense for the years ended December 31,2008,2007
and 2006, respectively.
The components of the net deferred tax assets as of December 31,
2008 and 2007, were as follows:
2008

2007

$ 40,609

$ 60,972

Alternative minimum
tax credit carryforwards

5,935

5,035

Sale-leaseback

-

Deferred tax assets:
Net operating loss
carryforward

Fixed asset basis difference

142,807

33,786

7,764

-

Other accruals
Total deferred tax assets

219,422

Deferred tax liabilities:
(25,384)

(27,359)

54,946

192,063

(54,946)

(187,028)

Net deferred tax asset
(prevaluation allowance)
Valuation allowance
Net deferred tax asset

$

-

$

5,035

A reconciliation of the Company's effective tax rate for 2008,2007
and 2006, follows:

Federal rate
State rate-net

of federal benefit

2008

2007

2006

35.0%

35.0%

35.0 %

4.5

4.5

4.5

(31 3)

(28.0)

(20.5)

Tax benefit of operating loss
carryforwards and other

(8.2)

(1 15)

(19.0)

Alternative Minimum Tax

18.0

-

-

Effectivetax rate

18.0%

-96

- %

Patronage allocation to members

The Company adopted the provisions of FIN 48 on January 1,
2007.The Company files a federal income tax return, as well as
several state income tax returns.The years currently open for
federal tax examination are 2005 through 2008 and 1990 through
1997, due to unused net operating loss carryforwards The
major state tax jurisdiction currently open for tax examination is
Kentucky for years 2002 through 2008 and years 1990 through
1997, also due to unused net operating loss carryforwards. As a
result of implementing FIN 48, the Company made no adjustment
to the liability for unrecognized tax benefits. The Company did not
have any tinrecognized tax benefits recorded related to federal or
state income taxes
Upon adoption of FIN 48, the Company adopted a financial
statement policy of classificationof interest and penalties as an
operating expense on the income statement and accrued expense
in the balance sheet. No interest or penalties have been recorded
as ofthe adoption or during 2007 and 2008.

2,844

80,330

Lease agreement

income taxes by prescribing the recognition threshold a tax
position is required to meet before being recognized in the
financial statements. It also provides guidance on derecognition,
classification, interest and penalties, disclosures and transition
The cumulative effects of applying FIN 48 are to be recorded as an
adjustment to retained earnings as of the beginning of the period
of adoption. FIN 48 was effective for fiscal years beginning after
December 15,2006.

In June 2006, the Financial Accounting Standards Board (FASB)
issued FA5B Interpretation No. 48,Accounting for Uncertainty
in lncome Taxes, an Interpretation of FASB Statement No. 109
("FIN 48"). FIN 48 clarifies the accounting for uncertainty in

8. POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all
of the members'requirements for power to serve their customers,
other than the Aluminum Smelters Contract limits were
established in the Lease Agreement and include minimum and
maximum hourly and annual power purchaseamounts Big Rivers
cannot reduce the contract limits by more than 12 MW in any year
or by more than a total of 72 MW over the lease term In the event
Big Rivers fails to take the minimum requirement during any hour
or year, Big Rivers is liable to LEM for a certain percentage of the
difference between the amount of power actually taken and the
applicable minimum requirement.
Although Big Rivers will be required by the Lease Agreement
to purchase minimum hourly and annual amounts of power
from LEM, the lease does not prevent Big Rivers from paying
the associated penalty in certain hours to purchase lower cost
power, if available, in the open market or reselling a portion of
i t s purchased power to a third party The power purchases made
under this agreement for the years ended December 31,2008,
2007, and 2006, were $99,700, $96,295, and $97,999, respectively,
and are included in power purchased and interchanged on the
statement of operations
9. PENSION PLANS

Defined Benefit Plans

Big Rivers has noncontributory defined benefit pension plans
covering substantially all employees who meet minimum age
and service requirements.The plans provide benefits based on
the participants'years of service and the five highest consecutive
years'compensation during the last ten years of employment.
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Big Rivers'policy is to fund such plans in accordance with the
requirements of the Employee Retirement Income Security Act of
1974"

The accumulated benefit obligation for all defined benefit
pension plans was $18,568 and $14,789 at December 31,2008
and 2007, respectively.

The salaried employees defined benefit plan was closed to
new entrants effective January 1,2008, and the bargaining
employees defined benefit plan was closed to new hires effective
November 1,2008. The Company simultaneously established
base contribution accounts in the defined contribution thrift
and 401(k) savings plans, which were renamed as the retirement
savings plans. The base contribution account for an eligible
employee, which is one who meets the minimum age and service
requirements, but for whom membership in the defined benefit
plan is closed, is funded by employer contributions based on
graduated percentages of the employee's pay, depending on his
or her age.

A reconciliation ofthe Company's pension plan assets at
December 31,2008 and 2007, follows:
2008
2007

On December 31,2007, the Company adopted SFAS No 158,
Employers'Accountingfor DefinedBenefit Pension and Other
PostretirementPlans - on amendmentofFASB5totements No 87,
88,706, and 732fR) ("SFAS No 158") SFAS No 158 required the
Company to recognize the funded status of its pension plans
and other postretirement plans (see Note 11 -Postretirement
Benefits DtherThan Pensions) SFAS No 158 defines the funded
status of a defined benefit pension plan as the fair value of
its assets less i t s projected benefit obligation, which includes
projected salary increases, and defines the funded status of any
other postretirement plan as the fair value of its assets less its
accumulated postretirement benefit obligation
SFAS No 158 also requires an employer to measure the funded
status of a plan as of the date of its year end balance sheet and
requires disclosure in the notes to the financial statements certain
additional information related to net periodic benefit costs for the
next fiscal year The Company's pension and other postretirement
benefit plans are measured as of December 31,2008 and 2007
The following provides an overview of the Company's
noncontributory defined benefit pension plans
A reconciliation of the Company's benefit obligations of its
noncontributory defined benefit pension plans at December 31,
2008 and 2007, follows:
2008

Benefit obligationbeginning of period
Service cost-benefits
during the period

2007

$ 19,889

$ 17,464

1,072

958

Participant contributions
(lump sum repayment)

1,220

1,058

318

-

Benefits paid

(248)

(124)

Actuarial loss

2,002

533

$24,253

$ 19,889
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$ 16,416

(5,095)

1,006

3,500

4,522

Employer contributions
Participant contributions
(lump sum repayment)

318

-

(248)

(124)

$20,295

$ 21,820

Benefits paid
Fair value of plan assetsend of period

The funded status of the Company's pension plans at December
31,2008 and 2007, follows:
Benefit obligationend of period

2008

2007

S(24.253)

$(19,889)

20,295

21,820

$ (3,958)

$ 1,931

Fair value of plan assetsend of period
Funded status

Components of net periodic pension costs for the years ended
December 31,2008,2007, and 2006, were as follows:
2008

2007

2006

Service cost

$1,072

$ 958

$ 838

interest cost

1,220

1,058

926

(1,516)

(1,167)

(828)

19

19

19

Expected return
on plan assets
Amortization of prior
service cost

Net periodic benefit cost

247

285

212

$1,042

$1,153

$1,167

A reconciliation of the pension plan amounts in accumulated
other comprehensive income at December 31,2008 and 2007,
follows:
2008
2007

Prior service cost
Benefit obligation-end

$21,820

Actual return on plan assets

Amortization ofactuarial loss

earned

interest cost on projected
benefit obligation

Fair value of plan assetsbeginning of period

Unamortized actuarial (loss)

S

(78) $

(97)

(13,226)

(4,861)

Accumulated other comprehensive
income
$ (13,304)

$ (4,958)

In 2009, $19 of prior service cost and $828 of actuarial loss is
expected to be amortized to periodic benefit cost.
The recognized adjustments to other comprehensive income at
December 31,2008, follows:
Prior service cost
llnamortized actuarial (loss)

investment allocation for the pension plans of up to 65% equities
The remaining 35% may be allocated among fixed income or
cash equivalent investments. Objectives do not target a specific
return by asset class.These investment objectives are long-term
in nature. As of December 31,2008 and 2007, the investment
allocation was 47% and 49%, respectively, in equities and 53%
and 51%, respectively, in fixed income
Expected retiree pension benefit payments projected to be
required during the years following 2008 are as follows:

Other comprehensive income

Years Ending December31

At December 31,2008 and 2007, amounts recognized in the
statement of financial position were as follows:
2008

Deferred charges and other

1,860

201 1

1,663
2,781

$ 1,931

201 2

(3.958)

-

2013

~~

Net amount recognized

$ 1,092

2010

-

$

Deferred credits and other

2007

$ (3,958)

$ 1,931

2014-201 8
Total

Assumptions used to develop the projected benefit obligation
and determine the net periodic benefit cost were as follows:
2008

2007

Amount

2009

3,711
12,304
$23,411
-

In 2009, the Company expects to contribute $1,169 to its pension
plan trusts.

2006

Defined Contribution Plans

Discount rateprojected benefit obligation

6.38%

6.25 %

5 75 %

Discount ratenet periodic benefit cost

6 25

5 75

5 75

Rates of increase
in compensation levels

400

400

4.00

Expected long-term rate
of return on assets

725

725

725

The expected long-term rate of return on plan assets for
determining net periodic pension cost for each fiscal year is
chosen by the Company from a best estimate range determined
by applying anticipated long-term returns and long-term volatility
for various asset categories to the target asset allocation of the
plans, as well as taking into account historical returns.
Using the asset allocation policy adopted by the Company
noted in the paragraph below, we determined the expected
rate of return at a 50% probability of achievement level based
on (a) forward-looking rate of return expectations for passivelymanaged asset categories over a 20 year time horizon and (b)
historical rates of return for passively-managedasset categories
Applying an approximately 80%/20% weighting to the rates
determined in (a) and (b), respectively, produced an expected rate
of return of 7.28%, which was rounded to 7 25%
The general investment objectives are to invest in a diversified
portfolio, comprised of both equity and fixed income investments,
which are further diversified among various asset classes.The
diversification is designed to minimize the risk of large losses
while maximizing total return within reasonable and prudent
levels of risk The investment objectives specify a targeted

Big Rivers has two defined contribution retirement plans covering
substantially all employees who meet minimum age and service
requirements Each plan has a thrift and 401 (k) savings section
allowing employees to contribute up to 75% of pay on a pre-tax
and/or after-tax basis, with employer matching contributions
equal to 60% of the first 6%contributed by the employee on a
pre-tax basis.
A base contribution retirement section was added and the plan
name changed from thrift and 401 (k) savings to retirement
savings, effective January 1,2008, for the salaried plan and
November 1,2008, for the bargaining plan. The base contribution
account is funded by employer contributions based on graduated
percentages of pay, depending on the employee's age.
The Company's expense under these plans was $308 and $215 for
the years ended December 31,2008 and 2007, respectively.
Referred Compensation Plan

Effective May 1,2008, Big Rivers established a nonqualified
deferred compensation plan for its eligible employees who
are members of a select group of management or highly
compensated employees. The purpose of the plan is to allow
participants to receive contributions or make deferrals that they
could not receive or make under the salaried employees qualified
defined contribution retirement savings plan (formerly the thrift
and 401(k) savings plan) as a result of nondiscrimination rules
and other limitations applicable to the qualified plan under the
Internal Revenue Code. The nonqualified plan also allows a
participant to defer a percentage of his or her pay on a pre-tax
basis.
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The nonqualified deferred compensation plan is unfunded, but
the Company has chosen to finance its obligations under the plan,
including any employee deferrals, through a rabbi trust The trust
assets remain a part ofthe Company's general assets, subject to
the claims of its creditors The 2008 employer contributions and
deferred compensation expense, and the trust asset and deferred
liability balances as of December 31,2008, were each $37

11. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

10. FAIRVALUE OF FINANCIAL INSTRUMENTS

Big Rivers provides certain postretirement medical benefits
for retired employees and their spouses. As of July 1,2001, Big
Rivers pays 85% of the cost from age 62 to 65 for all retirees. For
salaried employees who retired prior to December 31,1993, Big
Rivers pays 100% of Medicare supplemental costs. For salaried
employees who retire after December 31,1993, Big Rivers pays
25% plus $25 per month of the Medicare supplemental costs

In September 2006, the FASB issued FASB Statement No 157,
Fair Value Measurements ("SFAS No. 157"). SFAS No. 157 defines
fair value, establishes a framework for measuring fair value and
expands disclosures about fair value measures. It applies under
other accounting pronouncements that require or permit fair
value measurementsand does not require any new fair value
measurements. SFAS No 157 is effective for fiscal years beginning
after November 15,2007"The adoption of SFA5 No. 157 had no
impact on the Company's results of operations and financial
condition.

On December 8,2003, the Medicare Prescription Drug,
improvement and Modernization Act of 2003 (the"Medicare Act")
was enacted.The Medicare Act created Medicare Part D,a new
prescription drug benefit that is available to all Medicare-eligible
individuals, effective January 1,2006. National Rural Electric
Cooperative Association (NRECA),the provider of Big Rivers'
health plan coverage through the NRECA Group BenefitsTrust,
chose to become a Medicare Part D provider" Effective January 1,
2006, Part D coverage is the only drug coverage available to Big
Rivers' Medicare-eligible retirees.

The carrying value of accounts receivable, and accounts payable
approximate fair value due to their short maturity. A t December
31, the Company's cash and cash equivalents included shortterm investments in an institutional money market government
portfolio account that were recorded at fair value which were
determined using quoted market prices for identical assets
without regard to valuation adjustment or block discount, as
follows:

The discount rates used in computing the postretirement benefit
obligation and net periodic benefit cost were as follows:

2008

institutional money market
government portfolio

The fair value of restricted investments is determined based
upon quoted market prices and rates.The carrying value of the
investments is recorded at accreted value and the terms of the
investment are within Note 4.The estimated fair values of the
restricted investments are as follows:

Carrying
Amount
Restricted
investments

2007

2006

6.32%

5.85 %

5 75 %

Discount ratenet periodic benefit cost

5.85

5.75

5.75

2007

$ 38,424 $148,316

2008

2008

Discount rateprojected benefit obligation

2007

Fair
Value

Carrying
Amount

Fair
Value

-

$192,932

$250,088

The health care cost trend rate assumptions as of December 31,
2008 and 2007, were as follows:
2008
2007
Initial trend rate

7.90%

9.00%

Ultimate trend rate

4.50 %

5 50%

Year ultimate trend i s reached

2028

2012

A one-percentage-point change in assumed health care cost
trend rates would have the following effects:
2008
2007
One-percentage-point decrease:

$

-

$

It was not practical to estimate the fair value of patronage capital
included within other deposits and investments due to these
being untraded companies
It was not practical to estimate the fair value of long-term debt
due t o Big Rivers'inability to obtain long-term debt from outside
parties

Effect on total service and
interest cost components
Effect on yearend benefit obligation
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$ (28)

(290)

(268)

44

34

337

313

One-percentage-point increase:
Effect on total service and
interest cost components
Effect on year end benefit obligation

34

$ (37)

A reconciliation of the Company's benefit obligations of its
postretirement plan at December 31,2008 and 2007, follows:
2008

2007

2008

Benefit obligationbeginning of period
Service cost-benefits
during the period

A reconciliation of the postretirement plan amounts in
accumulated other comprehensive income at December 31,2008
and 2007, follows:

$ 2,862

$ 2.695

Prior service cost

earned

Interest cost on projected
benefit obligation

129

85

167

153

Participant contributions

61

45

(179)

(170)

(92)

54

$ 2,948

$ 2,862

Benefits paid
Actuarial (gain) or loss
Benefit obligationend of period

s

(7)

2007

s

(9)

Unamortized actuarial gain

1,210

1,177

Transition obligation
Accumulated other
comprehensive income

(123)

(153)

$ 1,080

$ 1,015

In 2009, $2 of prior service cost, $65 of actuarial gain, and $30 of
the transition obligation is expected to be amortized to periodic
benefit cost.
The recognized adjustments to other comprehensive income at
December 3 1,2008, follows:
Prior service cost
Unamortized actuarial gain

A reconciliation of the Company's postretirement plan assets at
December 31,2008 and 2007, follows:
2008
2007

$

2

Transition obligation
Other comprehensive income

Fair value of plan assetsbeginning of period

$

-

$

-

Employer contributions

118

125

Participant contributions

61

45

(179)

(170)

Benefits paid
Fair value of plan assetsend of period

$

-

$

At December 31,2008 and 2007, amounts recognized in the
statement of financial position were as follows:

-

2008

2007

Accounts payable

$ (156)

$ (138)

Deferred credits and other

(2,792)

(2,724)

Net amount recognized
The funded status of the Company's postretirement plan at
December 31,2008 and 2007, follows:
2008
2007
Benefit obligationend of period

$ (2,948)

Fair value of plan assetsend of period
Funded status

Year

$ (2.862)

-

S

Expected retiree benefit payments projected to be required
during the years following 2008 are as follows:

2009
2010
201 1
2012
2013
2014-201 8

-

(2,948)

$ (2,862)

The components of net periodic postretirement benefit costs
for the years ended December 31,2008,2007, and 2006, were as
follows:
2008
2007
2006
Service cost

$ 129

$ 85

S 145

Interest cost

167

153

143

2

2

2

(60)

(70)

(80)

31

31

31

$ 269

$ 201

$ 241

Amortization of prior
service cost
Amortization of actuarial (gain)
Amortization of
transition obligation
Net periodic benefit cost

Total

Amount
$ 156
178
197
220
255
1,419

$2,425
=

In addition to the postretirement plan discussed above, in 1992
Big Rivers began a postretirement benefit plan which vests a
portion of accrued sick leave benefits to salaried employees upon
retirement or death.To the extent an employee's sick leave hour
balance exceeds 480 hours such excess hours are paid at 20% of
the employee's base hourly rate at the time of retirement or death.
The accumulated obligation recorded for the postretirement sick
leave benefit is $408 and $345 at December 31,2008 and 2007,
respectively The postretirement expense recorded was $63, $51,
and $44 for 2008,2007, and 2006, respectively, and the benefits
paid were $0. $0, and $20 for 2008,2007, and 2006, respectively.
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12. RELATED PARTIES

For the years ended December 31,2008,2007, and 2006, Big
Rivers had tariff sales to i t s members of 5 114,514, $113,281,
and $108,737, respectively In addition, for the years ended
December 31,2008,2007, and 2006, Big Rivers had certain
sales t o Kenergy for the Aluminum Smelters and Domtar Paper
(formerly Weyerhaeuser) loads of $55,124, $123,094, and $57,374,
respectively.
A t December31,2008 and 2007, Big Rivers had accounts
receivable from its members of $16,540 and $20,052, respectively.
13. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of
business. While the results of such litigation cannot be predicted
with certainty, management, based upon advice of counsel,
believes that the final outcome will not have a material adverse
effect on the financial statements.
14.TERMlNATlON OFTHE LG&E LEASE AGREEMENT

The Big Rivers board of directors adopted resolutions on February
23,2007, authorizing management, among other things, to
execute a Transaction Termination Agreement among Big Rivers
Electric Corporation, LG&E Energy Marketing Inc, and Western
Kentucky Energy Corp (the"Termination Agreement") The
Termination Agreement establishes the terms on which Big Rivers,
on the one hand, and LG&E Energy Marketing Inc and Western
Kentucky Energy Corp on the other hand, agree to terminate
a series of contractual relationships established in 1998 under
which, among other things, LG&E Energy Marketing Inc and
Western Kentucky Energy Corp currently lease and operate the

generating units owned or previously operated by Big Rivers, and
sell power to Big Rivers to use in meeting the requirements of its
system. Those resolutions additionally authorize management to
sign various agreements under which Big Rivers agrees to sell its
member, Kenergy Corp., 850 MW in the aggregate for resale to
Alcan Primary Products Corporation and Century Aluminum of
Kentucky General Partnership, contingent upon the closing of the
transaction contemplated in the Termination Agreement.
Applications seeking the necessary state regulatory approvals
and tariff revisions required to implement these transactions
were filed with the Commissionon December 28,2007, in P.S.C.
Case Nos. 2007-00455 and 2007-00460. An order granting the
relief sought in Case No. 2007-00460 was entered on June 25,
2008. By order dated March 6,2009, the Commission entered a
final order in Case No. 2007-00455 granting substantially all the
relief sought by Big Rivers, and requiring the joint applicants to
agree to certain conditions imposed in its order. Letters agreeing
to those conditions were filed with the Commission on March 13,
2009, and the parties are working to complete the steps required
to close the transactions contemplated in theTermination
Agreement.
The termination of the LG&E lease is expected to have a significant
and favorable financial impact on Big Rivers The contemplated
transaction, as approved by the Commission, requires that LG&E
pay Big Rivers $505,373 in cash, transfer certain assets t o Big
Rivers and forgive Big Rivers obligation to make certain payments
(recorded as a liability of $160,803 at December 31,2008) to
LG&E. Big Rivers contemplates using $140,000 of these proceeds
to reduce it long-term debt.
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Years Ended December 3 1 I (Dollars in thousands)
SUMMARY OF OPERATIONS
Operating Revenue:
Power Contracts Revenue
Lease Revenue
Total Operating Revenue

2008

2007

2006

ZOO5

ZOO4

$ 214,758

$ 271,605

$ 200,692

$ 191,280

$ 175,777

58,423
273,181

-~58,265

329,870

57,896
258,588

-~ 57,675

56,753
232,530

1 14,643
32,858
31,041
178,542

169,768
3 1,436
30,632
231,836

114,516
25,336
30,408
170,260

1 14,500
23,504
30,192
168,196

106,099
21,271
29,732
157,102

Interest Expense and Other:
Interest
Other-net
Total Interest Expense& Other

72,710
6,868
79,578

70,85 1
103
70,954

70,259
70,370

68,748
124
68,872

65,648
158
65,806

Operating Margin
Non-OperatingMargin

15,061
12,755

27,080
20,097

17,958
16,584

1 1,887
14,456

9,622
12,403

Operating Expenses:
Power Purchased
Transmission, Maintenance&Other
Depreciation
Total Operating Expenses

NET MARGIN

-

-

$

27,816

~

$

47,177

248,955

111

$

34,542

$

26,343

$

22,025

SUMMARY OF BALANCESHEET
Utility Plant in Service
Construction Work in Progress
Total Utility Plant

$1,783,587
8,185
1,791,772

Accumulated Depreciation
Net Utility Plant

879,073

853,290

826,647

798,684

772,938

$ 912,699

$ 91 1,634

$ 917,668

$ 928,872

$ 940,649

$1,074,436

$1,314,158

$1,254,389

$1,225,980

$1,220,640

$ (154,602)

$ (174,137)

$ (217,371)

$ (251,913)

$ (278,256)

987,349
241,689

1,022,345
465,950

1,041,075
430,685

1,046,846
43 1,047

1,079,688
41 9,208

$1,074,436

$1,314,158

$1,254,389

$1,225,980

$1,220,640

2,386,916
925,793
1,844,677

2,406,446
921,359
2,835,789

2,231,554
956,502
2,062,286

2,262,698
971,243
2,021,365

2,132,801
997,202
1,868,657

5,157,386

6,163,594

5,250,342

5,255,306

4,998,660

4,934,677
235,464
41,648

4,830,682
195,521
1,187,479

4,980,506
242,099
7 1,533

4,947,727
296,982
60,169

4,623,620
270,762
156,665

5,211,789

6,213,682

5,294,138

5,304,878

5,051,047

TOTAL ASSETS
Equities (deficit)
Long-term Debt
Other Liabilities
TOTAL LIABILITIES AND EQUITY
ENERGY SALE5 - MWh
Member Rural
Member Large Industrial
Other
Total Energy Sales
PURCHASED ENERGY - MWh
LG&E Energy Marketing
Southeastern Power Administration
Other
Total Energy Purchased
NET CAPACITY - MW
Net Generating Capacity Owned*
Rightsto HMP&LStation Two"
Other Net Capacity Available

1,459
217
178

$1,749,854
15,070
1,764,924

1,459
21 7
178

$1,731,230
13,085
1,744,315

1,459
217
178

$1,714,850
12,706
1,727,556

1,459
217
178

$1,698,519
15,068
1,713,587

1,459
217
178

Financial Statements as of and for the
Years Ended December 31,2007 and 2006,
and for Each of the Three Years in the Period
Ended December 31,2007, and
Independent Auditors’ Report
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Deloitte &Touche

LLP

111 S. Wacker Drive
Chicago, I L 60606-4301
USA

Tel: +1 312 486 1000
Fax: +1 312 486 1486
www .deIoitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Big Rivers Electric Corporation:
We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the “Company”)
as of December 3 1,2007 and 2006, and the related statements of operations, equities (deficit), and of cash
flows for each of the three years in the period ended December 3 1, 2007. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances,but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Big Rivers Electric Corporation as of December 3 1, 2007 and 2006, and the results
of its operations and its cash flows for each of the three years in the period ended December 3 1,2007, in
conformity with accounting principles generally accepted in the United States of America.
In accordance with Government Auditing Standards, we have also issued a report dated April 25,2008,
on our consideration of Big Rivers Electric Corporation’s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in considering
the results of our audit.
As discussed in Note 9 to the consolidated financial statements, in 2007 the Company changed its method
of accounting for defined benefit pension and other postretirement plans.

April 25,2008

Member of
Deloitte Touche Tohmatsu
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BIG RIVERS ELECTRIC CORPORATION
BALANCESHEETS
AS OF DECEMBER 31,2007 AND 2006
(Dollars in thousands)
2007 .

2006

ASSETS
911,634

$ 917,668

192,932

186,690

4,240

3,816

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Materials and supplies inventory
Prepaid expenses

148,914
26,683
768
131

96,143
17,748
811
3,608

Total current assets

176,496

118,310

28,856

27,905

$1,314,158

$1,254,389

$ (174,137)

$

UTILITY PLANT- Net

$

RESTRICTED INVESTMENTS UNDER LONG-TERM LEASE
OTHER DEPOSITS AND INVESTMENTS -At

cost

DEFERRED CHARGES AND OTHER
TOTAL.

EQUITIES (DEFICIT) AND LIABILITIES
CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Other long-term obligations
Total capitalization
CURRENTLIABILITIES:
Current maturities of long-term obligations
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
Total current liabilities
DEFERRED CREDITS AND OTHER
Deferred lease revenue
Deferred gain on sale-leaseback
Residual value payments obligation
Other
Total deferred credits and other

1,022,345
183,891

(217,371)
1,041,075
177,310
45

1,032,099

1,001,059

39,392
13,038
4,932
3,014
7,811

11,959
9,219
3,366
2,164
7,631

68,187

34,339

15,537
53,480
141,370
3,485

17,316
56,380
140,744
4,551

213,872

218,991

$1,314,158

$1,254,389

COMMITMEhTS AND CONTINGENCIES (see note 14)
TOTAL
See notes to fmancial statements.
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BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31,2007,2006, AND 2005
(Dollars in thousands)
2007

2006

2005

$271,605

$200,692

$ 191,280

58.265

57,896

57,675

Total operating revenue

329,870

258,588

248,955

OPERATING EXPENSES:
Operations:
Power purchased and interchanged
Transmission and other

169,768
27,196

114,516
21,684

114,500
20,309

Maintenance
Depreciation and amortization

4,240
30,632

3,652
30,408

3,195
30,192

Total operating expenses

231,836

170,260

168.196

ELECTRIC OPERATING MARGIN

98,034

88,328

80,759

INTEREST EXPENSE AND OTHER:
Interest
Interest on obligations related to long-term lease
Other-net

60,932
9,919
103

60,754
9,505
111

59,639
9,109
124

70,954

70,370

68,872

OPERATING MARGIN

27,080

17,958

11,887

NONOPERATING MARGIN:
Interest income on restricted investments under
long-term lease
Interest income and other

12,481
7,616

12,069
4,515

11,670
2,786

20,097

16,584

14,456

$ 47,177

$ 34,542

$ 26,343

POWER CONTRACTS REVENUE
LEASE REVENUE

Total interest expense and other

Total nonoperating margin
NET MARGIN
See notes to financial statements.
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BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF EQUITIES (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31,2007,2006, AND 2005
(Dollars in thousands)

Total
Equities
(Deficit)

BALANCE -December

31,2004

Net margin

$ (278,256)

Other Equities
Consumers’ Accumulated
Donated
Contributions
Other
Accumulated Capital and
to Debt
Comprehensive
Deficit
Memberships
Service
Income
$ (282,701)

26,343

26,343

(25 1,913)

(256,358)

34,542

34,542

(2 17,371)

(22 1,816)

Net margin

47,177

47,177

FAS 158 Adoption

(3,943)

BALANCE -December 3 1,2005
Net margin
BALANCE -December 3 1,2006

BALANCE-December

31,2007

$ (174,137)

$ 764

$3,681

764

3,681

764

3,681

$

-

(3,943)
$ (174,639)

See notes to financial statements.
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$764

$3,681
-

$

(3,943)

BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2007,2006, AND 2005
(Dollars in thousands)
2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash provided by operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
Amortization of deferred gain on sale-leaseback
Deferred lease revenue
Residual value payments obligation
Increase in RUS ARVP Note
Increase in New RUS Promissory Note
Increase in obligations under long-term lease
Changes in certain assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other -net

$

47,177

2005

2006
$ 34,542

$ 26,343

33,866
(6,242)
(2,900)
(1,779)
(6,591)
5,572
15,761
6,580

33,592
(6,040)
(2,882)
(4,439)
(6,187)
5,313
13,889
6,356

33,386
(5,955)
(2,856)
(4,335)
(5,969)
5,077
8,205
6,250

(8,934)
43
3,477
(2,429)
3,818
1,566
1,033
(5,465)

(1,398)

. (3,517)
(694)
(1,513)
972
81

(741)
(112)
257
480
1,528
(516)
72
351

84,553

66,761

61,465

(1 8,682)
(424)

(13,189)
(419)

(12,904)
(151)

(19,106)

(13,608)

(13,055)

(12,676)

(24,274)

(36,037)

(12,676)

(24,274)

(36,037)

NET INCREASE IN CASH AND CASH EQUIVALENTS

52,771

28,879

12,373

CASH AND CASH EQUIVALENTS -Beginning of year

96,143

67,264

54,891

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures
Other deposits and investments
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations
Net cash used in financing activities

CASH AND CASH EQUIVALENTS -End of year
SUPPLEMENTALCASH FLOW INFORMATION:
Cash paid for interest
Cash paid for taxes
See notesto financial statements.
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(14)

(1,170)

$148,914
-

$

96,143

$

45,600

$

47,277

$

420

$

375

$

67,264

$ 46,534

P

$

271

BIG RIVERS ELECTRIC CORPORATION
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007,2006, AND 2005
lDollars in thousands)

1. ORGANIZATION AM) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Information -Big Rivers Electric Corporation (“Big Rivers” or the “Company”), an electric
generation and transmission cooperative, operates one segment that supplies wholesale power to its three
member distribution cooperatives (Kenergy Corp., Jackson Purchase Energy Corporation, and Meade
County Rural Electric Cooperative Corporation) under all requirements contracts, excluding the power
needs of two large aluminum smelters (the “Aluminum Smelters”), sells surplus power under separate
contracts to Kenergy Corp. for a portion of the Aluminum Smelters load, and markets power to
nonmember utilities and power marketers. The members provide electric power and energy to industrial,
residential, and commercial customers located in portions of 22 western Kentucky counties. The
wholesale power contracts with the members extend to January 1,2023. Rates to Big Rivers’ members
are established by the Kentucky Public Service Commission (KPSC) and are subject to approval by the
Rural Utilities Service (RUS). The financial statements of Big Rivers include the provisions of
Statement of Financial Accounting Standards (SFAS) No. 71,Accounting for the Eflects of Certain
Types of Regulation, which was adopted by the Company in 2003, and gives recognition to the
ratemaking and accounting practices of KPSC and RUS.

In 1999, Big Rivers Leasing Corporation (BRLC) was formed as a wholly owned subsidiary of Big
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000
sale-leaseback transaction discussed in Note 4.
Principles of Consolidation -The financial statements of Big Rivers include the accounts of Big
Rivers and its wholly owned subsidiary, BRLC. All significant intercompany transactions have been
eliminated.
Estimates -The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses, and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are
based upon management’s evaluation of the relevant facts and circumstances as of the date of the
financial statements. Actual results may differ from those estimates.
System of Accounts -Big Rivers’ accrual basis accounting policies follow the Uniform System of
Accounts as prescribed by the RUS Bulletin 1767B-1, as adopted by the KPSC. These regulatory
agencies retain authority and periodically issue orders on various accounting and ratemaking matters.
Revenue Recognition -Revenues generated from the Company’s wholesale power contracts are based
on month-end meter readings and are recognized as earned. In accordance with SFAS No. 13,
Accountingfor Leases, Big Rivers’ revenue from the Lease Agreement is recognized on a straight-line
basis over the term of the lease. The major components of this lease revenue include the annual lease
payments and the Monthly Margin Payments (described in Note 2).
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In conjunction with the Lease Agreement, Big Rivers expects to realize the minimum lease revenue for
the years ending December 3 1,as follows:
Amount

2008
2009
2010
201 1
2012
Thereafter

$ 52,332

52,332
52,332
41,291
35,076
385.832
$619.195

Utility Plant and Depreciation -Utility plant is recorded at original cost, which includes the cost of
contracted services, materials, labor, overhead, and an allowance for borrowed funds used during
construction. Replacements of depreciable property units, except minor replacements, are charged to
utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by
applying the effective rate of Big Rivers’ weighted-average debt to the accumulated expenditures for
qualifying projects included in construction in progress.
In accordance with the terms of the Lease Agreement, the Company generally records capital additions
for Incremental Capital Costs and Nonincremental Capital Costs expenditures funded by E.ON US.
(formerly LG&E Energy Corporation) as utility plant to which the Company maintains title. A
corresponding obligation to E.ON US. is recorded for the estimated portion of these additions
attributable to the Residual Value Payments (see Note 2). A portion of this obligation is amortized to
lease revenue over the useful life of those assets during the remaining lease term. For the years ended
December 3 1,2007 and 2006, the Company has recorded $8,359 and $7,221,respectively, for such
additions in utility plant. The Company has recorded $6,591, $6,187, and $5,969 in 2007,2006 and
2005, respectively, as related lease revenue in the accompanying financial statements.
In accordance with the Lease Agreement, and in addition to the capital costs funded by E.ON U.S
(see Note 2) that are recorded by the Company as utility plant and lease revenue, E.ON U S also incurs
certain Nonincremental Capital Costs and Major Capital Improvements (as defined in the Lease
Agreement) for which they forego a Residual Value Payment by Big Rivers upon lease termination.
Such amounts are not recorded as utility plant or lease revenue by the Company. At December 3 1,2007,
the cumulative Nonincremental Capital Costs amounted to $6,618 (unaudited).
E.ON U S completed the construction of a scrubber (Major Capital Improvement) on Big Rivers’
Coleman plant. First operation at the Coleman units occurred in February 2006, while commercial
acceptance occurred in January 2007. The project was completed at a cost of $97,495 (unaudited), none
of which is expected to be recorded as utility plant or lease revenue under the Lease Agreement.
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Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RUS and KPSC. The annual composite depreciation rates
used to compute depreciation expense were as follows:
1.60%-2.47%
1.76%-3.24%
1.I 1%-5.62%

Electric plant-leased
Transmission plant
General plant

For 2007,2006, and 2005, the average composite depreciation rates were 1.85%, 1.86%, and 1.86%,
respectively. At the time plant is disposed of, the original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation, as required by the RUS.
Impairment Review of Long-Lived Assets -Long-lived assets are reviewed as facts and
circumstances indicate that the carrying amount may be impaired. This review is performed in
accordance with SFAS No. 144, Accountingfor the Impairment or Disposal of Long-Lived Assets. SFAS
No. 144 establishes one accounting model for all impaired long-lived assets and long-lived assets to be
disposed of by sale or otherwise. SFAS No. 144 requires the evaluation for impairment involve the
comparison of an asset’s carrying value to the estimated future cash flows the asset is expected to
generate over its remaining life. If this evaluation were to conclude that the carrying value of the asset is
impaired, an impairment charge would be recorded based on the difference between the asset’s carrying
amount and its fair value (less costs to sell for assets to be disposed of by sale) as a charge to operations
or discontinued operations.
Restricted Investments -Investments are restricted under contractual provisions related to the
sale-leaseback transaction discussed inNote 4. These investments have been classified ai lield-tomaturity and are carried at amortized cost.
Cash and Cash Equivalents -Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.
Income Taxes -As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage
allocations to members from taxable income. Income and expenses related to nonmember operations are
taxable to Big Rivers. Big Rivers and BRLC file a consolidated Federal income tax return and Big
Rivers files a separate Kentucky income tax return.
Patronage Capital -As provided in the bylaws, Big Rivers accounts for each year’s patronagesourced income, both operating and nonoperating, on a patronage basis. Notwithstanding any other
provision of the bylaws, the amount to be allocated as patronage capital for a given year shall not be less
than the greater of regular taxable patronage-sourced income or alternative minimum taxable patronagesourced income.
Derivatives -Management has reviewed the requirements of SFAS No. 133, Accountingfor
Derivative Instruments and Hedging Activities, as amended and interpreted, and has determined that all
contracts meeting the definition of a derivative also qualify for the normal purchases and sales exception
under SFAS No. 133. The Company has elected the Normal Purchase and Normal Sale exception for
these contracts and, therefore, the contracts are not required to be recognized at fair value in the financial
statements.
New Accounting Pronouncements -In September 2006, the FASB issued FASB Statement No. 157,
Fair JTalue Measurements (“SFAS No. 157”). SFAS No. 157 defines fair value, establishes a framework
for measuring fair value and expands disclosures about fair value measures. It applies under other
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accounting pronouncements that require or permit fair value measurements and does not require any
new fair value measurements. SFAS No. 157 is effective for fiscal years beginning after November 15,
2007. The Company is currently evaluating the effect that the adoption of SFAS No. 157 will have on its
results of operations and financial condition and does not expect the adoption will have a significant
impact on the Company.
In February 2007, the FASB issued SFAS No. 159, The Fail. Value Optionfoy Financial Assets and
Financial Liabilities-including an amendment of FASB Statement No. I 15, which is effective as of the
beginning of an entity’s first fiscal year that begins after November 15,2007. The fair value option
established by this Statement permits all entities to choose to measure eligible items at fair value at
specified election dates. A business entity shall report unrealized gains and losses on items for which the
fair value option has been elected in earnings at each subsequent reporting date. The fair value option a)
may be applied instrument by instrument; b) is irrevocable (unless a new election date occurs); and c) is
applied only to entire instruments and not to portions of instruments. The Company does not expect to
elect to record any financial assets or liabilities at fair value under this standard.
2. LG&E LEASE AGREEMENT

On July 15, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big
Rivers leased its generating facilities to Western Kentucky Energy Corporation (WISEC), a wholly
owned subsidiary of E.ON US. Pursuant to the Lease Agreement, WKEC operates the generating
facilities and maintains title to all energy produced. Throughout the lease term, in order for Big Rivers to
fulfill its obligation to supply power to its members, the Company purchases substantially all of its
power requirements from LG&E Energy Marketing Corporation (LEM), a wholly owned subsidiary of
E.ON U.S., pursuant to a power purchase agreement.
Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
the energy produced by WKEC and consumed by LEMs customers. The significant terms of the Lease
Agreement are as follows:

I. WKEC leases and operates Big Rivers’ generation facilities through 2023.
11. Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term.

111. WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to certain
adjustments.

IV. On the Effective Date, Big Rivers received $69,100 representing certain closing payments and the
first two years of the annual lease payments. In accordance with SFAS No. 13, Accounting for
Leases, the Company amortizes these payments to revenue on a straight-line basis over the life of
the lease.
V. Big Rivers continues to provide power for its members, excluding the member loads serving the
Aluminum Smelters, through its power purchase agreements with LEM and the Southeastern Power
Administration, based on a pre-determined maximum capacity. When economically feasible, the
Company also obtains the power necessary to supply its member loads, excluding the Aluminum
Smelters, in the open market. Kenergy Corp.’~retail service for the Aluminum Smelters is served
by LEM and other third-party providers that may include Big Rivers. To the extent the power
purchased from LEM does not reach pre-determined minimums, the Company is required to pay
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certain penalties. Also, to the extent additional power is available to Big Rivers under the LEM
contract, Big Rivers may sell to nonmembers.
LEM will reimburse Big Rivers an additional $58,862 for the margins expected from the Aluminum
Smelters through 201 1, being defined as the net cash flows that Big Rivers anticipated receiving if
the Company had continued to serve the Aluminum Smelters’ load, as filed in the Rate Hearing
(the “Monthly Margin Payments”).
WKEC is responsible for the operating costs of the generation facilities; however, Big Rivers is
partially responsible for ordinary capital expenditures (“Nonincremental Capital Costs”) for the
generation facilities over the term of the Lease Agreement, generally up to predetermined annual
amounts. This cumulative amount is not expected to exceed $148,000 over the entire 25 1/2 year
Lease Agreement. At the end of the lease term, Big Rivers is obligated to h n d a “Residual Value
Payment” to E.ON U.S. for such capital additions during the lease, currently estimated to be
$125,880 (see Note 1). Adjustments to the Residual Value Payment will be made based upon actual
capital expenditures. Additionally, WKEC will make required capital improvements to the facilities
to comply with a new law or a change to existing law (“Incremental Capital Costs”) over the lease
life (the Company is partially responsible for such costs: 20% through 2010) and the Company will
be required to submit another Residual Value Payment to LEC for the undepreciated value of
WKEC’s 80% share of these costs, at the end of the lease, currently estimated to be $1 6,017. The
Company will have title to these assets during the lease and upon lease termination.
Big Rivers entered into a note payable with LEM for $1 9,676 (the “LEM Settlement Note’,) to be
repaid over the term of the Lease Agreement, which bears interest at 8% per annum,in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to power to
be supplied to the Aluminum Smelters and the increased responsibility for financing capital
improvements. The Company recorded this obligation as a component of deferred charges with the
related payable recorded as long-term debt in the accompanying balance sheets. This deferred
charge is being amortized on a straight-line basis over the lease term.
On the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM,
which has been recorded as a component of deferred charges. This amount is being amortized on a
straight-line basis over the lease term.
During the lease term, Big Rivers will be entitled to certain ‘‘billing credits” against amounts the
Company owes LEM under the power purchase agreement. Each month during the first 55 months
of the lease term, Big Rivers received a credit of $89. For the year 201 1,Big Rivers will receive a
credit of $2,611 and for the years 2012 through 2023, the Company will receive a credit of $4,111
annually.
In accordance with the power purchase agreement with LEM, the Company is allowed to purchase
power in the open market rather than from LEM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
jurisdictional load) in the open market (collectively referred to as “Arbitrage,,). Pursuant to the New
RUS Promissory Note and the RUS ARVP Note, the benefit, net of tax, as defined, derived from
Arbitrage must be divided as follows: one-third, adjusted for capital expenditures, will be used to make
piincipal payments on the New RUS Promissory Note; one-third will be used to make principal
payments on the RUS ARVP Note; and the remaining value may be retained by the Company.
Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement.
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The Company, LEM, and WKEC have entered into an agreement that would allow for a mutually
acceptable early termination of the Lease Agreement (see Note 15).

3. UTILITY PLANT

At December 3 1,2007 and 2006, utility plant is summarized as follows:

Classified plant in service:
Electric plant -leased
Transmission plant
General plant
Other

Less accumulated depreciation

Construction in progress

2007

2006

$1,524,421
209,547
15,772
1.14

$1,506,822
208,760
15,581
67

1,749,854

1,731,230

853,290

826,647

896,564

904,583

15,070

13,085

$ 911,634

Utility plant -net

$ 917,668
~

Interest capitalized for the years ended December 31,2007, 2006, and 2005, was $391, $236, and $160
respectively.
The Company has not identified any material legal obligations, as defined in SFAS No. 143,Accounting
for Asset Retirement Obligations,which was further interpreted by FASB InterpretationNo. 47,
Accountingfor ConditionalAsset Retirement Obligations. In accordance with regulatory treatment, the
Company records an estimated net cost of removal of its utility plant through normal depreciation. As of
December 3 1, 2007 and 2006, the Company had a regulatory liability of approximately $29,771 and
$26,670, respectively, related to nonlegal removal costs included in accumulated depreciation.
4. SALE-LEASEBACK

On April 18, 2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual
interest receipts, will be fully funded.
This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes. In connection therewith, Big Rivers received $866,676 of proceeds and incurred
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$791,626 of related obligations. Pursuant to a payment undertaking agreement with a financial
institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds. The Company also purchased investments with an initial value of $146,647 to fund the
remaining $135,597 of the obligations. These amounts are reflected as restricted investments under longterm lease and obligations related to long-term lease in the accompanying balance sheets. Interest
received and paid will be recorded to these accounts over the life of the lease. Currently, the Company is
paying 7.57% interest on its obligations related to long-term lease and receiving 6.89% on its related
investments. The Company made a $64,000 principal payment on the New RUS Promissory Note with
the remaining proceeds. The $75,050 gain was deferred and will be amortized over the respective lease
terms, of which the Company recognized $2,900, $2,881, and $2,856, in 2007,2006, and 2005,
respectively. The following are the scheduled principal payments on the long-term lease as of December
31:

Year

Amount

-

2008
2009
2010
201 1
2012
Thereafter

5,669
508
177,714

Total

$

183,891

Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 31, 2007 and 2006, are as follows:
2007

Restricted investments under long-term lease
Obligations related to long-term lease
Deferred gain on sale-leaseback

2006

$ 192,932

$ 186,690

183,891
53,480

177,310
56,380,

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 3 1,2007,2006, and 2005, are as follows:
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Power contracts revenue (revenue discount
adjustment -see Note 6)

2007

2006

2005

$ (3,680)

$ (3,680)

$ (3,680)

12,819
(2,900)

12,386
(2788 1)

11,965
(2,856)

9,919

9,505

9,109

i2,4a 1

12,069

11,670

778

777

772

Interest on obligations related to long-term lease:
Interest expense
Amortize gain on sale-leaseback
Net interest on obligations related to
long-term lease
Interest income on restricted investments under
long-term lease
Interest income and other
5. DEBT AND OTHER LONG-TERM OBLIGATIONS

A detail of long-term debt at December 3 1,2007 and 2006, is as follows:
2007

2006

New RUS Promissory Note, stated amount of, $807,556, stated
interest rate of 5.75%, with an interest rate of 5.81%,
maturing July 202 1

804,098

$ 799,789

RUS ARVP Note, stated amount of $249,456, no stated interest
rate, with interest imputed at 5.8 1%, maturing December 2023

99,290

94,391

LEM Settlement Note, interest rate of KO%, payable in monthly
installments though July 2023

16,204

16,707

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 3.74% and 3.49% in 2007 and 2006,
respectively), maturing in October 2022

8 3 3 00

83,300

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 3.74% and 3.49%% in 2007 and 2006,
respectively), maturing in June 2013

58,800

58,800

1,061,692

1,052,987

39,347

11,912

$1,022,345

$1,041,075

Total Iong-term debt
Current maturities
Total long-term debt -net of current maturities

The following are scheduled maturities of long-term debt at December 3 1
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'

Amount

Year

2008
2009
2010
201 1
2012
Thereafter

$

39,347
39,391
4 1,440
47,492
65,561
828.461

Total

$ 1,061,692

RUS Notes -On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS
ARW Note at fair value using the applicable market rate of 5.81%. The RUS Notes are collateralized by
substantially all assets of the Company.
Pollution Control Bonds -The County of Ohio, Kentucky, issued $83,300 of Pollution Control
Periodic Auction Rate Securities, Series 2001, the proceeds of which are supported by a promissory note
from Big Rivers, which bears the same interest rate. These bonds bear interest at a variable rate and
mature in October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds,
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears the
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which
was assigned to D e i , Credit in 2006. Both Series are supported by municipal bond insurance and surety
policies issued by Ambac Assurance Corporation. Big Rivers has agreed to reimburse Ambac Assurance
Corporation for any payments under the municipal bond insurance policies or the surety policies.
Due to current market conditions, the variable interest rates incurred on the Series 1983 and Series 2001
Pollution Control Bonds’ have increased. These instruments are subject to maximum interest rates of
13% and 18%, respectively.
,

LEM Settlement Note -On the Effective Date, Big Rivers executed the Settlement Note with LEM.
The Settlement Note requires Big Rivers to pay to LEM $1 9,676, plus interest at 8% per annum over the
lease term. The principal and interest payment is approximately $1,822 annually. This payment is
consideration for LEMs assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements.
Other Long-Term Obligations -During 1997, Big Rivers terminated two unfavorable coal contracts.
In connection with that settlement, the Company paid $47, $345, and $35 1 during 2007,2006, and 2005,
respectively. At December 3 1, 2007, the Company has a remaining liability of $45 payable in 2008
which is included in current maturities of long-term obligations.
Notes Payable -Notes payable represent the Company’s borrowing on its line of credit with the
National Rural Utilities Cooperative Finance Corporation. The maximum borrowing capacity on the line
of credit is $15,000. There were no amounts outstanding on the line of credit at December 3 1,2007. The
line of credit bears interest at a variable rate. Each advance on the line of credit is payable within one
year.
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6. RATEMATTERS
The rates charged to Big Rivers’ members consist of a demand charge per kW and an energy charge per
kWh consumed as approved by the KPSC. The rates include specific rate designs for its members’ two
classes of customers, the large industrial customers and the rural customers under its jurisdiction. For the
large industrial customers, the demand charge is generally based on each customer’s maximum demand
during the current month. The remaining customers demand charge is based upon the maximum
coincident demand of each member’s delivery points. The demand and energy charges are not subject to
adjustments for increases or decreases in fuel or environmental costs. Big Rivers’ current rates will
remain in effect until changed by the KPSC.
Effective since September 1,2000, the KPSC has approved Big Rivers’ request for a $3,680 annual
revenue discount adjustment for its members through August 3 1,2008, effectively passing the benefit of
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC
approval to continue the adjustment depends upon its planned environmental compliance costs and its
overall financial condition. In 2008 Big Rivers plans to pursue ICPSC approval to extend the
adjustment, at minimum, through August 3 1,2009.
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7. INCOME TAXES

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48,
Accountingfor Unceltainfy in Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN 48”).
FIN 48 clarifies the accounting for uncertainty in income taxes by prescribing the recognition threshold
a tax position is required to meet before being recognized in the financial statements. It also provides
guidance on derecognition, classification, interest and penalties, disclosures and transition. The
cumulative effects of applying FIN 48 are to be recorded as an adjustment to retained earnings as of the
beginning of the period of adoption. FIN 48 was effective for fiscal years beginning after December 15,
2006. The Company adopted the provisions of FIN 48 on January 1,2007. The Company files a federal
income tax return, as well as several state income tax returns. The years currently open for federal tax
examination are 2004 through 2007 and 1990 through 1997, due to unused net operating loss
carryforwards. The major state tax jurisdiction currently open for tax examination is Kentucky for years
2001 through 2007 and years 1990 through 1997, also due to unused net operating loss carryforwards.
As a result of implementing FIN 48, the Company made no adjustment to the liability for unrecognized
tax benefits. The Company did not have any unrecognized tax benefits recorded related to federal or
state income taxes. Upon adoption of FIN 48, the Company adopted a financial statement policy of
classification of interest and penalties as an operating expense on the income statement and accrued
expense in the balance sheet. No interest or penalties have been recorded as of the adoption or during
2007.
The components of the net deferred tax assets as of December 3 1,2007 and 2006, were as follows:
2007

Deferred tax assets:
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Sale-leaseback
Fixed asset basis difference
Other accruals

$

Total deferred tax assets

60,972
5,035
142,807
7,764
2,844

2006

$

68,696
4,790
136,598
2,465

2 19,422

2 12,549

(27,359)

(21,270)
(827)

Total deferred tax liabilities

(27,359)

(22,097)

Net deferred tax asset (prevaluation allowance)

192,063

190,452

(1 87,028)

(185,662)

Deferred tax liabilities:
Lease agreement
Fixed asset basis difference

Valuation allowance
Net deferred tax asset

$

5,035

$

4,790

Big Rivers was formed as a tax-exempt cooperative organization described in InternaI Revenue Code
Section 501(c)(12). To retain tax-exempt status under this section, at least 85% of the Big Rivers’
receipts must be generated from transactions with the Company’s members. In 1983, sales to
nonmembers resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can meet the
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85% member income requirement, the Company is a taxable cooperative. Big Rivers is also subject to
Kentucky income tax.
Under the provisions of SFAS No. 109, Accountingfor Income Tmes, Big Rivers is required to record
deferred tax assets and liabilities for temporary differences between amounts reported for financial
reporting purposes and amounts reported for income tax purposes. The Company has not recorded any
income tax expense for the years ended December 3 1,2007,2006, and 2005, as the Company has
utilized federal net operating losses to offset any taxable income during those years. Had the Company
not had the benefit of a net operating loss carryforward, the Company would have recorded $7,724,
$10,599, and $7,995 in current tax expense for the years ended December 31,2007,2006, and 2005,
respectively. Deferred tax assets and liabilities are determined based upon these’temporarydifferences
using enacted tax rates for the year in which these differences are expected to reverse. Deferred income
tax expense or benefit is based on the change in assets and liabilities from period to period, subject to an
ongoing assessment of realization.
A reconciliation of the Company’s effective tax rate for 2007,2006 and 2005 follows:
Federal rate
State rate, net of federal benefit
Patronage allocation to members
Tax benefit of operating loss carryforwards and other
Effective tax rate

35.0 Yo
4.5
(28.0)
(11.5)

35.0 %
4.5
(20.5)
(19.0)

35.0 %
4.5
(21.7)
(17.8)

0.0 %

0.0 Yo

0.0 %

At December 3 1,2007 and 2006, Big Rivers had a nonpatron net operating loss carryforward of
approximately $148,713 and $167,551,respectively, for tax reporting purposes expiring through 20 14,
and an alternative minimum tax credit carryforward at December 3 1, 2007 and 2006, of approximately
$5,035 and $4,790, respectively, which carries forward indefinitely.
Big Rivers has a net deferred tax asset; against which a valuation allowance has been provided based
upon the fact that it is presently uncertain whether such asset will be realized. The resulting net deferred
tax asset at December 31,2007 and 2006, is approximately $5,035 and $4,790, respectively, which
represents the alternative minimum tax credit carryforward, against which no allowance has been
provided.
8. POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all of the members’ requirements for
power to serve their customers, other than the Aluminum Smelters. Contract limits were established in
the Lease Agreement and include minimum and maximum hourly and annual power purchase amounts.
Big Rivers cannot reduce the contract limits by more than 12 MW in any year or by more than a total of
72 MW over the lease term. In the event Big Rivers fails to take the minimum requirement during any
hour or year, Big Rivers is liable .to LEM for a certain percentage of the difference between the amount
of power actually taken and the applicable minimum requirement.
Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and annual
amounts of power from LEM, the lease does not prevent Big Rivers from paying the associated penalty
in certain hours to purchase lower cost power, if available, in the open market or reselling a portion of its
purchased power to a third party. The power purchases made under this agreement for the years ended
December 31, 2007,2006, and 2005, were $96,295, $97,999, and $96,795, respectively, and are
included in power purchased and interchanged on the statement of operations.

-17-

9. PENSION PLANS
Big Rivers has noncontributory defined benefit pension plans covering substantially all employees who
meet minimum age and service requirements. The plans provide benefits based on the participants’ years
of service and the five highest consecutive years’ compensation during the last ten years of employment.
Big Rivers’ policy is to fund such pIans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974.
On December 3 1,2007, the Company adopted SFAS No. 158, Employers ’ Accountingfor Defined
Benefit Pension and Other Postretirement Plans-an amendment of FASB Statements No. 87, 88,106, and
132(R) (“SFAS No. 158”). SFAS No. 158 required the Company to recognize the funded status of its
pension plans and other postretirement plans (see Note 11 - Postretirement Benefits Other Than
Pensions). SFAS No. 158 defines the funded status of a defined benefit pension plan as the fair value of
its assets less its projected benefit obligation, which includes projected salary increases, and defines the
funded status of any other postretirement plan as the fair value of its assets less its accumulated
postretirement benefit obligation.
SFAS No. 158 also requires an employer to measure the funded status of a plan as of the date of its yearend balance sheet and requires disclosure in the notes to the fniancial statements certain additional
information related to net periodic benefit costs for the next fiscal year. The Company’s pension and
other postretirement benefit plans are measured as of December 3 1,2007 and 2006.
The following provides an overview of the Company’s noncontributory defined benefit pension plans.
A reconciliation of the Company’s benefit obligations of its noncontributory defined benefit pension
plans at December 3 1,2007 and 2006 follows:
2007

Benefit obligation, beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Benefits paid
Actuarial (gain) or loss
Benefit obligation, end of period

2006

$

17,464
958
1,058
(124)
533

$

16,550
838
926
(852)
2

$

19,889

$

17,464

.

The accumulated benefit obligation for all defined benefit pension plans was $14,789 and $12,421 at
December 3 1, 2007 and 2006, respectively.
A reconciliation of the Company’s pension plan assets at December 3 1,2007 and 2006 follows:
2007

2006

Fair value of plan assets, beginning of period
Actual return on plan assets
Employer contributions
Benefits paid

$

16,416
1,006
4,522
(124)

11,868
716
4,684
(852)

Fair value of plan assets, end of period

$

21,820

$
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$

16,416

The funded status of the Company’s pension plans at December 3 1,2007 and 2006 follows:
2007

2006

Benefit obligation, end of period
Fair value of plan assets, end of period

$ (19,889)

$ (17,464)

Funded status

$

21,820
1,931

16,416
(1,048)

$

Components of net periodic pension costs for the years ended December 3 1,2007,2006, and 2005, were
as follows:
2007

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Amortization of actuarial (gain) or loss

$

Net periodic benefit cost

$ 1,153

958
1,058
(1, 167)
19
285

2006

2005

838
926
(828)
19
212

$

$

$ 1,167

824
93 1
(840)
19
224

$ 1,158

A reconciliation of the pension plan amounts in accumulated other comprehensive income at
December 3 1, 2007 follows:
2007

Prior service cost
Unamortized actuarial gain/(loss)
Accumulated other comprehensive income

$ (4,958)

In 2008, $13 of prior service cost and $29 of actuarial loss is expected to be amortized to periodic benefit
cost.
At December 3 1,2006, the unrecognized prior service cost was $116 and the unreco,gnized actuarial loss
was $4,452. These amounts net of the funded status were recorded as a prepaid benefit cost of $3,520 in
the statement of financial position.
At December 3 1, 2007 and 2006, amounts recognized in the statement of financial position were as
follows:
2007

Prepaid Benefit cost
Noncurrent assets

$ -

Net amount recognized

$ 1,931

2006
$ 3,520

-

1,931
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3,520
$

Assumptions used to develop the projected benefit obligation and determine the net periodic benefit cost
were as follows:
2007

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost
Rates of increase in compensation levels
Expected long-term rate of return on assets

6.25 %
5.75
4.00
7.25

2005

2006

5.75 %
5.75
4.00
7.25

5.75 %
5.75
4.00
7.25
,

The expected long-term rate of return on plan assets for determining net periodic pension cost for each
fiscal year is chosen by the Company fi-om a best estimate range determined by applying anticipated
long-term returns and long-term volatility for various asset categories to the target asset allocation of the
plans, as well as taking into account historical returns.
Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined
the expected rate of return at a 50% probability of achievement level based on (a) forward-looking rate
of return expectations for passively-managed asset categories over a 20-year time horizon and
(b) historical rates of return for passively-managed asset categories. Applying an approximately
80%/20% weighting to the rates determined in (a) and (b), respectively, produced an expected rate of
return of 7.28%, which was rounded to 7.25%.
The general investment objectives are to invest in a diversified portfolio, comprised of both equity and
fixed income investments, which are further diversified among various asset classes. The diversification
is designed to minimize the risk of large losses while maximizing total return within reasonable and
prudent levels of risk. The investment objectives specify a targeted investment allocation for the pension
plans of up to 65% equities. The remaining 35% may be allocated among fixed income or cash
equivalent investments. Objectives do not target a specific return by asset class. These investment
objectives are long-term in nature. As of December 31,2007 and 2006, the investment allocation was
49% and 0%, respectively, in equities and 5 1% and 1OO%, respectively, in fixed income.
Expected retiree pension benefit payments projected to be required during the years following 2007 are
as follows:
Years Ending
December 31

Amount

2008
2009
2010
201 1
2012
20 13-20 17

$

1,258
846
1,495
1,326
2,471
12,528

Total

$ 19,924

In 2008, the Company expects to contribute $1,010 to its pension pliin trusts.
10. FAIR VALUE OF FINANCIAL INSTRUMENTS
The carrying value of cash and cash equivalents, accounts receivable, and accounts payable approximate
fair value due to their short maturity.
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The fair value of restricted investments is determined based upon quoted market prices and rates. The
carrying value of the investments is recorded at accreted value and the terms of the investment are
within Note 4. The estimated fair values of the restricted investments are as follows:
2007
Carrying
Arnot.inT

Restricted investments

$192,932

2006
Fair
Value

Carrying
Amount

$250,088

$186,690

Fair
Value

$233,418

It was not practical to estimate the fair value of patronage capital included within other deposits and
investments due to these being untraded companies.
It was not practical to estimate the fair value of long-term debt due to Big Rivers’ inability to obtain
long-term debt from outside parties.
11. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. As
of July 1, 2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried
employees who retired prior to December 3 1, 1993, Big Rivers pays 100% of Medicare supplemental
costs. For salaried employees who retire after December 31, 1993, Big Rivers pays 25% plus $25 per
month of the Medicare supplemental costs.
On December 8,2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
(the “Medicare Act”) was enacted. The Medicare Act created Medicare Part D, a new prescription drug
benefit that is available to all Medicare-eligible individuals, effective January 1,2006. National Rural
Electric Cooperative Association (NRECA), the provider of Big Rivers’ health plan coverage through
the NRECA Group Benefits Trust, chose to become a Medicare Part D provider. Effective January 1,
2006, Part D coverage is the only drug coverage available to Big Rivers’ Medicare-eligible retirees.
The discount rates used in computing the postretirement benefit obligation and net periodic benefit cost
were as follows:
2007

Discount rate - projected benefit obligation
Discount rate - net periodic benefit cost

5.85 Yo
5.75

2006

2005

5.75 %
5.75

5.75 %
6.25

The health care cost trend rate assumptions as of December 3 1,2007 and 2006 were as follows:
2007

9.00 %
5.50 Yo
2012

Initial trend rate
Ultimate trend rate
Year ultimate trend is reached
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2006

9.00 %
5.50 %
201 1

A one-percentage-point change in assumed health care cost trend rates would have the following effects:
2007

2006

One-Percentage-Point Decrease
Effect on total service and interest cost components
Effect on year end benefit obligation

$

(28)
(268)

$

One-Percentage-Point Increase
Effect on total service and interest cost components
Effect on year end benefit obligation

$

34
313

$

(32)

. (254)
38
296

A reconciliation of the Company’s benefit obligations of its postretirement plan at December 3 1, 2007
and 2006 follows:
2007

2006

Benefit obligation, beginning of period
Service cost - benefits earned during the period
Interest cost on projected benefit obligation
Participant contributions
Benefits paid
Actuarial (gain) or loss

$

2,695
85
153
45
(170)
54

$

2,578
145
143
61
(232)

Benefit obligation, end of period

$

2,862

$

2,695

A reconciliation of the Company’s postretirement plan assets at December 3 1, 2007 and 2006 follows:
2007

Fair value of plan assets, beginning of period
Employer contributions
Participant contributions
Benefits paid

125
45
(170)

Fair value of plan assets, end of period

$

$

-

-

2006
$

-

171
61
(232)
$

-

The funded status of the Company’s postretirement plan at December 3 1,2007 and 2006 follows:
2007

2006

Benefit obligation, end of period
Fair value of plan assets, end of period

$

(2,862)

$

Funded status

$

(2,862)

,S; (2,695)
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(2,695)

The components of net periodic postretirement benefit costs for the years ended December 3 1,2007,
2006, and 2005, were as follows:
2007

Service cost
Interest cost
Amortization of prior service cost
Amortization of actuarial (gain) or loss
Amortization of transition obligation

$

Net periodic benefit cost

$

85
153
2
(70)
31
201

2006

145
143
2
(80)
31

$

241

$

i

2005
$

94
182
2
(23)
31

_
l
_
l

$

286

A reconciliation of the postretirement plan amounts in accumulated other comprehensive income at
December 31,2007 follows:
2007

Prior service cost
Unamortized actuarial gain/(loss)
Transition obligation
Accumulated other comprehensive income

$ 1,015

In 2008, $2 of prior service cost, $64 of actuarial gain, and $3 1 of the transition obligation is expected to
be amortized to periodic benefit cost.
At December 3 1,2006, the unrecognized prior service cost was $1 1, unrecognized accumulated gain
was $1,287, and unrecognized transition obligation was $184. These amounts net of the funded status
were recorded as a noncurrent liability of $3,787 in the statement of financial position.
At December 3 1, 2007 and 2006, amounts recognized in the statement of financial position were as
follows:
2007

Accounts payable
Other deferred credits

$

Net amount recognized

(138)
(2,724)

2006
$

- .

(3,787)
$ (3,787)
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Expected retiree benefit payments projected to be required during the years following 2007 are as
follows:
Year

Amount

2008
2009
2010
201 1
2012
2013-2017

$

138
168
194
212
224
1,325

Total

$

2,262

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement
or death. To the extent an employee’s sick leave hour balance exceeds 480 hours such excess hours are
paid at 20% of the employee’s base hourly rate at the time of retirement or death. The accumulated
obligation recorded for the postretirement sick leave benefit is $345 and $294 at December 3 1,2007 and
2006, respectively. The postretirement expense recorded was $51, $44, and $27 for 2007,2006, and
2005, respectively, and the benefits paid were $0, $20, and $16 for 2007,2006, and 2005, respectively.
12. BENEFIT PLAN -401(k)

Big Rivers has two defined contribution retirement plans covering bargaining and salaried employees.
Big Rivers matches up to 60% of the frrst 6% of eligible employees’ wages contributed. Employees
generally become vested in Company matching contributions based upon years of service as follows:
Years of
Vesting Service

Vested
Percentage

20 %
40
60
80
100

1
2
3
4
5 or more

Employees are also permitted to make pre-tax contributions of up to 75% of eligible wages. Big Rivers’
expense under this plan was $215 and $193 for the years ended December 3 1,2007 and 2006,
respectively.
13. RELATED-PARTIES
For the years ended December 3 1,2007,2006, and 2005, Big Rivers had tariff sales to its members of
$1 13,281, $108,737, and $109,439, respectively. In addition, for the years ended December 31,2007,
2006, and 2005, Big Rivers had certain sales to Kenergy for the Aluminum Smelters and Domtar Paper
(formerly Weyerhaeuser) loads of $123,094, $57,3 74, and $46,372, respectively.
At December 31,2007 and 2006, Big Rivers had accounts receivable from its members of $20,052 and
$13,O 15, respectively.
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In October 2005, Big Rivers made a lump sum payment of $221 to Kenergy for the lease of office space
in a building owned by Kenergy. The charge for the lump sum payment was deferred and is being
amortized over the life of the agreement.
14. COMMITMENTS AND CONTINGENCIES
Big Rivers is involved in litigation arising in the normal course of business. While the results of such
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that
the final outcome will not have a material adverse effect on the financial statements.
15. TERMINATION OF THE LG&E LEASE AGREEMENT

The Big Rivers board of directors adopted resolutions on February 23,2007, authorizing management,
among other things, to execute a Transaction Termination Agreement among Big Rivers Electric
Corporation, LG&E Energy Marketing Inc., and Western Kentucky Energy Corp. (the “Termination
Agreement”). The Termination Agreement establishes the terms on which Big Rivers, on the one hand,
and LG&E Energy Marketing Inc. and Western Kentucky Energy Corp. on the other hand, agree to
terminate a series of contractual relationships established in 1998 under which, among other things,
LG&E Energy Marketing Inc. and Western Kentucky Energy Corp. currently lease and operate the
generating units owned or previously operated by Big Rivers, and sell power to Big Rivers to use in
meeting the requirements of its system. Those resolutions additionally authorize management to sign
various agreements under which Big Rivers agrees to sell its member, Kenergy Corp., 850 MW in the
aggregate for resale to Alcan Primary Products Corporation and Century Aluminum of Kentucky
General Partnership, contingent upon the closing of the transaction contemplated in the Termination
Agreement. Applications seeking the necessary state regulatory approvals and tariff revisions required
to implement these transactions were filed with the Kentucky Public Service Commission on December
28,2007, in P.S.C. Case Nos. 2007-00455 and 2007-00460.
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For the years ended December 31,2006,2005,2004,2003 and 2002 I (Dollars in thousands)

34,S4q2

26,343

22,025

18,349

10,055

(217,371)

(251,913)

(278,256)

(300,281)

(319,013)

Capital Expenditures*

13,189

12,904

12,203

21,397

21,700

Cash & Cash Equivalents

96,143

67,264

54,891

15,802

20,061

New RUS Note Voluntary
Prepayment Status

345995

55,357

53,518

80,101

60,4479

Times Interest Earned Ratio

1.47

1.37

1.32

1.27

I. I4

Debt Service Coverage Ratio

1.86

1.79

1.76

1.4q6

1.19

Cost of Debt

5.83%

5.57%

5.35%

5.34%

5.38%

Cost of Capital

7.82%

758%

7.38%

7.36%

7.37%

Margins
Equity

+‘
Big Rivers’ share only.

s
Incorporated

.............

in millions of dollars

.June 1961
35

Generating Capacity .

. . . . . . . . 1,459 MW

Total Power Capacity

. . . . . . . . 1,854 MW

Employees.

105

25

. . . . . . . . .3

20

..................

Member Distribution Systems
Counties Reached

. . . . . . . . . . . . . . . 22

Member Consumers Served

30

15

. . . . . . 110,000
10

Miles of Transmission Line
Total Energy Sales

........

1,232

. . . . . . . 5,250,342 MWh

Total Energy Revenue

......

Average Member Cost.

$190,834,000

. . . . . $34.11/MWh
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Balance Sheets

Big Rivers Electric Corporation is an electric generation and
transmission cooperative (G&T) headquartered in Henderson,
Kentucky and owned by its three distribution system membersJackson Purchase Energy Corporation, headquartered in Paducah;
I<energyCorp., headquartered in Henderson; and Meade County Rural
Electric Cooperative Corporation, headquartered in Brandenburg.
Big Rivers supplies the wholesale power needs of its three membersystems and markets surplus power to non-member utilities and
power markets. These three member--systemsprovide retail electric
power and energy to more than 110,000 residential, commercial, and
industrial member-consumers in portions of 22 western Kentucky
counties.
Big Rivers owns a generating capacity of 1,459 megawatts (MW)
in four plants. Total power capacity is 1,854 MW, including rights
to Henderson Municipal Power and Light (HMP&L) Station Two
and contracted capacity from Southeastern Power Administration
(SEPA).

Unit 1
Unit 2
lJnit 3

Coal
Coal
Coal

150
150
155

1969
1970
1972

Unit 1
Unit 2

Coal
Coal

231
223

1979
1981

65
65

1966
1976

420

1986

Plant
CoaUNatural Gas
Combustion Turbine OiUNatural Gas
Coal

Generating Capacity Owned" = 1,459 MW
Rights to HMP&I, Station Two" = 217 MW
Contracted Capacity from SEPA = 178 MW
Ihese,facilities and rights have been leased to certain a@liates of the E.ON U.S. Parties.

%le word efficiency, while often overused, is still one of the
most important terms in the vocabulary of business operations.
Efficiency is being productive without waste. In our business,
efficiency has many applications. We strive to be efficient in
our budgets and the use of funds in the operations of providing
electric power supply to Big Rivers’ member distribution systems.
We look to produce electricity as efficiently as possible.
While we continually work to improve our efficiencies at Big
Rivers,we also believe our members and their member-consumers
need to strive to use electricity more efficiently.
The appetite for energy in our country continues to steadily grow
each year. This growth ultimately results in the need for new
resources for generating additional electricity. The cost of building
new electric generating plants is rising dramatically as materials
and labor for construction are in high demand here arid in other
countries. It behooves us to use electricity more efficiently and
avoid, where possible, the costs of building new generation.
Big Rivers and its member-systems are going to rededicate our
efforts in emphasizing and focusing on helping the more than
110,000 member-consumers to become more efficient in their use
of electricity. After all, Big Rivers and its members are cooperatives
owned by those 110,000 member-consumers and we take to heart
the need to provide the best service we can to our owners.

Big Rivers continues to be efficient in its operations and the
result was its best year ever. Margins for 2006 were $34.5 million.
Seeking better efficiency each year in all aspects of its operations
has propelled Big Rivers to a string of annually improving financial
results.
However, Big Rivers must continue those efforts of improved
efficiency if it is to be successful in working to achieve an unwind
of the 1998 transaction with E.ON TJ.S., LLC and certain of its
affiliates. In the 1998 transaction, Big Rivers leased its generating
facilities and assigned its rights under the HMP&L Station Two
arrangements to E.ON U.S. Big Rivers and E.ON U.S. signed a
Letter of Intent in late 2005 to move forward with the unwind of
this transaction. A part of this effort includes a long-term power
contract with the two smelters served by Kenergy Corp., one of
the three Big Rivers member-systems.
This major effort, if successful, will bring the operations of our
power plants back to Big Rivers as was the case prior to the 1998
transaction. It will require us to be efficient to accomplish the
mountains of work necessary for this effort and to still operate
Big Rivers on a daily basis. The results of this effort will be a Big
Rivers on solid financial footing and playing a ley role in the future
economic development of rural western Kentucky.

Michael Core
President and CEO
William Denton
Chair of the Board of Directors
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Efficiency in the energy industry can have a number of
meanings, and be measured in a myriad of ways. Energy
production, transmission, distribution and end usage all play
into the success of Big Rivers and the three distribution systems
that own it. “here’s nothing simple about maintaining energy
efficiency for tens of thousands of member-consumers amid
rising operating costs and a changing regulatory environment.
Yet, that’s what Rig Rivers accomplished in 2006. Despite
rising costs, the company was able to hold the line on rates to
members and increase margins by more than 30 percent.
Big Rivers accomplished a number of important objectives
in 2006 and kicked off several new initiatives that will result
in the same affordable, value-conscious service on which Big
Rivers members have come to depend. The following pages
highlight some of the key activities from the past year that not
only kept costs under control, but also benefited our members
and their member-owners.
ans

Power lines downed by falling tree branches are a constant
threat in this part of the country, and Big Rivers has risen to the
challenge with a multimillion dollar initiative begun in 2006.
Reliability and safety are at the heart of a program to keep
trees and other vegetation clear of power lines throughout the
Big Rivers region.

The system operations departments of Big Rivers and its
member-systems have enacted vegetation management plans
aimed at providing maximum reliability in preparation for
severe storms, which are always a potential for power outages
year-round.
E

ips

Big Rivers partnered with its member-systems in a
comprehensive, educational campaign that included energy
audits, educational workshops, energy efficiency incentives
and other programs designed to provide member-consumers
with the general "know-how" to make decisions that improve
their efficiency.
Big Rivers partnered with the Governor's Office of Energy
Policy, the Department of Energy and other agencies to
bring the High Performance Schools program to its service
region. This partnership resulted in new and more efficient
school buildings for both Hancock and Meade counties. Three
Hancock County schools were renovated with high efficiency
lighting, heating and cooling. A newly constructed school
is a showcase of daylighting and high efficiency heating and
cooling.
Meade County schools incorporated the highest efficiency
heating and cooling system available today and used a
composite concrete foam wall system that is both tight and
highly insulated. Cooperative staff assisted the school system
management through education, demonstration and analysis.
Industrial members benefited from the combined expertise
of Big Rivers, its member-systems, and two governmental
agencies-The I<entucky Pollution Prevention Center and the
Kentucky Industrial Assessment Center. This combined effort
helped evaluate energy consumption and provided memberconsumers with recommendations on how to save money by
reducing energy needs.
Big Rivers and its three member-systems distributed thousands
of compact fluorescent light bulbs (CFLs) to residential
member-consumers in 2006. CFLs provide the same output as
conventional bulbs, but require only a quarter of the energy.

--

--I

This program benefits the member-consumer financially and
also serves as a tangible demonstration of energy efficiency.
Members and member-consumers now have a powerful
information resource at their fingertips. Big Rivers redesigned
its Web site in 2006 to incorporate educational resources and
detailed energy saving recommendations.
Plans for 2007 call for an even more robust energy efficiency
program, with particular emphasis placed on education for
all-from the largest industrial to the smallest residential
member.

Big Rivers improved its forecasting capabilities by replacing all
substation meters and upgrading cell phone communications,
malting it possible to receive hourlyremote readings with faster
speed. '%is increase in productivity will allow the company
to be more accurate in its projections and more efficient in
power utilization.
Big Rivers provided support to member-systems for the
installation of tracking and identification systems designed to
improve response time when a power outage takes place. The
subsequent reduction in restoration time will help circumvent
much of the downtime that member-consumers experience in
the wake of violent weather.
Improving the two-way radio system to improve
communications between Big Rivers and its three membersystems is the focus of an engineering study begun in 2006.
The objective is high-speed communication services between
member-system facilities to improve service and reliability.

ent

d

In 2000, Big Rivers' creditors and the Kentucky Public Service
Commission approved a request for a $3.68 million annual
discount adjustment for Big Rivers' members. In 2007, the
company's Board of Directors gave its assent to a request
for renewal, which would continue the revenue discount
adjustment through August 31,2008.

These adjustments pass savings along to members, which the
company realizes as a benefit from the leveraged lease of three
of its generating units. Big Rivers will continue to act as an
advocate for its members when opportunities arise to pass
along savings.

Moving to a new health care plan is expected to help the
company achieve greater operational efficiency. Better
health care for employees and lower costs for the company
are the anticipated outcome of the new preferred provider
organization (PPO).
'The company renewed its commitment to long-term care for
its employees by increasing funding of its retirement benefit
plans in 2006. Recent legislation, which permits accelerated
funding, cleared the way for Big Rivers to extend this benefit,
which will reduce future funding requirements and pension
expenses.
Big Rivers took a step forward in personnel development,
instituting an apprentice lineman program aimed at
strengthening productivity and maintaining the company's
high level of service.
ria

For the past seven years, Big Rivers has lent its support to the
Philippine Project, which brings electric power and economic
development to some of the most remote locations in the
island archipelago, where multiple families living under one
roof is the rule rather than the exception.
Villages tabbed for the project receive low-interest bank loans.
Donated equipment is refurbished and installed, and the cost
of connecting the village to the power grid is fully covered.
Sewing machines, computers and other equipment have been
donated to help villages establish local businesses, which in
turn help pay for electricity. To date, the Philippine Project
has impacted the lives of more than 7,200 people.

F Remice

Big Rivers continues to move forward with the letter of intent
with E.ON U.S., LLC, formerly known as LG&E Energy LLC, to
pursue terminating the various agreements in place since 1998
that gave certain E.ON U.S. subsidiaries operational control of Big
Rivers’ power plants and ownership of the electricity generated
by them. Although the agreements were to run through 2023, the
companies are working toward ending the arrangement, with Big
Rivers resuming control of its generation facilities and its future.
In a related development, a memorandum of understanding was
reached by Big Rivers, one of its member-systems Icenergy Corp.
(Kenergy), and two aluminum smelters, Century Aluminum of
Kentucky, LLC (Century) in Hawesville, Icy. and Alcan Primary
Products Corporation (Alcan) in Sebree, Icy., on pursuing critical
long-term arrangements to provide electricity to the smelters
that could help protect jobs at the two plants, where some 1,500
people currently are employed. If final agreements are reached
and all approvals are received, the smelters would be able to avoid
potentially volatile open-market electricity prices when their
current power contracts expire in 2010 arid 2011, respectively.
Through the lease and related agreements, E.ON U.S. subsidiaries
currently operate Big Rivers’ facilities at three sites that include
eight generating units owned by Big Rivers and two additional
units owned by HMP&L. Power is purchased from an E.ON US.
affiliate and distributed by Big Rivers as wholesale electricity to its
three member-systems serving a large area of western Kentucky.
In a separate agreement, the same E.ON U.S. subsidiary provides
power through Icenergy to the aluminum smelters. If the 1998
agreements are eventually terminated and a number of related
agreements are reached, Big Rivers would resume responsibility
for power generation at all units, including the HNIP&L plant,
and would continue to supply wholesale electricity over its
transmission systern to its three member-systems, including
power for Kenergy’s service to the smelters.

Rig Rivers’ commitment to efficient operations and careful
management of resources produced a strong financial
performance in 2006. Record margins were established as
the company significantly improved its revenue-to-power
cost ratio, an important measurement of efficiency.

in millions of dollars

35

Record arbitrage sales, voluntary debt pre-payments and
other key factors resulted in a more than 30 percent increase
in net margins over 2005, enabling Big Rivers to continue to
improve its cash position. The company ended 2006 with a
notable increase in its overall “cushion” status and improved
its negative equity position over the previous fiscal year.
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41.
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34,542

Equity

26,343

(217,371) (251,913)

Capital Expenditures”

13,189

12,904

Cash & Cash Equivalents

96,143

67,264q

New RUS Note Voluntary
Prepayment Status

34,995

55,357

Times Interest Earned Ratio

1.47

1.37

Debt Service Coverage Ratio

1.86

1.79

Cost of Debt

5.83%

5.57%

Cost of Capital

7.82%

7.58%

‘a‘

Big Rivers’share only.

Member Industrial
Other Sales

I

15.4 YO

Rig Rivers ended 2006 with net margins of $34.5 million,
an $8.2 million increase over 2005. Arbitrage sales, which
included the aluminum smelter Tier 3 and an industrial
co-generator backup sales, reached record levels and led
to a $9.4 million increase in sales margins as compared
to 2005. Record power sales reflect Big Rivers’ efficiency
in utilization of available power and the development of
marketing strategies designed to take advantage of market
opportunities to improve its revenue-to-power cost ratio.

5

The upward trend in power revenue continued in 2006
with Rig Rivers reporting $200.7 million compared to
$191.3 million in 2005 (up from $175.8 million in 2004#).
The lease revenue for 2006 was $57.9 million with total
operating revenue for 2006 at $258.6 million, an increase
of approximately $10 million over 2005.

in dollars per M Wh

ales

Big Rivers exceeded its previous year arbitrage margins
record by 36 percent, reporting $35.5 million in 2006.
The average price for 2.1 million MWh of surplus power
was $39.81 per MWh in 2006, compared to a rate of
$35.58 per MWh for 2 million MWh in 2005.
25'
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-cP- Arbitrage Sales

The average price for 3.2 million MWh of member
power increased to $34.11 per MWh in 2006 from
$33.84 per MWh in 2005. Member sales to rural loads
were $35.58 per MWh in 2006, up from $35.19 in 2005.
Large industrial sales reflected a slight decrease from
the previous year. Big Rivers continued the 3.3 percent
revenue discount during 2006 that resulted in the benefits
of the April 2000 sale-leaseback being passed through to
its members.

in dollars per M Wh

The slight decrease in member tariff load growth, -1.4.2
percent for 2006 vs. 3.32 percent in 2005, was due largely
to more temperate weather conditions in 2006 and the
closing of a small industrial customer. Heating and
cooling degree-days for 2006 decreased by 3.6 percent
and 13.1 percent, respectively, as compared to 2005.
.-
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Voluntary prepayments on the Rural Utilities Service
(RUS) promissory note led to a $1.7 million decrease in
interest expense for 2006, compared to 2005. Pollution
Control Bond interest expense reflects a $1.5 million
increase over 2005 due to higher interest rates (3.49
percent for 2006 vs. 2.46 percent for 2005).
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Rig Rivers holds a line of credit with National Rural Utilities
Cooperative Finance Corporation for $15 million as of
December 31, 2006. This line of credit has an underlying
$15 million master letter of credit facility for supporting
off-system sales.
As of December 31, 2006, there was $5.95 million
outstanding under the master letter of credit facility.
Participation in the Midwest Independent System
Operator Energy Market required a letter of credit in the
amount of $1.0 million. Forward sales to Morgan Stanley,
Fortis Energy Marlceting and Constellation Energy
required letters of credit in the amounts of $2.2 million,
$2.5 million and $0.25 million, respectively.

Higher net margins and efficient management of resources
aided Big Rivers’ cash flow status in 2006. As of December
31, 2006, the company’s overall cushion stood at $130.9
million, an increase of more than $8 million over 2005.
Cash and temporary cash investments amounted to $95.9
million, while voluntary prepayment of debt on the RUS
notes totaled $35 million.

In an effort to ensure that proper internal controls are
maintained, the Big Rivers’ Board of Directors engaged
the services of an outside auditor to perform a series of
focused audits. The audits conducted in 2006 included
purchasing and payroll cycles; cash management, debt
and debt-related covenants; and power sales and load
forecasting. Audit results indicated that proper internal
controls were established and no irregularities were found
to exist in those areas audited.
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As of December 31,2006 a n d 2005 I (Dollars in thousands)

UTILITY PLANT - N e t .

.......................

917,668

$ 928,872

RESTRICTED INVESTMENTS UNDER LONG-TERM LEASE

186,690

180,650

......

3,816

ClJRRENT ASSETS:
Cash and cash equivalents . . . . . . . . . . . . . . . . . .
Accounts receivable. . . . . . . . . . . . . . . . . . . . . .
Materials and supplies inventory . . . . . . . . . . . . . .
Prepaid expenses . . . . . . . . . . . . . . . . . . . . . . .

96,143
17,74+3
811
3,608

67,264
16,350
667
91

118,310

84,372

OTHER DEPOSITS AND INVESTMENTS - At cost.

$!

Total current assets.

...............

DEFERRED CHARGES AND OTHER.

...............

I

I
_
_

27.905

28,689

1,254,389

$ 1,225,980

$ (217,371)

$ (251,913)

1,04,1,075
177,310
4.5

1,046,846
170,954
92

-P,001,059

965,979

11,959

810
10,403
10,732
2,394
2,172
7,542

$

TOTAL

3,397

3
CAPITALIZATION:
Equities (deficit) . . . . . . . . . . . . . . . . . . . . . . . .
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . .
Obligations related to long-term lease . . . . . . . . . . .
Other long-term obligations. . . . . . . . . . . . . . . . .

Total capitalization,

...............

CURRENT LIABILITIES:
Current maturities of long-term obligations. . . . . . . .
Voluntary prepayment of long-term debt . . . . . . . . .
Purchased power payable . . . . . . . . . . . . . . . . . .
Accounts payable . . . . . . . . . . . . . . . . . . . . . . .
Accrued expenses. . . . . . . . . . . . . . . . . . . . . . .
Accrued interest. . . . . . . . . . . . . . . . . . . . . . . .

Total current liabilities

.............

DEFERRED CREDITS AND OTHER:
Deferred lease revenue . . . . . . . . . . . . . . . . . . . .
Deferred gain on sale-leaseback . . . . . . . . . . . . .
Residual value payments obligation. . . . . . . . . . .
Other
............................

Total deferred credits and other.
COMMITMENTS AND CONTINGENCIES

TOTAL

9,219
3,366
2,164.
7,631

..
..

.......

-

34,339
-

34,053
-

17,316
56,380
14,0,744
4,551
-

21,755
59,262
139,710
5,221

218,991

225,948

........
$

1,254,7389

$ 1,225,980

.-

p
p
p
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For the years ended December 31,2006,2005 and 2004 I (Dollars in thousands)

POWER CONTRACTS REVENUE
LEASE REVENUE

...........

$ 191,280

$ 200,692

.....................

57,896

-

$ 175,777

57,675

56,753

.......

258,588

248,955

232,530

......
Transmission and other. . . . . . . . . . . . . .
Maintenance . . . . . . . . . . . . . . . . . . . . . .

1145516

114,500

106,099

21,684,

20,309

18,674.

3,652

3,195

2,597

30,4*08

30,192

29,732

168,196

157,102

88,328

80,759

75,428

60,754.

59,639

56,923

9,505

9,109

8,725

Total operating revenue
OPERATING EXPENSES:

Operations:
Powerpurchasedandinterchanged.

Depreciation

......................

Total operating expenses.
ELECTRIC OPERATING MARGIN.

......

..........

-

INTEREST EXPENSE AND OTHER:

.......................

Interest

Interest on obligations
related to long-term lease.
Other - net.

..............
......................

Total interest expense and other
OPERATING MARGIN.

..

.................

111
9037
-_____

124- -

--. 68,872

--

158
65,806

17,958

11,887

9,622

12,069

11,670

11,278

4,,515

2,786

1,125

16,584
-

14,456

NON-OPERATING MARGIN:
Interest income on restricted investments
under long-term lease. . . . . . . . . . . .
Interest income and other

.....
..............

Total non-operating margin
NET MARGIN

.....

$ 34,542

$ 26,343

-.

12,403
$ 22,025
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For the years ended December 31,2006,2005 and 2004. (Dollars in thousands)

I

..........

$ (300,281)

$ (304,726)

................

22,025

22,025

. . . . . . . .

(278,256)

(282,701)

................

26,343

26,343

BALANCE - December 31,2005 . . . . . . . .

(251,913)

(256,358)

................

34,54*2

34,542

$ (217,371)

$ (221,816)

BALANCE - January 1,2004,.
Net margin.

BALANCE

-

December 31,2004.

Net margin.

Net margin.

See notes to$riancial statements.

$764

$ 3,681

764.

3,68 1

764

3,681

$764

$3,681

-

-.

_
I
_
_

For the years ended December 31,2006,2005 and 2004 1 (Dollars in thousands)

-.-

2

CASH FLOWS FROM OPERATING ACTIVITIES:
$

Net margin
Adjustments to reconcile net margin to net cash
provided by operating activities:
Depreciation and amortization . , . . . , . . . . . . . . . .
Increase in restricted investments under long-term lease .
Amortization of deferred gain on sale-leaseback . . . . . .
Deferred lease revenue , . . . . . . . . . . . . . , . . . . . .
Residual value payments obligation . . . . . . , . . . . . .
Increase in RIJS ARVP Note. . . . . . . . . . . . . . . . . .
Increase in New RUS Promissory Note . . . , . . . . . . .
Increase in obligations under long-term lease. . . . . . . .
Changes in certain assets and liabilities:
Accounts receivable . . . . . . . . . , . , . . . . . . . .
Materials and supplies inventory. , . , . . . . . . . . .
Prepaid expenses . . . . . . . , . . . . . . . . . . . . . .
Deferred charges . . . . . . . . . . . . . . . . . . . . . .
Purchased power payable . . . . . . . . . . . . . . . . .
Accounts payable. . . . . . . . . . . . . . . . . . . . . .
Accrued expenses . . . . . . . . . . . . . . . . . . . . .
Other - net . . . . . . . , . . . . . . , . . . . . . . . . .
Net cash provided by operating activities

34,,54,2

$ 26,343

33,592
(6,040)
(2,882)
(4*,4,39)
(6,187)
5,313
13,889
6,356

$ 22,025

33,386
(5,955)
(2,856)
(4,335)
(5,969)
5,077
8,205
6,250

32,625
(5,836)
(2,823)
(4*,267)
(5,077)
4,807
21,849
6,107

(741)
(112)
257
480
1,528
(516)
72
35 1

..

61,465

70,858

(12,904)
(151)

(12,203)
(277)

(13,055)
-

(12,480)

(24.,274.)

(36,037)

(9,289)
(10,000)

(243,274)

(36,037)

(19,289)

.....

28,879

12,373

39,089

.......

67,264.

54,891

15,802
--

$ 96,143

$ 67,264

$

$ 46,534

$ 28,485

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures . , . . . . ,
Other deposits and investments.

...............,.
.. ....... ......

Net cash used in investing activities.

.....

( 13,189)

(419)

-

CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations

. ... ......
.......

principal payment sonshort-termnotes payable .

Net cash used in financing activities
NET INCREASE IN CASH AND CASH EQLJIVALENTS . .
CASH AND CASH EQUIVALENTS - Beginning of year

. . ...

CASH AND CASH EQUIVALENTS - End of year

54.891

SIJPPLEMENTAL CASH FLOW INFORMATION:

...... ............. .....
...,.....................

Cash paid for interest

$

Cash paid for taxes

$

4<7,277
375

$

271

$

See ~ m t e to
s fiinancial.statements.
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Years ended December 31,2006,2005, a n d 2004 I (Dollars i n thousands)

SUMMARY
§ ~ G ~ ~ ACCOUNTING
F ~ C A ~ POLHCHES
~

OF

General h$ormationBig Rivers Electric Corporation
(“Big Rivers” or the ‘Company”), an electric generation
and transmission cooperative, supplies wholesale power
to its three member distribution cooperatives (ICenergy
Corp., Jackson Purchase Energy Corporation, and Meade
County Rural Electric Cooperative Corporation) under all
requirements contracts, excluding the power needs of two
large aluminum smelters (the ‘Aluminum Smelters”), sells
surplus power under separate contracts to ICenergy Corp. for
a portion of the Aluminum Smelters load, and markets power
to nonmember utilities and power marketers. The members
provide electric power and energy to industrial, residential,
and commercial customers located in portions of 22 western
ICentucky counties. The wholesale power contracts with the
members extend to January 1, 2023. Rates to Big Rivers’
members are established by the Kentucky Public Service
Commission (“ICPSC”)and are subject to approval by the
Rural Utilities Service (“RUS”). The financial statements of
Big Rivers include the provisions of Statement of Financial
Accounting Standards (“SFAS”) No. 71, Accounting for the
E$ects of Certain Types of Regulation, which was adopted
by the Company in 2003, and gives recognition to the
ratemaking and accounting practices of these agencies.
In 1999, Big Rivers Leasing Corporation (“BRLC”) was
formed as a wholly-owned subsidiary of Big Rivers. BRLC’s
principal assets are the restricted investments acquired
in connection with the 2000 sale leaseback transaction
discussed in Note 4.

Principles of Consolidation- The financial statements of
Big Rivers include the accounts of Big Rivers and its wholly
owned subsidiary, BRLC. All significant intercompany
transactions have been eliminated.
Estimates- The preparation of the financial statements in
conformity with accounting principles generally accepted in
the United States requires management to make estimates
and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses, and disclosure
of contingent assets and liabilities. The estimates and
assumptions used in the accompanying financial statements
are based upon management’s evaluation of the relevant facts
and circumstances as of the date of the financial statements.
Actual results may differ from those estimates.
System of Accounts- Big Rivers’ accrual basis accounting
policies follow the Uniform System of Accounts as prescribed
by the RUS Bulletin 1767B-1, as adopted by the ICPSC. The
regulatory agencies retain authority and periodically issue
orders on various accounting and ratemaking matters.
Revenue recogrzition- Revenues generated from the
Company’s wholesale power contracts are based on monthend meter readings and are recognized as earned. In
accordance with SFAS No. 13, Accounting for Leases, Big
Rivers’ revenue from the Lease Agreement is recognized on
a straight-line basis over the term of the lease. The major
components of this lease revenue include the annual lease
payments and the Monthly Margin Payments (described in
Note 2).
In conjunction with the Lease Agreement, Big Rivers expects
to realize the minimum lease revenue for the years ending
December 31, as follows:

Year
2007.
2008.
2009.
2010.
2011.
'Thereafter.

Arrrartrrt

. . . . . . . . . . . . $52,332
. . . . . . . . . . . . . 52,332
. . . . . . . . . . . . . 52,332
. . . . . . . . . . . . . . 52,332
. . . . . . . . . . . . . 4*1,291

..........

420,908

$671,527
Utility Plarit and Depreciatiofiz- LJtility plant is recorded
at original cost, which includes the cost of contracted
services, materials, labor, overhead, and an allowance for
borrowed funds used during construction. Replacements of
depreciable property units, except minor replacements, are
charged to utility plant.
Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of $250 or
more before consideration of such allowance. The interest
capitalized is determined by applying the effective rate
of Big Rivers' weighted-average debt to the accumulated
expenditures for qualifying projects included in construction
in progress.
In accordance with the terms of the Lease Agreement,
the Company generally records capital additions for
Incremental Capital Costs and Noniricremental Capital
Costs expenditures funded by E.ON 1J.S. (formerly LG&E
Energy Corporation) as utility plant to which the Company
maintains title. A corresponding obligation to E.ON U.S.
is recorded for the estimated portion of these additions
attributable to the Residual Value Payments (see Note 2). A
portion of this obligation is amortized to lease revenue over
the useful life of those assets during the remaining lease
term. For the years ended December 31,2006 and 2005, the
Company has recorded $7,221 and $6,986, respectively, for
such additions in utility plant. The Company has recorded
$6,187, $5,969, and $5,077 in 2006, 2005, and 2004,
respectively, as related lease revenue in the accompanying
financial statements.
In accordance with the Lease Agreement, and in addition to
the capital costs funded by E.ON US (see Note 2) that are
recorded by the Company as utility plant arid lease revenue,
E.ON U.S also incurs certain Nonincremental Capital Costs
and Major Capital Improvements (as defined in the Lease
Agreement) for which they forego a Residual Value Payment
by Big Rivers upon lease termination. Such amounts are not
recorded as utility plant or lease revenue by the Company.
At December 31, 2006, the cumulative Nonincremental
Capital Costs amounted to $6,618 (unaudited).
E.ON L1.S is also in the process of constructing a scrubber
(Major Capital Improvement) on Big Rivers' Coleman plant.
First operation at the Coleman units occurred in February

2006, while commercial acceptance is anticipated to occur
in March 2007. The project is expected to be completed in
the third quarter of 2007 at a cost of $98,000 (unaudited),
none of which is expected to be recorded as utility plant or
lease revenue.
Depreciation of utility plant in service is recorded using
the straight-line method over the estimated remaining
service lives, as approved by the RIJS and I<PSC. ?he annual
composite depreciation rates used to compute depreciation
expense were as follows:
Electric plant-leased
Transmission plant
General plant. . . .

. . . . . 1.60%-2.47%
. . . . . 1.76%-3.24%

. . . . .1.11%-5.62%

For 2006,2005, and 2004, the average composite depreciation
rates were 1.86%, respectively. At the time plant is disposed
of, the original cost plus cost of removal less salvage value
of such plant is charged to accumulated depreciation, as
required by the RUS.
Piripairnzent Review of Long-Lived Assets- Long-lived
assets are reviewed as facts and circumstances indicate
that the carrying amount may be impaired. This review is
performed in accordance with SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets. SFAS
No. 144 establishes one accounting model for all impaired
long-lived assets and long-lived assets to be disposed of by
sale or otherwise. SFAS No. 144 requires the evaluation for
impairment involve the comparison of an asset's carrying
value to the estimated future cash flows the asset is expected
to generate over its remaining life. If this evaluation were
to conclude that the carrying value of the asset is impaired,
an impairment charge would be recorded based on the
difference between the asset's carrying amount and its fair
value (less costs to sell for assets to be disposed of by sale) as
a charge to operations or discontinued operations.
Restricted lnvestmefizts- Investments are restricted
under contractual provisions related to the sale-leaseback
transaction discussed in Note 4. 'These investments have
been classified as held-to-maturity and are carried at
amortized cost.

Cash arid Cash Equivalents- Big Rivers considers all shortterm, highly-liquid investments with original maturities of
three months or less to be cash equivalents.
Irzcome Taxes- As a taxable cooperative, Big Rivers is
entitled to exclude the amount of patronage allocations
to members from taxable income. Income and expenses
related to nonmember operations are taxable to Big Rivers.
Big Rivers and BRLC file a consolidated Federal income tax
return and Big Rivers files a separate Kentucky income tax
return.

Your Touchstonc Energy' Coopcrarive

&$

c-

Pafrmnge Capital- As provided in the bylaws, Big
Rivers accounts for each year’s patronage-sourced income,
both operating and nonoperating, on a patronage basis.
Notwithstanding any other provision of the bylaws, the
amount to be allocated as patronage capital for a given
year shall not be less than the greater of regular taxable
patronage-sourced income or alternative minimum taxable
patronage-sourced income. During 2006, the Company
made a patronage allocation to its three member distribution
cooperatives in accordance with its bylaws of $8,602. During
2005, the Company was not required to make a patronage
allocation to its three member cooperatives in accordance
with its bylaws. In 2007, the Company anticipates making
a patronage allocation to its members based on such
calculations for tax year 2006 o f approximately $27,760.
Derivatives- Management has reviewed the requirements
of SFAS No. 133,Accounting,for Derivative Instruments and
Hedging Activities, as amended and interpreted, and has
determined that all contracts meeting the definition of a
derivative also qualify for the normal purchases and sales
exception under SFAS No. 133. The Company has elected
the Normal Purchase and Normal Sale exception for these
contracts and, therefore, the contracts are not required to be
recognized at fair value in the financial statements.

2007. The Company is currently evaluating the effect that
the adoption of SFAS No. 157 will have on its results of
operations and financial condition and does not expect the
adoption will have a significant impact on the Company.
In September 2006, the FASB issued FASB Statement No.
158, Employers’ Accountingfor Defined Benefit Pension and
Other Postretirement Plans (“SFASNo. 158’’). SFAS No. 158
improves financial reporting by requiring an employer to
recognize the overfunded or underfunded status of a defined
benefit postretirement plan (other than a multiemployer
plan) as an asset or liability in its statement of financial
position and to recognize changes in the funded status in
the year in which the change occurs through comprehensive
income of a business entity. It also requires an employer
to measure the funded status of a plan as of its year-end
statement of financial position, with limited exceptions.
SFAS No. 158 is effective for fiscal years ending after June
15, 2007. The Company is currently evaluating the effect
that the adoption of SFAS No. 158 will have on its results
of operations and financial condition but cannot readily
determine whether the adoption will have a significant
impact on the Company.
2. H&&E LEASE A&:

New Accounting Prorzotmcemeiits- In June 2006, the
Financial Accounting Standards Board (“FASB”) issued
FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, an Interpretation of FASB Statement No. 109
(“FIN 48”). FIN 48 clarifies the accounting for uncertainty
in income taxes by prescribing the recognition threshold
a tax position is required to meet before being recognized
in the financial statements. It also provides guidance
on derecognition, classification, interest and penalties,
accounting in interim periods, disclosures and transition.
The cumulative effects, if any, of applying FIN 48 will be
recorded as an adjustment to retained earnings as of the
beginning of the period of adoption. FIN 48 is effective for
fiscal years beginning after December 15,200h. The Company
is currently evaluating the effect that the adoption of FIN 48
will have on its results of operations and financial condition
but has not yet determined the impact the adoption will
have on the Company.

In September 2006, the FASB issued FASB Statement No.
157, Fair Value Measurements (“SFASNo. 157”). SFAS No.
157 defines fair value, establishes a framework for measuring
fair value and expands disclosures about fair value measures.
It applies under other accounting pronouncements that
require or permit fair value measurements and does not
require any new fair value measurements. SFAS No. 157
is effective for fiscal years beginning after November 15,

On July 15, 1998 (“Effective Date”), a lease was
consummated (“Lease Agreement”), whereby Big Rivers
leased its generating facilities to Western Kentucky Energy
Corporation (“WKEC”),a wholly owned subsidiary of E.ON
LJ.S. Pursuant to the Lease Agreement, WKEC operates
the generating facilities and maintains title to all energy
produced. Throughout the lease term, in order for Big Rivers
to fulfill its obligation to supply power to its members,
the Company purchases substantially all of its power
requirements from LG&E Energy Marketing Corporation
(“LEM”),a wholly owned subsidiary of E.ON LJ.S., pursuant
to a power purchase agreement.
Big Rivers continues to operate its transmission facilities
and charges LEM tariff rates for delivery of the energy
produced by WKEC and consumed by LEM’scustomers. The
significant terms of the Lease Agreement are as follows:
WKEC leases and operates Big Rivers’ generation
1.
facilities through 2023.
Big Rivers retains ownership of the generation
ill.
facilities both during and at the end of the lease term.
111.
WKEC pays Big Rivers an annual lease payment of
$30,965 over the lease term, subject to certain adjustments.

W.
O n the Effective Date, Big Rivers received $69,100
representing certain closing payments and the first two years
of the annual lease payments. In accordance with SFAS No.
13, Accounting .for Leases, the Company amortizes these
payments to revenue on a straight-line basis over the life of
the lease.
V.
Big Rivers continues to provide power for its
members, excluding themember loads servingtheAluminum
Smelters, through its power purchase agreements with LEM
and the Southeastern Power Administration, based on a
pre-determined maximum capacity. When economically
feasible, the Company also obtains the power necessary to
supply its member loads, excluding the Aluminum Smelters,
in the open market. Kenergy Corpls retail service for the
Aluminum Smelters is served by LEM and other third-party
providers that may include Big Rivers. To the extent the
power purchased from LEM does not reach pre-determined
minimums, the Company is required to pay certain
penalties. Also, to the extent additional power is available
to Big Rivers under the LEM contract, Big Rivers may sell to
nonmembers.

VI.
LEM will reimburse Big Rivers an additional $75,870
for the margins expected from the Aluminum Smelters
through 2011, being defined as the net cash flows that Big
Rivers anticipated receiving if the Company had continued
to serve the Aluminurn Smelters’ load, as filed in the Rate
Hearing (the “Monthly Margin Payments”).
VHI.
WKEC is responsible for the operating costs
of the generation facilities; however, Big Rivers is
partially responsible for ordinary capital expenditures
(“Nonincremental Capital Costs”) for the generation
facilities over the term of the Lease Agreement, generally up
to predetermined annual amounts. This cumulative amount
is not expected to exceed $148,000 over the entire 25 1I2 year
Lease Agreement. At the end of the lease term, Big Rivers
is obligated to fund a “Residual Value Payment” to E O N
U.S. for such capital additions during the lease, currently
estimated to be $125,880 (see Note 1).Adjustments to the
Residual Value Payment will be made based upon actual
capital expenditures. Additionally, WKEC will make required
capital improvements to the facilities to comply with a new
law or a change to existing law (“Incremental Capital Costs”)
over the lease life (the Company is partially responsible
for such costs: 20% through 2010) and the Company will
be required to submit another Residual Value Payment to
LEC for the undepreciated value of WKEC’s 80% share of
these costs, at the end of the lease, currently estimated to be
$15,677. The Company will have title to these assets during
the lease and upon lease termination.

VPU.
Big Rivers entered into a note payable with LEM
for $19,676 (the “LEM Settlement Note”) to be repaid over
the term of the Lease Agreement, which bears interest at
8% per annum, in consideration for LEM’s assumption of
the risk related to unforeseen costs with respect to power
to be supplied to the Aluminum Smelters and the increased
responsibility for financing capital improvements. The
Company recorded this obligation as a component of
deferred charges with the related payable recorded as longterm debt in the accompanying balance sheets. This deferred
charge is being amortized on a straight-line basis over the
lease term.

IX.
O n the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM, which
has been recorded as a component of deferred charges. This
amount is being amortized on a straight-line basis over the
lease term.

X.
During the lease term, Big Rivers will be entitled to
certain “billing credits” against amounts the Company owes
LEM under the power purchase agreement. Each month
during the first 55 months of the lease term, Big Rivers
received a credit of $89. For the year 2011, Big Rivers will
receive a credit of $2,611 and for the years 2012 through
2023, the Company will receive a credit of $4,111 annually.
In accordance with the power purchase agreement with
LEM, the Company is allowed to purchase power in the
open market rather than from LEM, incurring penalties
when the power purchased from LEM does not meet
certain minimum levels, and to sell excess power (power
not needed to supply its jurisdictional load) in the open
market (collectively referred to as “Arbitrage”). Pursuant to
the New RUS Promissory Note and the RIJS ARVP Note,
the benefit, net of tax, as defined, derived frotn Arbitrage
must be divided as follows: one-third, adjusted for capital
expenditures, will be used to make principal payments on
the New RUS Promissory Note; one-third will be used to
make principal payments on the RUS ARVP Note; and the
remaining value may be retained by the Company.
Management is of the opinion that the Company is in
compliance with all covenants of the Lease Agreement.

3.

UTlLETK PLANT

At December 31,2006 and 2005, utility plant is summarized
as follows:
2006

2005

. . . $ 1,506,822
Transmission plant . . . . . . 208,760
General plant . . . . . . . . . 15,581
Other . . . . , . . . . . . .
67

$ 1,497,039

Classified plant in service:
Electric plant - leased

2,731,230

202,925
14,819

67
1,714#,850

Less accumulated depreciation 826,647
904,583

798,684

. . . . . 13,085
Utility plant - net . . . . . . , $917,668

12,706

Constructionin progress

916,166

Amounts recognized in the statement of financial position
related to the sale-leaseback as of December 31, 2006 and
2005, are as follows:

$928,872

Interest capitalized for the years ended December 31,2006,
2005, and 2004 was $236, $160, and $221, respectively.
The Company has not identified any material legal
obligations, as defined in SEAS No. 143, Accounting for
Asset Retirement Obligations, which was further interpreted
by FASB Interpretation No. 47, Accounting for Conditional
Asset Retirement Obligations. In accordance with regulatory
treatment, the Company records an estimated net cost of
removal of its utility plant through normal depreciation.
As of December 31, 2006 and 2005, the Company had a
regulatory liability of approximately $26,670 and $23,619,
respectively, related to nonlegal removal costs included in
accumulated depreciation.
4.

purchased investments with an initial value of $14.6,64.7
to fund the remaining $135,597 of the obligations. These
amounts are reflected as restricted investments under longterm lease and obligations related to long-term lease in the
accompanying balance sheets. Interest received and paid
will be recorded to these accounts over the life of the lease.
Currently, the Company is paying 7.57% interest on its
obligations related to long-term lease and receiving 6.89%
on its related investments. The Company made a $64,000
principal payment on the New RUS Promissory Note with
the remaining proceeds. The $75,050 gain was deferred
and will be amortized over the respective lease terms, of
which the Company recognized $2,881, $2,856, and $2,824,
in 2006, 2005, and 2004, respectively. Principal payments
begin in 2009.

SALE-LEASE

On April 18,2000, the Company completed a sale-leaseback
of two of its utility. plants,
including- the related facilities
and equipment. The sale-leaseback provides Big Rivers a
$1,089,000 fixed price purchase option, at the end of each
lease term (25 and 27 years), which, together with future
contractual interest receipts, will be fully funded.
This transaction has been recorded as a financing for
financial reporting purposes and a sale for Federal
income tax purposes. In connection therewith, Big Rivers
received $866,676 of proceeds and incurred $791,626 of
related obligations. Pursuant to a payment undertaking
agreement with a financial institution, Big Rivers effectively
extinguished $656,029 of these obligations with an
equivalent portion of the proceeds. The Company also

2006

2005

. . . $ 186,690

$180,650

. . . . . 177,310

170,954

. . . . . . . .56,380

59,262

Restricted investments
under long-term lease .
Obligations related to
long-term lease . . . .
Deferred gain on
sale-leaseback . .

I

Amounts recognized in the statement of operations related
to the sale-leaseback for the years ended December 31,
2006,2005, and 2004, are as follows:
2006

Power contracts revenue
(revenue discount
adjustment, see Note 6) .

...

2005

2004

$(3,680) $(3,680) $(3,680)

Interest on obligations
related to long-term lease:
Interest expense .

.,....

Amortize gain on
sale-leaseback . .

.

. . . .(2,881)
I

Net interest on
obligations related to
long-term lease. . . .
Interest income on
restricted investments
under long-term lease

12,386

. 9,505

11,965

11,548

(2,856) (2,823)
-

9,109

8,725

. . . . . . 12,069 11,670 11,278

Interest income and other
(CoBanlc patronage allocation) .

. . 777

772

661

--

-.,"

I
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D OTE-BER li,ONG-'li'EI&M OBLIGAT'BOMS

A detail of long-term debt at December 31,2006 and 2005, is as follows:
New RIJS Promissory Note, stated amount of $803,601,
stated interest rate of 5.75%,with an interest rate of
5.8 1%,maturing July 2021. . . . . . . . . . . . . . . . . . . . . . . .
RUS ARVP Note, stated amount of $251,215, no stated
interest rate, with interest imputed at 5.81%,maturing
December 2023. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

94,391

90,347

LEM Settlement Note, interest rate of 8.0%,payable
in monthly installments through July 2023 . . . . . .

16,707

17,173

....

83,300

83,300

.....

58,800

58,800

1,052,987

1,057,714

11,912

465

........

County of Ohio, Kentucky, promissory note, variable
interest rate (average interest rate of 3.49% and 2.46%
in 2006 and 2005 respectively), maturing in October 2022.
County of Ohio, Kentucky, promissory note, variable
interest rate (average interest rate of 3.49% and 2.4*6%in
2006 and 2005 respectively), maturing in June 2013. . . .
Total long-term debt.

.....................

Current maturities . . . . . . . . . . . . . . . . . . . . . . . . . .
Voluntary prepayment.

.........................

Total long-term debt
- net of current maturities and prepayment

.............

The following are scheduled maturities of long-term debt at
December 31:
Year
2007.
2008.
2009.
2010.
2011.

'Thereafter.

Ainourit
11,912
39,178
39,230
4*1,286
47,345

...........$
............
............
............
............

.........

874,036

$ 1,052,987
RUS Notes- On July 15,1998, Big Rivers recorded the New
RUS Promissory Note and the RIJS ARVP Note at fair value
using the applicable market rate of 5.81%. The RUS Nates
are collateralized by substantially all assets of the Company.
Pollution Control florzds- The County of Ohio, Kentucky,
issued $83,300 of Pollution Control Periodic Auction Rate

10,403

$1,041,075

$1,046,846

Securities, Series 2001, the proceeds of which are supported
by a promissory note from Big Rivers, which bears the same
interest rate. These bonds bear interest at a variable rate and
mature in October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution
Control Variable Rate Demand Bonds, Series 1983, the
proceeds of which are supported by a promissory note from
Big Rivers, which bears the same interest rate as the bonds.
These bonds bear interest at a variable rate and mature in
June 2013.
The Series 1983 bonds are supported by a liquidity facility
issued by Credit Suisse First Boston, which was assigned
to Dexia Credit in 2006. Both Series are supported by
municipal bond insurance and surety policies issued by
Ambac Assurance Corporation. Big Rivers has agreed to
reimburse Ambac Assurance Corporation for any payments
under the municipal bond insurance policies or the surety
policies.
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LEM Setfleiizeiif Mote- On the Effective Date, Big Rivers
executed the Settlement Note with LEM. The Settlement
Note requires Big Rivers to pay to LEM $19,676, plus
interest at 8% per annum over the lease term. The principal
and interest payment is approximately $1,822 annually.
This payment is consideration for LEM’s assumption of the
risk related to unforeseen costs with respect to power to
be supplied to the Aluminum Smelters and the increased
responsibility for financing capital improvements.
Other Lorig-Term Obligatiom- During 1997, Big Rivers
terminated two unfavorable coal contracts. In connection
with that settlement, the Company paid $345, $351, and $351
during 2006,2005, and 2004, respectively. At December 31,
2006, the Company has a remaining liability of $92 payable
over the next two years, of which $47 is included in current
maturities of long-term obligations.
Notes Payable- Notes payable represent the Company’s
borrowing on its line of credit with the National Rural
Utilities Cooperative Finance Corporation. The maximum
borrowing capacity on the line of credit is $15,000. There
were no amounts outstanding on the line of credit at
December 31, 2006. The line of credit bears interest at a
variable rate. Each advance on the line of credit is payable
within one year.

The components of the net deferred tax assets as of
December 31,2006 and 2005, were as follows:

Net operating loss
carryforward . . . .

. . . . . $68,696

Alternative minimum
tax credit carryforwards

. . 4,790
Sale-leaseback . . , . . , . . 136,598
Other accruals . . , . . . . ..- 2,465
Total deferred
tax assets. . . .

. . . . , 212,549

$80,769
4,283
130,568
2,066
217,686

Deferred t a x liabilities:
Lease agreement.
Fixed asset basis
difference , . . .

. . . . . . (21,270)

.,

Total deferred
tax liabilities. .

. ...

(15,395)

(827)

(10,178)

. . . . . (22,097)

(25,573)

I

Net deferred tax asset
(pre-valuation allowance)

. . . . 190,452

192,113

The rates charged to Big Rivers’members consist of a deniarid
charge per kW and an energy charge per kWh consumed
as approved by the IWSC. The rates include specific rate
designs for its members’ two classes of customers, the large
industrial customers and the rural customers under its
jurisdiction. For the large industrial customers, the demand
charge is generally based on each customer’s maximum
demand during the current month. The remaining
customers demand charge is based upon the maximum
coincident demand of each member’s delivery points, The
demand and energy charges are not subject to adjustments
for increases or decreases in fuel or environmental costs.
Big Rivers’ current rates will remain in effect until changed
by the ICPSC.

Big Rivers was formed as a tax-exempt cooperative
organization described in Internal Revenue Code Section
501(c)(12).To retain tax-exempt status under this section, at
least 85%of the Big Rivers’ receipts must be generated from
transactions with the Company’s members. In 1983, sales to
nonmembers resulted in Big Rivers failing to meet the 85%
requirement. IJntil Big Rivers can meet the 85% member
income requirement, the Company is a taxable cooperative.
Big Rivers is also subject to Kentucky income tax.

Effective since Septetnber 1,2000, the ICPSC has approved
Big Rivers’ request for a $3,680 annual revenue discount
adjustment for its members through August 31, 2006,
effectively passing the benefit of the sale-leaseback
transaction (see Note 4) to them. The extent to which Big
Rivers requests IQSC approval to continue the adjustment
depends upon its planned environmental compliance costs
and its overall financial condition. In March 2007, Big
Rivers plans to request the ICPSC’s approval to extend the
adjustment through August 31, 2008.

Under the provisions of SFAS No. 109, Accounting.for
Income Taxes, Big Rivers is required to record deferred
tax assets and liabilities for temporary differences between
amounts reported for financial reporting purposes and
amounts reported for income tax purposes. The Company
has not recorded any income tax expense for the years
ended December 31,2006,2005 and 2004 as the Company
has utilized federal net operating losses to offset any taxable
income during those years. Had the Company not had the
benefit of a net operating loss carryforward, the Company

Valuation allowance

. . . . . . “(185,662)

Net deferred tax asset

......

$4,790

(187,830)
$4,283

would have recorded $10,599, $7,995, and $6,759 in current
tax expense for the years ended December 31, 2006, 2005
and 2004, respectively. Deferred tax assets and liabilities are
determined based upon these temporary differences using
enacted tax rates for the year in which these differences are
expected to reverse. Deferred income tax expense or benefit
is based on the change in assets and liabilities from period to
period, subject to an ongoing assessment of realization.
At December 31,2006 and 2005, Big Rivers had a nonpatron
net operating loss carryforward of approximately $167,551
and $196,998, respectively, for tax reporting purposes
expiring through 2013, and an alternative minimum tax
credit carryforward at December 31, 2006 and 2005, of
approximately $4,790 and $4,283, respectively, which carries
forward indefinitely.
Big Rivers has a net deferred tax asset, against which a
valuation allowance has been provided, in part, based upon
the fact that it is presently uncertain whether such asset will
be realized. The resulting net deferred tax asset at December
31, 2006 and 2005, is approximately $4,790 and $4,283,
respectively, which represents the alternative minimum tax
credit carryforward, against which no allowance has been
provided.

In accordance with the Lease Agreement, Big Rivers supplies
a11 of the members’ requirements for power to serve their
customers, other than the Aluminum Smelters. Contract
limits were established in the Lease Agreement and include
minimum and maximum hourly and annual power purchase
amounts. Big Rivers cannot reduce the contract limits by
more than 12 MW in any year or by more than a total of
72 M W over the lease term. In the event Big Rivers faiis to
take the minimum requirement during any hour or year,
Big Rivers is liable to LEM for a certain percentage of the
difference between the amount of power actually taken and
the applicable minimum requirement.
Although Big Rivers will be required by the Lease Agreement
to purchase minimum hourly and annual amounts of power
from LEM, the lease does not prevent Big Rivers from paying
the associated penalty in certain hours to purchase lower cost
power, if available, in the open market or reselling a portion
of its purchased power to a third party. The power purchases
made under this agreement for the years ended December
31, 2006, 2005, and 2004, were $97,999, $96,795, and
$89,696, respectively, and are included in power purchased
and interchanged on the statement of operations.

Big Rivers has noncontributory defined benefit pension
plans covering substantially all employees who meet
minimum age and service requirements. The plans provide
benefits based on the participants’ years of service and the
five highest consecutive years’ compensation during the last
ten years of employment. Big Rivers’ policy is to fund such
plans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974,. The plans are
measured as of December 31,2006 and 2005.
At December 31, 2006 and 2005, the following is an
assessment of the Company’s noncontributory defined
benefit pension plans:
2006

Projected benefit
obligation . . . .

2005

. . . . .$(17,464)
Fair value of plan assets . . . 16,416

$(16,550)

. . . . . . . . $(1,048)

$(4,682)

Funded status

,

11,868

The accumulated benefit obligation for all defined benefit
pension plans was $12,421 and $11,426 at December 31,
2006 and 2005, respectively.
At December 31,2006 and 2005, amounts recognized in the
statement of financial position are as follows:
Prepaid benefit cost.

.....

Accrued benefit liability .
Net amount recognized

..

2006

2005

$3,520

$1 10

-

(108)

. . .$

3,520

$ 2

Net periodic pension costs, which are calculated based
on actuarial assumptions at January 1, for the years ended
December 31,2006,2005, and 2004, were as follows:
2006

2005

2004

. . . . . . . . . . $1,167 $1,158
921
Employer contribution. . . . . 4,684
Benefits paid or transferred . . . 852 1,757

$954

Benefit cost

843
103

Assumptionsusedtodevelop the projectedbenefitobligation
were as follows:
2006

Discount rates.

. . . . . . . . .5.75 %

2005

2004

5.75 % 5.75 %

Rates of increase
in compensation levels.

...

.4.00

4.00

4.00

Expected long-term
rate of return on assets.

. . . .7.25

7.25

7.50
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The expected long-term rate of return on plan assets for
determining net periodic pension cost for each fiscal year
is chosen by the Company from a best estimate range
determined by applying anticipated long-term returns and
long-term volatility for various asset categories to the target
asset allocation of the plans, as well as taking into account
historical returns.
Using the asset allocation policy adopted by the Company
noted in the paragraph below, we determined the expected
rate of return at a 50% probability of achievement level
based on (a) forward-looking rate of return expectations
for passively-managed asset categories over a 20 year time
horizon and (b) historical rates of return for passivelymanaged asset categories. Applying an approximately
80%/20%weighting to the rates determined in (a) and (b),
respectively, produced an expected rate of return of 7.28%,
which was rounded to 7.25%.
Thegeneral investment objectives are to invest in a diversified
portfolio, comprised of both equity and fixed income
investments, which are further diversified among various
asset classes. The diversification is designed to minimize
the risk of large losses while maximizing total return within
reasonable and prudent levels of risk. The investment
objectives specify a targeted investment allocation for the
pension plans of up to 55% equities. “he remaining 45%
may be allocated among fixed income or cash equivalent
investments. Objectives do not target a specific return by
asset class. These investment objectives are long-term in
nature. As of December 31,2006 and 2005, the investment
allocation was 0% and 56%, respectively, in equities and
100%and 44%, respectively, in fixed income. This temporary
departure from the above investment objectives reflects the
process of transferring to a new investment advisor.
Expected retiree pension benefit payments projected to be
required during the years following 2006 are as follows:

Years endivg Deceinber 31
2007.
2008 .
2009.
2010.
2011.
2012-2016.

Airmuat

. . . . . . . . . . . . $ 488
. . . . . . . . . . . . . 1,104
. . . . . . . . . . . . . 803
. . . . . . . . . . . . . 1,346
. . . . . . . . . . . . . 1,220
. . . . . . . . . . . . 12,343
$ 17,304

In 2007, the Company expects to contribute $1,111 to its
pension plan trusts.

The carrying value of cash and cash equivalents, accounts
receivable, and accounts payable approximate fair value due
to their short maturity.
The fair value of restricted investments is determined based
upon quoted market prices and rates. The carrying value of
the investments is recorded at accreted value and the terms
of the investment are within Note 4. The estimated fair
values of the restricted investments are as follows:
2006
Carrying
Amount
Restricted
investments

Fair
Value

2005
Carrying
Amount

Fair
Value

$186,690 $233,418 $180,650 $236,571

It was not practical t.o estimate the fair value of patronage
capital included within other deposits and investments due
to these being untraded companies.
It was not practical to estimate the fair value of long-term
debt due to Big Rivers’ inability to obtain long-term debt
from outside parties.

Big Rivers provides certain postretirement medical benefits
for retired employees and their spouses. As of July 1,
2001, Big Rivers pays 85% of the cost from age 62 to 65
for all retirees. For salaried employees who retired prior
to December 31, 1993, Big Rivers pays 100% of Medicare
supplemental costs. For salaried employees who retire after
December 31,1993, Big Rivers pays 25%plus $25 per month
of the Medicare supplemental costs.
On December 8, 2003, the Medicare Prescription Drug,
Improvement and ModernizationAct of2003(the“Medicare
Act”) was enacted. The Medicare Act created Medicare
Part D, a new prescription drug benefit that is available to
all Medicare-eligible individuals, effective January 1, 2006.
National Rural Electric Cooperative Association (“NRECA”),
the provider of Big Rivers’health plan coverage through the
NRECA Group Benefits Trust, chose to become a Medicare
Part D provider. Effective January 1, 2006, Part D coverage
is the only drug coverage available to Big Rivers’ Medicareeligible retirees.
The discount rate used in computing the postretirement
obligation was 5.75% for 2006 and 2005. A health care
cost trend rate of 9%in 2006 declining to 5.5%in 2011 was
utilized.

lkf2r.s .
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An assessment of the Company’s postretirement plan at
December 31,2006 and 2005, is as follows:

26006

2005

. . $ (2,695)

$ (3,339)

. . . . . (3,787)

(3,755)

Total benefit obligation
Unfunded accrued
Postretirement cost.

The components of net periodic postretirement benefit
costs for the years ended December 31, 2006, 2005, and
2004, which are calculated based on actuarial assumptions
at January 1, were as follows:
Benefitcost

2006

2005

2004

. . . . .$241

$286

$310

. . . . 171

216

188

Benefitspaid.

Expected retiree benefit payments projected to be required
during the years following 2006 are as follows:
I’ear
2007.
2008.
2009.
2010.
201 1.
2012-2016.

s%l?lQU?lt

. . . . . . . . . . . . . $ 153
. . . . . . . . . . . . . 142
. . . . . . . . . . . . . 162
. . . . . . . . . . . . . 184
. . . . . . . . . . . . . 199
. . . . . . . . . . . . . 1,246
$2,086

In addition to the postretirement plan discussed above, in
1992 Big Rivers began a postretirement benefit plan which
vests a portion of accrued sick leave benefits to salaried
employees upon retirement or death. To the extent an
employee’s sick leave hour balance exceeds 480 hours, such
excess hours are paid at 20% of the employee’s base hourly
rate at the time of retirement or death. The accumulated
obligation recorded for the postretirement sick leave
benefit is $294 and $270 at December 31, 2006 and 2005,
respectively. The postretirement expense recorded was $44,
$27, and $28 for 2006,2005, and 2004, respectively, and the
benefits paid were $20, $16, and $-0- for 2006, 2005, and
2004 respectively.
ENEFEIT PLAN - 40%(K)
Big Rivers has two defined contribution retirement plans
covering bargaining and salaried employees. Big Rivers
matches up to 60% of the first 6% of eligible employees’
wages contributed. Employees generally become vested
in Company matching contributions based upon years of
service as follows:

ViSfCd

Vesfii2gService
Percentage
1 . . . . . . . . . . . . .20%
2 . . . . . . . . . . . . .40
3 . . . . . . . . . . . . .60
4 . . . . . . . . . . . . .SO
5 or more. . . . . . . . . . l o 0

Employees are also permitted to make pre-tax contributions
of up to 75%of eligible wages. Big Rivers’ expense under this
plan was $193, $178, and $168 for the years ended December
31,2006,2005, and 2004, respectively.

For the years ended December 31, 2006, 2005, and 2004
Big Rivers had tariff sales to its members of $108,737,
$109,439, and $105,004, respectively. In addition, for the
years ended December 31,2006,2005, and 2004, Big Rivers
had certain sales to Kenergy for the Aluminum Smelters
and Weyerhaeuser loads of $57,374, $46,372, and $43,017,
respectively.
At December 31, 2006 and 2005, Big Rivers had accounts
receivable from its members of $13,015 and $12,872,
respectively.

In October 2005, Big Rivers made a lump sum payment of
$221 to Kenergy for the lease of office space in a building
owned by Kenergy. The charge far the lump sum payment
was deferred and is being amortized over the life of the
agreement.
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Big Rivers is involved in litigation arisingin the normal course
of business. While the results of such litigation cannot be
predicted with certainty, management, based upon advice
of counsel, believes that the final outcome will not have a
material adverse effect on the financial statements.
15. SUBSEQIJENT EVENT

The Big Rivers board of directors adopted resolutions on
February 23, 2007, authorizing management, among other
things, to execute a Transaction Termination Agreement
Among Big Rivers Electric Corporation, LG&E Energy
Marketing Inc., and Western Kentucky Energy Corp. (the
“Termination Agreement”). The Termination Agreement
establishes the terms on which Big Rivers, on the one hand,
and LG&E Energy Marlceting Inc. and Western I<entucky
Energy Corp. on the other hand, agree to terminate a series
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of contractual relationships established in 1998under which,
among other things, LG&E Energy Marketing Inc. and
Western Kentucky Energy Corp. currently lease and operate
the generating units owned or previously operated by Big
Rivers, and sell power to Big Rivers to use in meeting the
requirements of its system. Those resolutions additionally
authorize management to sign various agreements under
which Big Rivers agrees to sell its member, I<energy Corp.,
850 MW in the aggregate for resale to Alcan Primary
Products Corporation and Century Aluminum of Kentucky
General Partnership, contingent upon the closing of the
transaction contemplated in the Termination Agreement.

_A\ Reid Plant Unit 1

Green Plant Unit 1,2
HMP&LStation Two

El Jackson Purchase Energy
El Kenergy Corp.
El Meade County RECC
Coleman Plant
Unit 1,2,3

c\;IB~

ylson

E&

(270) 442-7321
www.JPEnergy.com
Serves: Ballard, Carlisle, Graves, Livingston, Marshall and McCraclten
Headquartered:

Paducah, ICY

Number of members:

28,569

Miles of Line:

3,221

Kelly Nucltols, President & CEO
Jackson Purchase Energy Corporation

(270) 826-3991
www.ltenergycorp.com
Serves: Brecltinridge, Daviess, Caldwell, Crittenden, Hancock, Henderson,
Hopltins, Livingston, Lyon, McLean, Muhlenberg, Ohio, IJnion and Webster
Headquartered:

Henderson, ICY

Number of Members:

54,252

Miles of Line:

6,915

Mark Bailey, President & CEO
Kenergy Carp.

Meade C
(270) 422-2162
www.mcrecc.coop
Serves: Brecltinridge, Grayson, Hancock, Hardin, Meade and Ohio

Burns Mercer, President & CEO
Meade County RECC

Headquartered:

Brandenburg, ICY

Number of Members:

27,500

Miles of Line:

2,914

Standing (left to right):
l

Paul Edd Butler
Meade County RECC
John Myers, Secretary-Treasurer
Jackson Purchase Energy

1

Dr. James Sills, Vice-Chair
Meade County RECC

Seated (left to right):
1

’

Lee Bearden
Jackson Purchase Energy
William Denton, Chair
Kenergy Corp.
Larry Elder
Kenergy Corp.

Standing (left to right):
James Miller
Corporate Counsel
Travis Housley
V.P. Special Projects
David Crockett
V.P. System Operations
James Haner
V.P. Administrative Services
C. William Blacltburn
V.P. Financial Services
Chief Financial Officer
Acting VI?. Power Suppiy

Seated (left to right):
David Spainhoward
V.P. External Relations
Interim Chief Production Officer
Michael Core
President & CEO
Paula Mitchell
Executive Assistant

Mike Core, President & CEO

s
James Haner, Vice President
b

James Miller

'
David Spainhoward, Vice President
and Interim Chief Production Officer

; Russ Pogue, Manager Marketing
& Member Relations

Mike Thompson, Manager Technical
Support: Power Production
'

Bill Blackburn, Vice President
and Chief Financial Officer
I.

Ralph Ashworth, Manager Accounting
Dave Titzer, Manager Information Systems

'

Bill Blacltburn, Acting Vice President

'

Michael Mattox, Manager
Resource Planning
<

Bill Yeary, Manager Energy Marketing

David Crocltett, Vice President
Tim Tapp, Manager Transmission System
Glen Thweatt, Manager
Engineering & Energy Control

s
Travis Housley, Vice President

----

Years Ended December 31 I (Dollars in thousands)
2
SUMMARY OF OPERATIONS
Operating Revenue:
PowerContractsRevenue. . . . . . . .
Lease Revenue. . . . . . . . . . . . . . .
Total Operating Revenue. . . . . .

$ 200,692

$ 191,280

$ 175,777

$ 162,432

57,896
258,588

57,675
248,955

56,753
232,530

53,040
215,472

51,094
197,64~2

114.,516
21,684,
3,652
30,4.08
170,260

114,500
20,309
3,195
30,192
168,196

106,099
18,674
2,597
29,732
157,102

96,577
17,383
2,617
28,257
144,834

85,722
14,669
3,100
27,745
131,236

60,754,

59,639

56,923

57,645

59,801

9,505
111
70,370

9,109
124
68,872

8,725
158
65,806

8,355
136
66,136

8,003
147
67,951

17,958

11,887

9,622

4,502

(1,545)

16,584,

14,456

12,403

13,847

11,600

Operating Expenses:
Power Purchased . . . . . . . . . . . . .
Transmission and Other. . . . . . . . .
Maintenance. . . . . . . . . . . . . . . .
Depreciation. . . . . . . . . . . . . . . .
TotalOperatingExpenses . . . . .
Interest Expense and Other:
Interest. . . . . . . . . . . . . . . . . . .
Interest on Obligations Related
to Lone-Term
Lease . . . . . . . . . . .
v
Other-net . . . . . . . . . . . . . . . . .
Total Interest Expense & Other . .

...............
Non-Operating Margin . . . . . . . . . . . .
NET MARGIN. . . . . . . . . . . . . . . . .
Operating Margin

$!

34,,542

$

26,343

$

22,025

$

18,349

$ 146,548

$

10,055

SlJMMARY OF ASSETS
Utility Plant in Service. . . . . .
Construction Work in Progress
Total Utility Plant. . . . . .
Accumulated Depreciation . . .

.......

$1,731,230
13,085
1,744,315
826,647

$1,714,850
12,706
1,727,556
798,684

$1,698,519
15,068
1,713,587
772,938

$1,639,755
61,504
1,701,259
754,301

$1,551,313
104,898
1,656,211
734,076

$ 917,668

$ 928,872

$ 940,649

$ 946,958

$ 922,135

$1,254,389

$1,225,980

$1,220,640

$1,182,856

$1,164,532

2,231,554
956,502
2,062,286
5,250,34"2

2,262,698
971,243
2,021,365

2,132,801
997,202
1,868,657

2,089,688
962,670
1,508,516

2,114,691
1,077,322
1,042,496

5,255,306

4,998,660

4,560,874

4,234,509

LG&E Energy Marketing . . . . . . . . . . .
Southeastern Power Administration . . . .
Other . . . . . . . . . . . . . . . . . . . . .

4.,980,506
242,099
71,533

4,947,727
296,982
60,169

4,623,620
270,762
156,665

4,106,024
250,043
260,474

3,862,970
287,318
139,591

.........

5,294.,138

5,304,878

5,051,047

4,616,541

4,289,879

NetGeneratingCapacityOwned". . . . . .
Rights to HMP&L Station Two' . . . . . . .
Other Net Capacity Available . . . . . . . .

1,459
217
178

1,459
217
178

1,459
217
178

1,459
217
178

1,459
218
178

.......
.......
.......
Net Utility Plant . . . . . . . . . . . . . . . .
TOTAL ASSETS. . . . . . . . . . . . . . . .
ENERGY SALES - MWh
Member Rural . . . . . . . . . . . . . . . . .
Member Large Industrial . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . .
Total Energy Sales . . . . . . . . . . . .
PURCHASED ENERGY - MWh

Total Energy Purchased
NET CAPACITY - M W

"BigRivers owns its 1,459 megawatts of electric generatingfacilities and it has rights to the HMPGL Station Two,facility
ALL ofthese,facilities and rights have been leased to certain afiliates of the E.ON US. Parties.

@rs

8%

in millions of dollars

in millions of M Whs
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It was another very good year for Big Rivers in 2005. We
enjoyed our best year since our reorganization in 1998 with
margins of $26.3 million. There are always many reasons
behind any organization's success, but we would like to focus
on what we believe has been a key throughout the last seven
plus years; that is, leadership for the organization provided
through teamwork.
The phrase "leadership through teamwork" seems to be an
oxymoron as leadership implies singularity and teamwork
implies more than one. But, clearly leadership at Big Rivers is
not the result of any one single individual, but rather of many
people working together. These include employees, board
members, member-systems' boards and staffs. It also involves
a number of people and organizations outside of Big Rivers
that serve as an extension of our staff. These include, among
a'zd
others, the Kentucky Association of Electric Cooperatives
(KAEC), the Nationa'l Rural Electric Cooperative Association W i b m Deizton, Chair of the Board
of Directors
(NRECA), the National Rural Utilities Cooperative Finance
Corporation (CFC), CoBank and ACES Power Marketing
LLC (APM). In addition, outside legal counsels to Big Rivers as well as other consultants
provide invaluable input that adds to expertise and depth of leadership that result from
teamwork. Leadership through teamwork results in analyses, plans, strategies and dayto-day efforts that have brought us the success of the past seven plus years.
Teamwork begins with our board and member-systems. They have critical roles of
input and direction, but they are not alone in this effort. Big Rivers' senior staff provides
background, analyses and recommendations to its board and members that assist in
setting the policies, budget, direction and leadership of the organization. From other staff
inembers at Big Rivers comes additional teamwork efforts, supplemented by the outside
entities referred to above, that provide the leadership in a myriad of projects.
Teamwork is also evidenced in the effort to create an even stronger Big Rivers for the
future. After more than two years of intense work, Big Rivers announced in December
that a L,etter of Intent (LOI) was signed with E.ON US., LLC and certain of its affiliates
(E.ON U.S. Parties), formerly LG&E Energy Corp., and one of its affiliates outlining the
terms of an unwind of the 1998 transaction with those parties wherein Big Rivers leased
its generating facilities and assigned its rights under the Henderson Municipal Power
arid Light (HMP&L)Station I1 arrangements to them. The 1998 transaction also included,
among other things, a Purchase Power Agreement (PPA) between Big Rivers and an

affiliate of the E.ON U.S. Parties for power to
supply to its members.
The signing of the LO1 begins a process to
seek all of the necessary approvals for an
unwind by early 2007. At the same time,
it was announced that a Memorandum
of Understanding (MOU) with Century
Aluminum of Kentucky LLC and Alcan
Primary Products Corp. was signed to set
the terms of a long-term power supply
arrangement for their respective Hawesville
and Sebree smelting operations.
The leadership for these efforts is underway
through the work of a number of teams
designed to pursue the various issues
involved with obtaining the necessary
unwind approvals, the development of final
contracts for the smelters’ power supply and
the transition of taking back the operations of
the plants. This is a monumental work effort
that will take many months if the final goal is
to be reached.
Rig Rivers relies on many people and organizations to be successful and to chart its
future. Future leadership at Big Rivers will continue to be the result of teamwork efforts
in setting and reaching the goals necessary for success.
Michael Core, President and CEO
William Denton, Chair of the Board of Directors
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Cooperatives, by their very nature, are teamwork entities. From the early days when
neighbors worked together to seek solutions for bringing electricity to their homes,
businesses and farms, the natural approach was to team up to accomplish these goals.
This teamwork ultimately led to leadership and this leadership was always in touch with
the team.
When the need for a long-term reliable power supply became apparent as the catalyst
for economic growth in western Kentucky, Henderson-Union Rural Electric Cooperative,
headquartered in Henderson, Green River Rural Electric Cooperative Corporation,
headquartered in Owensboro, and Meade County Rural Electric Cooperative Corporation,
headquartered in Brandenburg, teamed together to find the solution. The answer was
Rig Rivers Rural Electric Cooperative corporation which was founded in 1961 (later to
become Big Rivers Electric Corporation) to become the wholesale power supplier to these
systems and their emerging economic development loads. In 1984 Jackson Purchase
Electric Cooperative Corporation, headquartered in Paducah, elected to become the
fourth member of the team that owns Rig Rivers. A later consolidation of Green River
and Henderson-Union created Kenergy Corp., headquartered in Henderson.
Today the three members of Big Rivers serve approximately 109,000member-consumersin
22 western Kentucky counties, with Kenergy being the largest single electric distribution
cooperative in the United States in terms of megawatt hours (MWh) sales due to serving

obert D. Green P1

ill be to return the
num of Kentucky LLC and

Alcan Primary Products Corp. also announced
the signing of a MOU, which set the terins for
the development of a long-term power supply
contract through Kenergy for their respective
Hawesville and Sebree aluminum smelting
operations.
While many months went into negotiating the
LO1 with the E.ON US. Parties and the MOU
with the two smelters, much work remains. It
will require a great effort on part of the many
individuals who work in teams to achieve the
necessary definitive documents, regulatory
and creditor approvals and resolve a myriad of
other issues relating to returning to Big Rivers
the operation of its power plants and HMP&L
Station Two. If the approvals and other work
are successfully completed, it is anticipated that
the unwind will occur in early 2007.
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Marzageineizt Team
Froiit row (left to right):
Richard Beck
V.P. of Marlreti1zg/h/lei17berRelatiolls
David Spcrinhozoard
VP. of Exterrzal Relations
Interim Chief Prodtictioll Officer
Pati la M i tchell
Executive Assistant
Back rozo (left to right;):
C. William Blaclcbzrrn
VI".o Fimmcinl Services
Chie Fiizarzcinl Ofiicer
VIP. Of Po7UeY sUpy/!J
Travis Housley
VI?of Syecial Projects
Michael Core
Presideri t/CEO
David Croclrett
V.P. of Systelll Operatiolls
J a m s Hailer
V.P. of Aduzirlistrative Services
J a m s Miller
Cor'porate Cou ri sel

f

Board of Directors: Starzdiizg (left to right): Paul Edd Butler, Lee Bearderz, Larry Elder.
Seated (left to right): William Deiztoiz, Chair, Dr. Janzes Sills, Vice-Chair, John Myers, SecretaryTreasurer
Presidents/CEOs: (below left to right): Kelly Nuckols, Jacksoiz Purchase Ei~ergyCorp.;
Mark Bailey, Keizergy Corp.; Burns Mercer, Meade County RECC
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The internal Big Rivers' team was expanded in 2005 with the creation of the
Administrative Services Department, which includes human resources, corporate
insurance, safety, general services, and corporate files. This department was included in
the finance department as human resources and corporate services upon closing of the
lease transaction with the E.ON U.S. Parties. It was created as a separate department in
December 2005 to highlight the importance of the team of employees as Big Rivers' most
important asset, and to positioii the corporation for accomplishing the work to be done in
the unwind of the transaction with the E.ON U S Parties.
Human resources includes staffing, compensation and benefits, employee and labor
relations, and training. Staffing activity in 2005 included filling several liew positions.
Retirements, resignations, and organizational changes also added to the work, and at
positions remained to be filled at year-end.

for member-consumers; implementation of on-line or e-learning safety training;

rmeasures (SPCC)plans, an

tion environmental revi
orts to improve environmental

Big Rivers’ headquarters building received a long overdue cleanup with the painting
arid carpeting of all occupied space. The general services’ staff played a major role in
making this remodeling project a successful one. Physical security of the facilities was
also improved, with installation of a new card entry system for access to sensitive areas.
Big Rivers and its employees are concerned about the community in which they live and
want to make a positive difference. This was evidenced by employee participation in two
Red Cross blood drives held in 2005, and continuing support of the United Way campaigii.
Coiicern over the community at large was also favored by execution of a contract with a
vendor for document shredding, thus recycling paper that would have otherwise been
disposed of in a landfill. The corporate files’ staff developed this project aiid directed its
implementation. They were also instrumental in the 17ieli7ber-systems’electronic storage
of documents, another way in which Big Rivers teamed with its members to share services,
improving productivity and cost effectiveness.
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MP&L's Station Two units into compliance under the Kentucky Nitrous Oxide (NO,)
tate Impementation Plan Call Regulations which became effective May 31, 2004.
elective cataIytic reduction units (SCRs) were placed on the two units owned by the
City of Henderson (Station Two) and on Big Rivers' Wilson unit. Other technologies for
ducing NOx emissions were installed on Big Rivers' other units. All NOx projects met
May 2004 compliance date.
'onally, certain affiliates of the EON U.S. Parties entered into contracts in 2004 to
r dioxide (SO;!)scrubbers to Big Rivers' Coleman Station which will significantly
e SO;! emitted by Coleman. The scrubber at Coleman was being tested and put
at the time of this report. With the addition of the Coleman scrubber, all but one
Reid 65 M W unit) of Big Rivers' coal-fired units have scrubbers installed.
During the year, Big Rivers completed its fifth thorough review of the condition and
operation of its owned and leased electric generating units. Big Rivers retained Stanley
sultants, Inc. to begin a Base Line Technical Audit in 2003 in order to "benchmark"
resent state of the units considering the age of the units. This work concluded in
. Annual reviews of the condition of the units continue.

ENVIRONMENTAL MATTERS
ber 19,2000, one of the E.ON U.S. Parties received a request for information
to Section 114 of the Clean Air Act relating to construction projects and
a1 changes that have occurred at Big Rivers' Coleman Station, Reid Station and
ation since 1978. The information request was part of a national investigative
i-tvironmentalProtection Agency (EPA) regarding utility compliaiice with
ew source review requirements under the Clean Air Act. Although the request was
irected to one of the E.ON ITS. Parties, Big Rivers cooperated with it in preparing a
Rivers has had no further correspondence with the EPA since information

ivers, in conjunction with NRECA and the National Rural Electric Environmental
ociation, has monitored several environmental regulatory issues in 2005 for potential
m generating electric utilities. The EPA is expected to propose to change its
ntly amended SPCC rules which apply to oil storage at various types of facilities. One
ect of the current rule would require increased secondary containment for facilities,
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at significant cost. The EPA is expected
to replace this requirement with a more
flexible standard. Currently revised
SPCC plans must be implemented
by August 2006. This deadline is
also expected to be moved pending
resolution of changes to the rule.
Big Rivers continues to monitor the
implementation of EPA’s Clean Air
Mercury Rule (CAMR) and Clean Air
Interstate Rule (CAIR). Both rules are
expected to have significant impacts on
utility emissions. At the time of this
report, the EPA is reconsidering certain
aspects of the March 2005 CAMR,
which will impose a cap and trade
system on mercury emissions similar
to that used in the acid rain program.
The imylerneiitation of CAIR will
result in a 49 percent reduction in SO;!
emissions and a 58 percent reduction in
NO, emissions from Kentucky sources
by 2015.

By reducing SOz and NO, emissions,
CAIR will also significantly reduce
particulate matter (PM) 2.5 (small
particulate) emissions to levels
below current proposed standards.
Fortunately, none of the Big Rivers’ units are in areas that have been designated as nonattainment for PM 2.5, although some Kentucky counties were so designated.
Although the federal EPA has not determined to regulate carbon dioxide as a pollutant
under the Clean Air Act, other countries and some northeastern states have begun to
implement their own carbon dioxide reduction programs. Such rules could have wideranging impacts, including significant financial impacts on the use of fossil fuels for
power generation, including the use of coal and natural gas.
Clean Water Act Section 316(b) requires evaluation of the effect of utility cooling intake
and discharge systems on water bodies from which water is drawn. Phase I1 of the
rule will require a collection and comprehensive demoiistration study. The schedule for
completion of the study is based on the facility’s National Pollutant Discharge Elimination
System permit renewal date. Concerns with the regulation are that the permitting agency
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may conclude that the collected data
does not support the performalice
goals, or the performance goals are not
being met. If performance goals are not
met, costly control measures may be
required.

OTHER REGULATORY
MATTERS
Big Rivers continues to monitor
the development of the Midwest
Independent System Operator (MISO).
The company continues to believe
it would incur additional costs from
Regional Transmission Organization
(RTO) membership without receiving
corresponding benefits.
As a
cooperative, Big Rivers is concerned
about incurring the additional costs
of RTO/MISO membership without
having the ability to provide an
offsetting economic benefit to its
members.

A state law that became effective in 2003
requires Kentucky utilities to operate
their transmission facilities so that
retail electric service to Kentucky customers and wholesale service to Kentucky electric
distribution cooperatives have tlie highest priority during a traiismissioii emergency. Big
Rivers revised its tariffs in 2003 to comply with this law. In January of 2005, a United States
District Court judge in Kentucky struck down this law, finding that it forces Kentucky
utilities to discriminate against retail and wholesale electric customers in other states in
violation of the Constitution of the United States. The implications of this ruling for Big
Rivers are unclear, and will depend, in part, upon any changes in the ruling that may
occur after appeal.
Thoroughbred Energy Company, a Peabody Coal subsidiary, filed an application with
the Kentucky Electric Generation and Traiwmission Siting Board for approval to site its
proposed 1,500 MW merchant electric generating plant in Muldenberg County, Kentucky.
Big Rivers intervened in that proceeding, and among other things, sought to protect
itself from incurring transmission interconnection costs Kentucky law prohibits it from

recovering tlirough its member rates. Tlie Siting Board held in favor of Big Rivers on
that issue. Thoroughbred appealed that finding and others to the Muhlenberg Circuit
Court. Tlie appeal is currently on hold while negotiations are being held to resolve
issues raised by the appeal. Big Rivers and Thoroughbred have negotiated and obtained
Kentucky Public Service Cominission (KPSC) approval of an interconnection agreement
that resolves the intercoiuiection cost issue.

Big Rivers obtained a certificate of public convenience and necessity from the KPSC in
2005 to construct a 161 kilovolt (kV) transmission line approximately 17.3miles in length
in Breckinridge and Meade Counties, Kentucky. Construction of this project began during
2005.
Big Rivers, HMP&L and certain affiliates of tlie E.ON U.S. Parties reached agreement in
2005 on a number of business issues surrounding the construction and operation of the
SCR at HMP&L Station Two. The documents containing those agreements have been
approved by the KPSC, and are awaiting approval by Big Rivers’ creditors. In another
matter, Big Rivers filed its periodic integrated resource plan with the KPSC in November
of 2005. The KPSC is holding its review of that plan in abeyance temporarily while Big
Rivers reviews whether tlie pendency of the proposed unwind transactioii justifies it
seeking other changes in this proceeding.

Solid teamwork has led to solid financial results as Rig Rivers enjoyed its best year since
implementing its plan of reorganization in July of 1998. Bottom line net margins were
$26.3 million, exceeding 2004's $22 million margins by nearly 20 percent. This continues
the trend of very solid
yearly financial results
since' 1998.

In 2005, the increase in
margins comes from
three net factors. First,
margins from sales of
excess power available
from the PPA with one
of the E.ON U.S. Parties
increased $6.9 million
from 2004. Second, the
interest expense on the
pollution control bonds
increased $1.7 million
due to higher average
interest rates of 2.46
percent in 2005 compared
to 2004 interest rate of 1.28
percent. Third, the Rural Utilities Service (RUS) Asset Residual Value Payment note had
increased interest of $1million compared to 2004 due to payments of required arbitrage
amounts and compounded interest.
h of excess power in 2005 was $35.58 MWh
lion MWh. Member sales to rural loads grew
a 4.8 percent increase. The price per MWh for 2005
nained at nearly the same levels and the price was
th for 2005 was 3.3 percent versus 2.5 percent in
ers included the 3.3 percent revenue discount
result of the April 2000 sale-leaseback benefits

ced from $278.3 million in 2004 to $251.9 million as a
implementing its plan of reorganization in 1998, Big
ition by $103.4 million. Net utility plant decreased

Facilities
Kennel11 C . Coleman Plant
Unit 1
Unit 2
Unit 3
Robcrt D. Grern Plant
Unit 1
Unit 2
Robcrt A. Reid Plant
Unit 1
Conibustion Turbine
0.B. CVivilson Unit No. I

Type of
Fuel

Net Capacity Commercial
(MW)
Operation Date

155

1969
1970
1972

231
223

1979
1981

65
65
420

'1966
1976
1OR6

150
150

tion and amortization
amounting to $31.9
million.
Big Rivers owes the
E.ON U.S. Parties a residual value payment,
which is projected to be
$141.4 rnillion upon the
scheduled termination
of the lease on December 31,2023.

Big Rivers has a
line of credit with
National Rural Utilities
Cooperative Finance
Corporation (NRUCFC)
as of December 31,2005, in the amount of $15 million. The NRUCFC line of credit has an
underlying $15 million master letter of credit facility for supporting off-system sales. In
!,$& I<iscrs m i l t i s i t s 1,459 m y p w o t ~ L1(dwfrfc
s
QL'HL'rrilii~~dilCi[ilji'Sntrrf it
h i s rights 10 lltc Ifhfl'bL ~ l n t i o fic.ofncilil!/.
i~
i i l i uJlltcsr~;lc-ililic,s
curd
rights liaw brm Ir-trscd to rcrft7irt (jlfilintrs .f the L.0.W L l S . I'nt.tii~.
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2005, Big Rivers’ participation in the MIS0 energy market required a letter of credit in the
amount of $3 million that was outstanding as of December 31,2005, and a forward sale to
Cargill Power Markets, L.L.C. required a letter of credit in the amount of $1 million that
was also outstanding as of December 31,2005.
Each year Big Rivers calculates its cushion status that includes voluntary prepayments to
RUS, cash and investments. As of December 31, 2005, the cushion status totaled $122.6
million and consisted of $55.3 million in RUS prepayment of debt and $67.3 million in
cash and investments.
Each year the board authorizes an outside auditor to conduct a series of focused audits.
In 2005, these audits included accrued liabilities, inventories, prepaid expenses, other
assets, power sales, purchased power, power balancing, forecasting and power utilization,
credit administration and accounts receivable. There were no irregularities found in any
of these focused audits.
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As a member-owned organization, Big Rivers has for a long time teamed up with its
member-systems to provide value added services in an effort to keep total costs to their
member-consumers economical. This effort is well demonstrated in the information
systems and technology efforts of the four organizations. Big Rivers supplies the computer
equipment, software and information technology support for each of its member-systems'
customer billing and accounting systems. Information technology support is also provided
to Big Rivers' own accounting and office systems as well as other necessary functions.
In 2005, Big Rivers and its members completed the installation of a GeographicInformation
Systems (GIS) arid Big Rivers is working with its member-systems to broaden GIS
applications in areas such as work management, engineering staking, etc. In addition,
the GIS information can merge with the Customer Information Systems (CIS) to achieve
additional applications.
In other information technology projects, Big Rivers and its members have developed
electronic presentation of utility bills and electronic payment; the integration of automatic
meter reading to the CIS for real-time requests of the CIS; and installed Integrated Voice
Response to the GIS and CIS systems. An effort continues to move computer-generated
paper reports to electronic versions for long-term storage. Projects underway with the
member-systems include the development of a "digital dashboard for electric reliability
statistics and general ledger reports.
Big Rivers developed RUS Emergency Restoration Plan and Vulnerability Risk
Assessment compliance reports as well as North American Reliability Council cyber
security compliance. The development of those compliance reports indicated a plan be
designed for building an off site location to be used in case of disaster. This off-site location
ss of production, and security sabotage.
very center is now nearing completion.
ill enable Big Rivers and its member-systems to have the ability, off site, to continue
ucting business in a timely fashion should a disaster event occur.
lso conducted a cyber security audit using
es that might exist to allow outside access

Big Rivers provides marketing support to its member-systems through a variety of diverse
services and programs and as a result, success requires teamwork at many different
organization levels. Big Rivers continually works with its member-systems to identify,
develop and implement strategic initiatives, e.g., communication, energy efficiency,
customer service, community involvement, Touchstone Energy, etc., that are designed
to meet the evolving needs of the member-customers and ensure customer satisfaction
continues to increase.
By ensuring programs arid services support key performance attributes, each membersystem has successfully established a progressively increasing customer satisfaction trend.
The trend continued through 2005, as overall residential satisfaction scores increased
for all three member-systems and as a result, the Big Rivers’ system-wide weighted
average increased by an impressive three percentage points. During 2005, on a systemwide average, 74 percent of respondents rated their overall satisfaction level with
respective cooperative as a ”9” or “10”
on a ten-point scale with ”10” being
the highest possible rating. Equally
impressive were the 2005 Commercial
& Industrial Satisfaction Survey results.
The Big Rivers’ system-wide average
for overall performance satisfaction
increased from 74 to 78, which reflects
a four percentage point increase versus
prior year. The Big Rivers’ systemwide average of satisfaction with
overall performance has increased
eight percentage points since 2002.
Other 2005 key performance indicators
also reflected Big Rivers’ system-wide
average improvements including a six
percentage point increase in customer
service, a five percentage point increase
in reliability Satisfaction and a three
percentage point increase is satisfaction
with cost (2005 vs. 2004). In addition,
2005 commercial and industrial
transaction satisfaction increased on a
system-wide average by an amazing
ten percentage points compared to
prior year.

Communication efforts in 2005 with the member-systems continued to focus on increasing
member-customer awareness of the ”cooperative difference” including several key
advantages associated with cooperative membership. Special emphasis was placed on
the competitive rates offered by our member-systems.

In addition/ to support our member-systems’ economic development efforts, an information ad, ”The Bluegrass is Greener Here,” was developed to promote the western
Kentucky region. During 2005, our commercial and industrial communication efforts
centered on the C & I News, which is a 12-page publication developed, printed and distributed for the member-systems. Articles feature commercial and industrial customers
that have taken advantage of energy efficiency services provided by their respective cooperative and as a result, reduced their energy costs and improved their energy efficiency.
Big Rivers and its member-systems remained active members of Touchstone Energy during 2005. While Touchstone Energy provides added value to electric co-ops through a
variety of resources, the brand is most recognized as a cost-efficient cornInunicatioii vehicle designed to increase awareness of the “cooperative difference.” Big Rivers’ member-systems also successfully introduced the Co-op Connections Card Program during
2005, which is an added-value program developed by Touchstone Energy. The program
involves distribution of a co-op logo wallet card, which enables member-customers to
receive discounts on “promotional” purchases offered by participating retailers.

As natural gas and propane prices continued to escalate during 2005, consumers became
increasingly interested in energy efficiency. Big Rivers’ member-systems offered an energy
efficiency incentive program for the first time in 2005. The program included incentives
for installation of add-on heat pumps (duel fuel), conversion from a gas to an electric
water heater and participation in the Touchstone Energy Home Program, which requires
all electric, energy efficient home construction. Promotion materials were developed and
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provided to tlie member-systems for targeting home builders, HVAC contractors and
individual cooperative member-customers.

In anticipation of member-customer inquiries regarding energy efficiency, Rig Rivers also
developed a general training program for the member-systems. The program provided
general information about energy use in the home and addressed first-line issues such
as lighting (compact fluorescent bulbs), heating and cooling, water heaters, energy
prices, sealing of the house, etc. Wliile tlie training program was primarily designed
to help customer service representatives make standard recommendations to call-ins,
tlie information was also made available to any employee who interacts directly with
member-customers.

Rig Rivers continued to team up with its member-systems in community involvement
programs during 2005 and provided support for several key programs that include
Touchstone Energy Scliolarsliips, Newspaper in Education Program, Kentucky
Touchstone Energy All " A Classic, High School Role Model Poster Program (endorsed
by the Kentucky High School Athletic Association), Touchstone Energy Hot Air Balloon
charity events, etc.
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The Power Supply Department has the responsibility of providing the power that Big
Rivers’ member-systems require for meeting the needs of their more than 109,000 memberconsumers. Through its PPA with one of the E.ON U.S. Parties, the member-systems’
SEPA allocations and the wholesale market, Big Rivers is able to provide economical
wholesale power. In 2005, tlie average wholesale price to the member-systems for their
rural substations was $35.19 per MWh and for large industrial customers, tlie rate was
$30.70 per MWh.
In addition to providing the power needs of its member-systems, Big Rivers also can sell
power from the PPA that is not needed to meet the member load requirements. The sale
of this excess power in 2005 resulted in inore than $25 million in margins above the cost
of purchasing the power and any other traiismission related costs. The sales of the excess
power have, since the implementation of tlie PPA in mid 1998, resulted in more than $100
ditional margins to Big Rivers.
Big Rivers is a member and part owner of APM, which is headquartered in Indianapolis,
Indiana, with a regional officein Cary, North Carolina. APM servesas an agent in marketing
ers’ excess power aiid also provides additional risk mitigation and power
y portfolio modeling services. The power marketing services are provided out of
ith the other services provided from the Indianapolis offices.
ented its wholesale electricity market on April 1,2005. While Big Rivers is
of MISO, it determined it would be in its best interest to participate in tlie
rket. Through APM, Big Rivers spent considerable time and effort in the training
necessary to be a registered participant and prepare for the market’s debut. Big Rivers
is participating in both the hourly aiid day ahead markets. In order to market to the
southeastern portion of the country, Big Rivers maintains 100 MW of firm transmission
across Tennessee Valley Authority.
In 2005, the Power Supply Department began working with personnel in tlie Engineering
and Operations and Information Technology Departments in an effort to obtain near real
time load data. Such data would allow Big Rivers to be better able to forecast member
needs aiid market opportunities. This project should be completed in 2006 and the
expected payback on the $900,000 investment is approximately one year.

A Long-Range Load Forecast and an Integrated Resource Plan were completed and submitted in 2005 to tlie RUS and KPSC respectively. In 2005, contracts were negotiated for
firm, limited interruptible and fully interruptible power sales to Keiiergy to provide a
portion of power needed in 2006 to serve its two smelter loads. Power Supply also works
with the member-systems in developing quotes for power on new commercial and large
20

industrial economic development prospects.

As a part of managing the member-systems’ SEPA allocation, the Power Supply
Department also participates in the Southeastern Federal Power Customers group to
negotiate maintenance work for two hydroelectric facilities and work on other issues
relating to the dams on the Cumberland River.

Team work is essential when working either on relatively Iarge or small projects. System
operations at Big Rivers deals with a variety of projects in building, operating and
maintaining its 1,220 miles of transmission lines and communication systems that deliver
power and other services to its three member-systems. In some instances, large projects
can require additional manpower that is riot needed full time. Projects can require
special expertise that is not available on staff. Teaming with outside resources proves
to be efficient and cost effective for its member-systems. Big Rivers will also team with
its member-systems on certain types of system operations' projects when it is the most
effective method for all.

A number of efforts were underway in 2005 that kept the Big Rivers' engineering
team running full speed. These efforts include the Palma-Draffenville 69 kV line, the
Hopkins County remote terminal unit replacement, and radio control switching for the
Doe Valley tap, and the Rome Junction switching addition. Those engineering projects
that have moved to the construction phase include the Possum Trot 69 kV line, the
Madisonville 69 kV line, the Cumberland Resources 69 kV line and the Meade County
second 161 kV line.
A major effort underway for many months has been the engineering and construction
involved in the switching of Big Rivers' microwave system from analog to digital
tecludogy. This effort will bring many benefits to system operations and power delivery
as well as added benefits involving the communication process with the member systems.
This changeover in technology should be completed in the first half of 2006.
Big Rivers also successfully teamed up with other utilities in developing a new automatic
reserve sharing arrangement to replace the one previously being administered through
the East Central Area Reliability (ECAR) region. ECAR functions ceased on January 1,
2006 with the advent of the new ReliabilityFirst Corp., which combined ECAR and two
other region reliability councils into a new larger council. Big Rivers opted to join the
Southeastern Electric Reliability Council (SERC) rather than ReliabilityFirst since SERC
was better aligned with Big Rivers for reliability coordination efforts.
Big Rivers continued its normal system operations' maintenance and operations efforts.
These included inspecting and treating 2,090 poles and the change out of 125 rejected
wood poles. Sixteen substation and communication backup battery banks were tested
and maintained in 2005 with one station battery system being replaced. Testing and
overhauling occurred on numerous 69 kV and 161 kV power circuit breakers. Testing and
maintenance were performed on dozens of transformers, meters, protective relays, line
switches, power line carriers, two-way radios and telemetry units.
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The iiistallation of the GIS was finished a i d is now fuiictioiially complete. This
computerized information system which includes utilization of satellite mapping for
each pole and piece of line equipment will further inprove operations of the system as
well as eilliance system maintenance.
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INDEPENDENT AUDITORS’ REPORT

To tlie Board of Directors of Big Rivers Electric Corporation:
We have audited the accompanying balance sheets of Big Rivers Electric Corporation (tlie “Company”)
as of December 3 1, 2005 aiid 2004, and tlie related statements of operations, equities (deficit), and of cash
flows for each of tlie three years in tlie period ended December 3 1, 2005. These financial statements are
tlie responsibility of tlie Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in tlie IJnited States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by tlie Comptroller General of tlie United States. Those standards require that we plan and perform
tlie audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for tlie purpose of expressing
an opinion on the effectiveness of tlie Company’s intemal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

I n our opinion, the financial statements referred to above present fairly, in all inaterial respects, the
financial position of the Company as of December 3 1,2005 aiid 2004, and the results of its operations
and its cash flows for each of the three years in tlie period ended December 3 1,2005, in conformity with
accounting principles generally accepted in tlie United States of America.
I n accordance with Govermizent Auditing Standards, we have also issued a report dated March 15,2006,
on our consideration of the Company’s internal control over financial reporting aiid our tests of its
compliance with certain provisions of laws, regulations, contracts, aiid grant agreements aiid other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
with this report in
accordance with Government Auditing Siandards and should be read in co~ij~i~ictioii
considering the results of our audit.

Indianapolis, Indiana
March 15,2006
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BIG RIVERS ELECTRIC CORPORATION
BALANCE SHEETS
AS OF DECEMBER 31,2005 AND 2004
(Dollars in thousands)
2004

2005

ASSETS
UTILITY PLANT-Net

$

928,872

$

940,649

180,650

174,695

3,397

3,246

CURRENT ASSETS:
Cash and cash equivalents
A C C ~ L ~receivable
II~S
Materials and supplies inventory
Prepaid expenses

67.264
16,350
667
91

54,891
15,609
555
348

Total current assets

84.372

7 1,403

28,689

30,647

$ 1,225,980

$1,220,640

$ (251,913)

$ (278,256)

1,046,846
170,954
92

1,079,688
164,704
437

965,979

966,573

810
10,403
10,732
2.394
2, I72
7,542

78 1
9,204
2,910
1,638
8,004

34,053

22,537

21,755
59,262
139.7 10
5,22 1

26,090
62,118
138,693
4,629

225,948

231,530

$ 1,225,980

$1,220,640

RESTRICTED INVESTMENTS lJNDER LONG-TERM LEASE
OTHER DEPOSITS AND INVESTMENTS-At

cost

DEFERRED CHARGES AND OTHER
TOTAL
EQUITIES (DEFICIT) AND LIABILITIES
CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Other long-tam obligations
Total capitalization
CURRENT LIABILITIES:
Current maturities of long-term obligations
Voluntary prepayment of long-term debt
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
Total current liabilities
DEFERRED CREDITS AND OTHER:
Deferred lease revenuc
Deferred gain on sale-leaseback
Residual value payments obligation
Other
Total deferied credits and other
COMMITMENTS AND CONTINGENCIES
TOTAL

See notes to financial statements.
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STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31,2005,2004, AND 2003
(Dollars in thousands)
~

2005

2004

2003

$191,280

$175,777

$162,432

57,675

56,753

53,040

Total operating reveillie

248,955

232,530

215,472

OPERATING EXPENSES-Operations:
Power purchased and interchanged
Transmission and other

114,500
20,309

106,099
18,674

96,577
17,383

MAINTENANCE

3,195

2,597

2,6 I 7

DEPRECIATION

30,192

29,732

28,257

168,196

157,102

144,834

ELECTRIC OPERATING MARGIN

80.759

75,428

70,638

INTEREST EXPENSE AND OTHER:
Interest
Interest on obligations related to long-term lease
Other-net

59,639
9,109
124

56,923
8,725
158

57,645
8,355
136

68,872

65,806

66,136

OPERATING MARGIN

11,887

9,622

4,502

NON-OPERATING MARGIN:
Interest income on restricted investments under
long-term lease
Interest iiiconie and other

1 1,670
2,786

1 1,278
1,125

10,894
2,953

14,456

12,403

13,847

$ 26,343

$ 22,025

$ 18,349

POWER CONTRACTS REVENIJE
LEASE REVENUE

Total operating expenses

Total interest expense and other

Total non-operating margin
NET MARGIN
See notes to financial statements.
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BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF EQUITIES (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31,2005,2004, AND 2003
(Dollars in thousands)

Total
Equities
(Deficit)
BALANCE-January

I , 2003

Net margin
Accumulated other comprehensive gain
BALANCE-December

3 I , 2003

Net margin
BALANCE-December

3 I. 2004

Net margin
BALANCE-December

3 I , 2005

$ (319,013)

$ (323,458)

18,349

18,349

383

383

28

$764

(304,726)

22,025

22,025

(278,256)

(282,701)

764

26,343

26,343

-

$ (256,358)

$3,681

__

(300,281)

$ (251,913)

See notes to financial statelnetits

Other Equities
Consumers’
Donated
Contributions
to Debt
Accumulated Capital and
Memberships
Service
Deficit

764

3,681

__

$764
-

3 -681

3,681
$

1316 RIVERS ELECTRIC CORPORATION
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2005,2004, AND 2003
(Dollars in thousands)

2004

2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash provided by
operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
Aiiiortization of deferred gain 011 sale-leaseback
Deferred lease reveiiiie
Residual value payments obligation
liicrease in RUS ARVP Note
Increase in New RUS Proinissory Note
liicrease in obligations under long-tenii lease
Changes in certain assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Deferred charges
Piircliased power payable
Accounts payable
Accrued expenses
Other-net

$ 26,343

$ 22,025

$ 18,349

33,386
(5,955)
(2,856)
(4,335)
(5,969)
5,077
8,205
6,250

32,625
(5,836)
(2,823)
(4,267)
(5,077)
4,807
21,849
6,107

30,872
(5,605)
(2,785)
(3,059)
(1,726)
4,546

(74 1)
(112)
257
480
1,528
(516)
72
35 1

(26 1)
33
226
(368)
550
(87)
1,459
( I 04)

(628)
(14)
(398)
1,602
1,016
(4,633)
(6,177)
3,107

6 1,465

Net cash provided by operating activities

2003

5,850

70,858

40,3 17

(12,203)

(2 I, 397)
5,733

CASH FLOWS FROM INVESTING ACTIVITIES:

(12,904)
(
1
5
1
)

Capital expenditures-net
Other deposits and investments

0

(13,055)

(12,480)

(15,664)

(36,037)

(9,289)
(l0,OOO)

(38,9 12)
(7,500)
17,500

(36,037)

(19,289)

(28,912)

12,373

39,089

(4.259)

54,891

15,802

20,061

of year

$ 67.264

$ 54,891

$ 15,802

SIJPPLE~MENTAL.CASI-I FLOW INFORMATION:
Cash paid for interest

$ 46,534

S; 28,485

$ 57,103

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal paynients 011 long-term obligations
Principal payments on short-term notes payable
Proceeds from short-term notes payable
Net cash used in financing activities
NET INCREASE (DECREASE) IN CASIH AND CASH EQUIVALENTS
CASI-I AND CASH EQUIVALENTS-Beginning
CAS]-I AND C A W EQ1IIVALENTS-End

of year

$

Cash paid for taxes

See notes to financial statements
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271

$

270

9
400
;

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31,2005,2004, AND 2003
(Dollars in thousands)
-

1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Geriernl Infornintion-Big Rivers Electric Corporation (“Big Rivers” or the “Company”), an electric
generation aiid transmission cooperative, supplies wholesale power to its three ineiiiber distribution
cooperatives (Kenergy Corp., Jackson Purchase Energy Corporation, and Meade County Rural Electric
Cooperative Corporation) under all requirements contracts, excluding the power needs of two large
aluminutii smelters (the “Aluminiuii Smelters”), sells surplus power under separate contracts to Kenergy
Corp for a portion of the Aluminum Smelters load, aiid markets power to nonmember utilities and
power marketers. The members provide electric power and energy to industrial, residential, and
commercial customers located in portions of 22 western Kentucky counties. The wholesale power
contracts with the members extend to January 1, 2023. Rates to Big Rivers’ members are established by
the Kentucky Public Service Commission (“KPSC”) and are subject to approval by the Rural Utilities
Service (‘‘RUS”)“The financial statements of Big Rivers include the provisions of Statement of
Financial Accounting Standards (“SFAS”) No. 71, Accounting for the Effects of Certain TJ’yesof
Regulation, which was adopted by the Company in 2003, and gives recognition to the ratemaking and
accounting practices of these agencies.

In 1999, Big Rivers Leasing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of Big
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000 saleleaseback transaction discussed in Note 4.
Priticiples of (=onso/if/ntiori-Tlie financial statements of Big Rivers iriclude the accounts of Big Rivers
and its wholly owned subsidiary, BRLC. All significant intercompany transactions have been
eliminated.

Use of Estimntes-The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses, and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are
based upon management’s evaluation of the relevant facts and circumstances as of the date of the
financial statements. Actual results may differ from those estimates.
Svsteni ofAccounts-Big Rivers’ accrual basis accounting policies follow the Uniform System of
Accounts as prescribed by the RIJS Bulletin 1767B-1, as adopted by the KPSC. The regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters.
Revenue Recognition-Revenues generated from the Company’s wholesale power contracts are based
on month-end meter readings and are recognized as earned. In accordance with SFAS No. 13,
Accountingfor Leases, Big Rivers’ revenue from the Lease Agreement is recognized on a straight-line
basis over the term of the lease. The major components of this lease revenue include the annual lease
payments and the Monthly Margin Payments (described in Note 2).
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I n conjunction with the Lease Agreement, Big Rivers expects to realize the following minimum lease
revenue for the years ending December 3 1:
Year

Amount

$ 52,332

2006
2007
2008
2009
2010
Thereafter

52,332
52,332
52,332
52,332
462,199
$723,859

Utility P / m t rindneprecintion-Utility plant is recorded at original cost, which includes the cost of
contracted services, materials, labor, overhead, and an allowance for borrowed funds used during
construction. Replacements of depreciable property units, except minor replacements, are charged to
utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by
applying the effective rate of Big Rivers’ weighted-average debt to the accumulated expenditures for
qualifying projects included in construction in progress.

I n accordance with the terms of the Lease Agreement, the Company generally records capital additions
for Incremental Capital Costs and Non-.incremental Capital Costs expenditures funded by LG&E Energy
Corporation as utility plant to which the Company maintains title. A corresponding obligation to LG&E
Energy Corporation is recorded for the estimated portion of these additions attributable to the Residual
Value Payments (see Note 2). A portion of this obligation is amortized to lease revenue over the useful
life of those assets during the remaining lease term. For the years ended December 3 1, 2005 and 2004,
the Company has recorded $6,986 and $1 2,641, respectively, for such additions in utility plant. The
Company has recorded $5,969, $5,077, and $1,726 in 2005,2004, and 2003, respectively, as related
lease revenue in the accompanying financial statements.
I n accordance with the Lease Agreement, and in addition to the capital costs funded by LG&E Energy
Corporation (see Note 2) that are recorded by the Company as utility plant and lease revenue, LG&E
Energy Corporation also incurs certain Non-Incremental Capital Costs and Major Capital Improvements
(as defined i n the Lease Agreement) for which they forego a Residual Value Payment by Big Rivers
upon lease termination. Such amounts are not recorded as utility plant or lease revenue by the Company.
At December 3 1,2005, the cumulative Non-Incremental Capital Costs amounted to $6,6 18 (unaudited).
LG&E Energy Corporation is also in the process of constructing a scrubber (Major Capital
Improvement) 011 Big Rivers’ Coleman plant. This scrubber is estimated to be placed into service July
2006 at a cost of $97,824 (unaudited), nolle of which is expected to be recorded as utility plant or lease
revenue.
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Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RUS and KPSC. The annual composite depreciation rates
used to compute depreciation expense were as follows:
1.60-2.47%
I .76-3.24%
1.1 l-S.62%

Electric plant-leased
Transmission plant
General plant

For 2005,2004, and 2003, the average composite depreciation rates were 1.86%, 1.86%, and 1.83%,
respectively. At the time plant is disposed of, tlie original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation, as required by tlie RUS.
Iinpairnient Review of Long-Lived Assets-Long-lived assets are reviewed as facts and circumstances
indicate that tlie carrying amount may be impaired. This review is performed in accordance with SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS No. 144 establishes
one accounting model for all impaired long-lived assets aiid long-lived assets to be disposed of by sale
or otherwise. SFAS No. 144 requires the evaluation for impairment involve the comparison of an asset’s
carrying value to tlie estimated future cash flows tlie asset is expected to generate over its remaining life.
If this evaluation were to conclude that tlie carrying value of the asset is impaired, an impairment charge
would be recorded based on the difference between the asset’s carrying amount and its fair value (less
costs to sell for assets to be disposed of by sale) as a charge to operations or discontinued operations.
Restricted I~ivestnients-Iiivestments are restricted under contractual provisions related to tlie saleleaseback trailsactioil discussed in Note 4. These investments have been classified as held-to-maturity
and are carried at amortized cost.
Cash a n d Cash Equivalents-Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.

Zncowze Taxes-As a taxable cooperative, Big Rivers is entitled to exclude tlie amount of patronage
allocations to members from taxable income. Income and expenses related to non-member operations
are taxable to Big Rivers. Big Rivers aiid BRLC file a consolidated Federal income tax returii and Big
Rivers files a separate Kentucky income tax return.
Patronage Capital-As provided in the bylaws, Big Rivers accounts for each year’s patronage-sourced
income, both operating and non-operating, on a patronage basis. Notwithstanding any other provision of
the bylaws, the amount to be allocated as patronage capital for a given year shall not be less than the
greater of regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced
income. During 2005 aiid 2004, the Company was not required to make a patronage allocation to its
three member distribution cooperatives in accordance with its bylaws. The Company anticipates no
patronage allocation to its members in 2006 based on such calculations for tax year 2005.
Derivatives-Management has reviewed the requirements of SFAS No. 133, Accountingfor Derivative
Instrurnents and Hedging Activities, as amended and interpreted, and has determined that all contracts
meeting the definition of a derivative also qualify far the normal purchases and sales exception under
SFAS No. 133 and, therefore, are not required to be recognized at fair value in the financial statements.
New Accounting Proiiouiicenie~its-In May 2005, the FASB issued SFAS No. 154, Accounting for
Changes and Error Corrections. SFAS No. 154 eliminates the requirement in APB Opinion No. 20,
Accounting Changes, to include tlie cumulative effect of a change in accounting principle in the income
statement in the period of change. Changes in accounting principle should be retrospectively applied by
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applying the new accounting principle as of the beginning of tlie first period presented as if that principle
liad always been used unless it is not practical to do so. Management does not expect tlie adoption of
SFAS No. 1.54 to have a significant inipact on its financial position or results of operations.
2.

LG&E LEASE AGREEMENT
On July 1.5, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big
Rivers leased its generating facilities to Western Kentucky Energy Corporation (“WKEC”), a wholly
owned subsidiary of LG&E Energy Corporation (“LEC”). Pursuant to the Lease Agreement, WKEC
operates tlie generating facilities and maintains title to all energy produced. Throughout tlie lease term,
in order for Big Rivers to fulfill its obligation to supply power to its members, the Company purchases
substantially all of its power requirements froin LG&E Energy Marketing Corporation (“LEM”), a
wholly owned subsidiary of LEC, pursuant to a power purchase agreement.
Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
tlie energy produced by WKEC and consumed by LEM’s customers. The significant terms of the Lease
Agreement are as follows:
1. WKEC leases and operates Big Rivers’ generation facilities through 2023.

11. Big Rivers retains ownership of tlie generation facilities both during and at tlie end of tlie lease
term.
111. WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to
certain ad.justmeiits.

IV. On the Effective Date, Big Rivers received $69,100 representing certain closing payments and
the first two years of the annual lease payments. In accordance with SFAS No. 1.3, Accouiiting
,for Leases, tlie Company amortizes tliese payments to revenue on a straight-line basis over the
life of tlie lease.

V. Big Rivers continues to provide power for its members, excluding the member loads serving tlie
Aluniiiiuni Smelters, through its power purchase agreements with LEM and tlie Southeastern
Power Administration, based on a pie-determined rnaxiniuin capacity. When economically
feasible, the Company also obtains tlie power necessary to supply its member loads, excluding
the Aluiiiiiiuni Smelters, in the open market. Kenergy’s retail service for the Aluminum
Smelters is served by LEM and other third-party providers that may include Big Rivers. To the
extent the power purchased from LEM does not reach pre-determined niininiums, tlie Company
is required to pay certain penalties. Also, to the extent additional power is available to Big
Rivers under the LEM contract, Big Rivers may sell to non-members.
VI. LEM will reimburse Big Rivers an additional $92,799 for the margins expected from the
Aluminum Smelters through 201 1, being defined as the net cash flows that Big Rivers
anticipated receiving if the Company liad continued to serve the Aluminum Smelters’ load, as
filed in the Rate Hearing (the “Monthly Margin Payments”).

VII. WKEC is responsible for tlie operating costs of tlie generation facilities; however, Big Rivers is
partially responsible for ordinary capital expenditures (“Non-incremental Capital Costs”) for tlie
generation facilities over tlie term of tlie Lease Agreement, generally up to predetermined
annual amounts. This cumulative amount is not expected to exceed $148,000 over the entire
2.5% year L,ease Agreement. At tlie end of the lease term, Big Rivers is obligated to fund a
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“Residual Value Payment” to LEC for such capital additions during the lease, currently
estimated to be $125,880 (see Note 1). Ad,justments to the Residual Value Payment will be
made based upon actual capital expenditures. Additionally, WKEC will make required capital
improvements to the facilities to comply with a new law or a change to existing law
(“Incremental Capital Costs”) over the lease life (the Company is partially responsible for such
costs: 20% through 2010) and the Company will be required to submit another Residual Value
Payment to LEC for the undepreciated value of WKEC’s 80% share of these costs, at the end of
the lease, currently estimated to be $15,561. The Company will have title to these assets during
the lease and upon lease termination.
VIII. Big Rivers entered into a note payable with LEM for $19,676 (the “LEM Settlement Note”) to
be repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to
power to be supplied to the Aluminum Smelters and the increased responsibility for financing
capital improvements. The Compaiiy recorded this obligation as a component of deferred
charges with the related payable recorded as long-term debt in the accompanying balance sheets.
This deferred charge is being amortized on a straight-line basis over tlie lease term.
IX. On the Effective Date, Big Rivers paid a non-refundable marketing payment of $5,933 to L,EM,
which has been recorded as a component of deferred charges. This amount is being amortized
on a straight-line basis over the lease term.
X. During the lease term, Big Rivers will be entitled to certain “billing credits” against amounts the
Company owes LEM under the power purchase agreement. Each month during the first 55
months of tlie lease term, Big Rivers received a credit of $89. For the year 201 1, Big Rivers will
receive a credit of $2,611 and for the years 2012 through 202.3, the Company will receive a
credit of $4,11 I annually.

In accordance with the power purchase agreement with LEM, the Company is allowed to purchase
oower in the open market rather than from L,EM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
iurisdictional load) i n the open market (collectively referred to as “Arbitrage”). Pursuant to the New
RLJS Promissory Note and the RUS ARVP Note, the benefit, net of tax, as defined, derived from
4rbitrage must be divided as follows: one-third, adjusted for capital expenditures, will be used to make
orincipal payments on the New RUS Promissory Note; one-third will be used to make principal
3ayments on the RlJS ARVP Note; and the remaining value may be retained by the Company.
Management is of the opinion that the Company is in compliance with all covenants of the Lease
4greement.
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3.

UTILITY PLANT
The following summarizes utility plant at December 3 1, 2005 and 2004:
2005

Classified plant in service:
Electric plant-leased
Transmission plant
General plant
Other

Less accumulated depreciation

Construction in progress
Utility plant-net

2004

$1,497,039
202,925
14,819
67

$1,494,222
192,60 1
11,629
67

1,714,850

1,698,s 19

798,684

772,938

91 6,166

92.5,.581

12,706

15,068

$ 928,872

$ 940,649

Interest capitalized for the years ended December 31,2005,2004, and 2003, was $160, $221, and $14.5,
respectively.
The Company has not identified any legal obligations, as defined in SFAS No. 143, Accounting.for Asset
Retireinent Obligations, which was further interpreted by FASB Interpretation No. 47, Accounting for
Conditional Asset Retirement Obligations. 111accordance with regulatory treatment, the Company records
an estimated net cost of removal of its utility plant through normal depreciation. As of December 3 1,2005
and 2004, the Company had a regulatory liability of approximately $23,619 and $20,796, respectively,
related to non-legal removal costs included in accumulated depreciation.
4.

SALE-LEASEBACK
On April 18, 2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual
interest receipts, will be ftilly funded.

This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes. I n connection therewith, Big Rivers received $866,676 of proceeds and incurred
$791,626 of related obligations. Pursuant to a payment undertaking agreement with a financial
institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds. The Company also purchased two investments totaling $146,647 to fund the remaining
$1 35,597 of the obligations. These amounts are reflected as restricted investments under long-term lease
and obligations related to long-term lease in the accompanying balance sheets. Interest received and paid
will be recorded to these accounts over the life of the lease. Currently, the Company is paying 7.57%
interest on its obligations related to long-term lease and receiving 6.89% on its related investments. The
Company made a $64,000 principal payment on the New RUS Promissory Note with the remaining
proceeds. The $75,050 gain was deferred and will be amortized over the respective lease terms, of which
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the Company recognized $2,856, $2,824, and $2,785, i n 2005, 2004, and 2003, respectively. Principal
payments begin in 2009.
Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 3 1, 2005 and 2004 are as follows:
2005

Restricted investments under long-term lease
Obligations related to long-term lease
Deferred gain on sale-leaseback

$180,650
170,954
59,262

2004

$174,695
164,704
62,118

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 3 1,2005,2004, and 2003 are as follows:
2005

2004

2003

$ (3,680)

$ (3,680)

$ (3,680)

1 1,965
(2,856)

1 1,548
(2,823)

11,140
(2,785)

Net interest on obligations related
to long-term lease

9,109

8,725

8,355

Interest income on restricted investments under
long-term lease

1 1,670

1 1,278

10,894

772

66 1

655

Power contracts revenue (revenue discount
adjustment, see Note 6)
Interest 011 obligations related to long-term lease:
Interest expense
Amortize gain on sale-leaseback

Interest income and other (CoBank patronage allocation)
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§.

DEBT AND OTHER LONG-TERM OBLIGATIONS

A detail of long-term debt is as follows at December 3 1, 2005 and 2004:
2005

New RIJS Promissory Note, stated amoimt, $81 2,235, stated
interest rate of 5.75%, with an interest rate of 5.81%,
maturing July 2021.

2004

$ 808,094

$ 834,601

RUS ARVP Note, stated amount $254,730, no stated interest
rate, with interest imputed at 5.8 1YO,maturing December 2023.

90,347

85,814

LEM Settlement Note, interest rate of 8.0%, payable in ~noiithly
installments through July 2023.

17,173

17,603

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 2.46% and 1.27% in 2005 and 2004
respectively), maturing in October 2022.

83,300

83,300

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 2.46% and 1.27% in 2005 and 2004
respectively), maturing in Julie 201 3.

58,800

58.800

1,057,714

1,080,118

465

430

Total long-term debt
Current maturities

10,403

Voluntary prepayment
Total long-term debt-net

of current maturities and prepayment

$1,046,846

$1,079,688

The following are scheduled maturities of long-term debt at December 3 1 :
Amount

Year

10,868
24,056
39,179
39,23 1
4 1,287
903,093

2006
2007
2008
2009
2010
Thereafter

$

Total

$1,057,7 14

RUS Notes-On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS
ARVP Note at fair value using the applicable market rate of 5.81%. The RUS Notes are collateralized by
substantially all assets of the Company.
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Pollutioir Control Borrds-The County of Ohio, Kentucky, issued $83,300 of Pollutioii Control Periodic
Auction Rate Securities, Series 2001, the proceeds of which are supported by a promissory note from
Big Rivers, which bears the same interest rate. These bonds bear interest at a variable rate and mature in
October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds,
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears the
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, and
both Series are supported by municipal bond insurance and surety policies issued by Ambac Assurance
Corporation. Big Rivers has agreed to reimburse Ambac Assurance Corporation for any payments under
the municipal bond insurance policies or the surety policies.
LEM Settlenzent Note-On the Effective Date, Big Rivers executed the Settlement Note with LEM. The
Settlement Note requires Big Rivers to pay to LEM $19,676, plus interest at 8% per annum over the
lease term. The principal and interest payment is approximately $1,822 annually. This payment is
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements.
Other Lotzg-Tern?Obligntions-During 1997, Big Rivers terminated two unfavorable coal contracts. In
connection with that settlement, the Company paid $35 1, $35 1, aiid $35 1 during 2005,2004, aiid 2003,
respectively. At December 3 1,2005, the Company has a remaining liability of $437 payable over the
next three years, of which $345 is included in current maturities of long-term obligations.

Notes PRynble-Notes payable represent the Company’s borrowing on its line of credit with the
National Rural IJtilities Cooperative Finance Corporation. The maximum borrowing capacity on the line
of credit is $IS,OOO, and there were no amounts outstanding on the line of credit at December 3 1,2005.
The line of credit bears interest at a variable rate. Each advance on the line of credit is payable within
one year.
6.

RATE MATTERS
The rates charged to Big Rivers’ members consist of a demand charge per kW and an energy charge per
kWh consumed as approved by the KPSC. The rates include specific rate designs for its members’ two
classes of customers, the large industrial customers and the rural customers under its jurisdiction. For the
large industrial customers, the demand charge is generally based on each customer’s maximum demand
during the current month. The reniainiiig customers demand charge is based upon the maximum
coincident demand of each member’s delivery points. The demand and energy charges are not subject to
adjustments for increases or decreases in fuel or environmental costs. Big Rivers’ current rates will
remain i n effect until changed by the KPSC.
Effective since September 1, 2000, the KPSC has approved Big Rivers’ request for a $3,680 annual
revenue discount ad.justment for its members through August 3 1,2006, effectively passing the benefit of
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC
approval to continue the adjustment depends upon its planned environniental compliance costs and its
overall financial condition. I n March 2006, Big Rivers plans to request the KPSC’s approval to extend
the adjustment through August 3 1,2007.
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7.

INCOME TAXES

The components of the net deferred tax assets as of December 3 1, 2005 and 2004 were as follows:
2004

2005

Deferred tax assets:
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Sale-leaseback
Lease agreement

$

Total deferred tax assets
Deferred tax liabilities:
Fixed asset basis difference
Other accruals
Total deferred tax liabilities
Net deferred tax asset (pie-valuation allowance)
Valuation allowance
Net deferred tax asset

$

80,769
4,283
130,568
(1 5,395)

$

88,875
3,965
124,755
(97145)

200,225

208,450

( 10,178)

2,066

(1 8,143)
1,727

( 8 7 1 12)

(16,416)

192,113

192,034

(1 87,830)

(1 88,069)

4,283

$

3,965

Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code
Section SO 1(c)( 12). To retain tax-exempt status under this section, at least 8.5% of the Big Rivers’
receipts must be generated fiom transactions with the Company’s members. I n 1983, sales to nonmembers resulted in Big Rivers failing to meet the 85% requirement. IJntil Big Rivers can meet the 85%
inember income requirement, the Company is a taxable cooperative. Big Rivers is also subject to
Kentucky income tax.
LJnder the provisions of SFAS No. 109, Accounting.for. Zncome Taxes, Big Rivers is required to record
deferred tax assets and liabilities for temporary differences between amounts reported for financial
reporting purposes and amounts reported for income tax purposes. Deferred tax assets and liabilities are
determined based upon these temporary differences using enacted tax rates for the year in which these
differences are expected to reverse.
At December 3 1, 2005 and 2004, Big Rivers had a non-patron net operating loss carryforward of
approximately $196,998 and $2 16,77 1, respectively, for tax reporting purposes expiring 2006 through
20 13, and an alternative minimum tax credit carryforward at December 3 1, 2005 and 2004 of
approximately $4,283 and $3,965, respectively, which carries forward indefinitely.
Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided, i n part,
based upon the fact that it is presently uncertain whether such asset will be realized. The resiiltiiig net
deferred tax asset at December 3 1,2005 and 2004 is approximately $4,283 and $3,965, respectively, thal
represents the alternative minimum tax credit carryforward, against which no allowance has been
provided.
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€4.

POWER PURCHASED

I n accordance with the Lease Agreement, Big Rivers supplies all of the members’ requirements for
power to serve their customers, other than the Aluminum Smelters. Contract limits were established in
tlie Lease Agreement and include minimum arid maximum hourly and annual power purchase amounts.
Big Rivers cannot reduce the contract limits by inore than 12 MW in any year, or by more than a total of
72 MW over tlie lease term. I n the event Big Rivers fails to take the niiniinum requirement during any
hour or year, Big Rivers is liable to LEM for a certain percentage of the difference between tlie amount
of power actually taken and the applicable minimum requirement.
Although Big Rivers will be required by the L,ease Agreement to purchase minimum hourly and annual
amounts of power from LEM, the lease does not prevent Big Rivers from paying the associated penalty
i n certain hours to purchase lower cost power, if available, in tlie open market or reselling a portion of its
purchased power to a third party. The power purchases made under this agreement for the years ended
December 3 1,2005,2004, and 2003 were $96,795, $89,696 and $79,136, respectively, and are included
in power purchased and interchanged oil the statement of operations.
9.

PENSION PLANS

Big Rivers has non-contributory defined benefit pension plans covering substantially all employees who
meet minimum age and service requirements. The plans provide benefits based on the participants’ years
of service and tlie five highest consecutive years’ coinpensation during the last ten years of employment.
Big Rivers’ policy is to fund such plans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974.
The following is an assessment of the Company’s non-contributory defined benefit pension plans at
December 3 1,2005 and 2004:
2005

2004

Projected benefit obligation
Fair value of plan assets

$ (16,550)

$ (15,931)

11,868

1 1,982

Funded status

$ (4,682)

$ (3,949)

The accumulated benefit obligation for all defined benefit pension plans was $1 1,426 and $1 1,359 at
December 3 1, 2005 and 2004, respectively.
Amounts recognized in the statement of financial position at December 3 1, 200.5 and 2004:
2005

2004

Prepaid benefit cost
Accrued benefit 1iabil ity

$ 110

$239

Net amount recognized

$

(108)

40

2

-

$ 239

Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, were as
follows for the years ended December 3 1, 2005, 2004, and 2003:
2005

Benefit cost
Employer contribution
Benefits paid or transferred

2004

2003

$1,158
92 1
1,757

$ 954

$ 995

843
103

823
937

2005

2004

Assumptions used to develop the projected benefit obligation were:

Discount rates
Rates of increase in compensation levels
Expected long-term rate of return on assets

5.75 %
4.00
7.25

2003

5.75 Yo
4.00
7.50

6.25 Yo
4.00
7.50

The expected long-term rate of return on plan assets for determining net periodic petlsioii cost for each
fiscal year is chosen by the Company from a best estimate range determined by applying anticipated
long-term returns and long-term volatility for various asset categories to the target asset allocation of the
plans, as well as taking into account historical returns.
Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined
the expected rate of return at a 50% probability of achievement level based on (a) forward-looking rate
of return expectations for passively-managed asset categories over a 20-year time horizon and
(b) historical rates of return for passively-managed asset categories. Applying an approximately
80%/20% weighting to the rates deterinined in (a) and (b), respectively, produced an expected rate of
return of 7.1 5%, which was rounded to 7.25%.
The general investment ob,jectives are to invest in a diversified portfolio, comprised of both equity and
fixed income investments, which are further diversified among various asset classes. The diversification
is designed to minimize the risk of large losses while maximizing total return within reasonable and
prudent levels of risk. The investment objectives specify a targeted iiivestinent allocation for the pension
plans of up to 55% equities. The remaining 45% may be allocated among fixed income or cash
equivalent investments. Objectives do not target a specific return by asset class. These investment
objectives are long-term i n nature. As of December 3 1,2005, the investment allocation was 56%
equities and 44% fixed income.
Expected retiree pension benefit payments projected to be required during the years following 2005 are:
Year

Amount

2006
2007
2008
2009
2010
201 1-2015

$

Total

$ 15,903

111 2006,

the Company expects to contribute $1,004 to its pension plan trusts.
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839
679
1,583
795
1,319
10,688
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The carrying value of cash and cash equivalents, accounts receivable, and accounts payable approximate
fair value due to their short maturity.
The fair value of restricted investments is determined based upon quoted market prices and rates. The
carrying value of the investments is recorded at accreted value and the terms of the investment are
within Note 4. The estimated fair values of the restricted investments are as follows:
2005

Carrying
Amount

Restricted investments

$180,650

2004

Fair
Value

$ 236,571

Carrying
Amount

$ 174,695

Fair
Value

$221,278

It was not practical to estimate the fair value of patronage capital included within other deposits and
investments due to these being untraded companies.
It was not practical to estimate the fair value of long-term debt due to Big Rivers’ inability to obtain
long-term debt from outside parties.
11. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. As
of July 1,2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried
employees who retired prior to December 3 1, 1993, Big Rivers pays 100% of Medicare supplemental
costs. For salaried employees who retire after December 3 1, 1993, Big Rivers pays 25% plus $25 per
month of the Medicare supplemental costs.
On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
(the “Medicare Act”) was enacted. The Medicare Act created Medicare Part D, a new prescription drug
benefit that is available to all Medicare-eligible individuals, effective January 1, 2006. NRECA
(National Rural Electric Cooperative Association), the provider of Big Rivers’ health plan coverage
through the NRECA Group Benefits Trust, chose to become a Medicare Part D provider. Effective
January 1, 2006, Part D coverage is the only drug coverage available to Big Rivers’ Medicare-eligible
retirees.

The discount rate used in computing the postretirement obligation was 5.75% for 2005 and 6.25% for
2004. A health care cost trend rate of 10.0% in 2005 declining to 5.5% in 201 1 was utilized.
The following is an assessment of the Company’s postretirement plan at December 3 1,2005 and 2004:

Total benefit obligation
Unfunded accrued postretirement cost
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2005

2004

$ (3,339)

$ (3,440)

(3,755)

(3,662)

The components of net periodic postretirement benefit costs for the years ended December 3 1 , 2005,
2004, and 2003, which are calculated based on actuarial assumptions at January 1, were as follows:

Benefit cost
Benefits paid

2005

2004

2003

$ 286

$ 310

$ 277

216

188

17.5

Expected retiree benefit payments projected to be required during the years followiiig 2005 are:
Year

Amount

2006
2007
2008
2009
2010
201 1-2015

$

169
190
203
229
248
1,422

Total

$ 2,461

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement
or death. To the extent an employee’s sick leave hour balance exceeds 480 hours, such excess hours are
paid at 20% of the employee’s base hourly rate at the time of retirement or death. The accumulated
obligation recorded for tlie postretirement sick leave benefit is $270 and $259 at December 3 1,2005 aiid
2004, respectively. The postretirement expense recorded was $27, $28, and $5 1 for 2005, 2004, and
2003, respectively, and the benefits paid were $16, $-0-, and $21 for 2005, 2004, and 2003 respectively.

12. BENEFIT PL,AN401(K)
Big Rivers has two defined contribution retirement plans covering bargaining and salaried employees.
Big Rivers matches up to 60% of the first 6% of eligible employees’ wages contributed. Employees
generally become vested in Company matching contributions based upon years of service as follows:
Vested
Percentage

Years of Vesting Service

1
2
3
4
5 or more

20 %
40
60
80
100

Employees are also permitted to make pre-tax contributions of up to 75% of eligible wages. Big Rivers’
expense under this plan was $178, $168, aiid $160 for tlie years ended December 3 1, 2005, 2004, and
2003, respectively.

13. RELATED PARTIES
For the years ended December 3 1, 2005, 2004, and 2003, Big Rivers had tariff sales to its members of
$1 09,439, $105,004, and $103,118, respectively. In addition, for the years ended December 3 1, 2005,
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2004, and 2003, Big Rivers had certain sales to Kenergy for the Alu~ninuniSmelters and Weyerhaeuser
loads of $46,372, $43,017, and $26,327 respectively.
At December 31,2005 and 2004, Big Rivers had accounts receivable from its members of $12,872 and
$12,128, respectively.

In October 2005, Big Rivers made a lump suin payment of $221 to Kenergy for the lease of office space
in a building owned by Kenergy. The charge for the lump suin payment was deferred and is being
amortized over the life of the agreement.
14. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business. While the results of such
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that
the final outcome will not have a material adverse effect on the financial statements.

******
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The year 2004 was one of the best in Big Rivers’
history. With margins of $22 million, Big Rivers
was nearly $3.7 million ahead of 2003, which was
the previous best year. We believe our recent solid
financial performance is testimony to the results that
are achieved through cooperation. The foundation of
Big Rivers and its business focus is based on the seven
cooperative principles (see opposite page).
These cooperative principles provide for an emphasis
on the member-consumer and create a natural
atmosphere for a customer-driven business venture.
The listed principles that guide a cooperative and link
the organization and its members in a partnership have
stood the test of time, in both good and bad financial
cycles. For nearly 70 years, the cooperative form of
business has proven to be a perfect match for providing
electric service in rural Kentucky and across 46 other
states in this country.
Clearly in 2002, which was a devastating year for many
Michael Core
electric utilities, the focus on the member was the key
President
and CEO
for the cooperatives not orily surviving, but thriving.
I t was tempting to follow so many down the path of
William Denton
deregulation and market-driven rates to unknown
Chair of the Board
results. But with the cooperative-driven business focus
on the member, we were able to select a direction that
did not plunge head-on into a new business path that proved to have many bumps and
potholes. We made only the proper changes on the existing path when it was obvious
that the members’ interests were not being served. Keeping an eye on the cooperative
principles has a positive and settling effect that keeps the business compass calibrated in
the right direction.
We believe the cooperative principles have not only served us well in the past, but
are guidelines for the future. They provide not only the customer focus, but have the
flexibility that enables cooperatives to keep pace with the ever-evolvingand increasingly
complex world in which we do business.
In 1996, the Rig Rivers’ board and its members reaffirmed their belief in the cooperative
principles and chose to work together to resolve certain financial difficulties of Big
Rivers. Eight years later, the success of cooperation is evident for Big Rivers and the
future is bright.
March 17, 200-5
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oard of
Directors
Standing (I to r):
Paul Edd Butler,
Lee Bearden,
Larry Elder
Seated (1 to r):
Williai n Den ton,
Chair;
DE Janzes Sills,
Vice-Chair;
John Myers,
5;ecretary-Treasurer

The first cooperative principle is voluntary and open membership. This was a driving
factor in western Kentucky in 1936 and 1937 when neighbors and friends decided to
work together to form Henderson Rural Electric Cooperative Corporation. Spurred
by the need for electricity to improve the rural life style and economic benefits, these
people voluntarily joined together to be better able to reach their dreams of electricity
in their rural homes, farms and businesses. Soon, many people in western Kentucky
and other parts of Kentucky and across
the entire country were forming
cooperative organizations to reach this
same dream.
Once established with an infrastructure
of wires, poles, transformers, meters,
and members consuming electricity, the
local cooperatives were viable ecorioniic
business organizations facing the
prospect of significant growth in numbers of members and their increasing appetite for
electricity. To meet long-term power supply concerns, it only took a few years to see one
of the next cooperatives to be formed. In 1961, three cooperatives, Henderson-Union
RECC, headquartered in Henderson, Green River RECC, headquartered in Owensboro,
and Meade County RECC, headquartered in Rrandenburg, created Rig Rivers Electric
Corporation.
In keeping to the cooperative principles of open membership, in 1984 Jackson
Purchase Electric, located in Paducah, joined as the fourth Big Rivers’ member. A later
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consolidation of Green River and HendersonUnion created Kenergy Corp., headquartered
in Henderson. Fulfilling the cooperative
principle of democratic member control,
each member has two seats on the Big Rivers’
board of directors.

Rig Rivers provides power to its members
from a power purchase agreement with
LEM, member allocations from SEPA and
the wholesale power market. Big Rivers
owns, operates and maintains its 1,223mile transmission system and provides for
transmission of power to its members as
Today the three members of Big Rivers serve well as to the LG&E Parties and other thirdapproximately 107,000 member-consumers party entities served under the Open Access
in 22 counties and Kenergy is the single Transmission Tariff.
largest cooperative in the country in terms of
MWh sales due to serving two large smelter One of the strengths of the electric
loads.
cooperative program is imbedded in the
cooperative principle of cooperation among
Big Rivers owns the Robert A. Reid Plant cooperatives. Throughout the nearly 7 0 years
(130 MW), the Kenneth C . Coleman Plant ofelectriccooperatives, the applicationof this
(455 MW), the Robert D. Green Plant (454 principle has continued to deliver positive
MW) and the D. B. Wilson Plant (420 MW) results. Through the Kentucky Association of
totaling 1,459 net MW of generating capacity. Electric Cooperatives, the commonwealth’s
In addition, it currently has rights to another cooperatives have worked together for
217 MW in a contractual arrangement with more than 60 years to bring economies
and synergies of scale in legislative efforts,
the HMP&L Station Two facility.
training programs, and power line supplies.
In July of 1998, Rig Rivers leased the The same is true of NRECA, the National
operations of the generation and its rights Rural TJtilities Cooperative Finance Corp.,
to the HMP&L facility to the LG&E Parties. the National Rural Telecommunications

Kelly Nuckols
President/CEO

Mark Bailey
President/CEO

Jackson Purchase Energy Corp.

Keiiergy Carp.

I
I

Cooperative, and the Federated Rural Electric Insurance Exchange to name a few.
Big Rivers and its members have found that working together better serves the
member-consumers at each of their cooperatives. These efforts have resulted in
sharing information technology, safety programs, substation inspections, compliance
matters and economic development. Big Rivers and its members have consistently
found that working together on these and other matters have reduced costs and added
value for approximately 107,000member-consumers. Other possible shared service
projects are being studied.
Big Rivers’ success in the seven years since reorganization is due to cooperation and
hard work. The board, the members and employees of Big Rivers have put their faith
in the cooperative principles and their efforts into the business of operating a G&T
cooperative. It is the success of cooperation.

APM
EMS
EPA
ESRI
GI S

G&T
Hg
HMP&L
KPSC
kV

LEC
LEM
LG&E Parties
MIS0

MW
MWh
NOx
NRECA
NREEA
PM

RECC
RTO
RUS

SCRs
SEPA

SIP
SO2
TVA
WKEC

ACES Power Marketing, LLC

Energy Management System
Environmental Protection Agency
Environmental Systems Research Institute
Geospatial Information System
Generation arid Transmission
Mercury
Henderson Municipal Power and Light
Kentucky Public Service Commission
Kilovolt
LG&E Energy LLC
LG&E Energy Marketing, Inc.
LEC, LEM, WKEC, WKEC Station Two Inc.
Midwest Independent System Operator
Megawatt
Megawatt hour
Oxides of Nitrogen NO & NO2
National Rural Electric Cooperative Association
National Rural Electric Environmental Association
Particulate Matter
Rural Electric Cooperative Corporation
Regional Transmission Organizations
Rural IJtilities Service
Selective Catalytic Reduction units
Southeastern Power Administration
State Implementation Plan
Sulfur Dioxide
Tennessee Valley Authority
Western Kentucky Energy Corp.

Autonomy and independence is one of the seven cooperative
principles. As such, cooperatives are self-help organizations
controlled by their members. Agreements are entered into
with other organizations, including governments, on terms
that ensure democratic control by their members. Big
Rivers is an organization of contracts and is also a regulated
cooperative. The Contract Administration and Regulatory
Affairs Department is charged with seeing that the contracts
are fairly administered and that Big Rivers is in compliance with
those governmental agencies that have oversight authority.

David Spainhoward
Vice President of
Con
tract
Adrnin istrati0 n
In 1998, Big Rivers leased the operations of its generation
C Regulatory Affairs
assets and its rights to the HMP&I, Station Two facility to
the LG&E Parties. WKEC is responsible for operating and
maintaining tlie Big Rivers’ units and WKEC Station Two Inc.
is responsible for operating and maintaining the HMP&L
Station Two units.
Nearly $150 million of equipment has been installed to bring HMP&I:s Station Two and
Big Rivers’ units into compliance under the new Kentucky NOx SIP call regulations
that became effective May 31,2004. SCRs were
placed on the two units owned by the City of
Henderson (Station Two) and on Big Rivers’
Wilson unit. Other technologies for reducing
NOx emissions were installed on Big Rivers’
other units. All NOx projects met the May
2004 compliance date. Additionally, WKEC
entered into contracts in 2004 to add SO2
scrubbers to Big Rivers’ Coleman Station that,
when complete, will significantly reduce the
SO2 emitted by Coleman. The new scrubber is
planned to be operational by 2006.
During the year, Big Rivers completed its
fourth thorough review of the condition and
operation of its owned and leased electric
generating units. Big Rivers has communicated
the results of this analysis to the LG&E Parties.
Big Rivers retained Stanley Consultants, Inc.
to begin a base line technical audit in 2003
in order to “benchmark” the present state of
the units, considering their age. This work
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concluded in 2004. Annual reviews of the condition of the units will continue.
On September 19,2000,WKEC received a request for information pursuant to Section
114 of the Clean Air Act relating to construction projects and operational changes
that have occurred at Big Rivers’ Coleman Station, Reid Station and Wilson Station
since 1978. The information request was part of a national investigative effort by the
EPA regarding utility compliance with new source review requirements under the
Clean Air Act. Although the request was directed to WKEC, Big Rivers cooperated
with WKEC in preparing a response. Big Rivers has had no further correspondence
with the EPA since information was provided.
The EPA issued several regulatory proposals during 2004 that, if implemented, will have
a significant impact on steam generating electric utilities. In January 2004, the agency
published the Interstate Air
Quality Rule, which seeks to
reduce emissions of SO2 by
70 percent and NOx by 50
percent by 2015 from current
levels, and on the same day
issued its Utility Mercury
Reductions Rule, which
would impose a cap and
trade system on Hg emissions
similar to that used in the
acid rain program. On June 10, 2004, the EPA published its Clean Air Interstate
Rule, which provided additional details regarding the Interstate Air Quality Rule that
are specifically intended to reduce the interstate transport of particulate matter and
ozone. In addition, after publishing proposed non-attainment designations for PM2.5
earlier in the year, on December 17, 2004, EPA published its final designations. Big
Rivers, in conjunction with NRECA and NREEA, continue to monitor the proposed
rule changes as well as proposed changes in legislation. Impacts to Big Rivers from
these potential changes are unknown at this time.
A state law that became effective in 2003 requires Kentucky utilities to operate

their transmission facilities so that retail electric service to Kentucky customers and
wholesale service to Kentucky electric distribution cooperatives have the highest
priority during a transmission emergency. Big Rivers revised its tariffs in 2003 to
comply with this law. In January 2005, a IJnited States District Court judge in Kentucky
struck down this law, finding that it forces Kentucky utilities to discriminate against
retail and wholesale electric customers in other states in violation of the Constitution
of the United States. The implications of this ruling for Big Rivers are unclear, and
will depend, in part, upon any changes in the ruling that may occur after appeal.
Thoroughbred Energy Company, a Peabody Coal subsidiary, filed an application with
the Kentucky Electric Generation and Transmission Siting Board for approval to site
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its proposed ]I ,500 MW merchant electric generating plant in Muhlenberg County,
Kentucky. Big Rivers intervened in that proceeding, and among other things, sought
to protect itself from incurring transmission interconnection costs that Kentucky
law prohibits it from recovering through its member rates. The Siting Board held in
favor of Big Rivers on that issue. Thoroughbred appealed that finding and others to
the Muhlenberg Circuit Court. The appeal is currently on hold pending Big Rivers
and Thoroughbred’s efforts to negotiate an interconnection agreement that will
adequately protect Big Rivers and its members and the outcome of negotiations to
settle the other issues raised by the appeal.
On September 17, 2004, Big Rivers submitted an application to the KPSC for a
certificate of public convenience and necessity to construct a 161 kV transmission line
approximately 17.3 miles in length in Breckinridge and Meade Counties, Kentucky.
The filing of this application was necessitated by the passage of Senate Bill 246 during
the 2004 session of the General Assembly. Big Rivers participated in a public hearing
held in Breckinridge County on January 20, 2005, and a technical hearing at the
KPSC on January 31,
2005. The KPSC issued
its order approving the
project on February 28,
2005.

t
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The backbone of Big Rivers' service to its three members
is the 1,223 mile 345 kV, 161 kV and 69 kV transmission
system that spreads throughout their certified service
territories in 22 western Kentucky counties. Ever-growing
new load and continuing new technology upgrades keep the
Engineering and System Operations Departments in a state of
constant maintenance, modeling, planning, engineering and
construction.

Travis Houskey
Vice President
of System Operations

The year 2004 was a good example of this as only approximately
three miles of line were actually constructed. However, much
planning and engineering were underway that will result in
more than 17miles of 161kVline and more than 14 miles of 69 kV
line being constructed in 2005, with an additional seven miles
of 69 kV line in the early stages of planning. These projects will
not only aid in serving new load, but will improve reliability of
delivery of wholesale power to the members.

In addition, there were three requests for interconnection and one request to improve export
capability for the system. There was a request by Vectren for a 161 kV interconnection, one
from East Kentucky Power Cooperative for a 161 kV interconnection, and a pending request
from Peabody Coal for a 161 kV interconnection for the proposed Thoroughbred generating
station. The request for improved export capability was internally generated and seeks a
345 kV tie with Kentucky Utilities near Owensboro. These projects are being studied and
will carry forward into 2005 and beyond for completion.
Construction for a backup EMS center began in 2004 and will be completed in early 2005.
The energy control system and its operating personnel passed the scrutiny of the East
Central Area Reliability council compliance audit and the North American Energy Reliability
Council readiness audit.
Efforts are underway to upgrade the Big Rivers' microwave communications system from
analog to digital. This upgrade will allow for greater flexibility in system communications
with faster and greater data transfer.
Other major projects in 2004 included the
completion of the Caldwell County 161-69
kV substation and the 161 and 69 kV lines
in Caldwell County. A second transformer
was added to the Bryan Road Substation.
While Rig Rivers is not a member of the MISO, it, along with several other G&Ts, has
retained a consultant to attend and monitor various MISO meetings to stay abreast of MISO
operational progress and policy development. It also has been involved with other G&Ts and
TVA studying the possible development of a public power regional transmission group.
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The Power Supply Department has the responsibility of
making sure that Rig Rivers’members’power needs are met as
efficiently and economically as possible. This is accomplished
by utilizing and managing three resources - the LEM Power
Purchase Agreement, the member cooperatives’ SEPA
allocations, and the wholesale power market. Purchasing
and selling power on behalf of the members occurs in a mix
of the three supply resources available to Rig Rivers.
A key to Big Rivers’ successes in tlie past seven years has been
not only selling to its members, but also selling to market
the excess from the LEM Power Purchase Agreement. In
2004, Rig Rivers had power sales margins of $19.7 million
on 1.9 million MWh sold to third parties. Since July of 1998,

Rill Blackburn
Vice President
of Power supply

these margins have totaled $87.6 million. Fueling the margin
increase in 2004 was not only a relatively strong market, but was also Big Rivers’
utilization of MWh available through its resources. During the 16 hours per day of
the five peak days each week, Rig Rivers utilized 93.7 percent of the M W i available.
Of the MWh available every hour of every day, Big Rivers utilized 90.73 percent.
Member tariff sales
totaled 3.1 million MWh
bringing Big Rivers’ total
sales to 5.0 million MWh.
This is a 9.6 percent
increase over the 2003
sales and nearly an 18.05
percent increase over
the 2002 sales. Several
factors have driven this
increase.
In 2004, Big Rivers initiated the use of a day-ahead load forecast model. Using historical
weather and load data along with other information, Big Rivers was better able to
forecast its next day loads and this permitted tighter scheduling of the resources. For
the second full year in 2004, Rig Rivers utilized APM, a cooperatively owned energy
marketing and risk mitigation business that is the largest physical-flow marketing
agency in the U.S. for off-system sales and purchases. It has proven to be of great value
for Big Rivers, which is one of APM’s 15 member-owners. Big Rivers was also able to
assist Kenergy with its need for additional power for the two aluminum smelters it
serves.
APM and Big Rivers have attended and completed several hours of M I S 0 training and
readiness seminars concerning tlie new market that will be implemented in April of
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2005. MIS0 has reported to the KPSC that Big Rivers has completed all requirements
and is ready to participate in the market.

Critical to the future of Big Rivers’ power supply to its members is their 178 MW
SEPA allocation. Big Rivers is working with the SEPA customers organization to
resolve issues on funding requirements for renewals and replacements and capital
improvements on the Cumberland River.
In 2004, Big Rivers submitted a request for proposals for renewable energy. Rig
Rivers and its members believe there is a market for renewable energy and plan to
put a renewable energy tariff in place during 2005.
Looking to the long-term future, Big Rivers assisted in the formation of the G&T
Power Supply Resources Planning Association in 2004. While Big Rivers is currently
long on capacity, it realizes working together with other G&Ts will prove effective in
addressing new capacity needs for the future. Cooperation with other cooperatives
is one of the cooperative principles and will provide value in the power supply area.
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Marketing programs are continually being refined to meet the
evolving needs of our members. The cooperative principles
that guide the development of our programs and initiatives
have remained constant for many years. Meeting the needs
of the member-consumers remains an ongoing priority for
Big Rivers. Success requires a marketing philosophy that
ensures concern for the community, education, training
and information and last but not least, cooperation among
cooperatives. These attributes represent three of the seven
cooperative principles and serve as a benchmark for Big
Rivers’ marketing efforts.
Richard Beck
Vice President
of Marketing

During 2004, Big Rivers demonstrated its concern for
community through a variety of diverse initiatives designed
to support our members. As one of the initiatives, Big Rivers
introduced in Kentucky ahigh school poster program designed to deliver an important
health reminder to students, “Life Isn’t A Spectator Sport, Excellence Starts With
Exercise.” The poster, which was distributed to local businesses, features a male and
female student-athlete, the girls’ and boys’ basketball schedules, the Kentucky High
School Athletic Association logo, as well as the logos of each respective distribution
cooperative. The program demonstrates the added value cooperatives represent to
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the community by reinvesting
in community projects.
Rig Rivers was also proud
to be a sponsor of other
c o m m u n ity-or ie n ted
programs during 2004 that
includedTouchstoneEnergyB
scholarships for our member
systems to award locally,
the Newspapers in Education program that enables teachers to use newspapers as
teaching aids for young students and the All "A" Classic, a statewide competition for
rural high schools where students compete for scholarships in a variety of challenging
venues.
Providing education, training and information was also a priority for Big Rivers
during 2004. While our market research indicates high levels of member-consumer
satisfaction, national research indicates additional efforts should be devoted to
increasing member-consumers awareness of the cooperative difference. In an
effort to increase this awareness of the added value associated with cooperative
membership, additional information ads were developed during 2004 that focused
on several key value propositions, including rates, (our members charge some of the
lowest electric rates in the nation,) state-of-the-art technology, system reliability and
customer service.
In addition, Big Rivers continues to
leverage Touchstone Energy@ to communicate the cooperative difference.
Touchstone Energy@ is committed to
establishing cooperatives as preferred
providers of electricity and its membership is comprised of over 600
electric cooperatives across the country.
Touchstone Energy@"s messages are
designed to educate member-consumers
about the unique advantages of cooperative membership. A clear understanding
of those advantages is key to building
long-term consumer loyalty. Some of the
key messages communicated during 2004
included, "Local people serving you,"
"Reinvesting in our local communities,"
and "Earning your trust everyday. That's
the cooperative difference."
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Big Rivers remains a strong proponent
for the efficient use of Kentucky’s energy
resources and is committed to helping
our members educate their memberconsumers about the importance of
efficient energy usage. During 2004,
Big Rivers worked with its members
to develop several energy efficiency
programs designed to communicate
to member-consumers the reduced
cost savings associated with energy
efficient techniques. The programs are
communicated through an assortment
of collateral materials, and training is
available for architects, builders and
energy managers. In addition, Big Rivers
continues to provide direct support to
its members and their commercial and
industrial customers to promote efficient
and cost effective energy use. Additional
education is provided to commercial and
industrial accounts through on-site visits
and the Commercial & Industrial News,
a quarterly Big Rivers’ publication.
The value of cooperation among cooperatives is difficult to calculate, but the
benefits are significant. As a direct result of cooperation, Big Rivers realized much
greater Touchstone Energy@ advertising efficiency by cost sharing radio and
television advertising during 2004. Big Rivers also directly benefited from shared
learning as it related to development of several projects and programs. Big Rivers
remains committed to working closely with its members and other cooperatives to
ensure the most effective
use of financial resources,
a benefit that is ultimately
shared by everyone, most
importantly the end-user.
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A key cooperative principle

is members’ economic

participation.
Members contribute equitably to and
democratically control the capital of their cooperative. While
cooperatives are generally considered non-profit, sound
business practices and financial stability are very important.

Mark Elite,
Vice President of Finance
& Adininistra tive Ser vices
The 2004 results of
operations were one
of Big Rivers’ best
ever from a net margin
perspective. Net margins
were $22.0 million in
2004, a $3.7 million improvement over 2003, continuing the favorable net margin
trend that began July 15, 1998, upon closing the 25-1/2 year LG&E Parties lease
transaction. Big Rivers is optimistic this favorable trend will continue in 2005 and
beyond. As was the case in 2003, the primary contributor to the 2004 net margin
improvement was the
sale of Big Rivers’
surplus power, power
excess to that of its
member
wholesale
tariff requirements, at
wholesale market prices
(a $3.6 million favorable
margin impact over
2003).
These other
sales, which are referred
to as arbitrage sales,
consisted of 1.9 million
MWh at an average price
of $32.00 per MWh,
compared to 1.5 million
MWh at $32.38 in 2003,
a 23.87 percent volume
increase coupled with
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a 1.17 percent price
reduction.
Rig
Rivers’
wholesale
tariff rates to its
members are among
Margins
22,025
18,3/i9
10,055
16,796
the lowest in the
Equity
(278,256) (300,281) (319,013) (328,685)
nation. While these
(hpital Expenditures”
12,203
21,307
21,700
13,040
low base member
(:ash PL Investment I3alance 54,801
15,802
20,061
50,209
tariff rates have
New
RIlS Note Voluntary
53,518
80,101
60,479
17,473
been in effect since
I’repayment Status
September
1997,
1.14
1.22
1.32
1.27
'rim
wholesale rates have
1.46
1.19
1.30
DSC;
1 .76
been further reduced
in connection with
5.34%
5.38%
5,68%>
Cost of I k b t
5.35‘%
the April 2000 saleCost of Capital
7.38%
7.36%)
7.37%)
7.66%
leaseback. Big Rivers’
wholesale
tariff
rates to its members
averaged $33.55 per M W h during 2004 on sales of 3.1 million MWh, $35.06 for rural
sales and $30.31 for large industrial sales. Big Rivers has no plans to change these
low member wholesale rates for several years. Member tariff load grew 2.54 percent
in 2004. Big Rivers’ low embedded cost and today’s wholesale market are a winning
combination. While Big Rivers has made significant and steady progress the past six
years, its negative equity position stands at $278.3 million at year-end 2004, resulting
from a decade of losses prior to the reorganization that occurred July 1998.
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Three other items are noteworthy in comparing Big Rivers’ 2004 financial results to
those of 2003. First, based upon a favorable ruling from the United States Court of
Appeals received in early 2004 concerning the examiner’s fee matter (as discussed in
prior years’ annual reports), a $900,000 settlement was received from the examiner.
Also associated with the examiner’s fee, in 2003 Big Rivers reversed a $2.1 million
contingent liability it had accrued in 1998. Second, income from the LG&E Parties
lease transaction increased $3.7 million in 2004, primarily due to the NOx compliance
assets being placed into service. The compliance effective date was May 31,2004. In
accordance with the LG&E Parties lease agreement, to the extent such capital costs
were paid by an LG&E Party, such amounts are amortized to lease income over the 231/2 year period following the date such assets are placed into service. Depreciation
and amortization expense increased to $31.1 million in 2004, an increase of $1.9
million over 2003, also primarily due to the NOx compliance assets. The depreciation
and amortization expense, together with $24.7 million of plant additions, primarily
various generation-related projects, resulted in a decrease in net utility plant of $6.3
million, for a total of $940.6 million. Note that in accordance with the lease, the
LG&E Parties funded the majority of the generation plant additions. And third, in
connection with the HMP&L Station Two 1972 bonds being retired in 2003, excess
debt service reserve and renewal and replacement reserve funds of $900,000 were
recognized as revenue in 2003.
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As mentioned in last year’s annual report, Big Rivers continues making several
significant information technology improvements. Progress continues on installing
the new GIs for both Rig Rivers and its members. Data conversion for the real-time
ESRI-based mapping system was completed during 2004, and installation of laptop
computers in the service trucks is underway. Enhanced outage management via the
GIS is scheduled for 2005. Big Rivers’ new EMS went into service in July 2004 and
continues to perform as anticipated. Construction of the new back-up/alternate
business recovery facility is nearing completion. Rig Rivers completed electronic
bill presentment for its members’ consumers in November 2004 and plans to roll
out e-payment during 2005. Finally, Big Rivers’ timeline for constructing a new
headquarters facility has been deferred, that project remaining in the design phase.
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Rig Rivers and its members have long
practiced the cooperative principle of
concern for the community by supporting
numerous community efforts to raise the
quality of life and growth of the areas that
it serves in western Kentucky. Beginning
in 2001, through the leadership efforts of
Travis Housley, vice president of system
operations, and in cooperation with
NRECA's International Foundation, Big
Rivers has supported efforts to electrify
remote villages on the island of Mindanao in
the Philippines, which Big Rivers calls the
Philippine Project.
As we now have a global economy, we also have a global community and what
happens in one part of the world can and does have direct impact on our nearby
communities. Poor-areas of the world
can be breeding grounds for unrest and
terrorism, as people who do not have
the opportunity to improve their lives
are easy targets for those who promote
unrest. Contributing to the poverty of
those areas is a lack of infrastructure and
utilities. Since beginning the Philippine
Project, some ten villages have received
power, education and assistance in
utilizing that power to improve their
economic prospects and quality of life.
Some have set up small cooperative
economic ventures now that electricity is

powering their efforts. Another ten villages
on Mindanao are scheduled to be electrified
in 2005 along with 150 interest-free loans
for wiring houses and 25 transformers for
commercial enterprises.
Relieving in the principle of cooperation
among cooperatives, Big Rivers has sought
and received extensive cooperation in
the form of contributions of funds and
unneeded, but usable, power line equipment
from cooperatives in several states. With
the assistance of NRECA's International
Foundation, the equipment is shipped to the Philippines and manpower is provided
on site to assist the effort. In addition, many cooperative employees, directors,
and friends have also contributed funds from their own pockets. This effort truly
exemplifies the success of the cooperative principles.
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INDEPENDENT AUDIT
Board of Directors
Big Rivers Electric Corporation
We have audited the acconipanying balance sheets of Big Rivers Electric Corporation (the “Company”)
as of December 3 1,2004 and 2003, and the related statements of operations, equities (deficit) and cash
flows for each of the three years in the period ended December 3 I , 2004. These financial statements are
the responsibility oltlie Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to t’inancial audits contained in Go~~orrimotit
Aiiditirig Sfmid~irds,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
tlie audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the tinancial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 3 1, 2004 and 2003, and the results of its operations
and its cash flows for each of the three years in the period ended Dcceniber 3 1,2004, in conformity with
accounting principles generally accepted in tlie United States of America.

I n accordance with Gor~ertmenfAuc~ifiifirigSfmdmfs, we have also issued a report dated March 2, 2005,
on our consideration oftlie Company’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. That report is an integral part of an audit performed in accordance with Govornmenf Airdifirig
Stondurd~and should be read in conjunction with this report in considering the results of our audit.

Indianapolis, Indiana
March 2,2005
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BALANCE SHEETS
DECEMBER 31,2004 AND 2003
(Dollars in thousands)
2004

ASSETS

$ 940,649

IJTILITY PLANT-Net

2003
$

946,958

174,695

168,859

3,246

2,969

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Materials and supplies inventory
Prepaid expenses

54,891
15,609
555
348

15,802
15.348
588
574

Total current assets

7 1,403

32,3 12

30,647

3 1,758

$1,220,640

$1,182,856

$ (278,256)

$ (300,281)

RESTRICTED INVESTMENTS IJNDER LONG-TERM LEASE
OTHER DEPOSITS AND INVESTMENTS-At

DEFERRED CHARGES AND OTHER
TOTAL

cost

EQUITIES (DEFICIT) AND LIABILITIES
CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Other long-term obligations

1,079,688
164,704
437
-~

1,053,598
158,597
789

966,573
_______

912,703

781

9,204
2,910
1,638
8,004

747
8,404
10,000
8,654
2,997
1,713
6,470

22,537

38,985

DEFERRED CREDITS AND OTHER
Deferred lease revenue
Deferred gain on sale-leaseback
Residual value payments obligation
Other

26,090
62,118
138,693
4,629

30,357
64,94 I
131,130
4,740

Total deferred credits and other

231,530

23 1,168

$1,220,640

$1,182,856

Total capitalization
CURRENT LIABILITIES:
Current maturities of long-term obligations
Voluntary prepayment of long-term debt
Notes payable
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
Total current liabilities

COMMITMENTS AND CONTINGENCIES
TOTAL

See notes to financial statements.

_________-

STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31,2004,2003 AND 2002
(Dollars in thousands)
2004

POWER CONTRACTS REVENUE

$162,432

$146,548

56,753

53,040

5 1,094

232,530

2 15,472

197,642

106,099
18,674

96,577
17,383

85,722
14,669

MAINTENANCE

2,597

2,617

3,100

DEPRECIATION

29,732

28,257

27,745

Total operating expenses

157,102

144,834

131,236

ELECTRIC OPERATING MARGINS

75,428

70,638

66,406

INTEREST EXPENSE AND OTHER:
Interest
Interest on obligations related to long-term lease
Other-net

56,923
8,725
158

57,645
8,355
136

59,801
8,003
147

65,806

66,136

67,95 1

9,622

4,502

(1 ,545)

1 1,278
1,125

10,894
2,953

10,527
1,073

12,403

13,847

1 1,600

$ 22,025

$ 18,349

$ 10,055

Total operating revenue
OPERATING EXPENSES-Operations:
Power purchased and interchanged
Transmission and other

Total interest expense and other
OPERATING MARGIN
NON-OPERATING MARGIN:
Interest income on restricted investments under
long-term lease
Interest income and other
Total non-operating margin
NET MARGIN

See notes to financial statements.
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2002

$175,777

L.EASE REVENUE

I

2003
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STATEMENTS OF EQUITIES (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31,2004,2003 AND 2002
(Dollars in thousands)

Total
Equities
(Deficit)

BALANCE-January

1,2002

$(328,685)

$(333,130)

10.055

10,055

Net margin
Accumulated other comprehensive loss
BALANCE-December 3 1,2002
Net margin
Accumulated other comprehensive income
BALANCE-December 31,2003
Net margin
BALANCE-December

31,2004

See notes to financial statements.

Other Equities
Consumers’
Donated
Contributions
to Debt
Accumulated Capital and
Memberships
Service
Deficit

~

(383)

(383)

(319,013)

(323,458)

18,349

18,349

383_

_ 383-

(300,281)

(304,726)

22,025

22,025

$ (278,256)

$ (282,701)

$764

$3,681

764

3,681

764

3,681

_I__

$764

$3,681

BIG RIVERS ELECTRIC CORPOFPATION
STATEMENTSOF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2004,2003 AND 2002
(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net margin
Adjustments to reconcile net margin to net cash provided by
operating activities
Depreciation and amortization
Increase in restricted investments under long-term lease
Amortization of deferred gain on sale-leaseback
Deferred lease revenue
Residual value payments obligation
Increase in RIJS ARVP Note
Increase i n New RIJS Promissory

$ 22,025

$ 18,349

$ 10,055

Materials and supplies inventory
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other-net
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures-net
Other deposits and investments
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments on long-term obligations
Principal payments on short-term notes payable
Proceeds from short-term notes payable
Net cash used

in

financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS-Beginning
CASH AND CASH EQIIIVALENTS-End

See notes to financial statements

(15,664)

(23,590)

(9,289)

(38,912)

(67,644)

(19,289)

(28,912)

(67,644)

39,089

(4,259)

(39,148)

of year

of year

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest
Cash paid for taxes

(12,480)

$ 54,891
15,802
20,061
$

$

28,485

-

$

-

c

270

$

$ 57,103

$

55,634

400

$

-

_

$

_

TI
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31,2004,2003 AND 2002
(Dollars in thousands) .~
.1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Information-Big Rivers Electric Corporation (“Big Rivers” or the “Company”), an electric
generation and transmission cooperative, supplies wholesale power to its three member distribution
cooperatives (Kenergy Corp, Jackson Purchase Energy Corporation and Meade County RECC) under all
requirements contracts, excluding the power needs of two large aluminum smelters (the “Aluminum
Smelters”), sells surplus power under separate contracts to Kenergy Corp for a portion of the Aluminum
Smelters load, and markets power to non-member utilities and power marketers. The members provide
electric power and energy to industrial, residential and comniercial customers located in portions of 22
western Kentucky counties. The wholesale power contracts with the members extend to January 1,2023.
Rates to Big Rivers’ members are established by the Kentucky Public Service Commission (“KPSC”)
and are subject to approval by the Rural Utilities Service (,‘RtJS”). The financial statements of Big
Rivers include the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 7 1,
Accounting for the EfSects of Certain Types of Regulation, which was adopted by the Company in 2003,
and gives recognition to the ratemaking and accounting practices of these agencies.
In 1999, Big Rivers Leasing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of Big
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000 saleleaseback transaction discussed in Note 4.
Principles of Consolidation-The financial statements of Big Rivers include the accounts of Big Rivers
and its wholly owned subsidiary, BRLC. All significant intercompany transactions have been
eliminated.
Use of Estimates-The preparation of the financial statements in conformity with accounting principles
generally accepted in the 1Jnited States requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are
based upon management’s evaluation of the relevant facts and circumstances as of the date of the
financial Statements. Actual results may differ from those estimates.
System of Accounts-Big Rivers’ accrual basis accounting policies follow the Uniform System of
Accounts as prescribed by the RUS Bulletin 1767B-1,as adopted by the KPSC. The regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters.
Revenue Recognition-Revenues generated from the Company’s wholesale power contracts are based
on month-end meter readings and are recognized as earned. In accordance with SFAS No. 13,
Accountiizg,forLeases, Big Rivers’ revenue from the L,ease Agreement is recognized on a straight-line
basis over the term of the lease. The major coniponents of this lease revenue include the annual lease
payments and the Monthly Margin Payments (described in Note 2).

In conjunction with the Lease Agreement, Big Rivers expects to realize the following minimum lease
revenue for the years ending December 3 I :
Year

200s
2006
2007
2008
2009
Thereafter

Amount
$ 52,332

52,332
52,332
52,332
52,332
5 14,534
$776,194

Utility Plant and Depreciation-Utility plant is recorded at original cost, which includes the cost of
contracted services, materials, labor, overhead and an allowance for borrowed funds used during
construction. Replacements of depreciable property units, except minor replacements, are charged to
utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by
applying the effective rate of Big Rivers’ weighted-average debt to the accumulated expenditures for
qualieing prqjects included in construction in progress.
In accordance with the terms of the Lease Agreement, the Company generally records capital additions
for Incremental Capital Costs and Non-incremental Capital Costs expenditures funded by LG&E Energy
Corporation as utility plant to which the Company maintains title. A corresponding obligation to LG&E
Energy Corporation is recorded for the estimated portion of these additions attributable to the Residual
Value Payments (see Note 2). A portion of this obligation is amortized to lease revenue over the useful
life of those assets during the remaining lease term. For the years ended December 31,2004 and 2003,
the Company has recorded $12,64Iand $35,412, respectively, for such additions in utility plant. The
Company has recorded $5,077, $1,726, and $(329), in 2004,2003, and 2002, respectively, as related
lease revenue (expense) in the accompanying financial statements.

In accordance with the Lease Agreement, and in addition to the capital costs funded by LG&E Energy
Corporation (see Note 2) that are recorded by the Company as utility plant and lease revenue, LG&E
Energy Corporation also incurs certain Non-Incremental Capital Costs and Major Capital Improvements
(as defined in the Lease Agreement) for which they forego a Residual Value Payment by Big Rivers
upon lease termination. Such amounts are not recorded as utility plant or lease revenue by the
Company. At December 3 1,2004, the cumulative Non-Incremental Capital Costs amounted to $6,601
(unaudited). LG&E Energy Corporation is also in the process of constructing a scrubber (Major Capital
Improvement) on Big Rivers’ Coleman plant. This scrubber is estimated to be placed into service July
2006 at a cost of $98,000 (unaudited), none of which is expected to be recorded as utility plant or lease
revenue.
Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RUS and KPSC. The annual composite depreciation rates
used to compute depreciation expense were as follows:

Electric plant-leased
Transmission plant
General plant

1.60 - 2.47%
1 .I6 - 3.24%
1.11 -5.62%

For 2004,2003 and 2002, the average composite depreciation rates were 1.86%, 1.83%, and 1.85%,
respectively. At the time plant is disposed of, the original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation, as required by the RUS.
Inzpairtnent Review of Long-Lived Assets-Long-lived assets are reviewed as facts and circumstances
indicate that the carrying amount may be impaired. This review is performed in accordance with SFAS
No. 144, Accountingfor the Impairment or Disposal of Long-Lived Assets”. SFAS 144 establishes one
accounting model for all impaired long-lived assets and long-lived assets to be disposed of by sale or
otherwise. SFAS 144 requires the evaluation for impairment involve the comparison of an asset’s
carrying value to the estimated future cash flows the asset is expected to generate over its remaining life.
If this evaluation were to conclude that the carrying value of the asset is impaired, an impairment charge
would be recorded based on the difference between the asset’s carrying amount and its fair value (less
costs to sell for assets to be disposed of by sale) as a charge to operations or discontinued operations.
Restricted Investnients--1nvestmeiits are restricted under contractual provisions related to the saleleaseback transaction discussed in Note 4. These investments have been classified as held-to-maturity
and are carried at amortized cost.
Cash a n d Cash Equivalents--Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.
Income Taxes-As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage
allocations to members from taxable income. Income and expenses related to nonmember operations
are taxable to Big Rivers. Big Rivers and BRLC file a consolidated Federal income tax return and Big
Rivers files a separate Kentucky income tax return.
Patronage Capital-As provided in the bylaws, Big Rivers accounts for each year’s patronage-sourced
income, both operating and non-operating, on a patronage basis. Notwithstanding any other provision of
the bylaws, the amount to be allocated as patronage capital for a given year shall be not less than the
greater of regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced
income. During 2004 and 2003, the Company made a patronage allocation of $-0- and $1 8,937,
respectively, to its three member distribution cooperatives based on alternative minimum taxable
patronage-sourced income in accordance with its bylaws. The Company anticipates no patronage
allocation to its members in 2005 based on such calculations for tax year 2004.
Derivatives-Management has reviewed the requirements of SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended and interpreted, and has determined that all contracts
meeting the definition of a derivative also qualify for the normal purchases and sales exception under
SFAS No. 133 and, therefore, are not required to be recognized at fair value in the financial statements.

Reclassificntioizs--Certain amounts in the prior years’ financial statements have been reclassified to
conform with current year presentation.
New Accounting PronouncenienfsIn December 2003, FASB issued SFAS No. 132 (revised 2003), Employers ’ Disclosures about Pensions
and Other Postretirement BeneJis”, to improve financial statement disclosures for defined benefit plans.

The change replaces existing FASB disclosure requirements for pensions and postretirement plans. The
guidance is effective for fiscal years endiiig after J~ine15,2004. The adoption did not impact the
Company’s results of operations or financial condition. The incremental disclosure requirements are
included in these financial statements in Notes 9 and 10.
In May 2003, the FASB issued SFAS No. 150, Accounting for CerfainFinancial lnstrumenls with
Characteristics ofBoth Liabilities and Equity. SFAS No. 150 establishes standards for how an issuer
classifies and measures three classes of freestanding financial instruments with characteristics of both
liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a
liability (or an asset in some circumstances). SFAS No. IS0 is effective for mandatorily redeemable
financial instruments of non-public entities for the first fiscal period beginning after December IS, 2004.
Management does not expect the adoption of SFAS No. 1SO to have a significant impact on its financial
position or results of operations.

LG&E LEASE AGREEMENT

2.

On July IS, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big
Rivers leased its generating facilities to Western Kentucky Energy Corporation (“WKEC”), a wholly
owned subsidiary of LG&E Energy Corporation (“LEC”). Pursuant to the Lease Agreement, WKEC
operates the generating facilities and maintains title to all energy produced. Throughout the lease term,
in order for Big Rivers to fulfill its obligation to supply power to its members, the Company purchases
substantially all of its power requirements from LG&E Energy Marketing Corporation (“LE,”), a
wholly owned subsidiary of LEC, pursuant to a power purchase agreement.
Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
the energy produced by WKEC and consumed by LEM’s customers. The significant terms of the L,ease
Agreement are as follows:
I. WKEC leases and operates Big Rivers’ generation facilities through 2023.
11. Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term.
111. WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to
certain adjustments.

IV. On the Effective Date, Big Rivers received $69,100 representing certain closing payments and
the first two years of the annual lease payments. In accordance with SFAS No. 13, Accounting
,for Leases, the Company amortizes these payments to revenue on a straight-line basis over the
life of the lease.
V. Big Rivers continues to provide power for its members, excluding the member loads serving the
Aluminum Smelters, through its power purchase agreements with LEM and the Southeastern
Power Administration, based on a pre-determined maximum capacity. When economically
feasible, the Company also obtains the power necessary to supply its member loads, excluding
the Aluminum Smelters, in the open market. Kenergy’s retail service for the Aluminum
Smelters is served by LEM and other third-party providers that may include Big Rivers. To the
extent the power purchased from LEM does not reach pre-determined minimums, the Company
is required to pay certain penalties. Also, to the extent additional power is available to Big
Rivers under the LEM contract, Big Rivers may sell to non-members.
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VI. LEM will reimburse Big Rivers an additional $109,83 1 for the margins expected from the
Aluminum Smelters through 201 I , being defined as the net cash flows that Big Rivers
anticipated receiving if the Company had continued to serve the Aluminum Smelters’ load, as
filed in the Rate Hearing, (the “Monthly Margin Payments”).
VII. WKEC is responsible for the operating costs of the generation facilities; however, Big Rivers is
partially responsible for ordinary capital expenditures (“Non-incremental Capital Costs”) for the
generation facilities over the term of the Lease Agreement, generally up to predetermined
annual amounts. This cumulative amount is not expected to exceed $148,000 over the entire
25% year Lease Agreement. At the end of the lease term, Big Rivers is obligated to fund a
“Residual Value Payment” to LEC for such capital additions during the lease, currently
estimated to be $125,880 (see Note 1). Adjustments to the Residual Value Payment will be
made based upon actual capital expenditures. Additionally, WKEC will make required capital
improvements to the facilities to comply with a new law or a change to existing law
(“Incremental Capital Costs”) over the lease life (the Company is partially responsible for such
costs: 20% through 20 10) and the Company will be required to submit another Residual Value
Payment to LEC for the undeprecialed value of WKEC’s 80% share of these costs, at the end of
the lease, currently estimated to be $1 5,550. The Company will have title to these assets during
the lease and upon lease termination.
VIII. Big Rivers entered into a note payable with LEM for $19,676 (the “LEM Settlement Note”) to
be repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to
power to be supplied to the Aluminum Smelters and the increased responsibility for financing
capital improvements. The Cotnpany recorded this obligation as a component of deferred
charges with the related payable recorded as long-term debt in the accompanying balance sheets.
This deferred charge is being amortized on a straight-line basis over the lease term.

IX. On the Effective Date, Big Rivers paid a non-refundable marketing payment of $5,933 to LEM,
which has been recorded as a component of deferred charges. This amount is being amortized
on a straight-line basis over the lease term.
X. During the lease term, Big Rivers will be entitled to certain “billing credits” against amounts the
Company owes L,EM under the power purchase agreement. Each month during the first 55
months of the lease term, Big Rivers received a credit of $89. For the year 201 1, Big Rivers will
receive a credit of $2,611 and for the years 2012 through 2023, the Company will receive a
credit of $4,111 annually.
In accordance with the power purchase agreement with LEM, the Company is allowed to purchase
power in the open market rather than from LEM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
jurisdictional load) in the open market (collectively referred to as “Arbitrage”). Pursuant to the New
RUS Promissory Note and the RUS ARVP Note, the benefit, net of tax, as defined, derived from
Arbitrage must be divided as follows: one-third, adjusted for capital expenditures, will be used to make
principal payments on the New RUS Promissory Note; one-third will be used to make principal
payments 011 the RUS ARVP Note; and the remaining value may be retained by the Company.
Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement.

3. UTILITY PLANT

The following summarizes utility plant at December 3 1:
2004

Classified plant in service:
Electric plant-leased
Transmission plant
General plant
Other

Less accumulated depreciation

Construction in progress
Utility plant-net

2003

$1,494,222
192,60 1
1 1,629
67

$1,422,084
205,795
11,810
67

1,698,s 19

1,639,756

772,938

754.301

925,581

885,455

15,068

61,503

$ 940,649

$ 946,958

Interest capitalized for the years ended December 3 1,2004, 2003 and 2002, was $22 1, $1 45, and $42,
respectively.
The Company has not identified any legal obligations, as defined in SFAS No. 143, Accounfingfor Asset
Retirement Obligations.In accordance with regulatory treatment, the Company records an estimated net
cost of removal of its utility plant through normal depreciation. As of December 3 1, 2004 and 2003, the
Company had a reguiatary liability of approximately $20,796 and $1 7,967, respectively, related to nonlegal removal costs included in accumulated depreciation.
4.

SALE-LEASEBACK

On April 18,2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual
interest receipts, will be fully funded.
This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes. In connection therewith, Big Rivers received $866,676 of proceeds and incurred
$791,626 of related obligations. Pursuant to a payment undertaking agreement with a financial
institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds. The Company also purchased two investments totaling $146,647 to fund the remaining
$1 35,597 of the obligations. These amounts are reflected as restricted investments under long-term lease
and obligations related to long-term lease in the accompanying balance sheets. Interest received and paid
will be recorded to these accounts over the life of the lease. Currently, the Company is paying 7.57%
interest on its obligations related to long-term lease and receiving 6.89% on its related investments. The
Company made a $64,000 principal payment on the New R'LJS Promissory Note with the remaining
proceeds. The $75,050 gain was deferred and will be amortized over the respective lease terms, of which

the Company recognized $2,824, $2,785, and $2,744, in 2004,2003, and 2002, respectively. Principal
payments begin in 2009.
Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 3 1 are as follows:
2004

Restricted investments under long-term lease
Obligations related to long-term lease
Deferred gain on sale-leaseback

$174,695
164,704
62,118

2003

$168,859
158,597
64,94 1

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 3 1 are as follows:
2004

2003

2002

$ (3,680)

$ (3,680)

$ (3,680)

11,548
(2,823)

11,140
(2,785)

10,747
(2,744)

Net interest on obligations related
to long-term lease

8,725

8,355

8,003

Interest income on restricted investments under
long-term lease

1 1,278

10,894

10,527

66 1

655

727

Power contracts revenue (revenue discount
adjustment, see Note 6)
Interest on obligations related to long-term lease:
Interest expense
Amortize gain on sale-leaseback

Interest income and other (CoBank patronage allocation)
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5. DEBTANDOT ER LONG TERM

A detail of long-term debt is as follows at December 3 1
2003

2004

New RUS Promissory Note, stated amount, $839,07 1, stated
interest rate of 5.75%, with an interest rate of 5.81%,
maturing July 202 1.

$ 834,601

$ 821,156

RlJS ARVP Note, stated amount $256,301, no stated interest rate,
with interest imputed at 5.8 1%, maturing December 2023.

85,814

81,143

LEM Settlement Note, interest rate of 8.0%, payable in monthly
installments through July 2023.

17,603

17,999

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 1.27% and 1.06% in 2004 and 2003
respectively), maturing in October 2022.

83,300

83,300

County of Ohio, Kentucky, promissory note, variable interest rate
(average interest rate of 1.27% and 1.06% in 2004 and 2003
respectively), maturing in June 20 13.

58.800

58,800
~-

Total long-term debt

1,080,118

1,062,398

430

396

Current maturities

8,404

Voluntary prepayments
Total long-term debt-net

of current maturities and prepayments

$1,079,688

$1,053,598

The following are scheduled maturities of long-term debt at December 3 1 :
Amount

Year

430
29,102
31,140
39,182
39,234
941,030

2005
2006
2007
2008
2009
Thereafter

$

Total

$1,080,118

RUS Notes-On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS
ARVP Note at fair value using the applicable market rate of 5.81%. The RUS Notes are collateralized by
substantially all assets of the Company.

Pollution Corttrol Bonds-The County of Ohio, Kentucky, issued $83,300 of Pollution Control Periodic
Auction Rate Securities, Series 2001, the proceeds of which are supported by a promissory note from
Big Rivers, which bears the same interest rate. These bonds bear interest at a variable rate and mature in
October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds,
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears the
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, and
both Series are supported by municipal bond insurance and surety policies issued by Ambac Assurance
Corporation. Big Rivers has agreed to reimburse Ambac Assurance Corporation for any payments under
the municipal bond insurance policies or the surety policies.

LEMSettlenierzt N o t e - O n the Effective Date, Big Rivers executed the Settlement Note with LEM. The
Settlement Note requires Big Rivers to pay to L,EM $19,676, plus interest at 8% per annum over the
lease term. The principal and interest payment is approximately $1,822 annually. This payment is
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements.
Other Long-Term Obligations-During 1997, Big Rivers terminated two unfavorable coal contracts. In
connection with that settlement, the Company paid $351, $351, and $351 during 2004,2003, and 2002,
respectively. At December 3 1,2004, the Company has a remaining liability of $789 payable over the
next four years, of which $351 is included in current maturities of long-term obligations.

Notes Payable-Notes payable represent the Company’s borrowing on its line of credit with the
National Rural Utilities Cooperative Finance Corporation. The maximum borrowing capacity on the line
of credit is $IS,000, and there were no amounts outstanding on the line of credit at December 3 1,2004.
The line of credit bears interest at a variable rate. The average interest rate on the line of credit in 2004
was 2.90%. Each advance on the line of credit is payable within one year.
6.

RATE MATTERS
The rates charged to Big Rivers’ members consist of a demand charge per kW and an energy charge per
kWh consumed as approved by the KPSC. The rates include specific rate designs for its members’ two
classes of customers, the large industrial customers and the rural customers under its jurisdiction. For the
large industrial customers, the demand charge is generally based on each customer’s maximum demand
during the current month. The remaining customers demand charge is based upon the maximum
coincident demand of each member’s delivery points. The demand and energy charges are not subject to
adjustments for increases or decreases in fuel or environmental costs. Big Rivers’ current rates will
remain in effect until changed by the KPSC.

Effective since September 1,2000, the KPSC has approved Big Rivers’ request for a $3,680 annual
revenue discount adjustment for its members through August 3 1, 200.5, effectively passing the benefit of
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC
approval to continue the adjustment depends upon its planned environmental compliance costs and its
overall financial condition. In March 2005, Big Rivers plans to request the KPSC’s approval to extend
the adjustment through August 3 1,2006.
7.

INCOME TAXES
The components of the net deferred tax assets as of December 3 1 were as follows:
2004

Deferred tax assets:
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Sale-leaseback
Lease agreement

$

Total deferred tax assets
Deferred tax liabilities:
Fixed asset basis difference
Other accruals
Total deferred tax liabilities
Net deferred tax assets (pre-valuation allowance)
Valuation allowance
Net deferred tax asset

$

88,875
3,965
124,755
(9,145)

2003

$

96,996
3,582
1 19,24 1
(279 15 )

208,450

2 16,904

( I 8,143)
1,727

(27,403)
1,146

(16,4 16)

(26,257)

192,034

190,647

(1 88,069)

(1 87,065)

3,965

$

3,582

Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code
Section 501(c)(12). To retain tax-exempt status under this section, at least 85% of the Big Rivers’
receipts must be generated from transactions with the Company’s members. In 1983, sales to nonmembers resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can meet the 85%
member income requirement, the Company is a taxable cooperative. Big Rivers is also subject to
Kentucky income tax.
Under the provisions of SFAS No. 109, Accounting for Income Taxes, Big Rivers is required to record
deferred tax assets and liabilities for temporary differences between amounts reported for financial
reporting purposes and amounts reported for income tax purposes. Deferred tax assets and liabilities are
determined based upon these temporary differences using enacted tax rates for the year in which these
differences are expected to reverse.
At December 3 1”, 2004 and 2003, Big Rivers had a non-patron net operating loss carryforward of
approximately $2 16,771 and $236,576, respectively, for tax reporting purposes expiring 2005 through
20 13, and an alternative minimum tax credit carryforward at December 3 1, 2004 and 2003 of
approximately $3,965 and $3,582, respectively, which carries forward indefinitely.
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Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided, in part,
based upon the fact that it is presently uncertain whether such asset will be realized. The resulting net
deferred tax asset at December 3 1, 2004 and 2003 is approximately $3,965 and $3,582, respectively, that
represents the alternative minimum tax credit carryforward, against which no allowance has been
provided.
8.

POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all of the members’ requirements for
power to serve their customers, other than the Aluminum Smelters. Contract limits were established in
the L,ease Agreement and include minimum arid maximum hourly and annual power purchase amounts.
Big Rivers cannot reduce the contract limits by more than 12 MW in any year, or by more than a total of
72 MW over the lease term. In the event Big Rivers fails to take the minimum requjrement during any
hour or year, Big Rivers is liable to LEM for a certain percentage of the difference between the amount
of power actually taken and the applicable minimum requirement.
Although Big Rivers will be required by the Lease Agreement to purchase minimurn hourly and annual
amounts of power from LEM, the lease does not prevent Big Rivers from paying the associated penalty
in certain hours to purchase lower cost power, if available, in the open market or reselling a portion of its
purchased power to a third party. The power purchases made under this agreement for the years ended
December 31,2004,2003, and 2002 were $89,696, $79,136 and $73,905, respectively, and are included
in power purchased and interchanged on the statement of operations.
9.

PENSION PLANS

Big Rivers has non-contributory defined benefit pension plans covering substantially all employees who
meet minimum age and service requirements. The plans provide benefits based on the participants’ years
of service and the five highest consecutive years’ compensation during the last ten years of employment.
Big Rivers’ policy is to fund such plans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974.
The following is an assessment of the Company’s non-contributory defined benefit pension plans at
December 3 1:
2004

2003

Projected benefit obligation
Fair value of plan assets

$ (15,931)

$ (13,164)

1 1,982

10,106

Funded status

$ (3,949)

$ (3,058)

The accumulated benefit obligation for all defined benefit pension plans was $1 1,359 and $9,087 at
December 3 1,2004, and 2003, respectively.
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Amounts recognized in the statement of financial position at December 3 1 :
2004

Prepaid benefit cost

$ 239

Net amount recognized

$ 239

2003

$ 351
$ 351

P

Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, were as
follows for the years ended December 3 1:

Benefit cost
Employer contribution
Benefits paid or transferred

2004

2003

2002

$ 954

$ 995

$ 735

843
103

823
937

809
426

Assumptions used to develop the projected benefit obligation were:
2004

Discount rates
Rates of increase in compensation levels
Expected long-term rate of return on assets

5.75 %
4.00
7.50

2003

6.25 Yo
4.00
7.50

2002

6.75 Yo
4.00
7.50

The expected long-term rate of return on plan assets for determining net periodic pension cost for each
fiscal year is chosen by the Company from a best estimate range determined by applying anticipated
long-term returns and long-term volatility for various asset categories to the target asset allocation of the
plans, as well as taking into account historical returns.
Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined
the expected rate of return at a SO% probability of achievement level based on (a) forward-looking rate
of return expectations for passively-managed asset categories over a 20-year time horizon and (b)
historical rates of return for passively-managed asset categories. Applying an approximately 80%/20%
weighting to the rates determined in (a) and (b), respectively, produced an expected rate of return of
7.38%, which was rounded to 7.50%.
The general investment objectives are to invest in a diversified portfolio, comprised of both equity and
fixed income investments, which are further diversified among various asset classes. The
diversification is designed to minimize the risk of large losses while maximizing total return within
reasonable and prudent levels of risk. The investment objectives specifL a targeted investment
allocation for the pension plans of up to 5.5% equities. The remaining 45% may be allocated among
fixed income or cash equivalent investments. Objectives do not target a specific return by asset class.
These investment objectives are long-term in nature. As of December 3 1,2004, the investment
allocation was 54% equities and 46% fixed income.

Expected retiree pension benefit payments projected to be required during the years following 2004 are:
Year

2005
2006
2007
2008
2009
2010 - 2014
Total

Amount

$

584
675
598
1,342
678
7 3 21

$

11,398

~

In 200.5, the Company expects to contribute $923 to its pension plan trusts.

10. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS
Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. As
of July 1,2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried
employees who retired prior to December 31, 1993, Big Rivers pays 100% of Medicare supplemental
costs. For salaried employees who retire after December 31, 1993, Big Rivers pays 25% plus $25 per
month of the Medicare supplemental costs.

On December 8,2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003
(the “Medicare Act”) was enacted. The Medicare Act introduces a Medicare prescription drug benefit, as
well as a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at
least “actuarially equivalent” to the Medicare benefit. The underlying determination of whether an
employer’s plan qualifies for the federal subsidy is still subject to clarifying federal regulations related to
the Medicare Act. When this guidance is issued, the Company will reassess if its plan qualifies for the
subsidy. However, the Company currently believes that the benefits provided under the plan do not meet
the definition of actuarially equivalent.
The discount rate used in computing the postretirement obligation was 6.25% for 2004 and 6.75% for
200.3. A health care cost trend rate of 11.O% in 2004 declining to 5.5% in 201 1 was utilized.
The following is an assessment of the Company’s Postretirement plan at December 3 1:

Total benefit obligation
Unfunded accrued postretirement cost

2004

2003

$ (3,440)

$ (3,122)

(3,662)

(3,541)

The components of net periodic postretirement benefit costs for the years ended December 3 1, which are
calculated based on actuarial assumptions at January 1, were as follows:

Benefit cost
Benefits paid

2004

2003

2002

$ 310

$ 277

$ 267

188

17s

173

Expected retiree benefit payments projected to be required during the years following 2004 are:
Year

Amount

2005
2006
2007
2008
2009
2010 - 2014

$

212
209
228
240
264
1,496

Total

$

2,649

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement
or death. To the extent an employee’s sick leave hour balance exceeds 480 hours, such excess hours are
paid at 20% of the employee’s base hourly rate at the time of retirement or death. The accumulated
obligation recorded for the postretirement sick leave benefit is $259 and $23 1 at December 3 1,2004 and
2003, respectively. The postretirement expense recorded was $28, $5 1 and $32 for 2004,2003 and 2002,
respectively, and the benefits paid were $-0-, $21, and $-0- for 2004,2003, and 2002, respectively.
11. BENEFIT P L A N 4 0 1 ( K )

Big Rivers has two defined contribution retirement plans covering bargaining and salaried employees.
Big Rivers matches up to 60% of the first 6% of eligible employees’ wages contributed. Employees
generally become vested in Company matching contributions based upon years of service as follows:
Vested
Percentage

Years of Vesting Service

20%
40%
60%
80%
100%

1

2
3
4
5 or more

Employees are also permitted to make pre-tax contributions of up to 75% of eligible wages. Big Rivers’
expense under this plan was $168, $1 60, and $1 55 for the years ended December 3 1,2004,2003, and
2002, respectively.
12. RELATED PARTIES

For the years ended December 3 1,2004,2003, and 2002, Big Rivers had tariff sales to its members of
$105,004, $103,118, and $1 08,440, respectively. In addition, for the years ended December 3 1,2004,
2003, and 2002, Big Rivers had certain sales to Kenergy for the Aluminurn Smelters and Weyerhaeuser
loads, of $43,017, $26,327, and $7,581 respectively.
At December 3 1,2004 and 2003, Big Rivers had accounts receivable from its members of $12,128 and
$1 1,359, respectively.

1.-

39
.. .

...

---

-

.

-----

1
I

13. C

O

~

~

~ AND
~ ~CONTINGENCIES
E N ~ S

Big Rivers is involved in litigation arising in the normal course of business. While the results of such
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that
the final outcome will not have a material adverse effect on the financial statements.

Upfront we will tell you that 2003 was a good
year for Big Rivers. Margins were $18.3 million compared to $10.1 million in 2002. This
was accomplished in spite of the fact that
megawatt hour (MWh)sales to members were
down 4.4 percent from 2002. More than
making up the difference was the sale of
excess power into the wholesale power markets that found more stability in 2003 than in
2002 as the electric utility industry returned
to some semblance of order after the chaotic
financial disasters that^ occurred in 2002. A s
we reported in last year's annual report, 2002
was a year we were able to ride out the storm
which positioned us well for the improving
2003 business climate.
We are proud of the record of Big Rivers for
the past five years. W e have been consistent

and fiscally sound, generating margins totaling $59.7 million during those five years and
paying total debt service of $696.7 million.
We a r e also proud that the rates to our members have remained consistent over that time
and that we have refunded $12.3 million to
the members through a revenue discount
that resulted from a sale-leaseback transaction in 2000.
This success has permitted u s to focus on a
future of providing even better service to our
member systems and helping them do the
same for their member consumers. The
thrust of that focus is in the area of technology. Big Rivers is spending several million dollars updating its own technology and that
used by its member systems in providing
service to the member consumers a t the end
of the line. These updates include a change
out of Big Rivers' energy management system

William Denton
Chair of the
Board

chael Core
President
& CEO

(EMS); improved load forecasting; and, for the
members and Big Rivers together, the installation of a Geospatial Information Computer
System (CrIS) that not only will advance an
already solid service record to the member
consumers, but will also save money on the
installation by working together a s a group
rather than four separate entities.
Big Rivers has had a long history of working
together with its members in meeting the
service and energy needs of the 22 counties
that the member systems serve in western
1

Kentucky. Careful planning and
the economies of working together in many areas have resulted in
significant savings to the approximately 105,000 members served
by the Big Rivers' member systems.
Electric utility industry issues are
as complex as ever. Even with
less emphasis on retail deregulation, there remain many challenges in the generation and
transmission areas. The electrical blackout and the ensuing disruptions suffered around Lake
Erie and the northeast in August
2003 serve as a reminder of our
dependence on electricity and
how complex the business of
providing it can be. We remain
committed to working with our
member systems in utilizing hard
work, technology and cooperation to deliver the most economical and reliable electric service
we can.

Judy Brown, mapping technician, Meade County RECC,
demonstrates for Dave Titzer, manager of information
systems, Big Rivers Electric Corporation, a new truck
ruggedized personal computer for linemen.

As you can see, the mission and emphasis at
Big Rivers and its member systems remain
on the member consumers. It's our only reason for existence.
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That we live in an information society is a n accepted axiom today.
Certainly, our access to information
is unparalleled when compared to
not just any time in our history, but
to just 10 or 15 years ago. And the
ability to reach that information is
rapidly becoming non-jurisdictional
frorn a geographical basis. That is,
you can live in remote rural
America or the world, for that matter, and have access to the same
information as anyone living in the
largest metropolitan area. But the
access to information is not the key.
It is what is done with information
that determines whether we believe
we are the better for living in a n information society.

Big Rivers’ Board of Direct
Seated from left to right: Larry Elder and Bill Denton, Chair
Standing from left to right: Lee Bearden, John Myers,
Secretarymeasurer; ‘James Sills, Vice-Chair;
and Paul Edd Butler

While the access to information can tend
to overload us, it can also create a much
better life if we can use it properly. We can
research a medical condition as well as any
university medical school. We can determine
what investments to make and how they are
doing. We can enjoy our hobbies and share
our experience and information with others
enjoying the same hobby. We can locate
hard-to-find purchases, bank and file taxes.
More importantly, we can share photos and
videotapes with loved ones and stay in contact with old friends. Information and the
ability to compile it provide a much better
life.

Corp., Henderson, Kentucky; and Meade
County RECC, Brandenburg, Kentucky. Big
Rivers is headquartered in Henderson,
Kentucky. Big Rivers’ Board of Directors,
which has two representatives from each of
its three member systems, and its member
systems have long worked together developing and maintaining customer information
systems and operational information systems. The synergies and economies of this
consolidated effort have reduced costs to the
member consumers and irnproved the reliability of the data.
A project concept was developed by Rig

Big Rivers is owned by its three member distribution systems - Jackson Purchase Energy
Corporation, Paducah, Kentucky; Kenergy

Rivers and its three member systems in 2002
to begin the conversion to a GIS that would
tie the operations and custorner information
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systems together. The GIS approach would
improve efficiencies in tracking data for both
functions, keep data updates easier, and
more importantly, enhance services to the
member consumers. In 2003, work in this
area moved from a concept to an implementation phase. Big Rivers’ Information
Systems staff is coordinating the work and
developing the interface with the existing
consumer information systems that are maintained by Big Rivers for its member systems.
Big Rivers is also updating i t s decade-old
EMS that is used to control and dispatch its
1,207 miles of combined 69 kilovolt (kV), 138
kV, 161 kV and 345 kV transmission system.
In addition to this, the new EMS will be replicated at an off-site facility that will be used
for back up purposes. The same facility will
also be available for backing up each member system’s 01s as a business continuity
function in case of loss of use at a member
system’s headquarters.

Big Rivers is spending $5.1 million on the
GIs and EMS projects and the joint work with
the members will save more than a total of
$250,000 than if each of the four parties
would have pursued this individually.
Big Rivers still owns the Reid Plant (130
megawatts [MW]), the Kenneth C. Coleman
Plant (455 MW), the Robert D.Green Plant
(454 MW) and the D.R. Wilson Plant (420 MW),
totaling 1,459 MW of generating capacity. It
addition, it currently has rights to another
217 MW in a contractual arrangement with
Henderson Municipal Power and Light‘s
(HMP&L) Station mo facility,

In July 1998, Rig
Rivers leased the
operations of its
generation and its
rights to the HMP&L
facility to LG&E
Energy Corp. (LEC)
and certain of its
affiliates (LG&E
Parties). Big Rivers
provides power to its
members from a
power purchase
agreement with
I,CI&E Energy
Marketing (LEM),
member allocations
from the
Southeastern Power
Administration
(SEPA), and the
wholesale power
market. Big Rivers
owns, operates and
maintains its 1,207mile transmission system and provides for
transmission of
power to its member
systems as well as to
the LG&E Parties
and other third-party
entities served under
its Open Awess
Wansmission mriff

Kelly Nuckols
PresidentCEO
Jackson Purchase Energy Corp.

Dean Stanley
President/CEO
Kenergy Corp.

(OAT).

Burns Mercer
PresidenYCEO
Meade County RECC
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The stabilization of the electricity markets
and greater sales volume helped Rig Rivers'
Power Supply Department record i t s best year
yet. The power supply for the member systems comes from three sources: the Power
Purchase Agreement with LEM, SEPA allocations to the member systems, and wholesale
market purchases. To the extent that the
member systems' native load does not need
all of the contractually available power, it is
available for sale to others, primarily nonmembers, at market prices.
Total sales volume to member systems and
non-members increased from 4.2 million
megawatt hours (MWh) to 4.6 million MWh or
7.7 percent. When coupled with a $4.85 or
16.7 percent per MWh increase in the average
price attained in the wholesale market for
excess power sales, it resulted in Big Rivers
achieving $16.5 million in margins on such
sales. Since July 1998, these margins have
totaled $68.3 million.

Volume increases in the sale of excess power
was d u e to two factors. Rig Rivers completed
its first full year of utilizing ACES Power
Marketing (APM), a cooperatively-owned
energy marketing and risk mitigation busimber generation and
eratives and several other
Rivers became a member
. Secondly, the sales
through special contract
sales to Kenergy for the two aluminum
smelters, which are not served under Big
Rivers' all requirements contracts, but are
served by the Big Rivers' transmission system.
Portions of these sales are interruptible and
Big Rivers additional opportunities in
e t as well as cost avoidance. These
sales have been extended to 2004

and beyond,
ensuring Rig
Rivers of continued
strong MWh sales
volume and margins.
Big Rivers' relationship with APM
has proven to be
a great benefit,
beyond the
marketing of our
Bill Blackburn
W of Power Supplu
surplus power. Big
Rivers works closely
with APM in other areas, including power
supply portfolio modeling, credit issues with
counter parties, risk assessment and mitigation, and Midwest Independent System
Operator (MISO) transmission and market
integration.

Critical to the future of Big Rivers' power
supply to its members is the 178 MW SEPA
allocation to the members, managed by and
incorporated into power supply by Rig Rivers.
To that end, Rig Rivers has been working with
Southeast Federal Power Customers to
resolve critical issues on funding requirements for renewals and replacements and
capital improvements on the Cumberland
River. Work is also being done with this
organization and the U S . Army Corps of
Engineering on water withdrawal rights for
Cumberland River projects.
Improving the use of technology is key to
power supply activities. A new load forecasting system is being developed that will
provide for improved forecasting capability,
leading to better resource utilization, thereby
improving power supply services to the
members and non-members.
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Service and technology remain constant priorities in system operations and engineering at
Big Rivers. Service to our member systems is
the paramount driver to activities in this area.

ments while
remaining independent. Much
work was also done
on Federal Energy
In 2003, Big Rivers designed and constructed Regulatory
three 69 kV line additions totaling 12 miles to Commission (FERC)
issues in a n effort
serve general load growth. But just meeting
growth is not enough when it comes to servto remain compliice; it's also providing reliability and quality in ant with everchanging orders.
the transmission service to the member systems. To that end, Big Rivers engineered the The blackout of
Wavis HousZeg
addition of the second transformer to the
August 14, while
VP
of System Operations
not directly affecting
Bryan Road 161-69 kV substation and develBig Rivers, has had a n
oped a 161 kV ring bus. This will provide
impact through increased committee and
general reliability improvement and voltage
panel work in the East Central Area Reliability
support. Also, three remote terminal units
Council (ECAR) and the National Electricity
were replaced.
Reliability Council (NERC). Participation on
ECAR committees and panels continued as
To maintain single contingency reliability in
reliability policies and rules migrate toward a
the face of growing system load, Big Rivers
began work on a 17-mile 161 kV transmission mandatory compliance reliability system.
line on the Meade County RECC system. 7h
In routine activities, 2,505 transmission poles
improve the speed of restoring outages
were inspected and treated, with another 59
through line sectionalizing, 69 kV radiobad poles being changed out. Testing was
controlled switching was installed a t four
completed on 116 revenue meters, 678 proadditional locations.
tective relays, 43 circuit breakers and 17
On the technological side, systern operations power transformers. Another 14 circuit
breakers were overhauled.
and engineering worked on the development
of the shared GIs with the three members.
Work on the replacement of the EMS continued in 2003. This also includes a back-up
off-site EMS system as well. Big Rivers
designed and prepared bid documents for
replacing the analog microwave system with a
fast digital microwave system and started an
investigation of a shared two-way radio system for Big Rivers and the member systems.
Big Rivers continues to monitor the regional
transmission organization (RTO) develop-
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In 2003, Big Rivers‘ commitment to helping
our member systems meet the needs of customer owners through innovative solutions
was never more evident. And, as a result,
overall customer satisfaction and favorability
scores increased to all-time highs.

cent reported a n
opinion of “very
favorable,” compared to 76 percent
in 2002.

Our commercial
and industrial surThroughout the year, the member systems
vey results were
and Big Rivers routinely surveyed residential
equally impressive.
and commercial customer owners to assess
attitudes and opinions regarding a variety of
Respondents
reported higher
service-related topics. The information proRichard Beck
vided the knowledge base required to develop satisfaction levels in
VP of Marketing
effective customer-centered service programs all key service catethat accurately targeted customer needs. Our gories (customer service, reliability, cost, cusresidential surtomer transactions, loyalty
vey results
and overall satisfaction)
were impreswith increases that range
sive in 2003
from one to eight percentand indicated
age points compared to
73 percent of
the previous year. In addiall survey
tion,
a study was designed
respondents
to measure satisfaction
were “very satlevels of commercial and
isfied” with the
industrial customers
service they
served by 12 other utilities
received from
with service territories
their member
adjacent to or near the
system. The
Big Rivers‘ member sysscore repretems. Results indicated
sents an
customer satisfaction withunprecedented
in Big Rivers’ member sysincrease of six
tems met or exceeded the
percentage
averaged satisfaction levpoints versus
els of the other utilities in
prior year. In
all six of the key service
addition, when
categories
measured. Big
respondents
Rivers and its member
were asked to
systems are very proud of
describe their
the 2003 survey results
overall opinMarty Littrel, Commercial Account and Economic
and take great pride in
ion of their
Development Specialist for Kenergy, performs an
supporting the member
member sysenergy audit for a local company utilizing the
systems‘ ongoing committem, 81 perEnerpath device.
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ment to foster long-term relationships with
their customer owners through low rates, reliability and unparalleled customer service.

As technology continues to change at a n ever
increasing rate, Big Rivers is constantly
attempting to identify innovative and more
efficient ways of leveraging new technology
to improve and expand our customer service programs. Last year a new energy audit
service was introduced that uses a handheld pocket PC to provide customers a
broad scope of energy recommendations,
in addition to estimated costs for implementing suggested upgrades. The pointand-click technology significantly reduced
the time required to complete on-site
audits and prepare detailed customer
reports. As a result, the free service c m
now be expanded to include a much broader scope of small to mid-size commerc,ial
accounts.
In addition to capitalizing on technologybased customer service opportunities,
improving customer communication continued to be a key issue for the member systems and Big Rivers during 2003. Ih effectively build long-term customer loyalty, we
recognize the importance of ensuring all
customer owners have a clear understanding of the cooperative difference. A s a
result, communication strategies were
designed to increase customer owner
awareness and enhance the overall perception of the member systems. Several radio
ads were developed to add focus and clarity
to the numerous added-value advantages
associated with cooperative membership.
Also, Touchstone Energy@messages featuring the tag line "Earning Your ?Lust
Everyday, That's the Cooperative Difference"
were incorporated into the 2003 communication mix. Big Rivers is committed to the

8

Touchstone Energy@co-branding strategy,
which allows each member system to benefit
locally from the brand equity generated by
the Tbuchstone Energy@national advertising
campaign.

That's the cooperative difference
Members 01your local Touchstone Energy@electric
cooperative trust their cooperative to provide reliable and
aflordable electric power That's because members own the
co-op and have a voice in bow the business is run
Plus, eleciric cooperatives work lor members, no[ lor prolits
-another value of co-op membership

(270) 827-2561

www.bigrivers.com

A series of new ads were designed to educate
members on the value of cooperative membership.

In 1998, Big Rivers leased the operation of its
generation assets and its rights to the HMP&L
Station ?\No facility to LEC and the LQ&E
Parties. Western Kentucky Energy Corp.
( W C ) is responsible for operating and
maintaining the Rig Rivers' units and WKJX
Station nYo Inc. is responsible for operating
and maintaining the HMP&L Station nYo
units.
The LQ&E Parties continued their work to
meet nitrous oxide (NOx) emissions limits o n
Big Rivers' units. Selective catalytic reduction
units (SCRs) will be placed o n the two units
owned by the City of Henderson (Station ltvo)
and have been completed on Big Rivers'
Wilson unit. Structural erection of the SCR a t
Station nYo Unit One is complete, while Unit
ltvo will be complete by May 2004. All other
units' NOx projects are on schedule to meet

the May 2004 compliance date. Over
$150 million is
anticipated to be
spent to bring Big
Rivers and the
Station nYo units
into compliance by
May 31, 2004.
During the year,
Big Rivers comDavid Spainhoward
pleted its third
thorough review of VP of Contract Administration
B Regulatoru Affairs
the condition and
operation of its
owned and leased electric generating units.
Big Rivers has communicated the results of
this review to the LG&E Parties. Additionally
in 2003, Big Rivers retained Stanley
Consultants, Inc. to begin a Base Line
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lkchnical Audit in order to "benchmark the
present condition of the units, considering
their age. This work is scheduled to conclude in 2004. Annual reviews of the condition of the units will continue.
On September 19, 2000, WKEC received a

Station and
Wilson Station since 1978. The information
request was part of a national investigative
effort by the Environmental Protection Agency
(EPA) regarding utility compliance with New
Source Review (NSR) requirements under the
Clean Air Act. Although the request was
directed to WKEC, Big Rivers cooperated with
WKEC in preparing a response.
In 2002, President Bush directed the federal
EPA to revisit and propose rule changes to
those sections of the Clean Air Act pertaining
to NSR. In August 2003, the EPA issued final
rules designed to clarify the NSR program.
The new rules will allow plant components to
be repaired and replaced so long as the basic
10

design characteristics are not changed and
the total cost of the project does not exceed
20 percent of the replacement cost of the
plant. The effect of the revised rules on EPA's
NSR enforcement initiative is unclear. Big
Rivers has not exchanged correspondence
with EPA regarding this issue since informa-

potential
reductions in mercury emissions, and further
reductions in sulfur dioxide (SO;!) and NOx
emissions in the United States. On
December 4, 2003, the EPA announc,ed that it
intends to propose a new "Interstate Air
Quality" to impose steep reductions in NOx
and SO;! emissions from states that significantly contribute to ozone and fine particle
pollution in the eastern United States.
During 2003, Big Rivers, in conjunction with
the National Rural Electric Cooperative
Association (NRECA) and the National Rural
Electric Environmental Association (NREEA),
continued to monitor the proposed rule
changes as they develop and are debated.
Because the method of implementation of

these requirements is unclear, impacts to Big
Rivers from these potential regulations are
unknown a t this time.

Rivers revised its tariffs. On February 6,
2003, the Kentucky Public Service Commission approved Rig Rivers‘ revised tariffs.

Big Rivers continues to monitor the development of the MISO. The company continues to
believe it would incur additional costs from
RTO membership without corresponding benefits. A s a cooperative, Big Rivers is concerned about incurring the additional costs of
RTO membership without having the ability to
provide a n offsetting economic benefit to its
members.

Thoroughbred Energy Company, a Peabody
Energy Company subsidiary, filed an application with the Kentucky Electric Generation
and ?t-ansmission Siting Board for approval to
site its proposed 1,500 MW merchant electric
generating plant in Muhlenberg County,
Kentucky. Rig Rivers intervened.
Thoroughbred appealed the final order of the
Siting Board, contesting some of the Board’s
findings regarding Thoroughbred’s responsibility for transmission network upgrade costs
under Kentucky law. Big Rivers is participating in the appeal, defending the Siting
Board’s order, and the Siting Board’s interpretation of Kentucky law.

The Kentucky General Assembly passed
Senate Bill 257 that became law in 2002.
The bill predominantly related to the siting of
electric generation and transmission facilities
in Kentucky. In addition to the siting provision, the bill provided a change to KRS
Chapter 278 relating to service emergencies
experienced on the transmission systems of
jurisdictional electric utilities. The new law
essentially requires jurisdictional utilities to
operate their transmission facilities so that
retail electric service to Kentucky customers
has the highest. priority during a transmission
emergency. To comply with this law, Big
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Big Rivers continued to strengthen its financial position in 2003. Net margins for 2003
were $18.3million compared to $10.1 rnillion for 2002, a n increase of $8.2 million.
The cumulative net margins for the five years
ended December 31, 2003 were $59.7 million. Other sales (arbitrage) proved to be the
most significant factor contributing to the
2003 improved margins ($9.3 million). In
addition, a favorable ruling from the IJnited
States Court of Appeals concerning the bankruptcy examiner's fee matter allowed Big
Rivers to reverse a contingent liability accrued
in 1998, resulting in a gain for 2003 ($2.1
million). Finally, income recognized from
WKECs capital contributions made to Big
Rivers' leased generating facilities provided
increased margins as compared to 2002
($2.1 million). Member tariff sales margins
were below the levels realized in 2002. The
milder weather conditions of 2003 resulted in
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a decrease in
member rural sales
($3.1 million) and
economic conditions resulted in a
reduction in certain
industrial sales
($2.3 million).
Big Rivers had total
sales of 4.6 million
Mark Hite
MWh in 2003, a 7.7
V
P
of Finance (Et'
percent increase over
Admins
trative Services
2002. lhriff sales to
its three member distribution cooperatives
decreased by 4.4 percent, while other sales
increased by 44.7 percent. Big Rivers sold
3.1 million MWh to its members at an average rate of $33.78 per MWh, compared to
$33.97 in 2002, $34.99 for rural sales and
$31.15 for large industrial sales. These

generally based upon straight-line amortization over the useful life of the associated
assets. Currently, Rig Rivers projects this
residual value payment obligation to be
$141.8 million on December 31, 2023. 9'ince
July 1998, Big Rivers' capital expenditures
have been funded out of cash flow, and the
Net utility plant increased $24.8 million to
cornpany
foresees the ability to do so
$947.0 million during 2003 ($54.0 million net
additions less $29.2 million depreciation and prospectively. Management continues planning to seek creditor approval for the ability
amortization); the generation capital additions were funded by Big Rivers and WKEC in to borrow, but will borrow only when prudent.
accordance with the capital cost sharing proDuring 2003, R i g Rivers received the necesvisions of the l,CI&E lease transaction. In
return for WKECs funding of its share of gen-. sary approvals to extend its $15 million line
of credit through the National Rural Utilities
eration capital expenditures during the 25'h
Cooperative
Financ,e Corporation (CFC) for
year lease term (from July 1998 through
short-term working capital needs. The
December 2023), Rig Rivers will pay a residapprovals
included Big Rivers' related and
ual value payment upon lease termination,

member tariff rates are among the lowest of
all CI&T cooperatives in the nation. The other
sales of 1.5 million MWh were made at market prices, which averaged $33.94 per MWh,
compared to $29.09 in 2002.
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underlying CFC,
$15 million master letter of credit
facility for the
purpose of supporting its offsystem power
sales. In the current low interest
rate environment, Big Rivers
has utilized the
CFC line of credit
to prepay highercost, long-term
debt.

Several significant information
technology
improvements
are being made
a t Big Rivers. For example, the company is in
the midst of installing a CrIS for it and its
member distribution cooperatives. It will
allow for real-time mapping information and
be integrated with other business applications. Also, Big Rivers is replacing its aging
EMS. The events of September 11, 2001,
brought to the forefront the need for disaster
recovery preparedness. As a result, Big
Rivers is in the process of designing and constructing a back-up/alternate business recovery facility, enhancing its compliance with
security standards. Big Rivers continued to
improve its members’ e-commerce capabilities during 2003 whereby consumers can
now view their bills for the past 18 months
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via the Internet. Big Rivers is heavily involved
in all cyber-security efforts for itself and its
members. The company is also planning to
construct a new headquarters facility, replacing the existing 30-year-old facility with a new
one that will meet the security and technological needs of today and the future.
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Financial Statements as of
December 31, 2003 and 2002 and for
Each of the Three Years in the
Period Ended December 37, 2003 and
Independent Auditors’ Report
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REPORT

To the Board of Directors of Rig Rivers Electric Corporation:
We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the “Company”)
as of December 3 1,2003 and 2002, and the related statements of operations, equities (deficit) and cash
flows for each of the three years in the period ended December 3 1,2003. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the iJnited States of
America and the standards applicable to financial audits contained in Goveinnient Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 3 1,2003 and 2002, and the results of its operations
and its cash flows for each of‘the t h e e years in the period ended December 3 1,2003, in conformity with
accounting principles generally accepted in the IJnited States of America.

In accordance with Government Auditing Standards, we have also issued a report dated March 10,2004,
on our consideration of the Company’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Govenznrenf Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Indianapolis, Indiana
March 10,2004
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BALANCE SHEETS
AS OF DECEMBER 31,2003 AND 2002
(Dollars in thousands)
2003

ASSETS
UTILITY PLANT-Net

$ 946,958

$ 922,135

168,859

163,254

2,969

8,702

15,802
15,348
588
574
32,312

20,061
14,720
574
176
35,531

31,758

34,910

RESTRICTED INVESTMENTS UNDER LONG-TERM LEASE

OTHER DEPOSITS AND INVESTMENTS-At

cost

2002

__-

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Total current assets
DEFERRED CHARGES AND OTHER
TOTAL

$1,182,856

EQUITIES (DEFICIT) AND LIABILITIES
CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Other long-tenn obligations
Total capitalizatian
CURRENT LYLBILITIES:
Current maturities of long-term obligations
Voluntary prepayment of long-term. debt
Notes payable
Purchased power payable
Accounts payable
Accrued expenses
Accrued interest
Total current liabilities
DEFERRED CREDITS AND OTHER:
Deferred lease revenue
Deferred gain on sale-leaseback
Residual value payments obligation

Other
Total deferred credits and other

$ (300,281)

$ (319,013)

1,053,598
158,597
789
912,703

1,085,500
152,747
1,140
920,374

747
8,404
10,000
8,654
2,997
1,713
6,470
38,985

11,254
11
7,638
7,630
3,494
10,866
40,893

30,357
64,941
131,130
4,740
231,168

33,416
67,726
97,444
4,679
203,265

$1,182,856

$1,164,532

COMMITMENTS AND CONTINGENCIES
TOTAL

See notes to financial statements
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ECTRIC CORPORATION
STATEMENTS OF OPERATIONS
7

001

31,2003,

ars in thousands]
2003

2002

2001

$ 162,432

$146,548

$155,488

53,040

5 1,094

53,672

215,472

197.642

209.160

96,577
17,383

85,722
14,669

88,570
14,151

MAINTENANCE

2,6 17

3,100

2,439

DEPRECIATION

28,257

27,745

27,449

Total operating expenses

144,834

131,236

132,609

ELECTRIC OPERATING MARGINS

70,638

66,406

76,55 1

INTEREST EXPENSE AND OTHER:
Interest
Interest on obligations related to long-term lease
Other-net

57,645
8,355
136

59,801
8,003
147

66,508
7,679
101

66,136

67,95 1

74,288

4,502

(1,545)

2,263

10,894
2,953

10,527
1,073

10,187
4,346

13,847

11,600

14,533

$ 18,349

$ 10,055

$ 16,796

POWER CONTRACTS REVENUE
LEASE REVENIJE
Total operating revenue
OPERATING EXPENSES-Operations:
Power purchased and interchanged
Transmission and other

Total interest expense and other
OPERATING MARGIN
NON-OPERATING MARGIN:
Interest income on restricted investments under
long-term lease
Interest income and other
Total non-operating margin
NET MARGIN
See notes to financial statements.
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STATEMENTS OF EQUITIES (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31,2003,2002 AND 2001
(Dollars in thousands)

Total
Equities
(Deficit)
BALANCE-J~~UW~
1,200 1
Net margin
BALANCE-December 31,2001
Net margin
Accumulated other comprehensive loss
BALANCE-December 3 1,2002
Net margin
Accumulated other comprehensive income
BALANCE-December 3 1,2003

Other Equitles
bonsumers'
Donated Contributions
Accumulated Capital and to Debt
Deficit
Memberships Service

$(345,481)

$ (349,926)

16,796

16,796

(328,685)

(333,130)

10,055

10,055

(383)

(383)

(3 19,013)

(323,458)

18,349

18,349

383

383

$(300,281)

See notes to financial statements, including Note 1 regarding Patronage Capital
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$(304,726)

$

$

764

$ 3,681

764

3,681

764

3,681

764

=

=

$ 3,681

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEM ER 31,2003,2002 AND 2001

(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash provided by
(used in) operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
Amortization of deferred gain on sale-leaseback
Deferred lease revenue
Increase in RUS ARVP Note
Increase in New RUS Promissory Note
Increase in obligations under long-term lease
Changes in certain assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other-net
Net cash provided by operating activities

2003

2002

$ 18,349

$ 10,055

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from maturity of investments
Capital expenditures-net
Other deposits and investments
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Costs of bond refunding
Principal payments on long-term obligations
Principal payments on short-term notes payable
Proceeds from short-term notes payable
Net cash used in financing activities

2001

$

16,796

29,807
(5,605)
(2,785)
(3,059)
4,546

29,357
(5,240)
(2,744)
6,141
4,298

5,850

5,461

28,500
(4,307)
(2,706)
6,385
4,074
17,574
4,505

4,860
(24)
295
(2,604)
178
2,522
(531)
62
52,086

2,208
76
(66)
1,395
(6,184)
(3,551)
(10,295)
(2,272)
52,132

(21,397)
5,733

(21,700)
(1,890)

(15,6641

(23,590)

34,003
(13,040)
573
21,536

(38,912)
(7,500)
-17,500
(28,912)

(67,644)

(3,300)
(41,593)

(67,644)

(44,893)

(4,259)

(39,148)

28,775

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS-Beginning of year

A
20 061

CASH AND CASH EQUIVALENTS-End

$ 15 802 =
$ 20,061
$ =
59,209
A
=
===

of year

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest
Cash paid for taxes

$ 57,103

59,209

$ 55,634

-$

400

$

-

30,434

$

54,470

$

3,319

S e e notes to financial statements.
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BIG RIVERS ELECTRIC CORPORATION
NOTES TO FINANCIAL STATEMENTS
DECEM
,2003,2002
(Dollars in thousands)
1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

GeneralInformation-Big Rivers Electric Corporation (“Big Rivers” or the “Company”), an electric
generation and transmission cooperative, supplies the power needs of its three member distribution
cooperatives, excluding the power needs of two large aluminum smelters (the “Aluminum Smelters”),
Kenergy Corp, Jackson Purchase Energy Corporation and Meade County RECC, and markets power to
non-member utilities and power marketers The members provide electric power and energy to
industrial, residential and commercial customers located in portions of 22 western Kentucky counties.
Big Rivers has wholesale power contracts with each of its members which require the members to buy
and receive from Big Rivers all power and energy requirements, other than for the Aluminum Smelters.
The wholesale power contracts with the members extend to January 1, 2023. Rates to Big Rivers’
members are established by the Kentucky Public Service Commission (“KPSC”) and are sub,ject to
approval by the Rural [Jtilities Service (“RUS”). The 2003 financial statements of Big Rivers include the
provisions of Statement of Financial Accounting Standards (“SFAS”) No. 7 1, ilccountingfor the Efects
of Certain Types of Regulation, which gives recognition to the ratemaking and accounting practices of
these agencies.
In 1999, Big Rivers Leasing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of Big
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000 saleleaseback transaction discussed in Note 4.

PrincQles of Consolidation-The financial statements of Big Rivers include the accounts of Big Rivers
and its wholly-owned subsidiary, BRLC. All significant intercompany transactions have been
eliminated.
Use of Estimates-The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are
based upon management’s evaluation of the relevant facts and circumstances as of the date of the
financial statements. Actual results may differ from those estimates.
JIVstenz ofAccounts-Big Rivers’ accrual basis accounting policies follow the Uniform System of
Accounts as prescribed by the RI.JS Bulletin 1767B-1, as adopted by the KPSC The regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters.
Revenue Recogrritioi?-Revenues generated from the Company’s wholesale power contracts are based
on month-end meter readings and are recognized as earned. In accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 13,Accounting for Leases, Big Rivers’ revenue from the Lease
Agreement is recognized on a straight-line basis over the term of the lease. The major components of
this lease revenue include the annual lease payments and the Monthly Margin Payments (described in
Note 2).
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In con,junction with the Lease Agreement, Big Rivers expects to realize the following minimum lease
revenue for the years ending December 3 1:
Year

2004
2005
2006
2007
2008
Thereafter

Amount
$ 52,332

52,332
52,332
52,332
52,332
566,867
$828,527

Utility Plant and Depreciation-tJtility plant is recorded at original cost, which includes the cost of
contracted services, materials, labor, overhead and an allowance for borrowed funds used during
construction. Replacements of depreciable property units, except minor replacements, are charged to
utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by
applying the effective rate of Big Rivers’ weighted-average debt to the accumulated expenditures for
qualifjring projects included in construction in progress.
In accordance with the terms of the Lease Agreement, the Company records capital additions for
Incremental Capital Costs and Non-incremental Capital Costs expenditures funded by LG&E Energy
Corporation as utility plant, to which the Company maintains title. A corresponding obligation to LG&E
Energy Corporation is recorded for the estimated portion of these additions attributable to the Residual
Value Payments (see Note 2). A portion of this obligation is amortized to lease revenue over the useful
life of those assets during the remaining lease term. For the years ended December 3 1,2003 and 2002,
the Company has recorded $48,244 and $74,405, respectively, for such additions in utility plant. The
Company has recorded $1,726, $( 329), and $2,13 1, in 2003,2002, and 200 1, respectively, as related
lease revenue (expense) in the accompanying financial statements.

Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RtJS and KPSC. The annual composite depreciation rates
used to compute depreciation expense were as follows:
Electric plant-leased
Transmission plant
General plant

1.60 - 2.47%
1.76 - 3.24%
1.11 - 5.62%

For 2003,2002 and 200 1, the average composite depreciation rates were I .69%, 1 72%, and 1.75%,
respectively. At the time plant is disposed of, the original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation, as required by the RTJS.
Restricted Iizvestnzefzts-Investmelits are restricted under contractual provisions related to the saleleaseback transaction discussed in Note 4. These investments have been classified as held-to-maturity
and are carried at amortized cost.
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Cash and Cash Equivalertts-Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.
Iitconte Taxes-As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage
allocations to members from taxable income. Income and expenses related to non-member operations
are taxable to Big Rivers Big Rivers and BRLC file a consolidated Federal and Big Rivers files a
separate Kentucky income tax return
Patronage Capital-As provided in the bylaws, Big Rivers accounts for each year’s patronage-sourced
income, both operating and non-operating, on a patronage basis. Notwithstanding any other provision of
the bylaws, the amount to be allocated as patronage capital for a given year shall be not less than the
greater of regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced
income. In accordance with the bankruptcy plan, all patronage capital claims were extinguished and
discharged on July 15, 1998. During 2003 and 2002, the Company made a patronage allocation of
$18,937 and $18,722, respectively, to its three member distribution cooperatives based on alternative
minimum taxable patronage-sourced income in accordance with its bylaws. In 2004, the Company
anticipates a patronage allocation to its members based on such calculations for tax year 2003 of
approximately $22,6 11
New Accounting Pronouncements-SFAS No 133, Accounting for Derivative Instruments and
Hedging Activities, was effective for the Company on January 1, 2001 This statement, as amended by
SFAS No. 138,Accounting for Certain Derivative Instruments and Certain Hedging Activities, and
interpreted, establishes accounting and reporting standards for derivative instruments and for hedging
activities In April 2003, the FASB issued SFAS No. 149, Amendment ofStatement 133 on Derivative
Ins2rztments and Hedging Activities. SFAS No. 149 is effective for contracts entered into after June 30,
2003 It amends and clarifies accounting for derivative instruments, including certain derivative
instruments embedded in other contracts, and hedging activities under SFAS No, 133. Management has
reviewed the requirements of SFAS No. 133, as amended and interpreted, and has determined that all
contracts meeting the definition of a derivative also qualify for the normal purchases and sales exception
under SFAS No. 133 and, therefore, are not required to be recognized at fair value in the financial
statements.
I

~

In July 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 143,Accounting
for Asset Retirement Obligations. SFAS No. 143 addresses financial accounting and reporting for
obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement costs. It requires the fair value of a liability for an asset retirement obligation be recognized in
the period in which it is incurred if a reasonable estimate of fair value can be made. The associated asset
retirement costs are capitalized as part of the carrying amount of the long-lived asset. This statement is
effective for fiscal years beginning after June 15,2002. As a result of the adoption of SFAS 143, no legal
obligations, as defined, were identified and accordingly,the adoption of this statement had no impact on
the Company’s results of operations. In accordance with regulatory treatment, the Company records an
estimated net cost of removal of its utility plant through normal depreciation.As of December 3 1,2003,
the Company has a regulatory liability of approximately $17,967 related to non-legal removal costs
included in accumulated depreciation.
SFAS No. 144, Accounfing,forthe bnpairment or Disposal oflong-lived Assets, was issued in August
2001 and addresses accounting for and reporting of the impairment or disposal of long-lived assets.
SFAS No. 144 is effective for fiscal years beginning after December 3 1,2001. The adoption of SFAS
No. 144 did not have a significant impact on the Company’s financial position or results of operations.
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In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics ofRoth Liabilities and Equity SFAS No. 150 establishes standards for how an issuer
classifies and measures three classes of freestanding financial instruments with characteristics of both
liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a
liability (or an asset in some circumstances). SFAS No. 150 is effective for mandatorily redeemable
financial instniments of non-public entities for the first fiscal period beginning after December 15,2004.
Management does not expect the adoption of SFAS No. 150 to have a significant impact on its financial
position or results of operations.
In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, Guarantor’s Accounting and
Disclosure Requirementsfor Guarantees, Including Indirect Guarantees oflndebtedness of Others. FIN
No. 45 expands upon the disclosure requirements to be made by a guarantor in its interim and annual
financial statements regarding its obligations under certain guarantees that it has issued. Additionally,
FIN No. 45 requires that the guarantor recognize, at the inception of a guarantee, a liability for the fair
value of the obligation undertaken in issuing the guarantee. FIN No. 45 is effective prospectively for
guarantees issued or modified after December 3 1,2002. Footnote disclosures were required for financial
statements ending after December 15,2002. The adoption of FIN No. 45 did not have a significant
impact on the Company’s financial position or results of operations.
In January 2003, the FASB issued FIN No. 46, Consolidation of Variable Interest Entities, an
Amendment ofARB No. 51. FIN No. 46 addresses consolidation of business enterprises of certain
variable interest entities, and is effective for variable interest entities created after January 3 1, 2003 and
to variable interest entities in which an enterprise obtains an interest after that date. The adoption of FIN
No. 46 is not expected to have a significant impact on the Company’s financial position or results of
operations
I

Reclassifications-Certain amounts in the prior years’ financial statements have been reclassified to
conform with current year presentation
I

2.

LG&E LEASE AGREEMENT

On July 15, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big
Rivers leased its generating facilities to Western Kentucky Energy Corporation (“WKEC”), a whollyowned subsidiary of LG&E Energy Corporation (“LEC”)”Pursuant to the Lease Agreement, WKEC
operates the generating facilities and maintains title to all energy produced. Throughout the lease term,
in order for Big Rivers to fulfill its Obligation to supply power to its members, the Company purchases
substantially all of its power requirements from LG&E Energy Marketing Corporation (“LEM”), a
wholly-owned subsidiary of LEC, pursuant to a power purchase agreement
Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
the energy produced by WKEC and consumed by L,EM’s customers. The significant terms of the Lease
Agreement are as follows:
I. WKEC leases and operates Big Rivers’ generation facilities through 2023

I

11. Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term
111. WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to
certain adjustments.
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Iv. On the Effective Date, Big Rivers received $69:100 representing certain closing payments and
the first two years of the annual lease payments. In accordance with SFAS No. 13,Accounting
for Leases, the Company amortizes these payments to revenue on a straight-line basis over the
life of the lease.
V. Big Rivers continues to provide power for its members, excluding the member loads serving the
Aluminum Smelters, through its power purchase agreements with LEM and the Southeastern
Power Administration, based on a pre-determined maximum capacity. When economically
feasible, the Company also obtains the power necessary to supply its member loads, excluding
the Aluminum Smelters, in the open market. Kenergy’s retail service for the Aluminum
Smelters is served by LEM and other third-party providers that may include Big Rivers. To the
extent the power purchased from LEM does not reach pre-determined minimums, the Company
is required to pay certain penalties. Also, to the extent additional power is available to Big
Rivers under the LEM contract, Big Rivers may sell to non-members.
VI. LEM will reimburse Big Rivers an additional $126,932 for the margins expected from the
Aluminum Smelters through 201 1, being defined as the net cash flows that Big Rivers
anticipated receiving if the Company had continued to serve the Aluminum Smelters’ load, as
filed in the Rate Hearing, (the “Monthly Margin Payments”).
VII. WKEC is responsible for the operating costs of the generation facilities; however, Big Rivers is
partially responsible for ordinary capital expenditures (“Non-incremental Capital Costs”) for the
generation facilities over the term of the Lease Agreement, generally up to predetermined
annual amounts. This cumulative amount is not expected to exceed $148,000 over the entire
25% year Lease Agreement. At the end of the lease term, Big Rivers is obligated to fund a
“Residual Value Payment” to LEC for such capital additions during the lease, currently
estimated to be $12S,880 (see Note 1). Ad,justments to the Residual Value Payment will be
made based upon actual capital expenditures. Additionally, WKEC will make required capital
improvements to the facilities to comply with a new law or a change to existing law
(“Incremental Capital Costs”) over the lease life (the Company is partially responsible for such
costs: 20% through 2010) and the Company will be required to submit another Residual Value
Payment to LEC for the undepreciated value of WKEC’s 80% share of these costs, at the end of
the lease, currently estimated to be $15,963. The Company will have title to these assets during
the lease and upon lease termination.
VIII. Big Rivers entered into a note payable with LEM for $19,676 (the “LEM Settlement Note”) to
be repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to
power to be supplied to the Aluminum Smelters and the increased responsibility for financing
capital improvements. The Company recorded this obligation as a component of deferred
charges with the related payable recorded as long-term debt in the accompanying balance sheets.
This deferred charge is being amortized on a straight-line basis over the lease term.

IX. On the Effective Date, Big Rivers paid a non-refundable marketing payment of $5,933 to LEM,
which has been recorded as a component of deferred charges. This amount is being amortized
on a straight-line basis over the lease term.
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During the lease term, Big l v e r s will be entitled to certain “billing credits” against amounts the
Company owes LEM under the power purchase agreement. Each month during the first 55
months of the lease term, Big Rivers received a credit of $89. For the year 201 1, Big Rivers will
receive a credit of $2,611 and for the years 2012 through 2023, the Company will receive a
credit of $4,111 annually.

In accordance with the power purchase agreement with LEM, the Company is allowed to purchase
power in the open market rather than from LEM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
jurisdictional load) in the open market (collectively referred to as “Arbitrage”). Pursuant to the New
RUS Promissory Note and the RUS ARVP Note, the benefit, net of tax, as defined, derived from
Arbitrage must be divided as follows: one-third, adjusted for capital expenditures, will be used to make
principal payments on the New RUS Proinissory Note; one-third will be used to make principal
payments on the RUS ARVP Note; and the remaining value may be retained by the Company
Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement.
3. I.JTII,ITY PLANT

The following summarizes utility plant at December 3 1:
2003

Classified plant in service”
Electric plant-leased
Transmission plant
General plant
Other

$1,478,553
205,795
11,810
67

$1,438,710
203,677
11,735
67

1,696,225

1,654,189

754,301

734,076

941,924

920,113

5,034

2,022

Less accumulated depreciation

Construction in progress
I.Jtjlity plant-net

2002

$

946,958

$

922,135

Interest capitalized for the years ended December 3 1,2003,2002 and 2001, was $145, $42, and $9S
respectively.
4. SALE-LEASEBACK

On April 18, 2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rlvers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual
interest receipts, will be fully funded.
This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes. In connection therewith, Big Rlvers received $866,676 of proceeds and incurred 27

$79 1,626 of related obligations Pursuant to a payment undertaking agreement with a financial
institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds. The Company also purchased two investments totaling $146,647 to fund the remaining
$135,597 of the obligations. These amounts are reflected as restricted investments under long-term lease
and obligations related to longterm lease in the accompanying balance sheets. Interest received and paid
will be recorded to these accounts over the life of the lease. Currently, the Company is paying 7 57%
interest on its obligations related to long-term lease and receiving 6.89% on its related investments. The
Company made a $64,000 principal payment on the New RLJS Promissory Note with the remaining
proceeds. The $75,050 gain was deferred and will be amortized over the respective lease terms, of which
the Company recognized $2,785, $2,744, and $2,706, in 2003,2002, and 2001, respectively. Principal
payments begin in 2009.
Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 3 1 are as follows:
2003

Restricted investments under long-term lease
Obligations related to long-term lease
Deferred gain on sale-leaseback

$168,859
158,597
64,941

2002

$163,254
152,747
67,726

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 3 1 are as follows:
2003

Power contracts revenue (revenue discount
adjustment, see Note 6)
Interest on obligations related to long-term lease:
Interest expense
Amortize gain on sale-leaseback
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2002

2001

$ (3,680)

$

(3,680)

$ (3,680)

$ 11,140

$10,747
(2,744)

$ 10,385

(2,785)

(2,706)

Net interest on obligations related
to long-term lease

$ 8,355

$ 8,003

$ 7,679

Interest income on restricted investments under
long-term lease

$ 10,894

$ 10,527

$ 10,187

5. DEBT AND OTHER LONG TERM OBLIGATIONS

A detail of long-term debt is as follows at December 3 1
2003

New RI.JS Promissory Note, stated amount, $824,705,
stated interest rate of 5.75%, recorded at fair value, with an
interest rate of 5 "81%, maturing July 202 1.
RUS ARVP Note, stated amount $256,720, no stated interest
rate, recorded at fair value, with interest imputed at 5.81%,
maturing December 2023

$

2002

821,156

$

848,612

81,143

76,800

-

10,536

LEM Settlement Note, interest rate of 8.0%, payable in
monthly installments through July 2023.

17,999

18,366

County of Ohio, Kentucky, promissory note, variable
interest rate (average interest rate of 1.06%and 130%
in 2003 and 2002 respectively), maturing in October 2022.

83,300

83,300

County of Ohio, Kentucky, promissory note, variable
interest rate (average interest rate of 1.06% and 1 45%
in 2003 and 2002 respectively), maturing in June 2013.

58,800

58,800

1,062,398

1,096,414

396

10,903

8,404

11

$1,053,598

$1,085,500

I

LEM Advances, interest rate of 6.98%, payable in monthly
installments from August 2000 through July 2003.

Total long-term debt
Current maturities
Voluntary prepayments
Total long-term debt-net

of current maturities and prepayments

The following are scheduled maturities of long-term debt at December 3 I
Year

Amount

2004
2005
2006
2007
2008
Thereafter

$

Total

$1,062,398

396
1,258
29,284
31,315
39,35 1
960,794

RIJS Notes-On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS
ARVP Note at fair value using the applicable market rate of 5.8 1%. The RUS Notes are collateralized by
substantially all assets of the Company.
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Pollution Control Bonds--The County of Ohio, Kentucky, issued $83,300 of Pollution Control Periodic
Auction Rate Securities, Series 2001, the proceeds of which are supported by a promissory note from
Big Rivers, which bears the same interest rate. These bonds bear interest at a variable rate and mature in
October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds,
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears the
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, and
both Series are supported by municipal bond insurance and surety policies issued by Ambac Assurance
Corporation. Big Rivers has agreed to reimburse Ambac Assurance Corporation for any payments under
the municipal bond insurance policies or the surety policies.
LE11~Advances-Beginning in August 1998 (the first month after the Effective Date) and ending in July
2000, LEM made payments totaling $50,000 to the RUS on behalf of the Company. Beginning in
August 1998 and ending in July 2003, the Company made payments totaling $59,309 to LEM. The
payments made by LEM to the RTJS were applied to the New RUS Promissory Note. The Company
recognized interest expense over the five-year life of the LEM Advances at 6.98% per annum.
LEMSettZement Note-On the Effective Date, Big Rivers executed the Settlement Note with LEM. The
Settlement Note requires Big hvers to pay to LEM $19,676, plus interest at 8% per annum over the
lease term. The principal and interest payment is approximately $1,822 annually. This payment is
consideration for LEM's assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements
Other Long-Term Obligations-During 1997, Big Rivers terminated two unfavorable coal contracts. In
connection with that settlement, the Company paid $35 1, $35 1, and $367 during 2003,2002, and 2001,
respectively. At December 3 1,2003, the Company has a remaining liability of $1,140 payable over the
next five years, of which $351 is included in current maturities of long-term obligations.
Notes Payable-Notes payable at December 3 1,2003 represent the Company's borrowing on its line of
credit with the National Rural LJtilities Cooperative Finance Corporation. The maximum borrowing
capacity on the line of credit is $15,000, and the amount outstanding on the line of credit at
December 3 1, 2003 was $10,000. The line of credit bears interest at a variable rate. The average interest
rate on the line of credit in 2003 was 2.88%. Each advance on the line of credit is payable within one
year.
6.

RATE MATTERS

The rates charged to Big Rivers' members consist of a demand charge per kW and an energy charge per
kWh consumed as approved by the KPSC. The rates include specific rate designs for its members' two
classes of customers, the large industrial customers and the rural customers under its jurisdiction For the
large industrial customers, the demand charge is generally based on each customer's maximum demand
during the current month. The remaining customers demand charge is based upon the maximum
coincident demand of each member's delivery points The demand and energy charges are not subject to
ad,justmentsfor increases or decreases in fuel or environmental costs. Big Rivers' current rates will
remain in eEect until changed by the KPSC.
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EEective since September 1,2000, the KPSC has approved Big Rivers’ request for a $3,680 annual
revenue discount adjustment for its members through August 3 1,2004, effectively passing the benefit of
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC
approval to continue the ad,justmentdepends upon its planned environmental compliance costs and its
overall financial condition. In February 2004, Big Rivers requested the KPSC’s approval to extend the
adjustment through August 3 1,2005.
7.

INCOME TAXES

The components of the net deferred tax assets as of December 3 1,2003 and 2002 were as follows:
2003

Deferred tax assets:
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Sale-leaseback
Lease Agreement

$

Total deferred tax assets
Deferred tax liabilities:
Fixed asset basis diffkrence
Other accruals
Total deferred tax liabilities
Net deferred tax assets (pre-valuation allowance)
Valuation allowance
Net deferred tax asset

$

96,996
3,582
119,241
(2,915)

2002

$

99,965
3 3 19
115,125
650
219,059

2 16,904

-.

(27,403)
1,146

(30,283)
( 2 4 )

(26,257)

(30,307)

190,647

188,752

(187,065)

(185,433)

3,582

$

3,319

Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code
Section 501(c)( 12). To retain tax-exempt status under this section, at least 85% of the Big Rivers’
receipts must be generated from transactions with the Company’s members. In 1983, sales to nonmembers resulted in Big Rivers failing to meet the 85% requirement IJntil Big Rivers can meet the 8.5%
member income requirement, the Company is a taxable cooperative. Big Rivers is also subject to
Kentucky income tax.
‘CJnderthe provisions of SFAS No. 109,Accounti??gfarIncomeTaxes, Big Rivers is required to record
deferred tax assets and liabilities for temporary differences between amounts reported for financial
reporting purposes and amounts reported for income tax purposes. Deferred tax assets and liabilities are
determined based upon these temporary differences using enacted tax rates for the year in which these
differences are expected to reverse.
At December 3 1,2003 and 2002, Big Rivers had a non-patron net operating loss carryforward of
approximately $236,576 and $243,818, respectively, for tax reporting purposes expiring 2004 through
20 12, and an alteniative minimum tax credit carryforward at December 3 1,2003 and 2002 of
approximately $3,582 and $3,3 19, respectively, which carries forward indefinitely.
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Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided, in part,
based upon the fact that it is presently uncertain whether such asset will be realized. The resulting net
deferred tax asset at December 3 1,2003 and 2002 is approximately $3,582 and $3,3 19, respectively, that
represents the alternative minimum tax credit canyfonvard, against which no allowance has been
provided.
8.

POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all of the members' requirements for
power to serve their customers, other than the Aluminum Smelters. Contract limits were established in
the Lease Agreement and include minimum and maximum hourly and annual power purchase amounts.
Big Rivers cannot reduce the contract limits by more than 12 MW in any year, or by more than a total of
72 MW over the lease term. In the event Big Rivers fails to take the minimum requirement during any
hour or year, Big Rivers is liable to LEM for a certain percentage of the difference between the amount
of power actually taken and the applicable minimum requirement.
Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and annual
amounts of power from LEM, the lease does not prevent Big Rivers from paying the associated penalty
in certain hours to purchase lower cost power, if available, in the open market or reselling a portion of its
purchased power to a third party. The power purchases made under this agreement for the years ended
December 31,2003,2002, and 2001 were $72,141, $73,905 and $72,697, respectively, and are included
in power purchased and interchanged on the statement of operations.
9.

PENSION PLANS

Big Rivers has non-contributory defined benefit pension plans covering substantially all employees who
meet minimum age and service requirements. The plans provide benefits based on the participants' years
of service and the five highest consecutive years' compensation during the last ten years of employment.
Big Rivers' policy is to fund such plans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974.
The following is an assessment of the Company's non-contributory defined benefit pension plans at
December 3 1:
2003

2002

Prqjected benefit obligation
Fair value of plan assets

$ (13,164)

$ (12,699)

10,106

8,640

Funded status

$ (3,058)

$ (4,059)

Amounts recognized in the statement of financial position at December 3 1
2003

Prepaid benefit cost
Accnied benefit liability
Intangible asset
Accumulated other comprehensive loss

$

351

2002

$

456
(366)
49
383

Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, were as
follows for the years ended December 3 I "

Benefit cost
Employer contribution
Benefits paid or transferred

2003

2002

2001

$995
823
937

$735
809
426

$682
974
302

Assumptions used to develop the pro.jected benefit obligation were:

Discount rates
Rates of increase in compensation levels
Expected long-term rate of return on assets

2001

2003

2002

6.25 Yo
4.00
7.50

6.75 Yo 7.50 Yo
4.00
4.00
7.50
8.50

At December 3 1,2002, an additional minimum pension liability of $383 was recorded as accumulated
other comprehensive loss and is reflected in the Company's Equities (deficit). At December 31,2003
there was no additional minimum pension liability.
10. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. As
of July 1,2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried
employees who retired prior to December 31, 1993, Big Rivers pays 100% of Medicare supplemental
costs. For salaried employees who retire after December 3 1, 1993, Big Rivers pays 25% plus $25 per
month of the Medicare supplemental costs.
The discount rate used in computing the postretirement obligation was 6.75% for 2003 and 7.5% for
2002. A health care cost trend rate of 12.0% in 2003 declining to 5.5% in 201 1 was utilized.
The following is an assessment of the Company's postretirement plan at December 3 1:

Total benefit obligation
Unfunded accrued postretirement cost

2003

2002

$ (3,122)

$ (2,859)

(3,541)

(3,438)

The components of net periodic postretirement benefit costs for the years ended December 3 1 were as
f0llOWS~

Benefit cost
Benefits paid

2003

2002

2001

$277
17.5

$267
173

$ 159

23 8

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement
or death. To the extent an employee's sick leave hour balance exceeds 480 hours, such excess hours are
paid at 20% of the employee's bast: hourly rate at the time of retirement or death. The accumulated

nn
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obligation recorded for the postretirement sick leave benefit is $23 1 and $201 at December 3 1,2003 and
2002, respectively. The postretirement expense recorded was $5 1, $32 and $30 for 2003,2002 and 2001,
respectively, and the benefits paid were $21, $0, and $0 for 2003, 2002, and 2001 respectively.
11. RELATED PARTIES

For the years ended December 3 1,2003,2002, and 2001, Big Rivers had sales to its members, including
certain sales to Kenergy for the Aluminum Smelters and Weyerhaeuser loads, of $129,445, $1 16,021,
and $1 15,613 respectively.
At December 3 1,2003 and 2002, Big Rivers had accounts receivable from its members of $1 1,359 and
$10,866, respectively.
12. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business. While the results of such
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that
the final outcome will not have a material adverse effect on the financial statements.
Big Rivers was involved in an ongoing dispute with its bankruptcy examiner regarding the hourly fees
charged and the bonus sought by the examiner. The hourly fees for which the examiner was seeking
final approval had already been paid by Big Rivers and the issue was how much of those fees, if any,
should be rehnded to Big Rivers. The $2,110 bonus initially awarded to the examiner by the bankruptcy
court and accrued by Big Rivers in 1998, had been reversed by the district court, but management
anticipated that the examiner would appeal further and seek reinstatement of the bonus. On January 8,
2004, a three judge panel of the Sixth Circuit Court of Appeals unanimously affirmed the ruling of the
district court that the examiner must disgorge all fees received from Big Rivers. On March 1,2004, Big
Rivers and the examiner entered into an agreement to settle the ongoing litigation. Pursuant to the
settlement agreement, Big Rivers received from the examiner a payment of $9 10.

******
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What a difference a year makes! At the start of 2002, we
had only a hint of what was to come as the implosion of
Enron was well underway Soon after, the entire wholesale energy market was in turmoil as more and more
revelations indicated the depth of gaming, deception
and downright fraud that had taken place in the name
of restructuring and profit

William Denton
Chair of the
Board

Michael Core
President
& CEO

But while 2002 brought shame lor many in the electric
utility industry, it actually represented a year of pride for
Big Rivers and the cooperative program overall Standing
above the morass were the electric cooperatives. Instead
of arrests, billions of dollars in write-downs and downgrade or loss of credit, cooperatives were seen as bellwethers in the industry The financial, regulatory and legislative communities have recognized and praised cooperatives as rock solid organizations

What did we do differently than those that struggled? It’s simple, we kept our focus on the end
consumers and worked in their best interests. What did we do differently t.han what we had
done in the past? Nothing. We always have focused on the member-consumers. As the old
adage says, we stuck to our knitting. We didn’t lead the charge to reorganize and deregulate. We
have participated in the debates and kept asking what’s in this for the consumers. And we will
continue to do the same in these discussions and debates that are still ongoing.
We stuck to our cooperative business principles that are built around concern for the consumers
and their communities. It was easy for us because we also live in those communities and are
consumers as well Our planning is based, not on return on investment, but on reliability and
economic impacts on member-consumers
Yes, Big Rivers and its member-systems had a solid year in 2002, not a spectacular year, but a
very solid year in the face oi industry problems, a slowing economy and mild weather that hampered sales. Those things happen and good businesses plan for that and move on. We understand the cyclical nature of business and have organizations whose focus remains on the reason
for our existence, the member-consumer.
Deregulation is not dead and certainly change is never dead. There will be significant challenges
going forward, as there have always been But what will not change going forward are the focus
on and dedication to those we seive This has been proven time and time again to be the iormula for our successes
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A storm was brewing on the horizon of
the electric utility industry in the latter
part of 2001. It started with a lightning
strike at Enron. Reports of fraudulent
actions that may have taken place in the
company ignited a firestorm that eventually consumed Enron, a behemoth power
and gas marketing organization. As we
moved into 2002, it was soon apparent
that Enron was not an isolated incident.
The storm intensified into the “perfect
storm,” resulting in revelations of wash
trades, overstated incomes and other questionable business practices that engulfed
many of those involved in the speculative
trading side of the industry

Big Rivers’ Board of Directors
Seatedfroin left to right: L a r ~ yElder arid Bill Denton, Chair
Standing froin left to right: Lee Bearden, Joliii Myers,
.SecretaiylTreaswreel;James Sills, Vice-Chair;
and Paul Edd Butler

The storm’s power was evident as wholesale market liquidity and wholesale power prices
dropped. Its wrath was far from over. Soon dozens of credit downgrades followed, inaking life
miserable for the unregulated side of the industry that had spent profusely on new generation
projects. By the time the fire had cleared, there were left only the ashes of many powerful iionregulated companies involved in the marketing and power generation businesses Even the regulated side of the investor-owned electric utility industry had been hard hit

e rushing to embrace the new market structure being created by
result, there were no charges of misstated eariiings, questionable
other devious practices There were just electr ic cooperatives doing the

the storm very well It had margins in 2002 01 $10 1 million, down from
year in the middle of a firestorin engulfing many of the other electric
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Big Rivers is nearly four and one-half years removed from its reorganization. During that time, it has paid down its Rural Utilities
Service (RUS) debt by $256.3 million and paid the RLJS $475 8
million in total debt service. Rates are stable and $3 7 million per
year has been returned to the member-ratepayers through a revenue discount adjustment in place for more than two years
Big Rivers is owned by its three member distribution systems Jackson Purchase Energy Corporation, Paducah, Kentucky, Kenergy
Corp., Henderson, Kentucky; and Meade C,ounty RECC,
Brandenburg, Kentucky Big Rivers is headquartered in Henderson,
Kentucky. Each of its three member-systems has two representatives on Big Rivers' Board of Directors

Kell,y NucJzols
PresidenilCEO
Jackson Purchase Energy Corp

Big Rivers still owns the Robert A. Reid Plant (coal-fired and one
combustion turbine, 130 MW), the Kenneth C. Coleman Plant
(455 MW), the Robert D Green Plant (454 MW) and the D.B.
Wilson Plant (420 MW), totaling 1,459 MW of generating capacity.
In addition, it currently has the rights to another 217 MW in a
contractural arrangement with Henderson Municipal Power and
Light's (HMPQL) Station Two facility

In July 1998, Big Rivers leased the operation of its generation, and
its rights in the output of the HMPQL facility to certain LGQE
Energy Corp. affiliates (LG&E Parties) Big Rivers provides power
to its members from a power purchase agreement with LGQE
Energy Marketing (LEM), member allocations from the
Southeastern Power Administration (SEPA) and the wholesale
power market. Big Rivers owns, operates and maintains its 1,195mile transmission system and provides for transmission of power to
its member systems as well as to the LGQE Parties and other thirdparty entities served under Big Rivers' Open Access Transmission
Tariff.

Dean Stanley
PresidenilCEO
Ken e rgy Cotp

Burns Mercer
Pi csidenilCE0
Meadc Coiiiity RECC
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In 1998, Big Rivers leased the operation of its generation assets and
its rights to the output of the HMPEsL Station Two facility to the
LG&E Parties. Western Kentucky Energy (WKE) is responsible for
operating and maintaining the Big Rivers' units and WKE Station
Two Inc is responsible for operating and maintaining the HMPQL
Station Two units

David Spainlioward
The LGQE Parties continued working to meet nitrous oxide (NOx)
VP 01Contract
emissions limits on Big Rivers and the Station Two units. Selective
Administration G
catalytic reduction units (SCRs) will be placed on HMPEsL. Station
Regulatory Affairs
Two's two units and the Big- Rivers' Wilson unit. Other methods of
reducing NOx emissions are being utilized on the other plants. It's anticipated that $143.6 million will be spent. to bring Big Rivers' and the Station Two units into compliance by May 2004,
of which Big Rivers' share is $26.2 million. The SC,R and other compliance modifications at
Wilson are nearly complete. Structural erection of the SCR at Station Two is scheduled to begin
early 2003. All NOx projects are on schedule to meet the May 2004 compliance date.
During the year, Big Rivers completed its second thorough analysis of the condition of its
owned and leased electric generating plants. Big Rivers has communicated the results of the
analysis to the L.G&E Parties.
On September 19, 2000, WKE received a request for information pursuant to Section 114 of
the Clean Air Act relating to construction projects and operational changes that have occurred
at Big Rivers' Coleman Station, Reid Station and Wilson Station since 1978. The information
request is part of a national investigative effort by the federal Environmental Protection Agency
(EPA) regarding utility compliance with New Source Review (NSR) Requirements under the
Clean Air Act. Although the request was directed to WKE,, Big Rivers cooperated with WKE in
preparing a response. Big Rivers has had no further correspondence with the EPA since information was provided.
In 2002, President Bush directed the EPA to revisit and propose rule changes to those sections
of the Clean Air Act pertaining to NSR. Big Rivers, in conjunction with the National Rural
Electric C,ooperative Association (NRE,CA) and the National Rural Environmental Association
(NREEA), is monitoring the proposed rule changes as they develop.
Also during 2002, President. Bush announced the administration's Clear Sky Initiative as a form
of multi-pollut.ants bill to address potential reductions in mercury emissions, and furt.her reductions in sulfur dioxide and NOx emissions in the United States. Big Rivers, in conjunction with
NRECA and NREEA, is monitoring the proposed rule changes as they develop.
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During 200 1, Kentucky’s governor established an Energy Policy Advisory Board t
develop a coordinated statewide energy policy The advisory board was directed t
opportunities for Kenlucky in managing its future energy requirements Throug
Rivers participated on various subcommittees and attended meetings of the boar
the study of the energy markets and in creating statewide energy policy. In Decem
Kentucky Energy Policy Advisory Board issued an interim report to the governor.
Big Rivers continues to monitor the development of the Midwest Independent System Operator
(MISO) and the Tennessee Valley Authority (TVA) Public Power Transmission Grid The company would incur additional costs from menibership in a regional transmission organization
(RTO) or RTO look-alike without corresponding benefits As a cooperative, Big Rivers is concerned about incurring the additional costs of RTO
Terminology Reference Guide
membership without having the ability to provide an
offsetting economic benefit to its members
AC,ES Power Marketing LLC,
APM
National Rural Utilities Cooperative
Finance Corporation
Environmental Protection Agency
EPA
Federal Energy Regiilatory (lommission
FEIIC
Generation & Transmission Cooperative
GdrT
HMPdrL Henderson Municipal Power & Light
Integrated Resoui-(:e Plan
IRP
Kentucky Public Service C,oniniissioii
IZPSC
LG&E Energy Marlteting, Inc
LEM
LG&E
Parties LG&E Eiiei-g Coi p , LEM, WlG,
Station ? i o Inc
MISO
Midwest Independent Systeiii OperatoiNRECA National Ruial Electric Cooperative
Association
NRFEA National Rui al Flectric Environmental
Association
NOPR Notice of Proposed Rulemalting
NOx
Oxides of Nitrogen N O 6s NO2
NSR
New Source Review
RTO
Regional Transmission Organizations
RIJS
Rural Utilities Service
SCR
Selective Catalytic Reduction Units
SEPA
Southeastern Power Adininisti-ation
SMD
Standard Market Design
TVA
Tennessee Valley Authority
WKE
Western IZentucky Energy

CFC

The Federal Energy Regulatory Cornmission (FERC)
issued a Notice of Proposed Rulemaking (NOPR) on
July 31, 2002, regarding Standard Electricity Market
Design (SMD) Big Rivers has followed the events,
participated in conferences, and submitted comments
regarding this SMD NOPR. As a non-public entity, Big
Rivers desires that the FERC‘s reciprocity requirement
for cooperatives be reasonable Additionally, Rig
Rivers wants to avoid any adverse financial impacts
on it and its members that may result from adoption
of a SMD rule

The 2002 session of the General Assembly passed,
and the governor signed into law, Senate Bill 257.
The bill predominantly related to the siting of electric
generation and transmission facilities in Kentucky. In
addition to the siting provision, the bill provided a
change to KRS Chapter 278 relating to service emergencies experienced on the transmission systems of
jurisdictional electric utilities. The new law essentially
requires jurisdictional utilities lo operate their transmission facilities so that retail electric service to
Kentucky customers has the highest priority during a
transmission emergency. To comply with this law, Big
Rivers revised its tariffs On February 6, 2003, the Kentucky Public Service Commission (KPSC)
approved Big Rivers’ revised tariffs
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Continued growth of member-system loads provided the impetus for a
busy year in system operations Big Rvers’ 1,195- nile transmission system is operated and maintained primarily to deliver power to its members Available transmission capacity is sold through the Open Access
Same Time Information Systems to third parties for moving power into,
out of or through the Big Rivers’ control area.
In 2002, the System Operations and Engmeering Department designed
and installed 12 miles of 69 kV transmission line to connect new or
Travis Housley
increased capacity for member deliveiy point substations. The Bryan
VP of System Operations
Road Substation 161-69 kV expansion was designed and installed. A
second transformer was added to the Meade County 161-69kV; along with abank of 69 1 V capacitors for purposes of general reliability improvement and voltage support. Also completed in 2002
were the planning and development of a Transmission System Long-Range Plan and an accompanying three-year work plan.
Other e n p e e r i n g and construction work included replacing three remote teminal units for the
energy management system and one power line carrier installation. Radio-controlled switches were
installed at two locations Big Ivers’ planners worked on six interconnection studies for independent
power producers or neighboring system interconnections. Work on three of these studies was completed, with the other three carried into 2003 with limited activity.
Big Rivers also worked to inonitor and evaluate the MISO activities and participated in discussions
concerning a possible public power RTO. Thus far, Big Rivers has chosen noL to join a RTO until it is
clear of the benefits to the member systems. Along these lines, Big Rvers also participated in the
ongoing discussions of the FERCs NOPR for a SMD.Comments were filed with the FERC on this
NOPR and Big Rivers continues to monitor these fluid topics. In 2002, TVA became the security
coordinator for Big Ivers’ transmission system, replacing the East Central Area Reliability Council
efforts that were being phased out in 2002.
In routine maintenance, testing and repair, 2,235 poles were inspected and treated. Some 73 poles
found to be bad were changed OUI. Testing was completed on 12s revenue meters Also tested were
1,298 protective relays, 39 power transformers and 37 circuit breakers There were 15 circuit breakers that were overhauled
Other maintenance activity included the replacement of four switches and the Wilson generator disconnect swilches Big Rivers also moved 161 kV breakers to Meade County and Bryan Road substations.
Big Rvers continued a gradual downsizing of the department through natural attrition and chose not
to replace two employees who left the organization during 2002
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The chaotic electric utility industry of 2002 certainly made for
interesting times for Big Rivers' Power Supply Department. Strong
growth in the sales to rural customers of the Big Rivers' membersystems helped to offset reduced sales to large industrial customers
and non-members The increase in rural sales was nearly 6 percent
from 2.001 million MWh in 2001 to 2 115 million MWh in 2002.
Power supply for the member-systems comes from three sources.
Bill Blacltbuvii
the Purchase Power Agreement with LEM, SEPA allocations to the
VP
of Power Supply
member systems and wholesale market purchases To the extent
that native load does not need all of the contractually available power, it is sold to non-members at market prices. Margins from sales to non-members were down in 2002 compared to
2001 because wholesale power market prices were down due to extra capacity in the market
and lower sales from a slowing economy.
For the third straight year, Big Rivers did not hit a new peak demand This was partly due to no
extreme weather and to the installation of approximately 50 MW of cogeneration in mid-2001
by Willamette Industries (now Weyerhaeuser) This transaction freed up 50 MW of power Big
Rivers can use to meet future growth needs
Also, in September 2002, Big Rivers changed its power market interface partner from Reliant
Energy Services to ACES Power Marketing LLC (APM) In December, Big Rivers joined APM as
a member, becoming a part owner of the organization with 11 other generation and iransmission cooperatives in eight states
Big Rivers continues to work with its members in meeting power supply requirements and various supply options for new and expanding economic development opportunities In addition, it
filed a new integrated resource plan (IRP), in November 2002 with the KPSC. The KPSC, has
yet to act on the proposed IRP
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Providing our member-owners quality customer service is an ongoing priority for Big Rivers and its member-systems. To measure
the effectiveness of our effort.5,Big Rivers’ member-systems participated in the 2002 American Consumer Satisfaction Index, which is
a national system managed by the University of Michigan Business
School designed to track and measure consumer satisfaction. Big
Rivers’ member-systems recorded an average customer satisfaction
score of 84, which is 11 points higher than the average score (73)
Richard Beck
of the nation’s 28 largest investor-owned utilities. In addition, Big
VP of Marketing
Rivers’ member-systems scored two points higher than the average
(82) of all Touchstone Energy cooperatives participating in the study We are very proud of our
ACSI results, which represent the product of our commitment to provide quality service to our
member distribution systems and ultimately the end consumer.

To consistently deliver quality customer service, Big Rivers and its member-systems must have a
clear understanding of the changing needs and expectations of our member-owners As a result,
our customer attitude and opinion surveys were expanded during 2002 to incorporate a much
broader scope of industry-related topics The feedback we receive enables us to refine our marketing strategies and to design programs that represent real value to our customers and effectively address their evolving needs
As the demographic mix of our member-owners continues to change, our surveys indicate
fewer end consumers are awaie of the numerous benefits associated with the cooperative business model. As a result, during 2002 we initiated development of a cornniunications strategy to
re-emphasize the unique benefits that set cooperatives apart from other utility companies, e g.,
member-owned, not-for-profit, ability to vote on board membership, etc Increased knowledge
and understanding of the cooperative business model will enable our member-owners to make
informed decisions should retail competition be permitted in Kentucky
Big Rivers and its distribution systems remained active ineinbers in Touchstone Energy@during
2002 and continue to participate in Touchstone’s co-branding advertising strategy. Touchstone
Energy is a national alliance of local, consumer-owned electric cooperatives committed to providing high standards of service through integrity, accountabili(.y,innovation and commitment
to their coinniunities. As we continued LO incorporate Touchstone E,nergy into our communications mix, end consumer awareness of Touchstone Energy increased four percentage points d m ing 2002. Also, to maximize the effectiveness of our resources allocated to Touchstone E,nergy,
Big Rivers leveraged strategic relationships wiLh other G&Ts to co-share Touchstone Energy
advertising costs whenever possible.
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Careful fiscal management continues to be the central theme for Big
Rivers. For the fourth straight year, Big Rivers demonstrated solid
financial performance in 2002 with a net margin of $10.1 million,
compared to 816.8 million in 2001 (as restated - see Note 1 to
financial statements), a decrease of $6.7 million. For the four-year
period ended December 31, 2002, Big Rivers generated a net margin
of $41.3 million, establishing a positive trend. The more significant
components of the margin variance experienced in 2002 were t.he
full-year impact of Weyerhaeuser's (formerly Willamette) cogeneraMark Hite
tion facility that became operational July 2001 ($1.9 million), the
VP of Finance G
significant det.erioration of (.he off-system power sales market price
Administrative Services
($8.3million) and the decrease in L G W Parties' lease revenue
resulting from the amortization to revenue of WKE's funding of capital expenditures ($2.6 million) Off-setting this, the return to more normal weather resulted in member rural MWh sales
increasing 5.7 percent in 2002 ($15 million), interest expense less interest income decreasing
6.1 percent due to voluntary prepayments on long-term debt and historically low rates on the
pollution control bonds ($3.4 million).
Most certainly, 2002 was yet another good year of financial performance for Big Rivers Perhaps
this is best illustrated by the selected historical financial information presented in the table
below. As shown in the other accompanying charts, Big Rivers sold 3 2 million MWh to its
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three member distribution cooperatives at an average rate of $33 97 per MWh, compaied to
$33.44 in 2001, $35.38 for rural sales and $31 22 for large industrial sales. These member
rates are among the lowest of all G&T cooperatives in the nation Additionally, one million
MWh of other sales were made at market prices, which averaged $29.09 per MWh, compared
to $34.43 in 2001.
The 3.4 percent member rate discount, implemented in September 2000 in connection the saleleaseback transaction completed April 2000, continues its efiect. It is anticipated that this member rate discount, which approximates Big Rivers’ projected NOx compliance cost, will continue
until needed for
such purpose.
Absent that, the
continuation of
which is determined on an
annual basis,
management has
no plans to
increase member
rates for several
years. The current
member rates,
which have both a
demand and energy component,

ig Rivers is long on capacity on peak, with availability in excess of
MW in 2002. As previously inentioned, this “excess” is being sold

eased $50 5 million to $992 1 million during 2002 ($79 1 million net
illion depreciation), the majority of such additions being funded by WKE
provisions of the LG&E transaction. In return for WKE’s funding of its
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Currently, Big Rivers projects this residual value payment obligation to be $143 3 million on
December 31, 2023. While Big Rivers has been funding its share of capital expenditures out of
cash flow, as required, and ioresees the ability to do so prospectively, during 2003 management
plans to seek creditor approval of the ability to borrow for certain transmission and general
plant capital projects. Big River plans to borrow only when prudent to do so.
Big Rivers has in place a $lS million line of credit through the National Rural Utilities
Cooperative Finance Corporation (CFC) for short-term working capilal needs. Also, Big Rivers
has a related and underlying CFC $15 million master letter ol credit facility for the purpose oi
supporting its off-system power sales. Although neither has yet been utilized, management
views both as prudent business necessities. As both terminate on July l S , 2003, management
currently is seeking the necessary approvals to extend them on similar terms.
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Big Rivers has long provided certain information systems services to its three membevsystems. In 2002, an enhanced technology “road map” was ci-eater1 with the members a i d a
common geographic information system is being installed Big Rivers also continues 10 pursue
e-commerce for the member systems, planning to offer electronic bill presentation and payment during 2003. Currently, member-consumers can access billing data via the Internet on
the member-systems’ Web pages
The Company is also in the process of replacing its outdated energy management system,
including establishing a new off-site alternate system for it and the member-systems, a result
of the events of September 11, 2001
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INDEPENDENT AUDITORS’ REPORT
To the Board ofDirectors of
Big Rivers Electric Corporation:
We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the “Company”) as
of December 31,2002 and 2001, and the related statements of operations, equities (deficit) and cash flows
for the years then ended. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits. The
statements of operations, equities (deficit) and cash flows for the year ended December 3 1,2000, were
audited by other auditors who havc ceased operations. Those auditors expressed an unqualified opinion
on those statements in their report dated March 23,2001.
We conducted our audits in accordance with auditing standards generally accepted in the lJnited States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the [Jnited States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the 2002 and 200 1 financial statements referred to above present fairly, in all material
respects, the financial position of the Company as of December 3 1,2002 and 2001, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the IJnited States of America.

In accordance with Governmerit Auditing Standards, we have also issued a report dated February 26,
2003, on our consideration of the Company’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Governnzent Auditiizg Standards and should be read in
conjunction with this report in considering the results of our audit.
As discussed in Note 13, the accompanying 2001 financial statements have been restated.

&
J
Indianapolis, Tndiana
February 26,2003

Llf

2002

2001
(As Restated,
see Note 13)

$ 922,135

$ 871,637

163,254
8,702

158,014
6,812

20,06 1
14,720
574
176
35,531
-

59,209
19,580
550
47 1
79,8 10

34,910
_-

33,919

$1,164,532

$1,150,192

$ (319,013)

$ (328,685)

1,085,500
152,747
1,140
-___
920,374

1,094,214
147,286
1,491
914,306

1 1,254
11
7,638
7,630
3,494
10,866
40,893

27,157
38,388
7,460
5,108
3,377
11,515
93,005

33,416
67,726
97,444
4,679
203,265

27,275
70,470
40,838
4,298
142.881

er deposits and investments, at cost

ounts rcccivablc
erials and supplies inventory
Total current assets
Deferred charges and other

bligations related to long-term lease
ther long-term obligations
Total capitalization
rent maturities of long-term obligations
untary prepayment of long-term debt

Total current liabilities
cfcrrcd crcdits and othcr:
eferred lease revenue
eferred gain on sale-leaseback
esidual value payment obligation
Total deferred credits and other

-

$1,164,532
e notes to financial statements.

$1,150,192

2002

2001
(As Restated,

see Note 13)

$146,548
5 1.094

$155,488
53,672

Total operating revenue

197,642

209,160

Operating expenses:
Operations:
Power purchased and interchanged
Transmission and othcr
Maintenance
Depreciation

85,722
14,669
3,100
27,745

88,570
14,151
2,439
27,449

Total operating expenses

131,236

132,609

Electric operating margins

66,406

76,55 1

Interest expense and other:
Interest
Interest on obligations related to long-term lease
Other, net

S9,80 1
8,003
147

66,508
7,679
101

67.95 1

74,288

Operating margin

(1,545)

2,263

Non-operating margin:
Interest income on restricted investments under
long-term lease
Interest income and other
Total non-operating margin

10,527
1,073
1 1,600

10,187
4,346
14.533

10,055

3! 16.796

Power contracts revenue
Lease revenue

Total interest expense and other

Net margin

See notes to financial statements.

$

BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2002,2001 AND 2000 (Dollars in Thousands)
2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash provided by
(used in) operating activities:
Depreciation and amortization
Increase in restricted investments under long-tenn lease
Amortization of deferred gain on sale-leaseback
Increase in RUS ARVP Note
Increase in New RlJS Promissory Note
Increase in obligations under
lease
Changes in certain assets and
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Defcrrcd chargcs
Other long-term obligations
Purchased power payable
Accounts payable
Accrued expenses
DefeiTed lease revenue
Other, net
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in held-to-maturity securities
Restricted investments under long-term lease
Proceeds from maturity of investments
Capital expenditures, net
Other deposits and iiivestinents
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from sale-leaseback
Costs of bond refunding
Principal payments on long-tcrm obligations
Proceeds from LEM Advances
Net cash provided by (used in) financing activities
Net incrcasc (dccrcasc) in cash and cash cquivalcnts

$ 10,055

2001
(As Restated,
see Note 13)
$

16,796

2000

$

10,383

28,500
(4,307)
(2,706)
4,074
17,574
4,505

3 I ,627
(7,060)
(1,874)
3,948

4,860
(24)
295
(2,604)
(351)
178
2,522
(53 1)
6,141

2,208
76
(66)
1,395
(352)
(6,184)
(3,551)
(10,295)
6,385
(1,920)

(8,125)
80
316
(1,469)
(695)
6,647
3,813
18,805
(9,933)
(4,219)

52,086

52.132

49,428

34,003
513

(34,003)
(146,647)
8,000
(1 1,112)
894

21,536

(182.868)

29,357
(5,240)
(2,744)
4,298
5,461

(2 1,700)
( I ,890)
(23.590)

7,184

(1 3,040)

211,169
(67,644)

(3,300)
(41,593)

(72,690)
11,321

--

(67,644)

(44,893)

(39.148)

28.775

16.360

30.434

14,074

Cash and cash equivalents, beginning of year

- 59.209

Cash and cash equivalents, end of year

_$ _20,061
_ _ _ _ _ _$ _59.209
___

$

30,434

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest

$ 55.634
$ 54,470
-

$

49.035

$
$ 3,319
-

$

-

Cash paid for taxes
See notes to financial statements.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31,2002,2001 AND 2000 (Dollars in Thousands)
ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Zitformation-Big Rivers Electric Corporation (“Big Rivers” or the “Company”), an
electric generation and transmission cooperative, supplies the power needs of its three member
distribution cooperatives, excluding the power needs of two large aluminum smelters (the
“Aluminum Smelters”), Kenergy Corp, Jackson Purchase Energy Corporation and Meade County
RECC, and markets power to non-member utilities and power marketers. The members provide
electric power and energy to industrial, residential and commercial customers located in portions of
22 western Kentucky counties. Big Rivers has wholesale power contracts with each of its members
which require the members to buy and receive from Big Rivers all power and energy requirements,
other than for the Aluminum Smelters. The wholesale power contracts with the members extend to
January 1,2023. Rates to Big Rivers’ members are established by the Kentucky Public Service
Commission (“WSC”) and are subject to approval by the Rural Utilities Service (“RUS”).
In 1999, Big Rivers Leasing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of
Big Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the
2000 sale-leaseback transaction discussed in Note 4.
Principles of ConsoZidation---The financial statements of Big Rivers include the accounts of Big
Rivers and its wholly-owned subsidiary, BRLC. All significant intercompany transactions have
been eliminated.
Use ofEstiinates-The preparation of the financial statements in conformity with accounting
principles generally accepted in the IJnited States requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses and
disclosure of contingent assets and liabilities. The estimates and assumptions used in the
accompanying financial statements are based upon management’s evaluation of the relevant facts
and circumstances as of the date of the financial statements. Actual results may differ from those
estirnates.
System of Accounts-Big Rivers’ accrual basis accounting policies follow the Uniform System of
Accounts as prescribed by the RlJS Bulletin 1767B-1, as adopted by the KPSC. The regulatory
agencies retain authority and periodically issue orders on various accounting and ratemaking
matters.
Revenue Recognition- Revenues generated from the Company’s wholesale power contracts are
based on month-end meter readings and are recognized as earned. In accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 13, “Accounting for Leases”, Big Rivers’ revenue
from the Lease Agreement (described in Note 2) is recognized on a straight-line basis over the term
of the lease. The major components of this lease revenue include the annual lease payments and the
Monthly Margin Payments (described in Note 2).

In conjunction with the Lease Agreement, Big Rivers expects to realize the following minimum
lease revenue for the years ending December 3 1:
Year

2003
2004
2005
2006
2007
Thereafter

Amount

$ 52,332

52,332
52,332
52,332
52,332
619,199
9;880.859

Utility Plartt and Depreciation-TJtility plant i s recorded at original cost, which includes the cost of
contracted services, materials, labor, overhead and an allowance for borrowed funds used during
Construction. Replacements of depreciable property units, except minor replacements, are charged
to utility plant.
Allowance for borrowed funds used during construction is included on projects with an estimated
total cost of $250 or more before consideration of such allowance. The interest capitalized is
determined by applying the effective rate of Big Rivers’ weighted-average debt to the accumulated
expenditures for qualifying projects included in construction in progress.
In accordance with the terms of the Lease Agreement, the Company records capital additions for
Incremental Capital Costs and Non-incremental Capital Costs expenditures funded by LG&E
Energy Corporation as utility plant, to which the Company maintains title. A corresponding
obligation to I,G&E Energy Corporation is recorded for the estimated portion of these additions
attributable to the Residual Value Payment (see Note 2). Any differences in such amounts are
amortized to lease revenue over the remaining lease term. As of December 3 1,2002 and 200 1, the
Company has recorded $74,405 and $34,530, respectively, for such additions in utility plant. The
Company has recorded $(329), $2,13 1 (as restated, see Note 13), and $1,429 in 2002,2001, and
2000, respectively, as related lease revenue (expense) in the accompanying financial statements.
Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RIJS and KPSC. The annual composite depreciation
rates used to compute depreciation expense were as follows:
Electric plant-leased
Transmission plant
General plant

1.60 - 2.47%
1.76 - 3.24%
1.1 1 - 5.62%

For 2002,2001 and 2000, the average composite depreciation rates were 1.72%, 1.75% and 1.77%,
respectively. At the time plant is disposed of, the original cost plus cost of removal less salvage
value of such plant is charged to accumulated depreciation, as required by the RUS.
Restricted Znvestinents-Investents are restricted under contractual provisions related to the saleleaseback transaction discussed in Note 4. These investments have been classified as held-tomaturity and are carried at amortized cost.

Cask and Cash Equivalents-Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.

Iizcoine Taxes-As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage
allocations to members from taxable income. Income and expenses related to non-member
operations are taxable to Big Rivers. Big Rivers and BRLC file consolidated Federal and Big Rivers
files a separate Kentucky incornc tax return.
Patronage Capital-As provided in the bylaws, Big Rivers accounts for each year’s patronagesourced income, both operating and non-operating, on a patronage basis. Notwithstanding any other
provision of the bylaws, the amount to be allocated as patronage capital for a given year shall be not
less than the greater of regular taxable patronage-sourced income or alternative minimum taxable
patronage-sourced income. In accordance with the bankruptcy plan, all patronage capital claims
were extinguished and discharged on July 1.5, 1998. During 2002 and 2001, the Company made a
patronage allocation of $1 8,722 and $285,573, respectively, to its three member distribution
cooperatives based on alternative minimum taxable patronage-sourced income in accordance with
its bylaws. In 2003, the Company anticipates a patronage allocation to its members based on such
calculations for tax year 2002 of approximately $16,654.

New Accourztirtg PronourzceineiitS~ASN o 133, “Accounting for Derivative Instruments and
Hedging Activities”, was effective for the Company on January 1,2001. This statement, as
amended by SFAS No. 138, “Accounting for Certain Derivative Tnstruments and Certain Hedging
Activities”, and interpreted, establishes accounting and reporting standards for derivative
instruments and for hedging activities. It requires that an entity recognize all derivatives as either
assets or liabilities in the Statement of financial condition and measure those instruments at fair
value. Management has reviewed the requirements of SFAS 133, as amended and interpreted, and
has determined that all contracts meeting the definition of a derivative also qualify for the normal
purchases and sales exception under SFAS 133 and, therefore, are not required to be recognized at
fair value in the financial statements.
In July 2001, thc Financial Accounting Standards Board (“FASB”) issucd SFAS No. 143,
“Accounting for Asset Retirement Obligations”. SFAS No. 143 addresses financial accounting and
reporting for obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs. It requires the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value
can be made. The associated asset retirement costs are capitalized as part of the carrying amount of
the long-lived asset. This statement is effective for fiscal years beginning after June 15,2002.
Management does not expect the adoption of SFAS No. 143 to have a significant impact on its
financial position or results of operations.
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” was issued in
August 200 1 and addresses accouiiting for and reporting of the impairment or disposal of long-lived
assets. SFAS No. 144 is effective for fiscal years beginning after December 3 1,2001. The adoption
of SFAS No. 144 did not have a significant impact on the Company’s financial position or results of
operations.

Reclassifc~tioizs-Certain amounts in the prior years’ financial statements have been reclassified to
conform with current year presentation.
LG&E LEASE AGREEMENT

On July 1.5, 1998, a lease was consummated (“Lease Agreement”), whereby Big Rivers leased its
generating facilities to Western Kentucky Energy Corporation (“WKEC’)),a wholly-owned
subsidiary of LG&E Energy Corporation. Pursuant to the Lease Agreement, WKEC operates the
generating facilities and maintains title to all energy produced. Throughout the lease term, in order
for Big Rivers to fulfill its obligation to supply power to its members, the Company purchases
substantially all of its power requirements from LG&E Energy Marketing Corporation (“LEM’), a
wholly-owned subsidiary of LG&E Energy Corporation, pursuant to a power purchase agreement.

1.

WKEC leases and opcratcs Big Rivcrs’ generation facilitics through 2023.

11.

Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term.

111.

WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to
certain adjustments.

IV.

On the Effective Date, Big Rivers received $69,100 representing certain closing payments
and the Grst two years of the annual lease payments. In accordance with SFAS No. 13,
“Accounting for Leases,” the Company amortizes these payments to revenue on a straightline basis over the life of the lease.

V.

Big Rivers continues to provide power for its members, excluding the member loads serving
the Aluminum Smelters, through its power purchase agreements with LEM and the
Southeastern Power Administration, based on a pre-determined maximum capacity. When
economically feasible, the Company also obtains the power necessary to supply its member
loads, cxcluding thc Aluminum Smcltcrs, in thc opcn markct. Kcncrgy’s rctail scrvicc for thc
Aluminum Smelters is served by LEM and other third-party providers that may include Big
Rivers. To the extent the power purchased from LEM does not reach pre-determined
minimums, the Company is required to pay certain penalties. Also, to the extent additional
power is available to Big Rivers under the LEM contract, Big Rivers may sell to nonmembers.

VI.

From 2003 through 201 1, LEM will reimburse Big Rivers approximately $145,062 for the
margins expected from the Aluminum Smelters, being defined as the net cash flows that Big
Rivers anticipated receiving over the term of the Lease Agreement if the Company had
continued to serve the Aluminum Smelters’ load, as filed in the Rate Hearing, as defined, (the
“Monthly Margin Payments”).

VII. WKEC is rcsponsiblc for the operating costs of the gcncration facilities; howcvcr, Big Rivcrs
is partially responsible for ordinary capital expenditures (“Non-incremental Capital Costs”)
for the generation facilities over the term of the L,ease Agreement, up to predetermined
annual maximum amounts. This cumulative maximum is not expected to exceed $148,000
over the Lease Agreement. A1 the end of the lease term, Big Rivers is obligated to fund a
“Residual Value Payment” to LG&E Energy Corporation for such capital additions during
the lease, currently estimated to be $125,838 (see Note 1). Adjustments to the Residual
Value Payment will be made based upon actual capital expenditures. Additionally, WKEC
will make required capital improvements to the facilities to coinply with a new law or a
change to existing law (“Incremental Capital Costs”) over the lease life and the Company
will be required to submit another Rcsidual Value Payment to L,G&E Energy Corporation for
thc undcprcciatcd valuc of WKEC’s 80% sharc of thcsc asscts, as dcfincd, at thc cnd of thc
lease, currently estimated to be $17,433. The Company will have title to these assets during
the lease and upon lease termination.

VIII. Big Rivers entered into a note payable with LEM for $19,676 (the “LEM Settlement Note”)
to be repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect lo
power to be supplied to the Aluminum Smelters and the increased responsibility for financing
capital improvements. The Company recorded this obligation as a component of deferred
charges with the related payable recorded as long-term debt in the accompanying balance
sheets. This deferred charge is being amortized on a straight-line basis over the lease term.

1X.

On the Effective Date, Big Rivers paid a non-refundable marketing payment of $5,933 to
LEM, which has been recorded as a component of deferred charges. This amount is being
amortized on a straight-line basis over the lease term.

X.

During the lease term, Rig Rivers will be entitled to certain “billing credits” against amounts
the Company owes LEM under the power purchase agreement. Each month during the first
55 months of the lease term, Big Rivers receives a credit of $89. For the year 201 1, Big
Rivers will receive a credit of $2,611 and for the years 2012 through 2023, the Company will
receive a credit of $4,111 annually.

In accordance with the power purchase agreement with LEM, the Company is allowed to purchase
power in the open market rather than from L,EM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
jurisdictional load) in the open market (collectively referred to as “Arbitrage”). Pursuant to the New
RUS Promissory Note and the RUS ARVP Note, thc bencfit, nct of tax, derived from Arbitrage must
be divided as follows: one-third, adjusted for member sales volume and capital expenditures, will be
used to make principal payments on the New RTJS Proinissory Note; one-third will be used to make
principal payments on the RTJS ARVP Note; and the remaining value may be retained by the
Company.
Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement.

UTILITY PLANT
The following suinniarizes utility plant at December 3 1:
2002

Classified plant in service:
Electric plant - leased
Transmission plant
General plant
Other
Less accumulated depreciation
Construction in progress
Utility plant, net

$1,438,710
203,677
1 1,735
67
1,654,189
734,076
920,113
2,022
$ 922,135

2001
(As Restated,
see Note 13)

S 1,369,371

200,425
1 1,240
67
1,581,103
71 1,935
869,168
2,469
$ 871,637

Interest capitalized for the years ended December 3 1,2002,2001 and 2000, was not significant to the
financial statements.

4. SALE-LEASEBACK
On April 18,2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future
contractual interest receipts, will be fully funded.
This transaction has been recorded as a financing for financial reporting purposes and a sale for
Federal income tax purposes. In connection therewith, Big Rivers received $866,676 of proceeds and
incurred $791,626 of' related obligalions. Pursuant to a payment undertaking agreement with a
financial institution, Big Rivers effectively extinguished $656,029 of these obligations with an
equivalent portion of the proceeds. The Company also purchased two investments totaling $146,647
to fund the remaining $135,597 of the obligations. These amounts are reflected as restricted
investments under long-term lease and obligations related to long-term lease in the accompanying
balancc sheets. Interest received and paid will be recorded to these accounts over the life of the lease.
Currently, the Company is paying 7.57% interest on its obligations related to long-term lease and
receiving 6.89% on its related investments. The Company made a $64,000 principal payment on the
New RIJS Promissory Note with the remaining proceeds. The $75,050 gain was deferred and will be
amortized over the respective lease terms, of which the Company recognized $2,744, $2,706, and
$1,874 in 2002,200 1, and 2000, respectively. Principal payments begin in 2009.
Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 3 1 are as follows:
2002

$163,254
152,747
67,726

Restricted investments under long-term lease
Obligations related to long-term lease
Deferred gain on sale-leaseback

2001

$158,014
147,286
70,470

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 3 1 are as follows:
Power contracts revenue (revenue discount
adjustment, see Note 6)
Interest on obligations related to long-term lease:
Tnteresl expense
Amortize gain on sale-leaseback
Net interest on obligations related
to long-term lease
Interest income on restricted investments under
long-term lease

2002

2001

2000

$ (3,680)

$ (3,680)

$ (1,227)

$10,747
(2,744)

$10,385
(2,706)

$ 7,291

$ 8,003

$ 7,679

$ 5,417

$ 10,527

$10,187

$ 7,168

(1,874)

Pollution Control Bonds-The County of Ohio, Kentucky, issued $83,300 of Pollution Control
Periodic Auction Rate Securities, Series 2001, the proceeds of which are supported by a promissory
note from Big Rivers, which bears the same interest rate. These bonds bear interest at a variable rate
and mature in October 2022.
The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable Rate Demand Bonds,
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears
the same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June
2013.
The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, and
both Series are supported by municipal bond insurance and surety policies issued by Ambac
Assurancc Corporation. Big Rivers has agrccd to rcimbursc Ambac Assurancc Corporation for any
payments under the municipal bond insurance policies or the surety policies.
LEMAdvances-Beginning in August 1998 (the first month after the Effective Date) and ending in
July 2000, L,EM made payments totaling $50,000 to the RIJS on behalf of the Company. The
Company is now making monthly payments which will ultimately total $60,000 to LEM through
July 2003. The payments made by LEM to the RIJS were applied to the New RUS Promissory
Note. The Company is recognizing interest expense over the five-year life of the LEM Advances at
6.98% per annum.
LEM Settlement Note-On the Effective Date, Big Rivers executed the Settlement Note with LEM.
The Settlement Note requires Big Rivers to pay to LEM $19,676, plus interest at 8% per annum over
the lease term. The principal and interest payment is approximately $1,822 annually. This payment
is consideration for LEM’s assuniption of the risk related to unforeseen costs with respect to power
to be supplied to the Aluminum Smelters and the increased responsibility for financing capital
improvements.

Other Long-Term Liabilities-During 1997, Big Rivers terminated two unfavorable coal contracts.
Of the amounts settled, $6,000 was paid upon initial settlement, $351 in 2002, and $367 in 2001. At
December 3 1,2002, the Company has a remaining liability of $1,491 payable over the next six
years, of which $35 1 is included in current maturities of long-term obligations.
6.

RATE MATTERS

The rates charged to Big Rivers’ members consist of a billing demand charge per kW and an energy
charge per kWh consumed as approved by the KPSC. Thc rates include specific rate designs for its
members’ two classes of customers, the large industrial customers and the rural customers under its
jurisdiction. For the large industrial customers, the demand charge is generally based on each
customer’s maximum demand during the current month. The remaining customers billing demand
is based upoii the maximum coincident demand of each member’s delivery points. The demand and
energy charges are not subject to adjustments for increases or decreases in fuel or environmental
costs. Big Rivers’ current rates will remain in effect until changed by the KPSC.
Effective September 1,2000, the KPSC approved Big Rivers’ request for a two-year ($3,680
annually) revenue discount adjustment for its members, effectively passing the benefit of the saleleaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC approval
to extend the two-year period depends upon its planned environmental compliance costs and its
overall financial condition. On August 1,2002, the KPSC approved Big Rivers’ request for a oneyear extension of the revenue discount adjustment for its members.

Pursuant to the Lease Agreement, L,EM supplied the energy necessary to comply with the
Oglethorpe Power Corporation (“Oglethorpe Power”) contract. In turn, Big Rivers remitted the net
revenues from the contract to LEM. The Oglethorpe Power contract was for the sale of 103 MW of
power through July 3 1,2002.

In accordance with the L.ease Agreement, L,G&E Energy Corporation operates certain generating
facilities owned by the City of Henderson, Kentucky (the “City”), which were operated by Big
Rivers prior to the Effective Date, pursuant to an agreement between the City and Big Rivers. The
Company retains the obligation to provide transmission services under this agreement.

INCOME TAXES
The components of the net deferred tax assets as of December 3 1,2002 and 2001 were as follows:
2002

Deferred tax assets:
Net operating loss carryforward
Alternative minimum tax credit carryforwards
Sale-leaseback
Lease Agreement

$

Total deferred tax assets
Deferred tax liabilities:
Fixed asset basis difference
Other accruals
Total deferred tax liabilities
Net deferred tax assets (pre-valuation allowance)
Valuation allowance
Net deferred tax asset

$

2001

99,965
3,3 19
115,125
650

$ 110,388

2 19,059

225,199

(30,283)
(24)

(43,075)
(1313)

(30,307)

(43,2 13)

188,752

181,986

(1 85,433)

(1 78,667)

3,319

3,319
108,729
2,763

$

3,319

Big Rivers was fonncd as a tax-cxcmpt coopcrativc organization dcscribcd in Intcrnal Kcvcnuc
Code Section 501(c)( 12). To retain tax-exempt status under this section, at least 85% of the Big
Rivers’ receipts must be generated from transactions with the Company’s members. In 1983, sales
to non-members resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can
meet the 85% member income requirement, the Company is a taxable cooperative. Big Rivers is
also subject to Kentucky income tax.
TJnder the provisions of SFAS No. 109, “Accounting for Income Taxes,” Big Rivers is required to
record deferred tax assets and liabilities for temporary differences between amounts reported for
financial reporting purposes and amounts reported for income tax purposes. Deferred tax assets and
liabilities are determined based upon these temporary differences using enacted tax rates for the year
in which these differences are expected to reverse.
At December 3 1,2002, Big Rivers had a non-patron net operating loss carryforward of
approximately $243,818 for tax reporting purposes expiring 2004 through 2012, and an alternative
minimum tax credit Carryforward of approximately $3,3 19, which carries forward indefinitely.
Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided, in
part, based upon the fact that it is presently uncertain whether such asset will be realized. The
resulting net deferred tax asset is approximately $3,3 19 that represents the alternative minimum tax
credit carryforward, against which no allowance has been provided.

8.

POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all of the members’ requirements for
power to serve their customers, other than the Aluminum Smelters. Contract limits were established
in the Lease Agreeinelit and include minimum and maximum hourly and annual power purchase
amounts. Big Rivers cannot reduce the contract limits by more than 12 MW in any year, or by more
than a total of 72 MW over the lease term. In the event Big Rivers fails to take the minimum
requirement during any hour or year, Big Rivers is liable to LEM for a certain percentage of the
difference between the amount of power actually taken and the applicable minimum requirement.
Although Big Rivers will be required by the L,ease Agreement to purchase minimum hourly and
annual amounts of power from LEM, the lease does not prevent Big Rivers from paying the
associated penalty in certain hours to purchase lower cost power, if available, in the open market or
reselling a portion of its purchased power to a third party.

9.

PENSION PLANS

Big Rivers has non-contributory defined benefit pension plans covering substantially all employees
who meet minimum age and service requirements. The plans provide benefits based on the
participants’ years of service and the five highest consecutive years’ compensation during the last
ten years of employment. Big Rivers’ policy is to fund such plans in accordance with the
requirements of the Employee Retirement Income Security Act of 1974.
The following is an assessment of the Company’s non-contributory defined benefit pension plans at
December 3 1:
2002

2001

Projected benefit obligation
Fair value of plan assets

$ (12,699)

$ (10,410)

8.640

8,640

Funded status

$ (4.059)

$ (1.770)

Amounts recognized in the statement of financial position at December 3 1:
2002

Prepaid benefit cost
Accrued benefit liability
Intangible asset
Accumulated comprehensive loss

$ 456

2001

$!

579
(130)
-

$

449

(366)
49
383
.___
$

Net amount recognized

522

P

P

Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, were as
follows for the years ended December 3 I :

Benefit cost
Employer contribution
Benefits paid or transferred

2002

2001

2000

$735
809
426

$682
974
302

$453
43 1

Assumptions used to develop the projected benefit obligation were:
2002

Discount rates
Rates of increase in compensation levels
Expected long-term rate of return on assets

2001

2000

6.75 % 7.50 %
4.00
4.00
7.50
8.50

7.50 %
4.00
8.50

At December 3 1, 200 1,there was a change in the assuiiied form of payment used to calculate the
projected benefit obligation from a monthly benefit payable for a participant’s lifetime with 120
guaranteed payments to a lump sum payment.
At December 3 1,2002, an additional pension liability of $383 was recorded as accumulated
comprehensive loss and is reflected in the Company’s Equities (deficit).
POSTRETImMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses.
As of July I, 2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried
employees who retired prior to December 3 1, 1993, Big Rivers pays 100% of Medicare
supplemeiital costs. For salaried employees who retire after December 31, 1993, Big Rivers pays
25% plus $25 per month of the Medicare supplemental costs.
The discount rate used in computing the postretirement obligation was 7.5% for 2002 and 2001. A
health care cost trend rate of 11.0% in 2002 declining to 5.5% in 2009 was utilized.
The following is an assessment of the Company’s postretirement plan at December 3 1:

Total benefit obligation
Unfunded accrued postretirement cost

2002

2001

$ (2,859)

$ (2,573)

(3,438)

(3,345)

The components of net periodic postretirement benefit costs for the years ended December 3 1 were
as follows:

Benefit cost
Benefits paid

2002

2001

2000

$267
173

$ 159

$ 108

238

208

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon
retirement or death. To the extent an employee’s sick leave hour balance exceeds 480 hours, such
excess hours are paid at 20% of the employee’s base hourly rate at the time of retirement or death.
The accumulated obligation recorded for the postretirement sick leave benefit is $201 and $ 1 69 at
December 3 1,2002 and 2001, respectively, and the postretirement expense recorded was $32, $30
and $25 for 2002,2001 and 2000, respectively.

11. RELATED PARTIES

For the years ended December 3 1, 2002,200 1, and 2000, Big Rivers had sales to its members,
including certain sales to Kenergy for the Aluminum Smelters and Weyerhaeuser loads, of $1 16,021,
$1 15,613, and $1 18,899 respectively.
At December 31,2002 and 2001, Big Rivers had accounts receivable from its members of $1 0,866
and $12,902, respectively.
12. COMMITMENTS AND CONTINGENCIES
Big Rivers is involved in litigation arising in the normal course of business. While the results of
such litigation cannot be predicted with certainty, management, based upon advice of counsel,
believes that the final outcome will not have a material adverse effect on the financial statements.
Big Rivers is involved in an ongoing dispute with its bankruptcy examiner regarding the hourly fees
charged and the bonus sought by the examiner. The hourly fees for which the examiner is seeking
final approval have already been paid by Big Rivers and the issue is how much of those fees, if any,
should be refunded to Big Rivers. The $2,110 bonus initially awarded to the examiner by the
bankruptcy court and accrued by Big Rivers in 1998, has been reversed by the district court, but
management anticipates that the examiner will appeal further and seek reinstatement of the bonus.
If the examiner is successful in whole or in part in defending his hourly fees or having his bonus
reinstated, he may seck additional compensation for himself and his counsel for the time cxpcndcd
in doing so. While the final resolution of this matter cannot be determined, management believes
that the final outcome will not have a material adverse effect on the Company’s results of operations
or its financial position.
In 1999, the Company received a letter from WKEC claiming that Big Rivers breached warranties
and representations in the agreements among Big Rivers, WKEC, and other LG&E Energy
Corporation subsidiaries or affiliates entered into in connection with the Lease Agreement
(“Transaction Documents”). The claim was in regard to the status of Big Rivers’ compliance with a
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This helped to continue a downward trend of the average wholesale rate per megawatt
hour to
the member systems for the seventh straight year to 44
33 per MWh in 2001 including trans
mission costs

Not resting on its successes to date Big Rivers completed a refunding of the 83
3 million 1985
series of the pollution control bonds This eliminated the annual sinking fund requirement for
those bonds and accelerates the retirement of the higher cost RUS note by a like amount Present

value of this transaction is approximately 7 million
Focus on the members is also the driving force behind the four cooperatives to increase their

efforts to adopt new technology to further improve the delivery of service Thanks to Big
Rivers financial stability a consultant has been employed to assist the cooperatives in creating
a technology road map for implementing that goal This effort will also serve to increase the

options for further joint efforts to better serve the member
consumers

As mentioned in last year
s annual report significant changes continue to keep the electricity
industry in flux Big Rivers and its member cooperatives are studying many important issues
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The power of human connections began working in western Kentucky in October of 1937
when the first customer of an electric cooperative in Kentucky was energized on the lines
of Henderson Rural Electric Cooperative Corporation RECC Soon thereafter electric
power was delivering on its promise of a better life to member
customers of Meade
County RECC Green River RECC later changed to Green River Electric Corporation
and

Union

RECC
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Cooperative became the fourth member of Big
Rivers
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Today Big

Rivers

Electric

Corporation

is

known as a G
T a generation and transmis

sion cooperative and is owned by its three
member

distribution

Purchase

Big

Rivers Board of Directors

Seated in front

are

Kentucky
and

Leroy Humphrey

John Myers Secretary
Treasurer Back row
left to

Energy

Paducah

Corporation

Kenergy

Henderson

Corp

Kentucky a consolidation of Green River and
Union
Henderson

cooperatives

right William Denton Chair

and Meade

County RECC Brandenburg Kentucky Big

James Sills Vice
Chair
Lee

Jackson

systems

Rivers is headquartered in Henderson Each of

Bearden and Larry Elder

its three member systems has two representa
tives on the Big Rivers board of directors

Big Rivers owns the Reid Plant now 130 MW along with the Kenneth C Coleman Plant 455
MW the Robert D Green Plant 454 MW and the D
B Wilson Unit No 1
420 MW for a total

of 1
459 MW of generating capacity In addition it has contractural rights to two units with a net
capacity of 312 MW in an arrangement with Henderson Municipal Power and Light
s HMP
L
Station Two facility Big Rivers rights to this capacity is reduced by HMP
s load require
L
ments

In 1998 Big Rivers leased the operations of its generation and its rights to the HMP
L facility
to LG
E Energy Corp LEC and certain of its affiliates the LG
E Parties In turn Big Rivers

provides power to its members from a power purchase agreement with LG
E Energy Marketing
Inc LEM member allocations from Southeastern Power Administration SEPA and the
wholesale power market

Big Rivers owns operates and maintains its nearly mile
200 transmission system providing for
1
transmission of power requirements to its member systems as well as to the LG
E Parties and
other third
party entities served under its Open Access Transmission Tariff OATT
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Financially 2001 was one of the best years ever for Big Rivers
Margins doubled and the average price per MWh to our members
continued its downward trend But beyond the financials reported
elsewhere in this annual report day
to activities were very busy
if not frenzied Some examples
With the Governor
s moratorium

r
e

oo

b

on new power plants and the

appointment of a Kentucky Energy Policy Advisory Board to advise
him as well as ensuing regulatory activity Big Rivers staff was kept
busy on policy and legislative agendas throughout much of 2001

v

Kelly Nuckols President
CEO

Jackson Purchase EneYgy Corp

Activity was at a high level on the issue of regional transmission
organizations RTOs The Federal Energy Regulatory Commission
FERC under new leadership stepped up its agenda on RTOs and
seemed to move from a voluntary membership stance to a more
mandatory bias Big Rivers continues to consider its options in
addressing which regional transmission organization it will likely
join and the impacts on its current member systems and their con
sumers

i

Big Rivers completed a complex transaction with Kenergy Corp for
backup power for an industrial customer that installed nearly 50 MW
of co
generation capacity the effect of which opened up 50 MW of
capacity to Big Rivers for member growth needs
Dean Stanley President
CEO
1

i

Kenergy Corp

In late 2000 Big Rivers its board and the member systems created
a strategic initiative targeting the three areas of deregulation and
energy policy power supply and transmission As can be seen in this
annual report Big Rivers was heavily involved in all three areas
monitoring and participating in discussions that will have an impact
on the future of the electric utility industry

F ii

The approach to all three of these areas is to focus on the impact to
human connections those

people at the end of the line Big
Rivers is not a stock
held company but its stakeholders are its mem
ber systems and their member consumers Thus as developments
our

come forward in the three strategic areas they are weighed as to their
CEO
impact on the end consumers We believe this focus will bring us to Burns Mercer President
Meade
County
RECC
the answers needed to move forward in the rapidly changing electric
industry
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Contract Administr
ion acnd

Regulator Affacirs

Because of extensive activities surrounding the contracts with Western
Kentucky Energy Corp WKEC and other LG
E Parties relating to Big
Rivers lease of the operation of its plants as well as many other con
tractual relationships special emphasis is placed on contract administra
tion and regulatory affairs
During 2001 Big Rivers continued working with WKEC to comply with
new government standards regarding nitrous oxides NOx that involves
selective catalytic reduction units being placed on both units at
Henderson Station Two and the Wilson unit

of

reducing

NOx emissions will be utilized

Other additional methods
on

the other

plants

The

E Parties and Bi g Rivers will
LG

s P end over 143 million to brin g Bi
g
Rivers and the Station Two units into compliance by May 2004 During

the year Big Rivers completed a thorough analysis of the condition of its
owned and leased electric generating plants This is the first thorough

David Spainhoward

VP of Contract Admin
Reg Affairs

analysis performed since the LG
E Parties began operating the units in 1998
On September 19 2000 V
KEC received a request for information pursuant to Section 114 of the
Clean Air Act relating to construction projects and operational changes which have occurred at Big
Rivers Coleman Station Reid Station and Wilson Station since 1978 The information request is part
of a national investigative effort by the Environmental Protection Agency EPA regarding utility com
pliance

with

new

source

review

under the Clean Air Act

requirements

Although the request was

directed to WKEC Big Rivers is cooperating with WKEC in addressing this information request Big
Rivers has had no further correspondence with the EPA since the information was provided
Energy policy has become an important topic in Kentucky During 2001 Governor Paul Patton estab
lished an Energy Policy Advisory Board to plan and develop a coordinated statewide energy policy
The advisory board has identified opportunities for Kentucky in managing its future energy require
ments It has provided a forum for state agencies to raise and discuss energy use energy demand ener
gy prices and environmental impacts of energy etc

During 2001 the Energy Board advised the Governor on generation siting environmental issues and
a

moratorium

on

electric

generation permits

Concern

over

NOx credits is

a

hot

There have

topic

been two bills concerning NOx credits introduced since the General Assembly convened on January 8
2002 Big Rivers also is closely following siting bills introduced in the legislature two of which were
filed during 2001
pre

If Kentucky is to see an increase in construction of power plants more transmission lines will have to
be built The Kentucky Public Service Commission KPSC initiated Administrative Case 387 to

ensure that Kentucky continues to have adequate electric generation and reliable transmission at a rea
sonable cost to meet its future needs During 2001 public hearings were held briefs filed and the
KPSC issued a 93
page Order On December 20 2001 the KPSC ordered Big Rivers and the other
five major jurisdictional utilities in Kentucky to conduct joint investigations of the feasibility of shared
ownership of future base load generation and the feasibility of coordinating scheduled maintenance of
generating units In addition the KPSC ordered the utilities to analyze reserve margins evaluate
side management and provide certain sales and purchase information
demand
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Efforts continue on the national level to develop a transmission grid
to facilitate the wholesale power market and the movement of elec
tricitY

over

state
multi

re g ions

The FERC further chan g ed refined

and defined its collective vision for RTOs

during

2001

I

Big Rivers has been carefully following these developments and
investigating its options for joining an RTO at the appropriate time
Currently as a cooperative Big Rivers is a non jurisdictional FERC
Travis Housley
utility However Big Rivers understands that it will at some point
VP
of
System Operations
join an RTO in order to comply with FERC directives and stay a part
of the interconnected grid system with other utilities in RTOs In
reviewing its options Big Rivers has been considering a public power regional transmission
group as well as the Midwest Independent System Operator MISO While Big Rivers supports
the development of RTOs it believes that cooperatives should not be penalized for joining RTOs

Y

Activity associated with the wholesale power market has created interest in new power plants and
has had an effect on the operations of Big Rivers In 2001 alone six system studies were made
at the request of independent power producers IPPs looking at interconnecting prospective
plants to the Big Rivers transmission system Most likely these plants would market their power
outside of Kentucky and transmission upgrades would require more than just interconnection

Internal to the Big Rivers transmission system in 2001 was the installation of eight new member
delivery points This required the construction of 19 miles of new line In addition modifica
tions to the transmission system were made to accommodate the installation of a 50
MW co
gen
eration facility for Willamette Industries Inc a large industrial customer of Kenergy Corp
additional

kilovolt interconnection
69

completed with the city of
s transmission system Also the replacement of seven 161
Henderson
kilovolt circuit breakers
was completed at two Big Rivers substations that increased the fault interrupting capability of the
transmission system Four SCADA remote terminal units were designed purchased and installed
During 2001

an

was

in 2001

Big Rivers is working with consultants to design a new emergency back
up operations
center including a new computer and software system
The engineering and operations area also began working in 2001 with the member
systems to
study the feasibility of value sharing through the application of technologies common to both Big
Rivers and the members A consultant has been hired to assist in the development of a technolo
gies road map to integrate more new technologies to improve the service to the member
consumer
at the end of the line

Your Touchstone Energy Cooperative
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2001 was the second straight year Big Rivers did not hit a new peak
demand Mild weather in both the summer and winter combined with

slowing

and a cogeneration project coming on line
reduced member purchases from 2000 totals However making up
for this was nearly a doubling of sales to non
members
a

economy

In 2000 member sales were just over 3
5 million MWh In 2001 the
members purchased 3
28 million MWh Most of that reduction came

from the mid
year installation of a cogeneration facility at Willamette
Industries a customer of Kenergy Using excess steam from its paper
production Willamette Industries is able to generate nearly 50 MW
of its SS
plus MW load Big Rivers and Kenergy worked diligently

n
Bill Black bu

VP of Power Supply

with Willamette Industries to provide back
up and other ancillary
power and services to support the co
generation facility
While there is a loss of inember sales as a result of this transaction there is a gain in the power
available from Big Rivers to serve its growing member needs as well as to sell into the whole
sale market until such growth materializes The additional 50 MW of returned capacity moves
the need for more power supply resources out an additional four years to approximately 2010
Beginning in 2011 and again in 2012 Big Rivers will be entitled to additional resources under its
power supply contract with LEM Also Big Rivers through allocations to the members has a
cost peaking power Because of the Willamette
power purchase agreement with SEPA for low
transaction and the contract with LEM Big Rivers has a solid long
term low
cost base load
power supply for at least the next 15 years
Sales to non
members and

special sales to members nearly doubled in 2001 A stronger shoul
der months market helped to increase the volume of sales in this category from approximately
600
000 MWh in 2000

about 1 million MWh

to

i

i

The effect of this was to add 16 million

including transmission revenue to Big Rivers margins for 2001

The Power Supply Department continues to work with the members in providing various power
supply options for new economic development under the current Big Rivers tariff In addition
work is underway on a new integrated resource plan IRP to be filed with the KPSC in 2002 A
new load forecast study formerly referred to as a power requirements study was completed in
2001 and will serve as the basis for the IRP
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Improved efficiencies and the innovative use of resources have
allowed Big Rivers and its member systems the opportunity to
implement value
added services for customers while continuing to
control costs

In 2001 the first phase of Internet
based customer information was
implemented Customers of Jackson Purchase Meade County and
Kenergy now can see their energy
use history on the Internet by
web
site
the
Information such as profile data
utility
accessing
accounting billing data account history kilowatt
hour kWh usage
by month

Richard Beck
VP

CUSTOMER NAME

kilowatt

Account Number
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Customer needs and expectations are important
p
to Big Rivers and its member cooperatives To
identify those needs and to add services that rep
resent value to customers three diverse surveys
The commer
were implemented during 2001
cial and industrial survey was designed to iden
a
tify the business expectations of our commercial
and industrial customers as well as to gather
attitude and opinion information regarding several busi
ness and industry topics A comparative benchmark sur
n
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Big Rivers and its member systems continue to build brand recognition for Touchstone
Energy through increased advertising programs Efforts continue with developing strategic
Ts to share market costs These alliances have resulted in greater eco
alliances with other G
nomic efficiencies while reaching a broader market The power of human connections will play
a vital role in explaining to customers the advantages of being a cooperative member as the elec
tric utility industry continues to experience change
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The year 2001 continued to demonstrate that Big Rivers is building
financial strength The net margins for year 2001 were 87
20 million
compared to 38
10 million in 2000 and 4
09 million in 1999 The
improved results are primarily attributable to higher non
member
sales margins 3
88 million over 2000 including transmission rev
enue Additional margins came from income recognized from
certain capital expenditures made to Big Rivers electric generating
facilities by WKEC
93 million over 2000
4
Electric Utilit Plant Assets

x

and less interest expense
incurred on the variable

f

Mark Hite

1 fD
T
s
a

r
oth
Transmission

6
141 or0
5

or

100
142 pollution
control bonds 1
99
million below 2000
rate

VP of Finance
Administrative Services

Production

Big

Rivers refunded its 83
3 million

Ohio

Kentucky

Pollution

Control

g

County of
Refunding

4

990
875 Net of Accuinulated Depreciation Of 712
093

Variable Rate Demand Bonds

Revenue Bonds

r

or

st c
H
a
r
t

Series 1985 on August 1 2001 with the Series

2001 A Periodic Auction Reset Securities effectively eliminating the 5 million annual sinking
fund requirement and extending the maturity date from October 1 2015 to October 1 2022 The
retirement of the higher cost 5
75 percent New RUS Note was accelerated by a like amount The
75 percent present value benefit is estimated to be 6
5
23 million Moody
s has assigned a rat
ing to these securities of Aaa and Standard
s has assigned a rating of AAA based upon a
Poor
financial guarantee provided by Ambac Assurance Corporation Also Moody
s assigned an
underlying rating of Baa3 based upon a review of Big Rivers as of June 26 2001
The

preceding three years have been good ones for Big Rivers Although the regional weather
was unusually mild during 2001 higher non
member sales volume more than overcame lower
member sales volume resulting in a 6
16 percent increase in MWh sales for 2001 Big Rivers
wholesale rates to its members are among the lowest of all G
Ts in the nation averaging 33
44
per MWh during 2001 35
27 for rural and 30
59 for large industrial By mid
2002 Big Rivers
will seek KPSC approval to extend the member revenue discount adjustment which became
effective September 2000 That discount resulted from the 64 million reduction of RUS debt
from the completion of a sale
leaseback in 2000
Adjusted for the Willamette cogeneration facility 2001 member sales were essentially unchanged
to Big Rivers members have increased an average of 4
09 per
While the current market price of power is significantly lower
than experienced in 2001 Big Rivers continues to project net margins for 2002 However our
plan of funding capital expenditures out of cash likely will result in a negative net cash flow for
the year 2002
from last year Still MWh sales
cent each of the last seven years

The power of human connections
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Owned Electric Generation
Net
Facilities

Commercial

Capacity

Type of Fuel

M

Unit 1

Coal

150

1969

Unit 2

Coal

150

1970

Unit 3

Coal

155

1972

Unit 1

Coal

231

1979

Unit 2

Coal

223

1981

Natural Gas

65

1966

Oil

65

1976

420

1986

Operation Date

Kenneth C Coleman Plant

Robert D Green Plant

Robert A Reid Plant

Unit 1

Coal

Combustion Turbine
B Wilson Unit No 1
D

Coal

TOTAL OWNED

459
1

Although leased to LEC affiliates Big Rivers continues to own its
459 megawatts of electric generating facilities
1

Member Wholesale Power Rates
hour
Megawatt
Dollars

40
00

30
00
i

I
20
00

I
10
00

1

199

Rural

Large

Industrial

Average

u
5

19y6

1997

1998

1999

l
k

2000

45
58

44
76

72
42

17
40

36
72

44
36

25
36

27
35

38
72

37
27

35

43
32

70
30

47
30

30
12

30
59

43
07

41
92

39
87

36
94

11
34

33
78

33
58

44
33

Big Rivers wholesale rates to its members averaged 44
33 per MWh in 2001 As illustrated rates have
continued to decline the past seven years while sales to members have increased at an annual compound rate
of 4
09 percent 3
50 percent for rural loads and 5
07 percent for large industrial loads
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INDEPENDENT AUDITORS REPORT
To the Board of Directors of
fK

Big Rivers Electric Corporation
a s

We have audited the accompanying balance sheet of Big Rivers Electric Corporation the Company as
of December 31 2001 and the related statements of operations equities deficit and cash flows for the
year then ended These financial statements are the responsibility of the Company
s management Our
responsibility is to express an opinion on these financial statements based on our audit The balance sheet

of the Company as of December 31 2000 and the related statements of operations equities deficit and
cash flows for the two years ended December 31 2000 were audited by other auditors whose report
dated March 23 2001 expressed an unqualified opinion on those statements
t

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governrnent Auditing Standards
issued by the Comptroller General of the United States Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material

misstatement An audit includes examining on a test basis evidence supporting the amounts and
disclosures in the financial statements An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall financial statement
presentation We believe that our audit provides a reasonable basis for our opinion

In our opinion the 2001 financial statements referred to above present fairly in all material respects the
financial position of the Company as of December 31 2001 and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America

In accordance with Government Auditing Standards we have also issued a report dated February 28 2002
on our consideration of the Company
s internal control over financial reporting and our tests of its
compliance with certain provisions of laws reg
lations contracts and grants That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit

c

a

Indianapolis Indiana
February 28 2002
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BIG RIVERS ELECTRIC CORPORATION
BALANCE SHEETS

AS OF DECEMBER 31 2001 AND 2000 Dollars in Thousands
ASSETS

Utility plant

net

Restricted investments under
Other

term
long

lease

and investments at cost

deposits

2001

2000

875
990
014
158
812
6

864
060
707
153
385
7

59
209
580
19

434
30
21
788

550

626

Current assets
Cash and cash

equivalents

Accounts receivable
Materials and

supplies inventory

Investments

003
34
471

405

810
79

256
87

919
33

065
33

154
1
545

473
145
1

Prepaid

expenses
Total current assets

Deferred

charges

and other

S

EQUITIES DEFICIT AND LIABILITIES
Capitalization
Equities deficit
term debt
Long
Obligations related to long
term
Other long
term obligations
Total capitalization

6ll
324
1
0
214
94
286
147
491
1
380
918

lease

481
345
214
159
1

781 s
142
843
1
958
357

Current liabilities
Current maturities of

term obligations
long
Voluntary prepayment of long
term debt
Purchased power payable
Accounts payable

27
157
388
38
460
7
108
5
377
3
1 1
515
005
93

139
20

27
275
470
70

45
415
143 l 60

20
890
176
73
422
25
488
119

1
1
545
54

145
1
473

Accrued expenses
Accrued interest
Total current liabilities

Deferred credits and other
Deferred lease revenue
Deferred ain on sale
leaseback
Other
Total defened credits and other

13
644
659
8
224
7
962
17
628
67

Commitments and contingencies

See notes to financial statements
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BIG RIVERS ELECTRIC CORPORATION
c
STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31 2001 2000 AND 1999 Dollars in Thousands

Power contracts
Lease revenue
Total

revenue

operating

revenue

Operating expenses
Operations
Power purchased and interchanged
Transmission and other
Maintenance

Depreciation
Total

Electric

operating

expenses

operating margins

2001

2000

1999

155
488
904
57
213
392

148
364
014
54
37
202

150
294

88
570
151
14
439
2
607
27
767
132

834
81

040
124

86
288
676
12
951
2
9
5
27
504
129

625
0

33
7

055
75

66
508
679
7

71
814
417
5

908
71

265
54
559
204

554
12

362
2
27
290

Interest expense and other
Interest
Interest

Other

on

obligations

related to

term
long

lease

net

Total interest expense and other

101

65

69

2
74

296
77

977
71

337
6

042
1

078
3

10
187
346
4
533
14

168
7
2
1
73
341
9

015
1

70
20

3
10

093
4

Operating margin
operating margin
Non
Interest income on restricted investments under

term lease
long
Interest income and other

r

Total

Net

operating margin
non

margin

015
1

El

See notes to financial statements
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BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF EQUITIES DEFICIT
FOR THE YEARS ENDED DECEMBER 31 2001 2000 AND 1999 Dollars in Thousands

Other Equities
Total

Equities

Balance at
Net

at

31 2000

margin
at

Deficit

957
359

402
364

December 31 2001

Consumers

Capital

Contributions

and

Memberships

Service

681
3

360
309
383
10

764

681
3

345
481

349
926

764

681
3

870
20

870
20
764

681
3

355
864

611
324

e

to Debt

764

383
10

margin

Balance

Deficit

093
4

December 31 1999

Balance at December
Net

1999

margin

Balance
Net

January 1

Accumulated

Donated

093
4

056
329

See notes to financial statements including Note 1 regarding Patronage Capital
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BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31 2001 2000 AND 1999 Dollars in Thousands
2001

2000

1999

a

c

CASH FLOWS FROM OPERATING ACTIVITIES
Net

870
20

383
10

093
4

658
28

627
31

944
31

307
4

060
7

sale leaseback

706
2

874
1

074
4

948
3

Note

574
17

margin

Adjustments to reconcile net margin to net cash provided by
used in operating activities
Depreciation

and amortization

Increase in restricted investments under

term
on

lease

4

Amartization of deferred

bain

on

Increase in RUS ARVP Note
Increase in New Rus
Increase in

k

Promissory

obligations

under

lease

term
long

505
4

184
7

208
2

125
8

732
3

Changes in certain assets and liabilities
Accounts receivable

Materials and

Prepaid

supplies inventory

charges

316

395

term obligations
long
payable

469
1

352

Purchased power
Accounts

80

66

expenses

Deferred
Other

76

695

184
6

813
3
805
18

Other

net

Net cash

provided by used in operating activities

552
705
1

551
3
295
10
385
6

660

604
2
906
3

payable
revenue

l60

647
6

Accrued expenses

Deferred lease

49

891

933
9

829
23

152
6

219
4

041
7

132
52

428
49

102
3

003
34

000
8

CASH FLOWS FROM INVESTING ACTNITIES
Investment in

held securities
maturity
to
term lease
long
Proceeds from maturity of investments
Capital expenditures net
Restricted investments under

Other

003
34

000
8

040
13
573

deposits and investments

Net cash

f

647
146

894

536
21

used in provided by investing activities

1 1 12

868
182

782
8

591
373
17

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale
leaseback
Costs of bond

21 1
169

refunding

Principal payments

on

300
3

term obligations
long

593
41

Proceeds from LEM Advances
Net cash

provided by financing

Net increase

g
s

decrease in

cash and cash

Cash and cash

eyuivalents beginnina

Cash and cash

equivalents

equivalents

of Y ear

end of year

297
29

321
11

626
25

800
149

671
3

775
28

360
16

942
17

434
30

074
14

016
32

209
59

434
30

074
14

470
54

035
49

627
72

893
44

activities

690
72

f

SUPPLEMENTAL CASH FLOW INFORMATION
Cash
Cash

paid

for interest

paid

for taxes

342
4

See notes to financial statements
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BIG RIVERS ELECTRIC CORPORATION
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2001 Dollars in Thousands
1

ti

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

Information Big Rivers Electric Corporation Big Rivers or the Company an electric
generation and transmission cooperative supplies the power needs of its three member distribution

cooperatives excluding the power needs of the Aluminum Smelters Kenergy Corp Jackson Purchase
Energy Corporation and Meade County RECC and markets power to non
member utilities and power
marketers The members provide electric power and energy to industrial residential and commercial

customers located in portions of 22 western Kentucky counties Big Rivers has wholesale power
contracts with each of its members which require the members to buy and receive from Big Rivers all
power and energy requirements other than for the Aluminum Smelters The wholesale power contracts
with the members extend to January l 2023 Rates to Big Rivers members are established by the
Kentucky

Public Service Commission

KPSC and

are

subject

approval by

to

the Rural Utilities Service

rz

RUS

Big Rivers Chapter 11 reorganization was confirmed effective July 15 1998 the Effective Date In
accordance with Statement of Position 90
7 Financial Reporting by Entities in Reorganization Under the
Bankruptcy Code at the Effective Date the Company recorded its liabilities at fair value and
accordingly reflected an extraordinary loss in the amount of 54
727

In 1999 Big Rivers Leasing Corporation BRLC was formed as a wholly
owned subsidiary of Big
Rivers BRLC
s

principal

assets are the restricted

investments

acquired

in connection with the 2000 sale

I

leaseback transaction discussed in Note 4

Principles of Consolidation

The financial statements of Big Rivers include the accounts of Big Rivers
and its wholly
owned subsidiary BRLC All significant intercompany transactions have been eliminated
Use

of Estimates

The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets liabilities revenues and expenses and disclosure of contingent
assets and liabilities The estimates and assumptions used in the accompanying financial statements are
based upon management
s evaluation of the relevant facts and circumstances as of the date of the
financial statements Actual results may differ from those estimates
System of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of

Accounts as prescribed by the RUS Bulletin 1767B
1 as adopted by the KPSC The regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters
Revenue

zition
Recog

Revenues generated from the Company
s wholesale power contracts are based on
end meter readings and are recognized as earned In accordance with Statement of Financial
month

Accounting Standards SFAS No 13 Big Rivers revenue from the Lease Agreement described in
Note 2 is recognized on a straight
line basis over the term of the lease The major components of this
lease

revenue

include the annual lease payments and the

Monthly Margin Payments described

in Note

2

g

a

i

t

t

T

f

r

i

In conjunction with the Lease Agreement Big Rivers expects to realize the following minimum lease
revenue for the years ending December 31
r

Year

Amount

2002

52
332
332
52

2003

52
332
332
52
332
52

2004

2005
2006

531
671

Thereafter

191
933

Utility Plant and Depreciation Utility plant is recorded at original cost which includes the cost of
contracted services materials labor overhead and an allowance for borrowed funds used during
construction Replacements of depreciable property units except minor replacements are charged to
utility plant

Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of 250 or more before consideration of such allowance The interest capitalized is determined by

applying the effective rate of Big Rivers weighted
average debt to the accumulated expenditures for
qualifying projects included in construction in progress
In accordance with the terms of the Lease Agreement the Company records capital additions for

Incremental Capital Costs and Non
incremental Capital Costs expenditures funded by LG
E Energy
Corporation as utility plant to which the Company maintains title A corresponding obligation to LG
E
Energy Corporation is recorded for the estimated portion of these additions attributable to the Residual
Value Payment see Note 2 Any differences in such amounts are amortized to lease revenue in the
accompanying financial statements As of December 31 2001 and 2000 the Company has recorded
530 and 25
34
166 respectively for such additions in utility plant and 6
363 and 1
429 in 2001 and
2000 respectively as related lease revenue in the accompanying financial statements
Depreciation of utility plant in service is recorded using the straight
line method over the estimated
remaining service lives as approved by the RUS and KPSC which range from 1 to 33 years The annual
composite depreciation rates used to compute depreciation expense were as follows
60
1

47
2

Transmission

76
1

24
3

General

11
1

62
5

Electric

plant
leased
plant
plant

For 2001 2000 and 1999 the average composite depreciation rates were 1
76 1
78 and 1
82

respectively At the time plant is disposed of the original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation as required by the RUS
Restricted Investments

Investments are restricted under contractual provisions related to the sale
leaseback transaction discussed in Note 4 These investments have been classified as held
maturity
to
and are carried at amortized cost
Cash and Cash

Equivalents Big Rivers considers all short
term highly
liquid investments with original
maturities of three months or less to be cash equivalents
Investments

In 2000 the Company purchased several short
term money market investments totaling
34 with maturity dates between three months and one year with a weighted average interest rate of
003
84 These investments were sold during 2001
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Income Taxes

As a taxable cooperative Big Rivers is entitled to exclude the amount of patronage
allocations to members from taxable income Income and expenses related to non
member operations are
taxable to Big Rivers Big Rivers and BRLC file consolidated Federal and Big Rivers files a separate
Kentucky income tax return

Patronage Capital

As provided in the bylaws Big Rivers accounts for each year
s patronage
sourced
income both operating and non
operating on a patronage basis Notwithstanding any other provision of
the bylaws the amount to be allocated as patronage capital for a given year shall be not less than the
greater of regular taxable patronage
sourced income or alternative minimum taxable patronage
sourced
income In accordance with the bankruptcy plan all patronage capital claims were extinguished and
discharged on July 15 1998 During 2001 the Company made 573
285 patronage allocation to its
a
three member distribution

cooperatives

based

on

2000 alternative minimum taxable

A

sourced
patronage

I

income in accordance with its bylaws In 2002 the Company anticipates a patronage allocation to its
members based on such calculations for tax year 2001 of approximately 21
018
New

Accounting

Pronouncements

SFAS No 133 Accounting for Derivative Instruments and Hedging
Activities was effective for the Company on January l 2001 This statement as amended by SFAS No
138 and interpreted establishes accounting and reporting standards for derivative instruments and for
hedging activities It requires that an entity recognize all derivatives as either assets or liabilities in the

statement of financial condition and measure those instruments at fair value Management has reviewed
the requirements of SFAS 133 as amended and interpreted and has determined that all contracts meeting
the definition of a derivative also qualify for the normal purchases and sales exception under SFAS 133
and therefore are not required to be recognized at fair value in the financial statements
In July 2001 the Financial Accounting Standards Board FASB issued SFAS No 143 Accounting
for Asset Retirement Obligations SFAS No 143 addresses financial accounting and reporting for
obligations associated with the retirement of tangible long
lived assets and the associated asset retirement
costs It requires the fair value of a liability for an asset retirement obligation be recognized in the period
in which it is incurred if a reasonable estimate of fair value can be made The associated asset retirement

costs are capitalized as part of the carrying amount of the long
lived asset This statement is effective for

fiscal years beginning after June 15 2002 Management has not determined the impact if any that this
statement will have on its consolidated financial position or results of operations
SFAS No 144 Accounting for the Impairment or Disposal of Long
Lived Assets was issued in August
2001 and addresses accounting for and reporting of the impairment or disposal of long
lived assets
SFAS No 144 is effective for fiscal years

beginning

after December 31 200 L

Management does

Jy

not

expect the adoption of SFAS No 144 will have a significant impact on financial position or results of
operations
Reclassificatiofzs Certain amounts in the prior year financial statements have been reclassified to
conform with current year presentation
2

E LEASE AGREEMENT
LG

s

As of July 15 1998 a transaction with LG
E Energy Corp and certain of its affiliates was entered into

p
P

Lease Agreement whereby Big Rivers leased its generating facilities to Western Kentucky Energy
Corporation WKEC a wholly
owned subsidiary of LG
E Energy Corporation Pursuant to the Lease
Agreement WKEC operates the generating facilities and maintains title to all energy
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produced Throughout the lease term in order to fulfill Big Rivers obligation to supply power to its
members the Company purchases substantially all of its power requirements from LG
E Energy
Marketing Corporation LEM a wholly
owned subsidiary of LG
E Energy Corporation pursuant
to a power purchase agreement

Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
the energy produced by WKEC and consumed by LEM
s customers As part of the Lease Agreement
WKEC also purchased certain property inventory and other assets necessary for the operation of the
generation facilities from Big Rivers The significant terms of the Lease Agreement are as follows
I

WKEC leases and operates Big Rivers generation facilities through 2023

II

Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term

IIL

WKEC pays Big Rivers an annual lease payment of 30
965 over the lease term subject to
certain adjustments

N

On the Effective Date Big Rivers received 69
100 representing certain closing payments and
the first two years of the annual lease payments In accordance with SFAS No 13
Accounting for Leases the Company amortizes these payments to revenue on a straight
line basis

5

V

Big Rivers continues to provide power for its members excluding the member loads serving
the Aluminum Smelters through its power purchase agreements with LEM and the
Southeastern Power Administration based on a pre
determined maximum capacity When

economically feasible the Company also obtains the power necessary to supply its member
loads excluding the Aluminum Smelters in the open market Kenergy
s retail service for the
Aluminum Smelters is served by LEM and other third
party providers To the extent the
power purchased from LEM does not reach pre
determined minimums the Company is
required to pay certain penalties Also to the extent additional power is available to Big
Rivers under the LEM contract Big Rivers may sell to non
members
r

VI

From 2002 through 2011 LEM will reimburse Big Rivers approximately 171
503 for the
margins expected from the Aluminum Smelters being defined as the net cash flows that Big
Rivers anticipated receiving over the term of the Lease Agreement if the Company had
continued to serve the Aluminum Smelters load as filed in the Rate Hearing the Monthly
Margin Payments

VIl

WKEC is responsible for the operating costs of the generation facilities however Big Rivers
is partially responsible for ordinary capital expenditures Non
incremental Capital Costs
for the generation facilities over the term of the Lease Agreement up to predetermined annual
maximum amounts This cumulative maximum is not expected to exceed 148
000 over the
Lease Agreement At the end of the lease term Big Rivers is obligated to fund a
Residual
Value Payment to LG
E Energy Corporation for such capital additions during the lease
currently estimated to be 000
126 see Note 1 Adjustments to the Residual Value Payment
will be made based upon actual capital expenditures Additionally WKEC will make
required capital improvements to the facilities to comply with a new law or a change to
existing law Incremental Capital Costs over the lease life and the Company will be
required to submit another Residual Value Payment to LG
E Energy Corporation for the
undepreciated value of WKEC
s 80 share of these assets at the end of the lease currently
estimated to be 19
000 The Company will have title to these assets during the lease and
upon lease termination
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VIII Big Rivers entered into a note payable with LEM for 19
676 to be repaid over the term of
the Lease Agreement which bears interest at 8 per annum in consideration for LEM
s

assumption of the risk related to unforeseen costs with respect to power to be supplied to the
Aluminum Smelters and the increased responsibility for financing capital improvements The
Company recorded this obligation as a component of deferred charges with the related
payable recorded as long
term debt in the accompanying balance sheets This deferred
charge is being amortized on a straight
line basis over the lease term
IX

On the Effective Date Big Rivers paid a non
refundable marketing payment of 5
933 to
LEM which has been recorded as a component of deferred charges This amount is being
amortized on a straight
line basis over the lease term

X

During the lease term Big Rivers will be entitled to certain billing credits against amounts
the Company owes LEM under the power purchase agreement Each month during the first
55 months of the lease term Big Rivers receives a credit of 89 For the year 2011 Big
Rivers will receive a credit of 2
611 and for the years 2012 through 2023 the Company will
receive a credit of 4
111 annually

In accordance with the power purchase agreement with LEM the Company is allowed to purchase
power in the open market rather than from LEM incurring penalties when the power purchased from
LEM does not meet certain minimum levels and to sell excess power power not needed to supply its
jurisdictional load in the open market collectively referred to as Arbitrage Pursuant to the New
RUS Promissory Note and the RUS ARVP Note the benefit net of tax derived from Arbitrage must
be divided as follows one
third adjusted for member sales volume and capital expenditures will be
used to make principal payments on the New RUS Promissory Note one
third will be used to make
principal payments on the RUS ARVP Note and the remaining value may be retained by the
Company

Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement
3

UTILITY PLANT

The following summarizes utility plant at December 31
2001

Classified plant in service
Electric plant leased
Transmission plant
General plant

1
3
882
73
207
875
858
3

576
344
1
196
250
831
11
67

Other

Less accumulated depreciation

Construction in pro
ress

Utility plant

2000

net

5
1
615
85

5
1
724
52

093
712

926
689

522
873

862
798

468
2

262
1

875
990

060
864

Interest capitalized for the years ended December 31 2001 2000 and 1999 was not significant to the
financial statements
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LEASEBACK
SALE

On April 18 2000 the Company completed a sale
leaseback of two of its utility plants including the
related facilities and equipment The sale
leaseback provides Big Rivers 000
089 fixed price
1
a
purchase option at the end of each lease term 25 and 27 years which together with future
contractual interest receipts will be fully funded

This transaction has been recorded as a financing for financial reporting purposes and a sale for
0

Federal income tax purposes In connection therewith Big Rivers received 866
676 of proceeds and
incurred 791
626 of related obligations Pursuant to a payment undertaking agreement with a
financial institution Big Rivers effectively extinguished 656
029 of these obligations with an

equivalent portion of the proceeds The Company also purchased two investments totaling 647
146
E
T

to fund the remaining 597
135 of the obligations These amounts are reflected as restricted
investments under long
term lease and obligations related to long
term lease in the accompanying
balance sheets Interest received and paid will be recorded to these accounts over the life of the lease
Currently the Company is paying 7
57 interest on its obligations related to long
term lease and
receiving 6
89 on its related investments The Company made 000
64 principal payment on the
a
New RUS Promissory Note with the remaining proceeds The 75
050 gain was deferred and will be

amortized over the respective lease terms of which the Company recognized 2
706 and 1
874 in
2001 and 2000 respectively Principal payments begin in 2009
5

TERM
LONG OBLIGATIONS

A detail of long
term debt is as follows at December 31
a

I

2000

2001

New RUS Promissory Note stated amount 436
900
stated interest rate of 5
75 recorded at fair value with an
interest rate of 5
81
maturing July 2021

9

031
895

572
903

rate recorded at fair value with interest imputed at 5
81
December
2023
maturing

515
72

870
68

LEM Advances interest rate of 6
98 payable in monthly
installments from August 2000 through July 2003

058
31

428
45

RUS ARVP Note stated amount 257
435 no stated interest

LEM Settlement Note interest rate of 8
0 payable in
monthly installments through July 2023

704
18

016
19

County of Ohio Kentucky promissory note variable
81
interest rate average interest rate of 2
and 4
21
in 2001 and 2000 respectively maturing in October

300
83

300
83

800
58

800
58

2022

County of Ohio Kentucky promissory note variable
interest rate average interest rate of 2
69 and 4
21
in 2001 and 2000 respectivelvl maturin in June 2013

C
r

c

t

C

C

C
c

C
c

4

C

t

c

r

f

C

C
c

e

f

t

E

E

E
C

C

C

c

C

C

C
E

c

c

I

t

L

t

t

t

F t

f

f

C

i

Total

term
long

t

Cr

debt

1
1
408
59

986
178
1

Current maturities

806
26

772
19

Voluntary prepayments

388
38

Total

term debt
long

net

of current maturities and prepayments

159
1
214

094
1
214

f

The following are scheduled maturities of long
term debt at December 31
Year

Amount

26
806
903
10
746
14
262
25
288
29

2002
2003

2004
2005
2006

Thereafter

403
052
1

Total

159
1
408

RUS Notes

On July 15 1998 Big Rivers recorded the New RUS Promissory Note and the RUS
ARVP Note at fair value using the applicable market rate of 5
81 The RUS Notes are collateralized
by substantially all assets of the Company

Pollution Control Bonds

The County of Ohio Kentucky issued 83
300 of Pollution Control

Periodic Auction Rate Securities Series 2001 the proceeds of which are supported by a promissory
note from Big Rivers which bears the same interest rate These bonds bear interest at a variable rate
and mature in October 2022

The County of Ohio Kentucky issued 58
800 of Pollution Control Bonds Series 1983 the proceeds
of which are supported by a promissory note from Big Rivers which bears the same interest rate as
the bonds These bonds bear interest at a variable rate and mature in June 2013

The Series 1983 bonds are supported by liquidity facilities issued by Credit Suisse First Boston and
both Series are supported by municipal bond insurance and surety policies issued by Ambac
Assurance Corporation Big Rivers has agreed to reimburse Ambac Assurance Corporation for any
payments under the municipal bond insurance policies or the surety policies
LEM Advances

Beginning in August 1998 the first month after the Effective Date and ending in
July 2000 LEM made payments totaling 50
000 to the RUS on behalf of the Company The
Company is now making monthly payments which will ultimately total 60
000 to LEM through July
2003 The payments made by LEM to the RUS were applied to the New RUS Promissory Note The
Company is recognizing interest expense over the five
year life of the LEM Advances at 6
98 per
annum

LEM Settlement Note

On the Effective Date Big Rivers executed the Settlement Note with LEM
The Settlement Note requires Big Rivers to pay to LEM 19
676 plus interest at 8 per annum over
the lease term The principal and interest payment is approximately 1
822 annually This payment is
consideration for LEM
s assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital
improvements
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Term Liabilities
Long

During 1997 Big Rivers terminated two unfavorable coal contracts
Of the amounts settled 6
000 was paid upon initial settlement 367 in 2001 and 695 in 2000 At
December 31 2001 the Company has a remaining liability of 1
842 payable over the next seven
years of which 351 is included in current maturities of long
term obligations
Other

RATE MATTERS

6

The rates charged to Big Rivers members consist of a billing demand charge per kW and an energy

charge per kWh consumed as approved by the KPSC The rates include specific rate designs for its
members two classes of customers the large industrial customers and the rural customers under its

jurisdiction For the large industrial customers the demand charge is generally based on each
s maximum demand during the current month The remaining customers billing demand is
customer
based upon the maximum coincident demand of each member
s delivery points The demand and
energy charges are not subject to adjustments for increases or decreases in fuel or environmental
costs Big Rivers current rates will remain in effect until changed by the KPSC
Effective September 1 2000 the KPSC approved Big Rivers request for a two
year 3
680
annually revenue discount adjustment for its members effectively passing the benefit of the sale
leaseback transaction see Note 4 to them The extent to which Big Rivers requests KPSC approval
to extend the two
year period depends upon its planned environmental compliance costs and its
overall financial condition

Pursuant to the Lease Agreement LEM supplies the energy necessary to comply with the Oglethorpe
Power Corporation Oglethorpe Power contract In turn Big Rivers remits the net revenues from
the contract to LEM The Oglethorpe Power contract is for the sale of 103 MW of power through
July 31 2002

In accordance with the Lease Agreement LG
E Energy Corporation operates certain generating
facilities owned by the City of Henderson Kentucky the City which were operated by Big Rivers
prior to the Effective Date pursuant to an agreement between the City and Big Rivers The Company
retains the obligation to provide transmission services under this agreement
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INCOME TAXES

The components of the net deferred tax assets as of December 31 2001 and 2000 were as follows
2001

2000

Deferred tax assets
Net

r

loss

operating

carryforward

Alternative minimum tax credit

carryforwards

leaseback
Sale
Lease

Agreement

110
388

435
118

3
3
19
729
108
763
2

319
3
083
105

rz

125
6
198

Other accruals
Total deferred tax assets

225
199

160
233
r

Deferred tax liabilities
Fixed asset basis difference

075
43

046
52

138

Other accruals
Total deferred tax liabilities
Net deferred tax assets

213
43

046
52

181
986

114
181

178
667

177
795

valuation allowance
pre

Valuation allowance
Net deferred tax asset

319
3

a

319
3
F

Big Rivers was formed as a tax
exempt cooperative organization described in Internal Revenue Code
Section 501
12 To retain tax
c
exempt status under this section at least 85 of the Big Rivers
receipts must be generated from transactions with the Company
s members In 1983 sales to non
members resulted in Big Rivers failing to meet the 85 requirement Until Big Rivers can meet the

85 member income requirement the Company is a taxable cooperative Big Rivers is also subject
to Kentucky income tax

Under the provisions of SFAS No 109 Accounting for Income Taxes Big Rivers is required to
record deferred tax assets and liabilities for temporary differences between amounts reported for
financial reporting purposes and amounts reported for income tax purposes Deferred tax assets and
liabilities are determined based upon these temporary differences using enacted tax rates for the year
in which these differences are expected to reverse

At December 31 2001 Big Rivers had a non
patron net operating loss carryforward of approximately
269
240 for tax reporting purposes expiring 2003 through 2012 and an alternative minimum tax
credit carryforward of approximately 3
319 which carries forward indefinitely
E

Big Rivers has a net deferred tax asset against which a valuation allowance has been provided in
part based upon the fact that it is presently uncertain whether such asset will be realized The
resulting net deferred tax asset is approximately 3
319 that represents the alternative minimum tax
credit carryforward against which no allowance has been provided
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POWER PURCHASED

i

In accordance with the Lease Agreement Big Rivers supplies all of the members requirements for
power to serve their customers other than the Aluminum Smelters Contract limits were established
in the Lease Agreement and include minimum and maximum hourly and annual power purchase
amounts Big Rivers cannot reduce the contract limits by more than 12 MW in any year or by more
than a total of 72 MW over the lease term In the event Big Rivers fails to take the minimum

requirement during any hour or year Big Rivers is liable to LEM for a certain percentage of the
difference between the amount of power actually taken and the applicable minimum requirement

Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and
annual amounts of power from LEM the lease does not prevent Big Rivers from paying the
associated penalty in certain hours to purchase lower cost power if available in the open market or

s

reselling a portion of its purchased power to a third party
9
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PENSION PLANS

Big Rivers has non
contributory defined benefit pension plans covering substantially all employees
who meet minimum age and service requirements The plans provide benefits based on the
participants years of service and the five highest consecutive years compensation during the last ten
years of employment Big Rivers policy is to fund such plans in accordance with the requirements of
the Employee Retirement lncome Security Act of 1974

The following is an assessment of the Company
s non
contributory defined benefit pension plans at
December 31

Projected

benefit

obligation

Fair value of plan assets

2001

2000

10
410
640
8

8
2
33
356
7

449

157

Funded status

Prepaid pension

cost

Net periodic pension costs which are calculated based on actuarial assumptions at January 1 were as
follows for the years ended December 31
1999

2001

2000

Benefit cost

682

453

478

Employer contribution
Benefits paid or transferred

974
431

848
2

302
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Assumptions used to develop the projected benefit obligation were
2001

Discount rates
Rates of increase in

levels

compensation
Expected long
term of return of assets

2000

1999

5
7

5
7

5
7

0
4

0
4

0
4

5
8

5
8

5
8

At December 31 2001 there was a change in the assumed form of payment used to calculate the

projected benefit obligation from a monthly benefit payable for a participant
s lifetime with 120
guaranteed payments to a lump sum payment
10 POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses
As of July 1 2001 Big Rivers pays 85 of the cost from age 62 to 65 for all employees For salaried
employees who retired prior to December 31 1993 Big Rivers pays 100 of Medicare supplemental
costs For salaried employees who retire after December 31 1993 Big Rivers pays 25 plus 25 per
month of the Medicare supplemental costs

The discount rate used in computing the postretirement obligation was 7
5 for 2001 and 2000 A
health care cost trend rate of 8
5 in 2001 declining to 5 in 2007 was utilized
The following is an assessment of the Company
s postretirement plan at December 31
2001

Total benefit

obligation
postretirement

Unfunded accrued

2000

2
5
73
345
3

cost

2
0
86
486
3

M

The components of net periodic postretirement benefit costs for the years ended December 31 were as
follows

2001

2000

1999

Benefit cost

159

108

196

Benefits

238

208

209

paid

In addition to the

postretirement plan

discussed above in 1992

Big

Rivers

began

a

postretirement

s

benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon
retirement or death To the extent an employee
s sick leave hour balance exceeds 480 hours such
excess hours are paid at 20 of the employee
s base hourly rate at the time of retirement or death
The accumulated obligation recorded for the postretirement sick leave benefit is 169 and 139 at
December 31 2001 and 2000 respectively and the postretirement expense recorded was 30 25
and 14 for 2001 2000 and 1999 respectively
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11 RELATED PARTIES
2001

1999

2000

Members

086
79

Kenergy Corp

r4

Jackson Purchase
Meade

County

21
789
698
13

Energy Corporation

RECC

members
Non
Lease

revenue

Other

revenue

531
31
57
904
4
3
9
213
392

349
81

254
82
22
765

540
22

290
13

880
13
20
588

24
739
265
54
376
559
204

54
014
77

202
378

In July 1999 Green River Electric Corporation and Henderson Union Electric Cooperative
consolidated forming a single member doing business as Kenergy Corp All sales to the two former
members are reflected as sales to Kenergy Corp

At December 31 2001 and 2000 Big Rivers had accounts receivable from its members of 12
902
and 12
425 respectively
12 COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business While the results of such
litigation cannot be predicted with certainty management based upon advice of counsel believes that

t

the final outcome will not have a material adverse effect on the financial statements

ffi
ffi

Big Rivers is involved in an ongoing dispute with its bankruptcy examiner regarding the hourly fees
charged and the bonus sought by the examiner The hourly fees for which the examiner is seeking
final approval have already been paid by Big Rivers and the issue is how much of those fees if any
should be refunded to Big Rivers The 2
110 bonus awarded to the examiner by the bankruptcy
court was reversed by the district court but management anticipates that the examiner will appeal
further and seek reinstatement of the bonus If the examiner is successful in whole or in part in
defending his hourly fees or having his bonus reinstated he may seek additional compensation for
himself and his counsel for the time expended in doing so While the final resolution of this matter
cannot be determined management believes that the final outcome will not have a material adverse
effect on the Company
s results of operations or its financial position
In 1999 the Company received a letter from WKEC claiming that Big Rivers breached warranties and
representations in the agreements among Big Rivers WKEC and other LG
E Energy Corporation
subsidiaries or affiliates entered into a connection with the Lease Agreement Transaction
Documents The claim is in regard to the status of Big Rivers compliance with a water discharge
permit for Wilson Station on the date of the closing of that transaction On February 28 2002 Big
Rivers received from WKEC a notice alleging defaults under the terms of one of the Transaction
Documents arising out of the circumstances surrounding this claim Big River
s management
disputes these claims No accruals for these contingencies have been recorded in the accompanying
balance sheets as there is currently not sufficient information available to reasonably estimate any
such amounts While the final resolution of this matter cannot be determined management believes
that the final outcome will not have a material adverse effect on the Company
s results of operations
or its financial position
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or Big Rivers the end of the 1 90s
was a time of restructuring and stabi
lization The company was starting down
the path of post
bankruptcy with a new
organization and a new business partner
ship VVith the advent of Year Z000 the

r

f

organization attention turned to focusing
s
on the future nd the opportunities and
J

r

S

challe n 9 e s th
t lie ahead

T

g

s

z

R
g
1

f
J

i

j

k
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x
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f

tf

Certainly the year Z000 was a successful
year for Big Rivers in terms of continuing
on the path of financial st
blilzation and
growth that began with the implementa
tion of the reorganization in 19
8 This is
evidenced by the growth in margins from
1 million in 1 9 to 10
4
4 million in

t

Q

Z000 Bi 9 Rivers cash p osition also contin

A

ues to improve with each ye
r
e

Michael H Core resident

CEO and

William C Denton Chair of the Board

In Z000 Big Rivers was Iso able to begin
providing a three percent wholesale
power cost reduction to its member sys
tems through a discount credit provision in
its tariff This reduction mounts to 7
3

million annually nd is for a Z4
month period at which time it will be evaluated for possible extension
The reduction is the result of the completion of a defeased sale
leasebacl transaction on the Wilson

and Green generating stations that allowed Big Rivers to reduce its debt to Rural Utilities Service RUS
by 64
0 million Since 1994 Big Rivers through its reorganization and other efforts has reduced
wholesale rates to its member systems by ZZ
03 percent averaging 58
33 per MWh in Z000

With these accomplishments and financial stability in h
nd Big RiverS is now focusing on the future
The member systems board and stafF of Big Rivers used Z000 to set strategic initiatives for the future of
the generation
transmission G
T cooperative These cover the three areas of deregulation power
supply nd transmission The focus in all of these areas will be developing a set of options that will
allow Big Rivers the flexibility in de
ling with ever changing issues in all three areas Though not an
easy task it is necessary in order to continue to provide the stability and value to its member systems
and creditors

We as with the rest of the electric utility industry are unsure of the future It will not be a destination
but rather a continuing
ourney with unforeseen changes The key to making the
ourney and not
falling along the wayside wiil be adaptability We believe Big Rivers will have the financial b
se and
flexibility required for adapting to changes and look forward to the
ourney
Michae Core

Big

Rivers Electric

Corporation

iarr Aenton
Wi

1

Rivers Electric Corporation
Kentucky is
generation and transmission cooper
ative owned by three member distri
bution cooperatives that serve approx
000 member consumers in
imately 1 O l
zZ counties in western Kentucky The
three cooperatives re Jackson
Purchase Energy Corporation head
quartered in Paducah Kenergy Corp
headquartered in Henderson and
Meade County Rural Electric
Cooperative Corporation headquar
tered in Brandenburg
Each member
system has two members on Big
ig

located in Henderson

r

r

Member

Cooperative

CEOs

Left to right are Burns Mercer President
CEO Meade County RECC Dean Stanley
resident
I
CEO Kenergy Corp and Kelly
Nuckois President

CEO Jackson Purchase

EnerJy Corporation

R i ve rs b o a rd

I

n

J

u

Iy

z t O rl

o

f

1 9

8 s p a rt

o

f

re o rg a n i

e ff o r t

Bi g R ive rs I eas ed th 2
of its 1 459 MW generation

operation
nd assigned its rights to another ZZ5
MW in the Henderson Municipal
Power nd

Light Station Two
s
L facility to LG
HMP
E Energy
Corp LEC and certain of its affiliates
Big Rivers now fulfills its power supply
responsibilities to the member systems
from
power purchase agreement
with LG
E Energy Marketing Inc

a
t y

LEM

r

member allocations from

Southeastern Power Administration
r

k

SEPA

I

and the wholesale p

ower

mar

ket

gig

Rivers owns

tes and main
oper

ins its transmission system
t

E

providing
nsmission to its member systems as
tr
well s to LEC and other third
party
entities served under its Open f
ccess
nsmission OATT
Tr

e ount IE Lineman Keith Ditto
eac
1V
Industrial Representative
David Pace utilize the newly
installed
computerized mapping system

and Commercial

2
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was a successful year in many

wa

mild winter and

In s p ite of

ys

Big River
was successful in improving m
rgir
weather in Z000

summer

b

by C
3 million over 1 99 from q
million to

This was

1 0
4 million

in large part to the ability to sell
power not needed by the members
under the LEM power purchase ac
ree
ment to the wholesale market

a

Big Rivers was also able to complete
defeased sale
leaseback transaction in
Z000
it

on

was

its V
ilson and Green Units

nearly

p

1 C months of work but

the wait was worth it as 64
0 million

was paid on the RUS debt which

resulted in an annual savings of 3
7

9 Rivers Board of Directors
B

Big Rivers then
Seated are John Myers Secretary
Treasurer
filed with the Kentucky Public Service
ee Bearden and lames Sills Vice
I
Chair
t S
v
IISSIOn KPSC t0 fIOW th
1
COr71I
Standing are Wiiliam Denton Chair Leroy
Humphrey and Larry Elder
ings on to its member systems through
a discount provision in the existing Big
Rivers wholesale tariff The Commission approved this for a Z4
month period
million to

Big

Rivers

beginning September 1 Z000 and Big Rivers will revisit the discount at that
time to review if it

can

be extended for a

longer period

Big Rrvers has con

tractual obligations with LEC to participate in the NOx reductions and it could
mean some or all of the 3
7 million may be needed for that commitment

In focusing on the future Big Rivers board staff and member systems have
created a strategic initiative targeting the three reas of deregulation power
supply

and transmission

The board has charged Big Rivers management

with carefully monitoring legislation government policy development regula
tory developments new load growth wholesale power markets and industry
trends in each of these three areas Further Big Rivers m
nagement will
develop and preSent various options that respond to the changes t
king place
in each of these areas

Creativity and flexibility re needed in developing the answers to the chal
lenges facing the gener
tion and transmission segment of the electric utility
industry as the Commonwealth of Kentucky and the country struggle with

developing an energy policy new sources of energy and the restructuring of
the industry Big Rivers believes it has put into place an organization
t has the ability to be creative and flexible
th
Big

Rivers Electric

Corporation
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r

irtually the entire national electric transmis
grid is in a state of tr
nsforming itself

sion

from the traditional model of a control area with

interconnections for reliability purposes to one of
lar 9

e

re

9 ional transmission

o

p erations with the

merchant function of

moving power through
This transition is the key to
a properly functioning deregulated wholesale
power market as well as any form of retail dereg
many control

areas

ulation

Big Rivers has discussed with other entities what
regional transmission group it might oin as well
as monitoring the development of other such
groups nearby
Big Rivers has been actively

TRAVIS HOUSLEY
VP OF SYSTEM

OPERATIONS

involved with other G
Ts as well as public power entities in the pos
sible formation of the public power regional transmission group
hile Big Rivers is not Federal Energy Regulatory Commission FERC
V
urisdictional it believes that being a member of some regional trans
mission group will be necessary as investor
owned utilities are mov
ing
In

form such groups in order to

to

comply

with FERC directives

Z000 Big Rivers continued the capital investment necessary to

meet the

growing

three 9 kV lines

demand of native load

totaling

1
7

Such

ects included
pro
miles were designed and constructed

to serve members new

delivery point substa
tions

two additional

C

kV lines

tot 14 miles
ling
designed and right
way acquisition work
of

were

initiated to

serve

two

more new delivery
points and capacity
additions and equipment

s

I
i

V

s
f

re

p lacements

to s ix
s u

1

b s ta t i o

1

were

made

v

L

kV to 6 9 kV

o
r
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1
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L 1JR 1
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p
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Daryl Wheat Substation Technician bottom left and
Jerry Mitchell Substation Laborer Big Rivers Electric
perform power factor test on Unit 3
at Coleman Station
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A

ild winter and
Ir

no

summer

weather in Z000

resulted in

p eak demand level for the Bi 9 Rivers
The mild weather also held the growth in MWh

new

system

sales to members at

only slightly

over

two

percent

4

The

five prior ye
rs had average MV
h s
les growth of nearly
seven

F

percent nnually

set

was

in

July

Big

1 999 at 6
4

Rivers

system peak demand

i

MW

Big Rivers continued to work with a large industrial cus
of one of the member systems on a large co
gen
eration pro
ect will be operational in the
ect This pro
and will free up approximately 50 MW
summer of Z001
to Big Rivers that can be sold on the market until such
time it is needed to meet new customer growth
tomer

BILL BLACKBURN

VP OF POWER SUPI
LY

i

tives with
supply the member distribution cooper
it is very important to forecast peal demands and
Big Rivers Therefore a new load forecast study will
in
Z001
to
determine the r
te of growth for Big Rivers and its
be performed
member distribution cooperatives

In order to continue to

reliable cost
low power
energy requirements for

In Z000

its market interface

s

power

as

working with Reliant Energy of Houston Texas
partner Through Reliant Big Rivers bought and sold

Rivers continued

Big

tive load demand
its lo
d and market conditions dictated With n
down in Z000 and market

prices strong

the Power

k

Supply Department w
s able
to contribute significantly to
Big Rivers margins for the

g3

yea r

y

r
Wholesale power costs to
member systems for the year
h for
ged 36 Z 5 per MV
ver

8

the rural load customers and

30 1 Z M
h for the large
X

a

f

1

1

industrial customers The aver

4

e

a
e

h sold to mem
age for all MV

V

Y

M

e

c

g

ber

systems

was

58 the
33

sixth consecutive annual
decrease

Marty Hite Substation Technician
Big Rivers Electric reading ammeter
at Coleman EHV Substation
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s

I

I

I

I

of Big Rivers contractual relationships with its member

y stems LEC and other p art i es spec i a I emphasis is placed on
the fair and equitable administration of those contracts In Z000
another set of transaction documents was added to the list of con

t

tracts with the completion of the defeased sale
leaseback

On the regulatory front an Integrated Resource Plan was submit
ted to the KPSC Big Rivers is awaiting the final report from the
KPSC f large industrial customer expansion tariff was filed and
approved by the KPSC on a three year pilot basis Also filed was a
tariff for voluntary curtailment service that the KPSC approved Big
Rivers received KPSC approval of its purchase and sales tarifF for
cogeneration and small power producers that had been filed in
99
result of completing the defeased lease referred to
herein Big Rivers filed and received approval from the KPSC for a

DAVID SI
AINHOWARD
v oF coNrrt
cT

ADMINISTRATION
REGULATORY AFFAIRS

member discount ad
ustment that amounts to savings of 3
7 mil
lion annually for its member systems for a period of two years
Big Rivers has continued to follow the activities of FERC regarding regional transmission
organizations RTOs and has participated in discussions with various entities in regard to
forming

and

becoming

a

member of

a

regional

group

voluntary information filing w
s
While Big Rivers supports the

made with FERC pursuant to Orders No Z000 and Z000 A

development of RTOs it believes that cooperatives should not be penalized for
oining RTOs
Electric restructuring in California s
h caused legislators in Kentucky to take a closer look t
restructuring for Kentucky Big Rivers is following activities of Kentucky
s TaSk Force on
Electricity Restructuring V
ith Kentucky having the lowest electric rates of any state east of

electric

the Mississippi River there is no rush to restructure
On

September 1 9 Z000 WeStern KentuCky
Energy Corp WKE received a request for
information pursuant to Section 1 14 of the
Clean Air Act relating to construction pro
ects

and
at

operational ch
nges that
Big Rivers Coleman Station

have occurred

and V
ilson Station since 1978

Reid Station
The informa

tion request is part of a national information
gathering effort by the Environmental
Protection

Agency EPf regarding utility
pliance with new source review requirements
under the Clean Air Act Although the
KE Big Rivers is
request was directed to V
cooperating with WKE in preparing a

com

Terminology Reference Guide
AMT

Alternative Minimum Tax

ECAR

RTO

East Central Are Reliability Councii
Environmental Protection Agency
Federal Energy Regulatory Commission
Generation nd Transmission Cooper
tive
Henderson Municipa ower
ight
Kentucky Public Service Commission
E Energy Corp
LG
E Energy Marketing Inc
LG
Oxides of Nitrogen NO
NOz
Open Access Transmission Tariff
Regional Transmission Organizations

RUS

Rural Utilities Service

WKE

Western Kentucky Energy Corp

EPA
FERC

T
G
HM
KPSC
LEC
LEM

NOx
OA

response
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Z000

he year

marked

the

Retail Rate vs Consumer Price Index CPI

beginning of
shared marketing

r

efforts

between

Rivers

oo

and

Big
Kenergy Three
employees were
moved
KE
R i

l e
I

to

s u
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00

VP OF MARKETING
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new
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Rivers

Big

its

marketing
three

continued

member sys

tems

Energy brand building continued in Z000 Big
surrounding generation and transmission
cooperatives in creating alliances to cost share effective advertising pro
nd recognition for Touchstone Energy
ms The efforts of building br
gr
is expected to bring benefits to Big Rivers and its member systems as the
electric utility industry continues to experience changes and uncertain
ties namely wholesale and retail customer choice Brand loyalty will be
very important in retaining customers
Emphasis
Rivers

on

Touchstone

continues

to

work with

Big Rivers and its member systems
began developing new web sites to
commerce capa
implement initial e
bility for use by the member con
com
sumers The first phase of e
merce web p
ges will be ready to
The e
com
go in spring of Z001

f

F
u

merce
a

customer

tool

z

1

enelope horne lectrical Engineer acicson
i
urchase Energy Corporation uses the SCADA
I

web

with

ges will
p
relations

the

be

utilized

as

management

primary ob
ectives

o1

improving customer service and
reducing operating costs Future
ectives include electronic bill
ob
presentation and electronic bill pay
m e n
u n

t

de

P h

rwa

a s e

y

I n

I I

d

eve

I

o

s u m m e r

p

m e n

t

W I

I I

get

of Z 0 0 1

Supervisory Control And Data Acquisition sys
tem to monitor substation performance
Big
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I

I

ince the July 1 5 1998 reorganization the results of operations for this
two and one
half year period ended December 31 Z000 have been

better than expected with cumulative margins of 1 O
Z million versus a loss
of 14 million per the reorganization plan 8
Z4 million betterment
a

r

The primary reason for this is sales of power to non
members what we
refer to as arbitrage none of which was included in the plan of reorganiza
million in excess of the
tion Big Rivers cash position is 64
4 million 41
reorganization plan

Financially the LEC le
se is functioning as planned V
e are optimistic about
Big Rivers prospects for continuing financial success in the years to come

However Big Rivers 345
5 million negative equity position nd 1 181 bil

MARK HITE

lion of debt excluding the sale
leaseback defeased oblig
tion is a constant

VP OF FINANCE

reminder of its historical financial difficulties

ADMINISTRATIVE
SERVICES

As mentioned elsewhere in Flpril of Z000 Big Rivers completed a defeased
leaseback of its Wilson and Green f
sale
cilities This transaction is accounted

for s a financing for financial reporting purposes and a sale for income tax purposes It generated a
0 million book gain the upfront cash benefit which will be recognized over a Z7year period and
64
0 million
a 736

gain

tax

to be

reported

in Z000

Big Rivers

exempt cooperative sheltered all of
non

this tax gain for regular income tax purposes paid 3
8 million of alternative minimum tax AMT and
continues to have 30Z
0 million net

operating loss carry forward
f

I

m

t

L3ig Rivers continues to fund capital expen

y

a

k

f

ditures out of cash flow NOx emission

4

c

reduction p I
ns at our owned and leased

generation facilities are expected to
require Z8
7 million from Big Rivers

a

E

i

y

r

jY

s

i

6
s
f

v

A

y
tro

between now and Z005 Under the LEC

lease Big Rivers will likely pay another
Z1
7 million for other generation capital
expenditures during the next four years
Transmission capital plans during this
same period total Z 1
5 million
Forecasted cash flows are sufficient to cur

f

rently fund these planned mounts
Kenergy Customer Service Representative Doris Yancy
assisting a customer at the headquarters office
located in Henderson

Big Rivers plans to eliminate the annual
sinking fund requirement and extend the

maturity d
te of the 83
3 million 1985
series pollution control bonds during
by like amount These bonds

Z001 and accelerate the retirement of the 5 75 percent New RUS Note

re Big Rivers lowest cost debt approxim
tely 4
00 percent The nominal and 5
75 percent present
value benefit is estimated to be

1 5
9 million and

5 7 million respectively
Z000 Annual
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Owned Generation
Net
Facilities

Type Of Fuel

Capacity

Commercial

MW

Operation Date

Kenneth C Coleman Plant
Unit 1

Coal

150

1969

Unit 2

Coal

150

1970

Unit 3

Coal

155

1972

Unit 1

Coal

231

1979

Unit 2

Coa1

23

1981

Coal

65

1966

Oil

65

1976

Coal

420

1986

rt D Green Plant
Rol

Robert A Reid Plant
Unit 1

bustion Turbine
Co
B VfJiYs
D
an Unit No 1

TOTAL OWNED

1
9
4

Althoug l
sed o LBC affiliates Big Rivers continues to own its 1
9
4
s of electric generating facilities as described above
t
me
C

i

Member Uholesale Power Rates
hour
Megawatt
Dollars
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I
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20

00
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00
0
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ivy4
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e
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4 5 5

I nd

u

c

r

c

ia

l

R

e
i

7
i

7
42

76
44

Z

7 2
38

3 7
2

7

3 5 3 5

0 7
4 3

4 I y 2

9 ii 7

v
iy

oeo

40 1 7

3 i 2

44
6

4
3 2

3

70
30

47
b 30

J 4
S

6 3 4 I I

3 3 7 R

15

30

1

2

3 3 5 R

Big Rivers wholesale rates to its members average 3358 per MWh As illustrated rates have continued to
decline the past six years while sales to members have increased at an annual compound rate of 6
12
percent 4
09 percent for rural loads and 9
23 percent for large industrial loads
Excludes sales to the aluminum smelters

Member Wholesale Povver Sales
hours
Megawatt
0
4
000
00

500
3
000
0
3
000
00

000
500
2
000
2
000

5
1
000
00
000
1
000

500
000
0

1995

1994
Rural

LarKe
Total

Industrial

1996

1997

1998

1999

2000

7
1
687
28

758
1
398

8
1
051
61

9
1
742
21

999
1
539

5
1
691
71

665
1
310

907
639

0
1
130
19

092 1
1
61

705
258
1

427
1
79i

230
547
L

41
1
341

330
479
2

6
2
440
84

298
821
2

103
017
3

288
3
844

972
468
3

880
540
3

82
42

increase since 1994

6 years

Excludes sales to the aluminum smelters
10
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BIG RIVERS ELECTRIC CORPOf
TION
L ST
NCl
FINf
TEMENTS

S OF DECEMBER 31 Z000 f
f
ND 1 999
ND FOR Ef
f
CH OF THE THREE YEf
RS

IN THE PERIOD ENDED DECEMBER 31 Z000
TOGETHER X
ITH AUDITORS REPORT

REPORT OF INDEPENDENT PUBLIC f
CCOUNTANTS

To the Board of Directors of

Big Rivers Electric Corporation

We have audited the accompanying balance sheets of Big Rivers Electric Corporation Big Rivers a Kentucky
corporation

as

of December 31 Z000 and

999 and the related statements of operations equities deficit

and cash flows for the two years ended December 31 Z000 the period ended July 14 1998 pre
confirma
8 post
confirmation These financial statements are the
tion and for the period ended December 31 19
Rivers
of
management Our responsibility is to express an opinion on these financial state
responsibility
Big

ments based on our audits

VVe conducted our audits in accordance with auditing standards generally accepted in the United States and
the standards for financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States These standards require that we plan and perform the audit to obtain reason
able

assurance

about whether the financial statements

are

free of material misstatement

An audit includes

examining on a test basis evidence supporting the amounts and disclosures in the financial statements An
audit also includes assessing the accounting principles used and significant estim
tes made by management
evaluating the overall
sonable basis for our opinion
as

well

as

financial statement

presentation We believe that our audits provide a rea

In our opinion the financial statements referred to above present fairly in all material respects the financial
position of Big Rivers s of December 31 Z000 and 1999 and the results of its operations and its cash flows
000 in conformity with accounting princi
for each of the three years in the period ended December 31 7
ples generally accepted in the United States
s discussed in Note 1 to the financial statements efFective July 1 5 19
f
8 Big Rivers emerged from bankrupt

cy and dopted a new b
sis of accounting whereby all liabilities were ad
usted to their estimated fair values
Accordingly the financial statements for periods subsequent to the confirmation of the reorganization are not
comparable to the financial statements presented for prior periods

In accordance with Government Auditing Standards we have also issued a report dated March Z3 Z001 on
our consideration of Big Rivers Electric Corporation
s internal control over financial reporting and our tests of
its

compliance

with cert
in

provisions

of laws

regulations

contracts and

grants That report is an integral

part of an audit performed in accordance with Government Auditing Standards and should be read in con
junction with this report in considering the results of our audits

L
Memphis Tennessee
March Z3 Z001

BIG RIVERS ELECTRIC CORPOf
ATION
BALANCE SHEETS

AS OF DECEMBER 31

rs in thousands
Doll

TS
ASS

Utility plant
Restricted

Other

net

investments

deposits

under

term
long

lease

Note 4

and investments at cost

Current assets
sh and cash
C

equivalents

Receivables
Materials and

Z000

I 999

0
O
4
8
C
1 53 707
385
7

450
868

30
434
Z 1 788

14
074
13 6
3

6Z6

706

supplies

Investments

003
34
405

7Z 1

Z5
87

164
Z9

33 065

33 4Z 7

1 473
145

3Z0
47

Prepaid expenses
Total current assets
Deferred

Z79
16

charges

and other

EQUITIES DEFICIT AND LIABILITIES
Capitalization
Equities fdeficit
term debt
Long
Obligations under long
term lease Note 4
Other long
term obligations
Total capitalization

345
481

355
864

1 1 59 Z 14
14Z 781
843
1
357
958

1 Z31 055

Z0
139
13 44
8 659
ZZ4
7
96Z
17
Z8
67

967
5
69
7
146
6
356
3
OZ5
3
491
Z5

Z0
890
1 76
73
4ZZ
Z5
1 19
488

8Z3
30

145
1
473

3Z0
947

O
Z
877
481

Current liabilities
Current maturities of
Purchased power
Accounts payable

term oblig
long
tions
payable

Accrued expenses
Accrued interest
Total currcnt li
bilities

Deferred credits and other
Deferred lease revenue
Deferred
Other

gain

on

leaseback
sale

Note 4

Total deferred credits and other

5Z5
13
44
348

Commitments and contingencies Note 1

The accompanying notes to financi
l statemcnts are
an integral part of these balance sheets

BIG RIVERS ELECTRIC CORPOfZ
TION

STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

307
Z30

54
014
378
ZOZ

1 Z94
50
Z65
54
559
Z04

Power

generation
purchased and interchanged
Production excluding fuel

834
81

Z88
86

Transmission and other

1 Z
554

1 Z
76
C

Z
3
6Z
Z 7 Z90
1 Z4 040

Z 7 58

31 03Z

1 Z9 504

190 54Z

338
78

055
75

64
01 Z

71
814
41 7
5

908
71

OZ 1
75

Operating
Lease

1998

1999

Z000

364
148

revenue

revenue

Total

ting
oper

revenues

Z47
24
Z54
554

Operating expenses
Operations
Fuel for electric

Maintenance

Depreciation
Total
Electric

operating expenses

operating margins

951
Z

S1
876
586
59
1 5
038
Z46
13
764
19

Interest expense and other
Interest
Interest

on

obligations

under

term
long

se
le

Other net
Total interest expense and other

Note 4

65

6

6
Z
77

977
71

04z
1

078
3

184
837
74

Operating margin loss before non
operating
rgin loss
m

and

extraordinary

loss

Non margin loss
operating
Reorganization expenses

8Z5
10

1 7
373

Interest income on restricted investments
under

term
long

lease

Note 4

Interest income and other
Totai
Net

margin loss

Extraordinary loss
Net

margin loss

operating margin loss
non

before
net

extraordinary

loss

1 68
7
Z 73
1
341

1l 5
O
Ol 5
1

16
OSZ

383
10

093
4

877
Z6

3Z 1
1

0
4
5
Z

Note 1
383
10

The accompanying notes to financial statements are
an integral part of these statements

3
0
4

67
404

I

BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF EQUITIES DEFICIT
FOR THE YEARS ENDED DECEMQER 31

Dollars in thousands

Other equities
Consumers
Totai

equities
deficit

Forgiveness of patronage
capital allocations Note Z

1 Z7
Z1

Net loss
net

Note

Balance at December 31 1 8
Net margin
Balance at December 31 1 99
Net

1

z
g
5Z7
40
957
359
4 093

4
8C
355
383
10

margin

Balance at December 31 Z000

deficit

919
553 4Z4
Z

Balance at December 31 1997

Extraordinary loss

Accumulated

481
345

z
8
5Z7
40
40Z
364

Patronage
capital
1 Z7
9Z1

Donated

contributions

capital and
memberships

debt service

to

764

681
3

764

81
3

764

81
3

4
7C

681
3

1 9Z
Z7 1

40
3

309
0
3
383
10

9ZC
349

Th accompanying notes to financial statements are
an integral part of these statements

i

f
BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF CASH FLOWS

FOR THE YF
RS ENDED DECEMBER 31

Dollars in thouSands

Cash flows from operating activities
Net margin f loss

Z000

1999

1998

383
10

4 093

67 404

44
31

54
7Z7
004
4
1 ZS
34

Ad to reconcile net margin loss to net cash
ustments
provided by used in ting
oper activities
extraordinary loss net Note 1
reorganization expenses
Depreciation and amortization
Changes in operating assets and liabilities
cash
Non
cash
Non

6Z7
31

1 Z5
5

Receivables
Materials and

Prepaid

80

supplies

316

expenses

Deferred

6
6
47
813
3
805
18

Accrued expenses
Deferred lease revenue

Other

9
9
33
969
5

net

Net cash

activities

provided by used in operating

Cash flows from investing activities
Investment in held
maturity securities
to
Restricted investments under long
term
Proceeds from maturity of investments

lease

Proceeds from sale of assets under Lease

60

381
1
13
SZ0
147
Z

1 705

891
Z3
8Z9
7
0
4
630

480
45

1 1

1

Z

894
activities

18 Z
868

8
7
8Z
f 591
373
17

Cash flows from financing activities
Decrease in liabilities sub
ect to compromise
Increase in LEM Advances
Increase in RUS ARVP Note

provided by used in financing
decrease

555
Z8

41 Z
7

Note 4
term obligations
long

Net increase

458
4
z
9
06

Z 1 1 1 69

le
s
Proceeds from leaseback

Net cash

54
65Z
l Z6
33Z
77

919
35

Agreement

Capital expenditures
Other deposits and investments
Net cash used in provided by investing

on

160
10

f1 9
1
14
5Z7
Z

000
8

net

Principal payments

70
Z

000
8

003
34
16
4
47

Note 4

Z61
14

Z
6
04
55Z
906
3

1
4
69
695

charges
Other long
term obligations
Purchased power payable
Accounts payable

49
1 60

in cash and cash

activities

690
7Z

Z97
Z

1 1
3Z 1

Z5
6Z6
73Z
3

3
9
48
1 53 748

61
1

0
3
equivalents 16

94Z
7

653
89
333
8

88 73Z
1 7
1 55

Cash and cash

e q uivalents

be g innin g of y ear

074
14

016
3Z

81
14

Cash and cash

equivalents

end

434
30

S 14
074

01 6
3Z

59 430

S 7Z 6Z7

76 716

ofyear

l Cash Flow Information
plement
Su
Cash

paid

for interest

The accompanying notes to financial statements are
an

integral part

of these statements

i
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BIG RIVERS ELECTRIC CORPORATION

i

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 Z000

Dollars in thousands

1

CHAPTER 1 1 BANI
RUPTCY FILING EMERGENCE FROM BANKRUPTCY f
ND CONTINGENCIES

Chapter 1 1 Bankruptc
v Filin
September Z5 1996 Big Rivers Electric Corporation Big Rivers or the Company filed voluntary peti
tion for relief under Chapter 1 1 of the United States Bankruptcy Code Chapter 1 1 and the Company
began oper
ting as a debtor
possession under the supervision of the United States Bankruptcy Court for
in
On

the Western District of

entucky the B
I
nkruptcy Court Big Rivers believed it was necessary to file Chapter

1 1 in order to among other things a restructure its debt obligations upon which the Company would
otherwise default in the near term b relieve the Company of severely burdensome long
term coal contracts
c receive
udicial approval in con
unction with consummating a long
term lease transaction involving the
generation assets of Big Rivers f d sufficiently resolve other alleged cl
ims suits and liabilities asserted against
Big Rivers such that the reorganized Company could emerge from Chapter 1 1 able to repay its restructured
debt and e implement its reorganization in a timely manner On January zz 1997 Big Rivers filed a plan of
reorganization with the Bankruptcy Court the Plan The Plan further amended on April 18 1997 was
pproved by substantially all creditors and rate payer constituents of Big Rivers nd was confirmed by the
7 the Company filed an application with the Kentucky
Bankruptcy Court on June 9 1 997 On June 30 19
Public Service Commission the KPSC for an order approving various components of the Plan the Rate
Hearing In particular the Company requested approval for the leasing of its generation assets and the
related energy to certain affiliates of LG
E Energy Corporation LG
E Energy the Lease Agreement The
KPSC approved the Lease Agreement in principle on April 30 1998 pending the revision of the rates associat
ed with National Southwire Aluminum Company NSA and Alcan Aluminum Corporation Alcan collec
tively referred to as the Aluminum Smelters and Big Rivers other large industrial customers Modifications
to the rate structure were made and the Plan as further amended was approved by the Bankruptcy Court
on June 1 1998 The KPSC issued an order dated July 14 1 8 approving the Plan as it relates to the Lease
Agreement

ence from Bankruptc
Emer
Big Rivers Chapter 1 1 reorganization was confirmed efFective July 1 5 1998 the EfFective Date with the
closing of the Lease Agreement whereby Big Rivers leased its generating facilities to Western Kentucky
E Energy Pursuant to the Le
Energy Corporation WKEC a wholly
owned subsidiary of LG
se Agreement
WKEC operates the generating facilities and maintains title to all energy produced Throughout the lease
term in order to fulfill Big Rivers obligation to supply power to its members following the EfFective Date the
ny purchases substantially all of its power requirements from LG
Comp
E Energy Marketing Corporation
E Energy pursuant to a power purchase agreement
LEM a wholly
owned subsidiary of LG

I

1

CHAPTER 1 1 BANI
RUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES

IContinued

Big Rivers continues to operate its transmission facilities and charges WKEC tarifF rates for delivery of the ener
gy produced by WKEC and consumed by their customers As part of the Lease Agreement V
KEC also pur
chased certain property inventory and other assets necessary for the operation of the generation facilities
from Big Rivers for 35 919 In connection with the purchase of these assets the Company recorded a net
loss of 4
004 which is reflected as
nization expense in the ccompanying statements of operations
reorg
in 1998 The significant terms of the Lease Agreement are as follows
i
II

KEC leases and operates Big Rivers generation facilities through ZOZ3
V
Big Rivers retains ownership of the generation facilities both during and at the end of the
lease term

III

WKEC pays Big Rivers an annual le
se payment of 30
5 over the lease term sub
9
ect to
certain ad
ustments

IV

On the EfFective Date Big Rivers received 69
100 representing certain closing payments and
the first two years of the annual lease payments In accordance with Statement of Fin
l
nci
Standards
No
for
Leases
13
SFAS
Accounting
Accounting
the Company amortizes these

payments to revenue over the lease term
V

VI

Big Rivers continues to provide power for its members excluding the member loads serving
the Aluminum Smelters through its power purchase agreements with LEM and the
Southeastern Power Administration based on a pre
determined maximum c
pacity When
economically feasible the Company Iso obtains the power necess
ry to supply its member
et The member loads for the
loads excluding the Aluminum Smelters in the open marl
Aluminum Smelters are served by LEM and other third
party providers To the extent the
power purchased from LEM does not reach pre
determined minimums the Company is
required to pay certain penalties Also to the extent additional power is available to Big
Rivers under the LEM contract Big Rivers may sell to non
members

i

Through ZO l 1 WKEC will reimburse Big Rivers approximately Z
944 for the margins
expected from the Aluminum Smelters being defined as the net cash flows that Big Rivers
anticipated receiving over the term of the Lease Agreement if the Company had continued to
serve the Aluminum Smelters load as filed in the Rate Hearing the Expected Margins
I

VII

WKEC is responsible for the operating costs of the generation facilities however Big Rivers is
partially responsible for ordinary capital expenditures of the generation facilities over the term
of the Lease Agreement up to
49 maximum This maximum is not expected to exceed
000 over the Lease Agreement At the end of the lease term Big Rivers is obligated to
148
fund a residual v
lue payment to LG
E Energy for such capital additions during the lease

currently estimated to be 1 Z5
000 see Note Z Adjustments to the residual value payment
will be made based upon actual capital expenditures Additionally WKEC will make required
incremental environmental improvements to the facilities over the lease life and the Company
will be required to submit another residual value payment to LG
E Energy for the undepreci
ated value of s
KEC 80 share of these assets at the end of the lease The Company will
V
have title to these assets during the le
se and upon lease termination
I
I

CHAPTER 1 1 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY f
ND

1

CONTINGENCIES ContinuedJ
VIII

Big

Rivers entered into

a note

payable

with LEM for

676 to be repaid over the term of
19

the Lease Agreement which bears interest t 8 per annum in consideration for LEM
s
assumption of the risk related to unforeseen costs with respect to power to be supplied to the
Aluminum Smelters and the increased

responsibility

for

financing capital improvements

The

Company recorded this oblig
tion as a component of deferred charges with the related
payable

recorded

as

term
long

debt in the

accompanying

balance sheets

This deferred

charge is amortized on a straight
line basis over the lease term
i

On the EfFective Date Big Rivers paid a non
refundable m
rketing payment of 5
933 to

IX

LEM which has been recorded

as a

component of deferred charges This amount is amor

tized on a straight
line basis over the lease term
X

During the lease term Big Rivers will be entitled to certain billing credits gainst amounts
Company owes to LEM under the power purchase agreement Each month during the
first 55 months of the lease term Big Rivers receives a credit of 89 For the ye
r ZO l 1 Big
the

Rivers will receive a credit of Z
61 1 and for the years ZO l Z through ZOZ3 the Comp
ny will
receive a credit of 4
1 1 1 annually Big Rivers will recognize these credits as a reduction of
power purchased as service is provided

i

Upon attaining the EfFective Date the RUS Promissory Note see Note 5 w
s replaced by two separate
notes The first note the New RUS Promissory Note represents a stated principal balance of 583
OZZ
1
net of
78 58Z paid on the Effective Date which bears a stated interest r
te of 5 75 per annum with a
varying repayment

schedule and

an

April 1

ZOZZ

maturity

date

The second note the RUS ARVP Note

represents a
000 obligation due to the RUS at the end of the Lease Agreement and this obligation
5
Z
does not bear interest

In accordance with St
tement of Position SOP 90
7 Financial Reporting by Entities in Reorganization

Under the Bankruptcy Code at the EfFective Date the Company was required to record its liabilities at fair
In determining the fair value of Big Rivers liabilities the Company was required to record its long
term
debt by applying a discount rate commensurate with the market rate to the future debt service payments
under the New RUS Promissory Note and the RUS ARVP Note regardless of the stated principal and coupon
rates of the obligations In con
unction with recording the two separate notes on the Effective Date the
Company determined that the market rate associated with the New RUS Promissory Note and the RUS ARVP
81 o In discounting the future debt service payments using the market r
Note was 5
te the Company
recorded a combined principal balance of 31
077 1 for the two RUS notes net of 78
1
58Z paid on the
EfFective Date and recorded 7Z7
54 loss as an extraordinary item in the accompanying statements of
a

value

operations

for the year ended December 31 1998

Additionally

this transaction

was

treated

as

cash
non

transaction and was excluded from the accompanying statements of cash flows Also in con
unction with
the Plan certain pollution control bonds discussed herein were secured and remarketed following the
tory tender of the bonds by the holders thereof The irrevocable standby letters of credit which were
mand
supporting the bonds held by Chase Manhattan Bank and the Bank of New York were replaced with the
bond insurance policies and standby bond purchase agreements issued by Ambac Pssurance Corporation
each dated the EfFective Date between Big Rivers U
S Bank Trust National f
ssociation as trustee and Credit
Suisse First Boston as the liquidity provider In connection therewith the Company re
lized cash proceeds of
Z00 and recognized an extraordinary gain in the accompanying statements of operations in 1998 For
14
Big Rivers remaining liabilities there were no other significant difFerences between the carrying amounts and
the

respective

fair values

on

the EfFective Date

r

r

I

1

CHAPTER 1 1 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES

Continued

In accordance with the power purchase agreement with LEM the Company is allowed to purchase power
in the open market

incurring penalties

when the power

purchased

from LEM does not meet certain mini

mum levels and sell excess power power not needed to supply its
urisdictional load in the open market
collectively referred to as Arbitr
ge Pursuant to the New RUS Promissory Note and the RUS ARVP Note
the total value created by Arbitr
ge must be divided s follows one
third d
usted for member sales volume
and capital expenditures will be used to make principal payments on the New RUS Promissory Note one
third will be used to make principal payments on the RUS ARVP Note and the remaining value may be
retained by the Company

In connection with the Chapter 1 1 filing and subsequent EfFective Date certain items were segregated and
presented as reorganization expenses in the accompanying statements of operations as costs related to trans
were directly ssociated with the
Chapter 1 1 proceedings Reorganization expenses for the

actions which

year ended December 31 1998 were as follows
Professional

365
4

services

Net loss on sale of property inventory
and other assets

4 004
300
Z
4 79

Court examiner fee

Bankruptcy
Employee terrnination
Other

benefits

net

1 7Z5
1 7 373

During 1997 Big

Rivers terminated two unfavorable coal contracts

Of the amounts settled

6 000 was

paid upon initial settlement 615 in 1 99 and 695 in Z000 At December 31 Z000 the Company h
sa
remaining liability of Z
Z09 payable over the next eight years
encies
Contin
On June 5 1997

an

examiner

appointed by

the

Bankruptcy

Court filed for

410 fee On March Z
4

1999 the Company received an order from the Bankruptcy Court entitling the examiner to receive a fee of
Management ccrued such amounts under this order as a reorganization expense for the year
ended December 31 1998 Additionally the Company designated 3
050 and Z 750 in Z000 and 19
9
respectively as restricted cash in the other deposits and investments caption in the accompanying balance
sheets as security for the bond posted with the Bankruptcy Court and is required by the order to deposit an
additional 5300 annually as continued security
Management is appealing this order and is vigorously
638
Z

defending this claim

On April 5 1 99 the Bankruptcy Court issued a udgment disallowing a portion of the fees charged to Big
Rivers

by

its

professionals during

its

bankruptcy On August Z4 Z000 the federal district court reversed the

Bankruptcy Court
s decision and rem
nded the case to the Banl
ruptcy Court for additional review resulting
in the reinstatement of the original professional fees of approximately 70 which was accrued at December
31 1999 and paid in Z000 Based on this decision certain other professionals not included in the original
parties to the
udgment may appeal for fees totaling approximately SZ70 for which no accrual has been
recorded in the accompanying balance sheets

In 1 999 the Company received a letter from WKEC notifying Big Rivers of potential claims aSSOCiated with
the condition of the X
ilson Station storm water runofF pond arising from the Ileged breach by Big Rivers of
certain

representations

and warranties about such

pond

as set

forth in the agreements among

Big Rivers

ti

1

CHAPTER 1 1 BANKRUPTCY FILING

EMERGENCE FROM RUPTCY
NI AND CONTINGENCIES
B

Continuedl

V
K
EC and other LG
E Energy subsidiaries or afFiliates entered into in connection with the Lease Agreement
No accruals for these contingencies have been recorded in the accompanying balance sheets as there is cur
rently

not sufficient information available to

reasonably

estimate any such amounts

While the final resolution

of this matter cannot be determined management believes that the final outcome will not have a material
adverse effect on the Company
s results of operations or its financial position
Z

TION AND SUMMARY OF SIGNIFIC
ORGANIZf
NT ACCOUNTING POLICIES

General Information

Big Rivers an electric generation and tr
nsmission cooperative supplies the power needs of its three member
distribution cooperatives excluding the power needs of the Aluminum Smelters and markets power to non
member utilities and power marketers The members provide electric power and energy to industri
l resi
dential and commercial customers located in portions of ZZ western Kentucky counties Big Rivers has

wholesale power contracts with each of its members which require the members to buy and receive from
Big Rivers all power and energy requirements other than for
the Aluminum
Smelters as discussed in Note 1
ZOZ3
to
The wholesale power contracts with the members extend

January 1

Rates to Big Rivers members

are established by the I
PSC and are sub
ect to approval by the RUS
Use of Estimates

The prepar
tion of the financial statements in conformiry with accounting principles generally ccepted in the
United St
tes requires management to make estimates and assumptions thatand
afFect
the reported amounts of
liabilities The estimates and
assets liabilities

revenues

and expenses and disclosure of

contingent

assets

assumptions used in the accompanying financial statements are based upon management
s evaluation of the
relevant facts and circumstances

as

of the date of the financial statements

Actual results may difFer from

those estimates

SVstem of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of Accounts as prescribed by the RUS
as adopted by the KPSC The regulatory agencies retain authority and periodically issue
orders on various accounting and ratemal
ing matters

Bulletin 1 767B
1

Revenue Reco
nition

Revenues generated from the Company
s wholesale power contracts are based on month
end meter read
ings

and

are

recognized

as

rned
e

In accordance with SFf
S No 13 Big Rivers lease revenue is recognized

on a straight
line basis over the term of the lease The ma
or components
of Big Rivers le
se revenue include
in Note 1

the annual lease

payments and

the

Expected Margins

as

discussed

Z

ORGANIZFlTION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

In conjunction with the Lease Agreement Big Rivers expects to realize the following minimum lease revenue
for the years ending December 31
Year

Amount

Z001

5Z
33Z
33Z
5Z
33Z
5Z
33Z
5Z
33Z
SZ
4
8
7Z3
985 5Z4

z00Z
Z003
Z004
Z005

Thereafter

Utilitv Plant and Depreciation

Utility plant is recorded at original cost which includes the cost of contracted services materials labor over
head and an allowance for borrowed funds used during construction Replacements of depreciable proper

ty units except minor replacements are charged to utility plant
Aliowance for borrowed funds used during construction is included on pro
ects with an estirnated total cost
of Z50 or more before consideration of such allowance The interest capitalized is determined by applying
the efFective rate of Big Rivers weighted average debt to the accumulated expenditures for qu
lifying pro
ects
included in construction in progress
Depreciation of utility plant in service is recorded using the straight
line method over the estimated remaining
as approved
by the RUS In 199 the RUS approved new depreciation rates which were based
on the results of a depreciation study which extended the estimated service lives of Big Rivers utility plant
These rates were utilized from January 1995 through June 1998 During 1998 the Company commissioned
another depreciation study to again evaluate the remaining economic lives of its assets The study received
the approv
l of the RUS and KPSC f a result of the July 1998 study the remaining service lives of the
s depreciable assets were further extended The 1998 study was adopted beginning July 1 1998
Company
service lives

In accordance with the terms of the Lease Agreement the Company records capitai additions for increment
l
and non
incremental expenditures funded by LG
E Energy as utility plant to which the Company maintains
title A corresponding obligation to LG
E Energy is recorded for the estimated portion of these additions
attributable to the residual value payment see Note i Any difFerences in such amounts are amortized to
lease revenue in the accompanying financial statements s of December 31 Z000 and 1999 the Company

has recorded Z5
166 and 1 1
O l 9 respectively for such additions in utility plant and 1
4Z9 and Z
1 18 in
Z000 and 199 respectively as lease revenue in the accompanying financial statements

For the three years ended December 31 the annual composite depreciation rates used to compute depreci
ation expense were as follows
Period
Production

plant
plant
plant

subsequent

June 30 1 98
0
1
Z
4
7

to

Periods prior to
July 1 19
8
45
1

Z4
3

Transmission

76
1

General

1 1 1 5
6Z

00
Z

4
Z
5
49
Z
Z9 i
14

Z

NIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ORGf

Continued
For Z000 1999 and 1998 the average composite depreciation rates were 1
78 1
8Z and Z
05 respec
tively
Cash nd Cash Equivalents

For purposes of the statement of cash flows Big Rivers considers all short
term highly
liquid investments with
l maturities of three months or less to be cash equivalents
origin
Investments

In Z000 the Company purchased several short
term money market investments totaling approximately

000 with maturity dates between three months and one year with a weighted average interest rate of
34
84
6
a

Other Deposits and Investments
I

In 1999 the Company purchased an 8
000 l
tion Rur
N
l Utilities Cooperative Finance Corporation medi
term note with a
um

maturity date of March 1 5 Z001 The note accrues interest at a rate of 6
47 per
This investment was considered held
maturity and classified as other deposits and investments in
to
1999 nd cash and cash equiv
lents in Z000 in the accompanying balance sheets

annum

e Capital
Patrona

As provided in the bylaws the Company accounts for each year
s patronage
sourced income both operating
and non
operating on a patronage basis Notwithstanding any other provision of the bylaws the amount
to be allocated s patronage capital for a given year shall be not less than the greater of regular taxable
tronage income or alternative minimum taxable patronage
p
sourced
sourced income In accordance with
the Plan see Note 1
all patronage capital claims were extinguished and discharged on the EfFective Date
In Z001 the Company anticipates a patronage allocation to its members based on such calculations for tax
year Z000
Reclassifications

Certain prior year mounts have been reclassified to conform to the current year presentation
3

UTILITY PLANT

The following summarizes utility plant at December 31
I
I

Z000

1999

576
3
1
44
Z50
196
1 1
831

3Z6
1
889

Classified plant in service
Electric

nt
pl

sed
le

Transmission

plant
General plant
Other

Less accumulated

depreciation

Construction in progress

191
4
OC
3Z9
13

67

67

1 55Z 7Z4
9Z6
689
798
86Z
Z6Z
1
4 060
8

1 531
349
666
973
864
376
074
4
868 450

i

3

UTILITY PLANT Continued I

Interest capitalized for the years ended December 31 Z000 1999 and 1998 was not significant to the
Company
4

LEASEBACK
SALE

On April 18 Z000 the Company completed a sale
leaseback of two of its utility plants including the related
ck provides Big Rivers
leaseb
equipment The sale
S 000
089 fixed price purchase option at
1
the end of the respective facility
s lease term Z5 and Z7 years which was partially defeased at closing with
certain of the proceeds and will be fully defeased together with future contractual interest receipts
facilities and

This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes
In connection therewith Big Rivers received approximately 867
000 of proceeds nd
incurred pproximately 803
000 of related obligations Pursuant to a payment undertaking agreement with

a financial institution Big Rivers efFectively extinguished approximately 5
000 of these obligations with an
equivalent portion

of the

proceeds The Comp
ny purchased two investments approximating 000
147

equivalent to the remaining portion of the obligations and the fixed price purchase option after including
interest over the life of the agreement
These mounts are reflected as restricted investments under long
term
lease nd

obligations

under

lease in the

term
long

will be recorded to these accounts

over

accompanying

the life of the lease

balance sheets

Interest received and paid

Currently the Company is paying 7
57 interest

on its obligations under long
term lease and receiving 6
89 on its related investments The Company made
a

principal payment

on

the New RUS

Promissory

Note with the

remaining proceeds The approximate

000 net cash benefit to Big Rivers together with the deferral of approxim
64
tely 1 1
000 of future interest
amortization bove the contractual rate of return has been deferred and will be mortized over the respective
lease terms of which the Company recognized 1
874 in Z000 A principal payment of 1 793 on the obli
gations under long
term lease is due in Z001 with remaining principal payments beginning in Z009
5

TERM
LONG DEBT

Due to the underlying coll
teral value of the RUS Promissory Note Big Rivers ceased accruing interest for all
term
long

debt efFective

September 30

1996

Subsequently in accordance vith the Plan Big Rivers resumed

recording interest on the RUS Promissory Note effective June 9 1997 to the extent of payments resulting
from

a month
end oper
ting cash balance
Company began recording interest on the

in excess of

000 Upon achieving the EfFective Date the
10

RUS debt based

on

ir value rate of 5
the f
81

per annum

Prior to the EfFective Date contractual interest totaling 7
OZ 1 in 19
8 related to both secured and unse

cured long
term obligations would have been recognized as interest expense had the Company not previ
ously

filed for

bankruptcy

5

TERM
LONG DEBT Contir
uedl

A detail of long
term debt is as follows at December 31
Z000

19

57z
903

38
975

RUS ARVP Note no stated interest rate recorded at fair value Note 1
81
with interest imputed at 5
maturing December ZOZ3

870
68

507
65

LEM Adv
nces interest rate of 98 payable in
monthly installments from August Z000 through July

4Z8
45

107
34

LEM Settlement Note interest rate of 8
0 payable in monthly
installments through July ZOZ3

016
19

1 305

Counry of Ohio Kentucl
y promissory note variable interest rate
average interest rate of 4
Zo
1 and 3
37 in Z000 and
1999 respectively maturing in October ZOl 5

300
83

300
83

800
58

800
58

1 1 78
986

Z36
1
408

77Z
19

353
5

New RUS Promissory Note stated interest rate of 5
75 recorded
at fair value

Note

1

with

an

81
interest rate of 5

maturing

April zOZZ

Z003

County of Ohio Kentucky promissory note variable interest rate
average interest rate of 4
Z 1 and 3
37 in Z000 and
1999
Total

respectively maturing

term
long

in June ZO l 3

debt

Current maturities
Total

term debt
long

1 1 59
Z 14 055
Z31
1

net of current maturities

The following are estimated maturities of long
term debt at December 31
Year

Amount

Z001

19 77Z
Z5
890
91 7
15
397
5
451
Z4
1 087 559
1 78 986

ZOOZ
Z003
Z004
Z005

Thereafter

Pollution Control Bonds

On October 31 1985 the County of Ohio Kentucky issued 83
300 of Pollution Control Refunding
nd Bonds Series 1985 the proceeds of which are supported by a promissory note from Big Rivers
Dem
which bears the

same

te
interest r

as

the bonds

These bonds bear interest at a variable rate and are dated

to mature in October ZOl 5 Annu
l sinking fund payments of 5
000 are to begin October Z001
I

i

5

LONG
TERM DEBT Continued

On June 30 1983 the County of Ohio Kentucky issued 58
800 of Pollution Control Bonds Series 1983
the proceeds of which re supported by a promissory note from Big Rivers which bears the same interest
rate as the bonds

These bonds bear interest at a variable rate and are dated to mature in June ZO l 3

Big Rivers obligations with respect to the bonds although secured and remarketed were not afFected by the
Plan
These bonds are supported by two liquidity facilities issued by Credit Suisse First Boston and municipal
bond insurance

policies

issued

by

Ambac f
ssurance

Corporation see

Note 1

Big Rivers has agreed to reim
burse Ambac Assurance Corporation for any payments under the municipal bond insurance policies or the
surety policies Currently the Company is exploring the possibility of refinancing the Series 1985 bonds
LEM Settlement Note
On the Effective Date

Big

Rivers executed the Settlement Note with LEM

The Settlement Note requires Big

Rivers to pay to LEM 19
676 plus interest at 8 per annum over the lease term The principal and interest
8ZZ annually This payment is consideration for LEM
payment is approximately 1
s assumption of the risk

related to unforeseen costs with respect to power to be supplied to the Aluminum Smelters and the
increased

responsibility

for

financing capital improvements

The execution of the Settlement Note was a non

cash transaction and was excluded from the accompanying statements of cash flows in 1 9
8
LEM Advances

Beginning in August 1998 the first month after the EfFective Date and ending in July Z000 LEM made pay
ments tot
lf of the Company The Comp
000 to the RUS on beh
ling 50
ny is now m
king monthly pay
ments which will ultimately total 60
000 to LEM through July Z003 The payments made by LEM to the
RUS were applied to the New RUS Promissory Note The Company is recognizing interest expense over the
fiveyear life of the LEM Advances at 98 per annum
6

RATE MATTERS

As approved by the Bankruptcy Court and the KPSC efFective September l 97 the interim rates charged to
Big Rivers members consisted of a billing demand charge per KW and an energy charge per k
h con
X
sumed The interim rates of Big Rivers included specific rate designs for its members two classes of cus
tomers the

large

industrial customers and the rur
l customers under

urisdiction For the large industrial
its

customers the demand charge is generally based on each customer
s maximum demand during the current
month The remaining customers billing demand is based upon the maximum coincident demand of each
s delivery points The demand and energy charges are not sub
member
ect to ad
ustments for increases or
decreases in fuel or environment
l costs On April 30 1998 the KPSC modified the interim rates for the large
industrial customers On June 1 1998 the interim rates s modified were approved by the Bankruptcy
Court

These rates will remain in efFect until

changed by

the KPSC

The rates resulted in a significant

decrease in Big Rivers rates for wholes
le electric service to its members from the rates in efFect prior to the
a

Chapter 1 1 filing

EfFective September l Z000 the KPSC approved Big Rivers request for a twoyear 3
680 nnually revenue
discount ad
ustment for its members efFectively passing the benefit of the sale
leaseback transaction see
Note 4 to its members Whether or not Big Rivers requests KPSC approval to extend the twoyear period
depends upon

its

planned

environmental

compliance

costs and its over
ll financial condition

TE MA
Z
ERS Continued

Pursuant to the Lease Agreement LEM supplies the energy necessary to comply with the Ogiethorpe Power
Corporation Oglethorpe Power
LEM

contract

In turn Big Rivers remits the net revenues from the contract to

The Oglethorpe Power contract is for the s
le of 103 MW of power through July 31 Z007

In accordance with the Lease Agreement LG
E Energy operates certain generating facilities owned by the
City of Henderson Kentucky the City which were operated by Big Rivers prior to the Effective D
te pur
nt to an agreement between the City and Big Rivers
su
The Company will ret
in the obligation to provide
transmission services under this agreement
7

INCOME TFlXES

Big Rivers was initially formed as a tax
exempt cooperative organization under section 501 c 1 Z of the
Internal Revenue Code

85 of

Big

Rivers

to non
members

To retain tax
exempt status under this section of the Internal Revenue Code at least
receipts must be generated from transactions with the Company
s members In 1983 sales
resulted in Big Rivers being unable to meet the 85 requirement In a letter dated

March Z3 1984 the Internal Revenue Service notified Big Rivers that effective for 1983 and subsequent
years the Company would be considered a taxable organization until such year that sales to members
would

satisfy the 85 requirement
ect to Kentucky income t
sub
x

and

Big

Rivers

formally reapplies

for tax
exempt status

Big Rivers is also

Under the provisions of SFf
S No 109 Accounting for Income Taxes Big Rivers is required to record
deferred tax assets and liabilities for temporary difFerences between amounts reported for financial reporting
purposes and

amounts

reported for

income tax purposes

Deferred tax assets and liabilities are determined

sed on these temporary difFerences using enacted tax rates in effect for the year in which these difFerences
b
re expected to reverse

At December 31 Z000 and 1 99 Big Rivers had deferred tax assets of 508
335 and 399
8 respectively
which primarily relate to net operating losses and the efFect of the sale
leaseback transaction see Note 4 At
December 31 Z000 these net

operating

losses amounted to

000 The non
30Z
member portion of the

net operating losses expire in Z001 through ZO l Z Additionally at December 31 Z000 and 1999 Big Rivers
had deferred t
x liabilities of SZ61
438 and Z41
Z04 respectively which primarily relate to depreciation dif
ferences on utility pl
nt At December 31 Z000 and 1999 Big Rivers did not anticipate utilization of a por
tion of the deferred tax assets thus a valuation allowance was established of Z46
897 and 1 64
58

respectively
8

POWER PURCHASED

In accordance with the Lease Agreement Big Rivers supplies all of the members requirements for power to
serve

their customers other than the Aluminum Smelters

Contract limits were established in the Lease

and include minimum and maximum

hourly and annual power purchase amounts
to elect to reduce the contract limits to a certain amount Big Rivers cannot reduce

Agreement
has the right
limits by more

than 1 Z MW in any year

or

by

more

than

a

l of 7Z MW
tot

over

the lease term

Big Rivers
the contract

In the event

Big Rivers fails to take the minimum requirement during any hour or year Big Rivers is li
ble to LEM for a cer
it
n percentage of the difference betvveen the mount of power actually taken and the applicable minimum
requirement

y

t

8

ER PURCHf
POV
SED Continued

Although Big Rivers will be required by the Lease Agreement to purchase rninimum hourly and annual
amounts of power from LEM the lease does not prevent Big Rivers from paying the associ
ted penalty in cer
tain hours to

lower cost power if available in the open market

purchase

or

resellinq

portion of its pur

chased power to a third party
9

PENSION PI
NS

Big Rivers has non
contributory defined benefit pension plans covering substantially all employees who meet
minimum age and service requirements The plans provide benefits based on the participants years of serv
ice and the five highest consecutive years compensation during the last ten years of employment Big Rivers
policy is to fund such pl
ns in accordance with the requirem
nts of th Employee Retirement Income Security
Act of 1 74

In con
unction with the Lease Agreement approxim
tely 550 oF the Company
s employees were efFectively
terminated and transferred to WKEC
in the amount of their

respective

on

the Effective Date

vested benefits

Terminated employees have received distributions
In 1998 the Company recognized a curtailment loss of

08 which was recorded as a reorganization expense in the accompanying statements of operations
SZ
The following is an assessment of the Company
s non
contributory defined benefit pension plan at
December 31

ected
Pro

benefit

Fair value of

plan

obligation
assets

Funded status

Z000

1999

8
Z
33
35
7

8
0
38
OZ7
7

877

Prepaid unfunded

accrued

pension

1 57

cost

1 Ol 1
610

Net periodic pension costs which are caiculated based on actuarial assumptions t January 1 were as fol
lows for the years ended December 31
Z000

453

Benefit cost

99
1

478

686
1

848
Z

Z 086
300
5
357
Z9

99
1

1998

Curtailment cost

Employer
Benefits

contribution

paid

or

transferred

431

8
19

sumptions used to develop the pro
f
ected benefit obligation were
Z000
Discount rates
tes of increase in
R

Expected long
term

compensation

levels

rate of return on assets

5
7

5
7

0
7

0
4

0
4

0
4

8 5

5
8

5
8
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POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses Big Rivers
pays 80 of the cost from age 6Z to 65 for all employees For salaried employees who retired prior to
December 31 1993 from age 65 Big Rivers pays 100 of Medicare supplemental costs For salaried
employees who retire after December 31 1993 the paid Medicare supplement
l was elimin
ted
The discount rate used in computing the postretirement obligation was 7
5 for Z000 and 7
0 for 1 9 A
health care cost trend rate of 9
0 in Z000 declining to 5
o in Z007 was utilized
The following is n assessment of the Company
s postretirement plan at December 31
Z000
l benefit
Tot

obligation
postretirement

Unfunded accrued

ZO l 9
486
3

cost

1999

Z 770
536
3

The components of net periodic postretirement benefiit costs for the years ended December 31 were as fol
lows
Z000

Benefit cost
Benefits

paid

19

1998

108

19

436

Z08

Z09

389

As noted above approximately 50 employees were transferred to WKEC in con
unction with the Lease
Agreement and in con
unction therewith the Company transferred to WKEC the postretirement liability for
these employees During 19
8 the Company recognized a curtailment gain of Z
753 which was principal
ly ofFset by the realization of the previously unrecognized transition obligation related to these employees
totaling Z
538
In addition to the postretirement plan discussed above in 199Z Big Rivers began a postretirement benefit
plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement or death To
the extent n employee
s sick leave hour balance exceeds 480 hours such excess hours are paid at ZO of
the employee
s base hourly rate at the time of retirement or death The accumulated obligation recorded for

the postretirement sick leave benefit is 139 and 1 14 at December 31 Z000 and 1999 respectively and
i

the
1 1

postretirement expense

recorded

was

Z5 14 and

51 for Z000 1999 and 1998 respectively

RELATED PARTIES AND MAJOR CUSTOMERS

Operating Revenues
Z000

1999

1998

8Z Z54

S 81 349

S 145 79Z

ZZ 765

ZZ 540

ZZ Z47

13 880
Z0 588
014
54
877
8

13 Z90
Z4 739
Z65
54
376
8

1 Z 618
45 74Z
Z47
Z4
908
3

ZOZ 378

Z04 559

Z54 554

Members

Kenergy Corporation
Jackson Purchase Electric Cooperative
Corporation
Meade County Rural Electric Cooperative
Corporation
members
Non
Lease

revenue

Other

revenue

In July 1999 Green River Electric Corporation and Henderson Union Electric Cooperative merged forming a
single member doing business as Kenergy Corporation All sales to the two former members are reflected as
sales to Kenergy Corporation
At December 31 Z000 and 1999 Big Rivers had accounts receivable from its members of 1 Z
4Z5 and
1 Z 7 respectively
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