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Response to the Office of the Attorney General’s 
ntal Set of Data Requests 
ted March 14,2013 

arch 28,2013 

tern 1) Referencing Big Rivers’ response to AG 1-47: Has Big Rivers included all 

additional costs related to redirecting Wilson fuel related contracts to alternative 

generating stations in its forecasted revenue requirements? If not, please provide these 

estimated costs. 

a. If these costs are not part of the current forecast, would Big Rivers be 

allowed to recover sucli costs in its Fuel Adjustment Clause? How much 

would the FAC have to be on average just to recover these costs? How 

would costs be reflected in market offers for energy from Big Rivers 

“alternative generating stations?” Explain all answers in detail. 

Response) 

Wilson fuel to an alternative generating station in its forecasted revenue requirements. 

Big Rivers has included all known additional costs related to redirecting 

a. Not applicable. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-1 

Witness: Robert W. Berry 
Page 1 of 1 
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Response to the Office of the Attorney General’s 
Supplemental §et of Data Requests 

ated March 14,2013 

March 28,2013 

1 Item 2) Referencing Big Rivers ’ response to PSC 2-21 (a): Provide all 

2 correspondence and results provided by MIS0 as a response to Big Rivers December 2012 

3 Attacliment Y-2 requests for analysis of idling Coleman and Wilson. 

4 

5 Response) Please see Big Rivers’ response to PSC 3-6. 

6 

7 Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-2 

Witness: Robert W. Berry 
Page 1 of 1 
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Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

arch 28,2013 

Item 3) Referencing Big Rivers’ response to PSC 2-22, regarding QA TT operating 

and maintenance costs previously paid by Century, it is not clear Itow tJte following 

statement: “If Century enters into a bilateral contract with a third party and the bilateral 

contract does not have a designated generator, then only one-half of the cost paid by 

Century will be paid to Big Rivers, ’) corresponds to the statement made later in that same 

response that “Century will be responsible for paying all normal transmission service costs 

under the MISO Tarijff ” 

a. Please specifically identijfy the cost to wlziclt tlze first statement is referring. 

Are these transmission costs? 

b. Please provide a detailed cost breakdown of the costs currently recovered 

from Century (transmission expenses, transmission depreciation, etc.) and 

costs that would be recovered from Century if Century should enter into a 

bilateral contract with and without designated generation. 

Response) 

a. The statement, “If Century enters into a bilateral contract with a third party 

and the bilateral contract does not have a designated generator, then only one- 

half of the cost paid by Century will be paid to Big Rivers,” refers to 

transmission cost paid by Century to MISO. It is Big Rivers’ understanding 

that if Century is required to purchase transmission under MISO Schedule 7 - 

Long-Term and Short-Term Firm Point-to-Point Service instead of Schedule 5 

Case No. 2012-00535 
Response to AG 2-3 

Witness: Rcbbert W. Berry 
Page 1 of 2 



N TION 
A 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

- Network Integration Transmission Service, Big Rivers will receive roughly 

one-half of the cost paid by Century. It is Big Rivers’ understanding that if 

Century purchases transmission under Schedule 9 - Network Integration 

4 

5 Century. 

6 

7 

8 

9 

Transmission Service, Rig Rivers will receive the full amount paid by 

b. Big Rivers currently provides a bundled service to all customers. That service 

includes transmission. Rig Rivers does not track the transmission costs 

recovered from individual customer classes. 

Rased on conversations with MISO, Rig Rivers approximates it would 

10 

11 

12 

13 

14 

receive either 100% of Network Integration Transmission Service paid by 

Century or roughly 50% of the Point-to-Point Service paid by Century. 

MISO’s current tariff for Network Integration Transmission Service is 

$17,082.07/MW-Year. MISO’s current tariff for Firm Point-to-Point Service 

is $32,702.07/MW-Year. Rig Rivers has not yet come to definitive terms with 

15 

16 revenues it would receive. 

Century for obtaining market power, thus Big Rivers is unsure of any 

17 

18 Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-3 

Witness: Robert W. Berry 
Page 2 of 2 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

Item 4) Referencing Big Rivers’ response to AG 1-8, where it states “Big Rivers also 

continues to negotiate with Century Aluminum to allow it to obtain its power from the 

w It olesale market, ”: 

Response) 

a. 

b. 

C. 

Please state whether this is the only scenario still viable in these 

negotiations. 

Describe any other scenarios being discussed or pursued under which Big 

Rivers andor Kenergy would continue to provide power to Century. 

Describe any other scenarios being pursued or discussed wherein Century 

would obtain power other than directly through Big Rivers /Kenergy. 

Rig Rivers objects to the extent that this request seeks information that is 

protected by the attorney-client privilege and the work product doctrine. Notwithstanding 

this objection, but without waiving it, Big Rivers states as follows. 

a. As we have stated from the very beginning, Big Rivers is willing to allow 

Kenergy to obtain power from the wholesale power market to serve the 

aluminum smelters, providing the smelters pay any incremental cost 

associated with them obtaining power from the market, and they agree that 

Big Rivers is no longer obligated to provide power to Kenergy to serve the 

aluminum smelters. Big Rivers is also willing to serve the smelters from its 

system at cost of service rates. 

Case No. 2012-00535 
Response to AG 2-4 

Witness: Robert W. Berry 
Page 1 of 2 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

1 

2 

3 Century. 

4 

b. Other than the two scenarios identified in the response to subpart (a) above, 

Big Rivers is not pursuing any other scenarios to continue to provide power to ’ 

c. As stated in the response to subpart (b) above, Big Rivers is not pursuing any 

other scenarios to continue to provide power to Century. During the 2013 

legislative session, House Rill 21 1 and Senate Bill 71 were filed to allow both 

Century and Alcan the ability to obtain their power supply from the wholesale 

market. There have been multiple amendments to House Bill 21 1 that would 

require Rig Rivers to provide power to the smelters from its own portfolio at 

10 

11 

12 

13 Witness) Robert W. Berry 

wholesale prices. Rig Rivers does not support this bill or any bill that requires 

our Member customers to subsidize the for-profit aluminum smelters. 

Case No. 2012-00535 
Response to AG 2-4 

Witness: Robert W. Berry 
Page 2 of 2 
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CASE NO. 2012-00535 

esponse to the Office 
Supplemental S 

Attorney General’s 

Dated March 14,2013 

Referencing Big Rivers’ response to AG I - ldf i ) :  

a. Acknowledge that the loss of the Alcan load will occur during the fully 

forecasted future test year the company chose for the instant case. 

b. Acknowledge that because no data regarding the loss of the Alcan load was 

provided either in the application, or in data responses, that seven (7) 

months of the test year is affected 

c. Acknowledge that the seven (7) month period referenced above contains 

inaccurate and/or insufficient data. 

d. Acknowledge that the lack of this information prevents the Commission 

from making an informed determindltion as to the reasonableness of the 

application. 

e. Provide copies of any and all analyses, modeling, or studies the company 

performed prior to the filing of this case regarding the then-potential loss of 

the Alcan load, regardless of whether such loss would have occurred prior 

to or after the loss of the Century load. 

Response) 

a. Big Rivers acknowledges that the Alcan contract termination will become 

effective during the fully forecasted test period proposed in the instant case. 

b. No. Rig Rivers does acknowledge that seven (7) months of the forecast test 

period (i.e. February through August of 2014) will be afTected by the Alcan 

Case No. 2012-00535 
Response to AG 2-5 

Witness: John Wolfram 
Page 1 of 3 
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AT 

ffice of the Attorney General’s 
tal Set of Data Requests 

ated March 14,2013 

contract termination. However, Big Rivers did not provide “no data” 

regarding the potential impacts of the Alcan contract termination in its data 

responses; please see the response to part (e) below. 

c. No. The test period data represents all of the information that Big Rivers 

could reasonably have included in its forecast at the time this case was filed. 

The test period data was prepared and filed in a manner consistent with the 

applicable regulations and is neither insufficient nor inaccurate. 807 KAR 

S:001 requires that afler an application based on a forecasted test period is 

filed, there shall be no revisions to the forecast, except for the correction of 

mathematical errors, unless the revisions reflect statutory or regulatory 

enactments that could not, with reasonable diligence, have been included in 

the forecast on the date it was filed. The impacts of the Alcan contract 

termination do not meet these criteria. Please see the response to AG 2-1 5. 

d. No. Nothing related to the Alcan contract termination prevents the 

Commission from making an informed determination of the reasonableness of 

Big Rivers’ request in this case. As noted in response to PSC 2-1, Big Rivers 

is in the process of evaluating the implications of the Alcan termination notice 

on Big Rivers, but it should have no impact on this rate proceeding. Big 

Rivers needs the rate relief sought in this proceeding beginning August 20, 

2013. The termination of Alcan’s retail power contract is effective January 

31, 2014. Big Rivers will file a separate proceeding in June of 2013 to 

address the Alcan contract termination to the extent Big Rivers needs 

additional rate relief beginning January 3 1, 2014. In the meantime, the fact 

Case No. 2012-00535 
Response to AG 2-5 

Witness: John Wolfram 
Page 2 of 3 
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CASE NO. 2012-00535 

esponse to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

that Big Rivers expects to seek additional rate increases in the near fbture does 

not prevent the Commission from determining that the request for rate relief 

as filed in this proceeding is reasonable. 

Please see the Big Rivers Load Concentration Analysis and Mitigation Plan 

provided in response to AG 1-89. Big Rivers filed analyses supporting the 

Load Concentration Analysis & Mitigation Plan in Case No. 20 12-00063. 

John Wolfram 

Case No. 2012-00535 
Response to AG 2-5 

itness: John Wolfram 
Page 3 of 3 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

tern 6) Referencing Big Rivers’ response to A G 1-23 where it states “Smelter parent 

guarantees survive”: Please summarize Big Rivers’ understanding of the financial impact 

of these guarantees and the circumstances under which Big Rivers would benefit 

jinancially front any such guarantees. 

Response) A smelter parent guarantee does not provide increased financial benefits from 

a smelter; it only provides additional assurance of performance or payment of obligations 

already due from a smelter. For example, under the terms of the Century parent guarantee, 

Century Aluminum Company unconditionally and irrevocably guarantees the prompt 

performance and payment when due of the “Guaranteed Obligations.” The Guaranteed 

Obligations include, but are not limited to, the obligations of Century Aluminum of 

Kentucky General Partnership to Kenergy under the Retail Agreement and the obligations of 

Century to Big Rivers under the Coordination Agreement. Big Rivers would preserve the 

financial benefits due it under the Guaranteed Obligations directly or through Kenergy if 

Century Aluminum of Kentucky General Partnership for any reason did not perform or pay a 

Guaranteed Obligation, and Big Rivers or Kenergy obtained performance or payment of that 

Guaranteed Obligation from Century Aluminum Company. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-6 

Witness: Robert W. Berry 
Page 1 of 1 
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ffice of the Attorney General’s 

Item 7) Referencing Big Rivers’ response to AG 1-25: Describe the resources and 

materials used by Big Rivers to ensure that its Enterprise Risk Management policies are 

programs reference and include “best practices ’’ in enterprise risk management, including 

external review of and participation in enterprise risk management 

Response) Big Rivers’ Enterprise Risk Management Policy (attached to the response to 

AG 1-25@)) was part of a comprehensive program developed under the guidance of former 

Big Rivers’ Vice President of Accounting, Mark Hite. 

In June of 2003, multiple members of Big Rivers’ Board of Directors attended a 

course on the “Fundamentals of Energy Risk Management for Directors” presented by the 

National Rural Electric Cooperative Association. Please see the course materials at 

Attachment 1 on the PUBLIC CD accompanying these responses. The following year, Mr. 

Hite reviewed certain enterprise risk management materials from MCR Performance 

Solutions (“MCR’). Please see Attachment 2 accompanying these responses. 

In developing Big Rivers’ Enterprise Risk Management Policy, Mr. Hite was assisted 

by APMCR, a professional utilities management consulting firm that was an alliance 

company of Aces Power Marketing and MCR. APMCR met with Big Rivers personnel 

multiple times in 2006 and 2007 to discuss enterprise risk management and Big Rivers’ 

implementation of an enterprise risk management program. APMCR also presented certain 

enterprise risk management materials to Big Rivers’ Board of Directors. In connection with 

these discussions, APMCR developed numerous materials relied on by Big Rivers during its 

development and implementation of the Enterprise Risk Management Policy. Please see 

Case No. 2012-00535 
Response to AG 2-7 

Witness: Mark A. Bailey 
Page 1 of 2 
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esponse to the ffice of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

Attachments 3 through 10 (Attachments 7, 9, and 10 are provided on the CONFIDENTIAL 

CD accompanying these responses). 

After Big Rivers implemented its Enterprise Risk Management Policy, it ensured the 

policy met the Public Service Commission’s standards in part by analyzing the 

Commission’s management audit of East Kentucky Power Company, which included an 

audit of EKPC’s risk management practices. Please see Attachment 11 accompanying these 

responses. 

Please also see the confidential attachments to AG 2-13(d) for minutes of Big Rivers’ 

Internal Risk Management Committee meetings. 

Witness) Mark A. Bailey 

Case No. 2012-00535 
Response to AG 2-7 

Witness: Mark A. Bailey 
Page 2 of 2 





From: 
sent: 
To: 
s u q e  

Qavid Spainhowad [dspainh~rd~fgriver$.ooml 
Wednesday, March 17,2004 8: 19 MR 
bharwwuleigrivera.com 
FW: Enterprise Risk Diagnostic Info 8 MCR Info 

Barbara : 

Please print t h i s  e-mail and a l l  of the attachments for me. 

Thanks 

David 

----- Original Message----- 
From: Mark Hite [mailto:mhite@biqrivers.coml 
Sent: Tuesday, March 16, 2004 3:02 PM 
To: Richard Beck; David Spainhoward; B i l l  Blackburn; Travis D. Housley; 
Mike Core 
Subject: FW: Enterprise R i s k  Diagnostic Info & K R  Info 

Fellas: 
Please print the attached and bring it to our meeting this Friday afternoon 
from 2 til1 4:30 i n  the board room. (The NCAA w i l l  have to wait.) 
Hark 

----- Original Message----- 
From: John S t u m  [mailto:JohnSt@acespower.comf 
Sent: Tuesday, March 16, 2004 2:44 PH 
To: mhite@bigrLvers.com 
Subject: Enterprise Risk Diagnostic In fo  & MCR Info 

Mark, 

> Attached below is some infomation regarding the Enterprise R i s k  
Management Diagnostic ( Q&A document), as well a s  other MCR info. MCR’s has 
published several 6&T risk management white papers that I highly recommend. 
Jeff Walker, Jeff Hume and Jim Pardikes of MCR w i l l  be at your offices on 
Friday a t  2pm. Please forward these  to anyone else that may  l i k e  additional 
information about enterprise risk management and our alliance partner. 
> 
> Regards, 
John Sturm 
> 
3 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 
> 

Diagnostic Q&A: 
> CcAPM MCR E M  Diagnostic Q A.pdf>> 
MCR G6T White Papers: 
> 
> 

<<Risk Four Ctr Word POV.pdf>> > > 
<<MCR Paper - Quanti iying GT Risks.pdf>> 

<CMCR Papesr - R i s k y  Business.pdf>> 

MCR Bios/Info: 
> <.cMCR Experience Statements.pdf>> 2 > cuncr-graup,pd€>> 
MCR Website: 
ww. mer-group. cam 

Case No. 20 12-00535 
Attachment 2 fos Response to AG 2-7 

Witness: MiYk A. Bailey 
Page 1 of 73 
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Thompson, and 
June 2003 

\ 

r a e f k c i i n g t h s o d  
MCR P E R K m w G E W S  The issues confronting generation and transmissioa (oehr) coo 

are ofter the same issues facing inveslw owned utilities (IOUsJ ... 
votatile fuel prices, rmpredictabb returns hwn off-systm power sales, 
the need to improve mdii measures, and uncertain load pwth. 
E(sus haw taken steps b better undersfand and manage their bunr'sness 
risks. o(bT coops also need to manage rkk. We no easy task, but 
management can mft by focuslrag the planning pmcew on 
understanding how key Piek factors impact key perfamanee vapsatdes 
such 88 member rates, the IlER ratio, and cash flow. 

What's Wrong with the Cumnt Forecast? 
Nnanciat forecasting has always been important to GbT coops. fhis kind of 
modeling ultimatefy produces a simpk point forecasl of earnings or cash flow. 
A base case point forecast. hwewr, is no longer enough. The new 
generation of farecasting embeds risk analysis into the financial model and 
does not stop at simply developing the pdnl brecast of the oneyear budget or 
the thtee-yeat plan. That is, G&T mops r r w ~  require a forecasting tool that 
automatically integcates key risk factors such as market prices, fuel prices and 
pbnt availability into the hecast and shows the range of potentiai outcomcss in 
member rates, cash flow, and the TIER ratio. 

- - 
The new generation of 
forecasting embeds risk 
analysis hto the 
financial model. 

What an? the Benefit6 of Incorporating Risk into the Forecast? 
l m r m l i n a  risk into the fomasl allows the senior team to understand the 
pn>b;rbilify of meeting their financial goab. FW example, is there a 5 ~ - 5 0  
chance of hitting the targeted member fates of only a 10% chance? Monte 
Carto simu)ation runs hundreds of trials in one nm of the model, thus allowing 
management to understand how different risk factors can combine and impact 
the likelihood of aching their fmandat targets. Identifying and understanding 
the specific business risk factors has the following benefits: 

Better management of evefall cash flow volatility through highlighting 
exposures -for example, can we n a m  the uar*&My of the fomcast 
thRwgh "insurance plays" end how do these strategies imped the 
probability of hitting our finmcial target? 

9 Enhanced mrnmunications io constituents (e.g., the Board or Coop 
Managers) Fegatniing why a short-bnn bud~fd Or long-term plan can vary 
from the point estimate - budget targetac are not a "slam dunk" and can 
often be aweroptirnis\ic after considering key dsks (See F ~ u r e  1) 

improved decisions through !he integration of risk factors into economic 
evaluations of investments - will this inveslment do well or. convemely, 
what combinabn of faclors could make this investment p "South"? 

c 

I Case No. 2012-00535 
Attachment 2 for Response to AG 2-7 

Witness: Mark A. Bailey 
Page 5 of 73 



Figure 
The O.sempthnIstic Forecast - Hlujfraphre- P 

Embedding risk analysls 
into the planning a d  
forecasting process allows 
senior management to 
become more engaged. 

2 
CW NO. 2012-00535 

Attachment 2 for Response to AG 2-7 
Witness: Mark A. Bailey 

Page 6 of 73 

2004 cash Flihw 
c5-1 

How Can Msk Be fnbegrated Into the Formasting f%mer;s? 
Most O&T 000~6 have not yet intqrated Monte Carlo capabilities into their 
oofe forecasting bot. They either have no risk bo1 of ?he risk tool they do 
hawe is run separately kom the forecasting bl. leading to potentially 
inconsistent result$. Embedding risk anatysis into me planning and 
f6recasting process allows senior management to become mom engaged 
and talk tn terms of 8 range or pmbabiliity of achieving certain finerncia\ 
targets (rather Man just B budgeted porn! estimate). Onoe the modeling 
capabilities are in plirce. the following steps are reguired: 

IdentiQ the risk Factors that will be important to achirwing your financial 
targets (q., plant availaMBty, market prices, fuel costs, weather, etc.) 

Quantify the risk bctors by determining the pmhbil i i  distriiutions and 
interrelationshipslconelations among the bcitors 

Analyze the impads of risk factors and determine the probability of 
achieving financial targets such as cesh flow, member rates, TIER 
ratio, ne-1 income, etc. 

Padrage the analysis so senior management can be in a discussion of 
business risks and potential strategies for managing these risks 

The process rrf integrating risk into the forecasting process results in a range 
of cash ftow or member rate impacts. (See Figure 2) These resuns allow 
managemen1 b understand the probability of hilting a particular target. 
Management can answer key questions such as: 

What is the probabilii that member mtes will rise more than 10% over the 
next three years? What factars are mosf immnt  and haw can they be 
managed? 

Haw likely is it that ouf nonmember sales will prodm over $2 miillon in 
margin? Should we increase or decrease our pemtage of spot sales rrs. 
cantraded sales? 

Be Will admitting a new member lncresse or decrease the probability of a rate 
in-? What new risks will be introduced? 



I 
L?ewtop Base 
crise Forecast 

I I 

Figure 2 
T proack to Fa ing 

Develop Pmbablii Dimbutions 
for Each Risk Factor 

mber Rate 
"I 

What's Required to Be Succesarful? 
Some G&' coops are more likely than others to bendit from integrating fisk info 
their planing and forecasting process. Companies fadng specific business 
issues will have a sense of urgency and commitment to make risk analysis work. 
These issues include whether to admit a prospective new member, building a 
power plant vs. puMesinQ capacity, determining the proper time far a plmned 
outage, etc. Risk sn81ysis a n  be used to communicate to the Ebrd me 
ambination of Ask fadDrs hat could result in nsgetive or positlva financial results 
and the resulting impacts on member rates. 

The seniar management team must be willing to invest their Itme to get 
mfoftabte with riskanalysis, inlerpreting the results, and running alternatives 
with different assumptions. Wands-on' management teams get the most benefit - gaining strategic insights fnom fisk analysis cannot be delegated to staff. 
In today's volatile business envirmmnt. if a G%;rs planning and forecasting 
process is stifl relying on point forecasts and is not taking uncertainty into 
account, then it is mlssing a major part of UEe business landsape. The senior 
team of a G&T should embrece a new - managing risk rather than avoiding 

~b senior management 

avoM it - 

f thinking shout the Nanning process 

3 
Case No. 2012-00535 

Attachment 2 for Response to AG 2-7 
Witness: Mark A. Bailey 

Page 7 of 73 
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DAVE THOMPSON 
DAN RUPP 
MCR PERFOMNC& SOLUl7BNg 

www.mcr-group.com 

Tel: 847.562.0066 
Fax: 847.562.0077 
jpardikes@mcr-gmup.com 
dthompson@rncr-group.com 
drupp@mcr-gro tip .corn 

400 Skokie 8oulevaru Suite 230 
Nwthbrook, IL 60062 
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Case No. 20 12-00535 
Attachment 2 for Response to AG 2-7 

Witness: Mark A. Bailey 
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At[ G&Ts and their member distribution cooperalives do t b i r  best to Farecast 
ratrzs into the futuw. F m  this process, executive$ make pPomises to thellr 
board6 and members abwt Me prices to be paid far power. But the power 
markets today bear mom 
those rfisks into the planning and Arecasting process Is an emeging best 
practice that some G&Ts are adopting. By augmenting tho traditional foFecaat 
with rlsk analysis, GdhT leadership @am are better positioned to keep the 
promises made. 

than in recent history. Spec~calby incorpoatlng 

It’s Budgeting Time ... 
Every year starting in summer ana‘ wtinuing into the fall, GBT leadership teams go 
through the process of preparing next year‘s budget for board approval, including a 
multi-year fotecas! of member rates. Member distribution cooperathres count on these 
forecasts because power costs are the largest expense item impscting their rates to 
consumer members. The G&T CEO and CFO typically present a precisdooking 
trendJine, and an implicit promise is made about the future: Wese an? the phes Ehat 
mffit1b8f~ wiU 6e charged for power. Howwr. there is a big elephant furking unseen 
in the board room named “Ri~k,’ that everyone knows is these, but wkh would quietly 
go away. 

in today’s enwgy markets. there is more potential volatility in lhe budget and forecast 
than in the past. Despite lhis voiatility. ?he finandal conversation between G&Ts and 
their members typicalty does not include B quanlitafive discussion of potential lmpads 
of risks on member rates. It is time for G&Ts to augment the forecast process to 
amunt for risk volatility. White the approach is straightforward, it does repteSent a 
new set of capablilies. However. the results will prwide insights into rate forecast 
uncertainties associated with the underlying power generation and transmission 
business. 

romism Am Beiq Made? 

The G&T board and the leadership team have always lived with risks that impact the 
ability to deliver on promi+ rates. Historitxially, Ihese risks have been addressctd with 
consemtive financial policies, prudence, and good management. But here’s the 
problem - external, less MntrollaMe risks have bearme so significant that the financial 
dialogue between the G&f and its members must change, 

There is a big elephant 
lurking unseen in the 
board room name 
“Risk,” that everyone 
knows is them but 

away* 
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Incorpusrating risk 
into the forecast 
allows the senior 
team to unden;tand 
the ppoBabilSqr of 
meeting their 
financial promises 
to members. 

r 

Just consider a few of these externalities: 
0 Natural gas p W  volatiMy and deliverability - Especially where a greater 

propoflion of the newer capacity polffolio are gas Amd combined cycle and 
peaking units 

0 Farward price cum6 - Many factors impact future power prices, incfuding 
regional capacity, demand, status of planned regional power prujects. fuel 
costs, etc. 

* Transmission - Impact of transmission constraints. RTO wets and regionel 
consiructhn 

0 Environmental compliance - New Source Review, liming and capital 
requirements TOT emission controt, political &ma& for new coal-fired 
generation 
Interest rates and availability of low c ~ s l  capital - Mot even Mr. Greenspan 
knows what will happen here. The RUS and oWer traditional souroes of 
cooperative fmancing have greater demand Man supply. 

Finally, consider tnat some, none, OT all of these risks will ptay out on diierenl 
time tines. Trying lo forecast in this envimnmnt wiul convetltionar "what iP 
sensitivity analysis is not going to provide robtrst aoswen-lt ignores how 
rnulliple risk factors an interact together. Past common practices present a 
forecast of annwl point estimates (see the graphic on the t& in Figure 1). it 
looks precise. but provides members with no information aboul the potential to 
come in higher or lower lhen the yearly point estimate. 

Progressing to a forecant augmented by strategic risk analysis yields an expcted 
value wiihhin the bounds of a probability dislribulioo (see the graphic on the right in 
Figure 11. NOW members see information about how low or high the rate might 
be for the year. ALSO note, that the high:low bounds widen with each additional 
year, because uncertainty increases with time. Incorporating risk into the forecast 
allows the senior team la understand the probaMMyof meeting their financial 
promises to members. 
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Pa 
co risk factors 

that could msuA in negative or positive outcomes. Virtualfy &I G&T5 am addressing 
business issues like the Wwiing: 

udpl-  What is the probability that casts and revenues will change so 
&s MI need to incFease more than to% over lhe nW three years? 

Is here a !%% chance that the budgeted member rates will achiie the desired 
finaflCi81 results (net margin. TIER, DSC), or onty a 25% chance? 

4 Buy vs. Build - How is the variability of the projected power cost impacted by 
eimw building a new gas-fired power plant, or purchasing a series of long term 
contractsl) Shouid we increase or decrease our percentage of spot sales us. 
contr8~ted sates? How will going rong” narrow our varbbility in financial tesutts? 

4 Resource Planning - What is the impact of load growth. capacity growth, and 
weather on our power supply porlfolio? What is the probability distribution over 
time that a Shortfall occurs in peaking M intermediate msouras? 

risk 
simulation capabiliPies 
into their forecasting 

To answer these questions. forecasting tools must be capabk of wnning risk 
simulations (literally automating thousands of SimuMneous what +if simulations (or 
model runs)). thus allowing management to understand how dffwent risk factors can 
combine and impact the likelihood of achieving their financial targets. 

By identifying and understanding the specific business risk factors, and quantitativdy 
fadoting them into the forecast. GBTs gain a number of benefits: 

0 Quantified Risk Exposures- Wrth risk simulation models, the analyst can tell the 
senior team about wmbinations of risks that yield bad outcomes for the G&T. . 
Importantly. the risk anarytrcs quam those risk exgosures, enabling theii 
prioritization. lf the worst potential events and impads are known, then the senior 
team can know the net margin al risk. Hence, they can evaluate risk mitigation 
strategies {hedging, insurance, etc.) based on the cod versus risk, and the 
management learn’s appetite for assuming risk. 

are informed Declsians - A classic decision for any G T is build \is. buy for a 
future apecity shortfell relatie to member supply requirements. This decision has 
Ristori@lly been analyzed with conventional what-if anatysis, hut risk analyUcs 
provide whole new insights to inform your decisions. 

* hrslghtful Communications- Many OBTS talk about business risks, but moving 
beyond “gloom and doom’ discussions, risk analytic$ can be used to pul some 
quantifmtiin aruund risk impacts in discussions with members. They also 
implicitly move your arganizatlon from a point estimate promise, to an informed 
forecast about the ProbabisitiefP of achieving the desired financial results. 

* 

Haw Can Risk 8e Integrated Into the Forecastlngl Ptocws? 
Most G&T cooperatives have not yet integrated risk simulation capabilities into their 
becasting processes and tools. The Integration requires a nominal investment in 
tOOlS and a commitment to build internal skills. MCR clients have built lhe 
oompetency. and once established, risk analysis is executed with the folkwing steps: 

Identify the risk fact513 that will be impoftant to achieving ywr financial targets 
(e.g.. plant auailsbility, market prices, fuel costs. weather, envimnmontal 
mplianee, etc.) 
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. .  . -- 

Q Quantify the risk factors by determining the probability distributions and 
inbnefationshipsloofr~~~o~ among the factors 

4 Run a corporat8 financial modal with integrated risk analysis tools. Analyze 
the impacts of risk factors and determine the probability of achieving financial 
targets such as net margin, cash flow, member rates, TIER, and DSC 

0 Package the analysis so senior management can use the result$ to discuss 
business risks and potential strategies for managing these risks 

The process of integrating risk into the forecasting process results in a range of 

GQ;T senior teams 
must add risk 
management Po their 
"tool set!' to actriwelw .. 
and quantitatively 
manage risk. 

4 

projected member rates tied to a corresponding range of nel margin or TIER (see 
Figure 2). These results allow management lo  understand the probability of 
hitting ;a paltiwlar target. For each year, the probebility d i s t r i i i n  illIsstmte9 the 
high and low bounds around the expected value, assuming a chosen level of 
confidence (e.&, ?5% confident). Each point w a i n  the dislrbutlon Is the result of 
a specific plausible combination of risk factors. 

What's Required to See the "Elephanli"? 
With lhis information, !he senior feam can quanlitalively consider slfategies lo 
mitigate the risks, and also communicate with greater certainty about the 
likelihood of hitting the promised rates. However. the senior team must be willing 
to invest their time to gel comfoAaMe with risk analysis and results interpretation. 
Gaining strategic insights from risk analysis cannot be delegated to &ff. 

The initial step towards reflecting risk in the busineIis plan forecast is to assess 
your cunent practices. First, is the data sufficient for rMc analysis? Second, are 
the available tools adequate? Next. to what degree has the stfafegic risk 
management process been established? And finally, how does the leadership 
learn and board use risk analytks to gulde the curnpany? (See Figure 3 for 21 

simple guide to average, goo@, and best pradices in these four areas.) 
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In today’s vobtife business environment, most G&Ts’ planning and forecasting 
process are still relying on point forecasts and not taking uncertainly into account 
It is time for the senior team to add risk management to its ’tad set”- actively 
and quantitatively m8nagiflg fisk, ffleteby laming that elephant father than 
avoiding it. When your budget and forecast are completed each year, your 
leadership learn, Board, and members will have a more insightfuf understanding 
of what the numbers and promises mean. 
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Jim Pardikes 
jpanlikes @mer-group.com 
Jim Pardikes has 20 years experience in 
consulting to the util i  indusky inaluding 
efectrii and #as IOU8 and G&Ts. His 
expertise includes financial forecasting and 
using analyticel tools lo develop strategies in 
ttle corporate, energy marketing, and 
transmission areas. 

Greg Riddefbusch 
gridderbus~mcr-group.com 
Greg RidderbosCh has 16 years of utility 
industry experience. He aonwlts lo G8T 
cooperatives, municipals, and IOUs. His 
expertise includes sfrategy and business 
phnning, proms improvement, performance 
management. and decision analysis. 

Dave Thompson 
dthompson @mcrgroup.com 
Dave Thompson has 12 years consulting 
experience in the energy industry. His 
experience has been in the performance 
management, strategic planning, and portfolio 
risk management a m s  working with 
generation. trading, and energy services 
business units. 

ARCR PERFOWNCE SOLUTIOHS 
www.mcr-group.com 
MCR helps energy companies transform their 
mansgemftnt and operating performance by 
enabling significant haps in performance 
through integration of deep indust!y insights 
and leadingedge information technokrgy . 

Tel: 847.562.0086 
Far: 847.682.0077 

400 Skokie Soulevard Suite 230 
Northbrook. IL 60062 
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ost G&Ts haw 
skipped a step in the 
strategic risk 
management 
pracess-the 
quantification of risk 

1 

Moat Generation and Tlsnsmissiofi (G&V cooparatives have gone tfrrough 
a pmcess of identifying risks facing the business. These risksare often 
priorftlzed and, in some cases. lisk miBgation strategies have been 
developed for the tep risks. Identifying and prioritizing risks is necessary, 
but not sMcfent, for evaluating cosWissk tradeoffs and devetoplng 
effective risk mitigetion strategies. GlbT trenior t e r n s  must a b  qwnfi& 
the risks in t e r n  of their potential impact on net mmgin, member rates, 
end TIER. In so doing. management wilt need to a d a m  key challenges in 
ensuring the pmpier tools and processes are In place Q quantify risk. 

Developing Stnltegies Before QuarotiinZg-Jumpin$ the Gun 
Volatile bel prices, diminishing capacay resew margins. looming envimnmental 
capital expenditures, and a push towards voluntary adherence to Sarbanes- 
Oxley principles ham prompted wlrtually every major G&T to develop some sort 
of risk management initiative. In almost every case, senior management ha6 
participated in a ’list and priwitize” exercise. In some cases, the Board has been 
involved, typically in eciucation sessions. Despite this progress, most GBTs have 
skipped a key step in the strategic risk managemenl proceas-the quantifiition 
of risks. 

The familiar adage of ”you can’t manage what you don’t measure” applies to 
managing fisk. 8y quantifying risk in terms of its tmpacl on rapes arid b y  
financial measures such as net margin‘. senior management teams will devorop 
more effective strategies for managing risk. AnswerZng questions, such ss those 
listed betow, will help senior management quantify existing risks and pmvide a 
strategic context fw developing the “best” strategies: 

b How much variability is there around the base case forecasts of net 
margin. cash Row, TIER and member Wes? (See F i e  1) 

b what is the probability that we will achieve our target for net margin and 
TIER using our budgeted rates? 

P Linked lo our resource plans. wha! is the hlgh anu low tMljadary {i.e.. 
conMidenoe band) for member rates over the fiext h e  years? (See Figure 2) 

Quantifying the answers lo Ihese questions encwrages the right discussions at 
We senior level and leads to a more confident and informed management team 
wilh regard to managing risks. 

4 7  
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An htcagrated View For Quantifying Risks 
In order to effectively quantify risk 8nd answer these questions, G&Ts need an 
integrated view of fisk While traditional what-if studies. or sensitivity analyses, can 
provide management with useful information on slandalone risks (such as fuel piioes, 
bad Fafecasts. or unit outages), they provide only point estimates and. therefore. an 
incomplete picture related to risk.l As a result, what-if analysis provides limited 
insights in connection with the development of risk management strategies. 

Instead, it is necessaly 10 dmtop an integrated piclure of all the relevant enterprise- 
wide risks, induding the volatility of Re risks, how they interact, and haw they m l a t r a  
(or move together). This integrated view of risks can Wen be translafed into 
probabilisfic impacts on key measures such as rales and net margin ... answering 
questions such as. What is the problebilitythat rates will have to be jrweased by 5% 
lo achieve the desi& TIER? Quantifying rislcs using a probability appsoach requires 
completion of the bllowing steps: 

It is necessary 
deve'op *' in@gmtM 
picture of all the 

~& r isk ,  Mi& can 
then be translated into 
probabilistic impacts 
on rates and net b For each key risk, d(?vdOp a probability distribution !hat descriks the mean, 

standard deviation, and W p e  of curve, e.g., "we expecl natural gas prices to 
have a meatP of $5.00. grow by 5% per year, have a stantlard deviation of 
$1.00, and a lognonnal distribution wim reversion to the mean.' 

b Develop correlations among key risks. e.g.. 'Gas-fired generation uniM are 
the primary drivrar of market Prices in our region. Based on recent data, there 
is a 70% correlation between natura) gas prices and peak power prices." 

b Run the financial and risk model to see the integrated impacts on ra!es and 
other measures such as net marain. cash Row. TlER and OSEiterate and 
refine the pmbabitii distributions as appropriate. 

This probabilistic approach gives the senior team a common denornlnator, such as 
rates, to assess the ccst tradeoffs of investing in n'sk-reducing strategies. Moreover, 
probabilistic analysis allows the senior team to d i W y  see how risk-reduclng 
strategies can reduce the probabifiy of a "bad m m e , "  such as increased rates, 
decreased net margin, of insufficient cash flow. in ConIrast, traditional what-if analysis 
only prowides point estimates and does not provide insights into the likelihood of a bad 
outcome. Therefore, a point estimate does not directly lend itself to evaluating cost- 
risk badeoffs. 
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aving the Pieces in 
In order Bo successfully move beyond the simple identifieatin of risks and 
effectively quantify risk, G&Ts most address two areas: tools and process. 

Tools Most G&T cooperatives have not yet integrated enterprise-wide Monte 
carto risk capabilities into their core financial forecasting tools. They may do 
isolated risk maiysis using production costing or M i n g  tools, but most GbTs do 
not yet capture ente@se-wide risks. The new generation of fmancial forecasting 
tools should do the following to effectively quantii risk 

P Include Monte Carlo risk analysis and a graphics engine to enable 
probabilistic risk analysis 

b Specify risk distribution and correlations for each risk factor (e.$, purchased 
power prices, demand, fuel prices, forced outage rate, interest rates, etc.) 

B Produce full financial statemenis (income statement, balance Sheet and 
cash flow) and reside within the official budget and financial brscast b ensure 
credibility with the senior team end the b 8 r d  

B Provide automated iteration and risk c&er logic to capture integrated 
impacts (e.g., a unit oulage leads lo the dispatch of higher cast units and 
higher k e l  expense along with increased purchased power at market prices) 

b Prolride quick turnaround to faciliie interactiw senior management 
discussion 

Procesg. Twls to quantify risk are necessary, but they are rw! enough. In order 
to effectiveiy manage risk, a process must be in place (see Exhibit 31. Staff 
experts need to be trained, and the risk management initiative needs to be a 
clearly artiurtated priority of the management team. Education must be ongoing 
for senhi management and member leaders since risk concepts and techniques 
can be challenging. and take more time than a single training workshop. Risk. 
based concepts and fot€SaSt resuks need to bemne part of the ’language” when 
discussing financials with the members, 

This risk prrsoess must be integrated with !he budgst resource pIanning, and 
strategy development activities ... leading to execuftve-level strategies that 
assess cost-risk tradeoffs and produce mncrete operetionel acb’ons to manage 
risk. The investments rdated to these risk mitigation strategies may reduce the 
expected mean of net margin but also narrow its veriabjlity, and thus, reduce the 
possibility of a “perfect storm’ (see Exhibit 4). For example, a hedging comacl 
that caps natural gas prices for summer peakers uiH increase the budgeted 
revenue requirement by the contract cost, bw will reduce a “leR tail event” shoutd 
natural gas costs slcyracket. 

The risk process must 
be integrateti with the 
budget, resoume 
pfmning, and strategy 
development activities 
... leading to 
execu4ive-leve! 
strategles that assess 
cost-risk tradeoffs. 

0 

3 4  
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Failing to establish ai 

Conversely, fairing to estslalish a lmm8.s that integrates risk anetysis with budgeting 
and planning can lead to a default strategy that increases risk. A default stratqy 
implies assuming more risk (and widw variability) with the hope of achieving a higher 
net margin without an increase in member rates. Sone additional strategy-related 
issues which should be evaluated include: 

b How, rnuctl should we be wlUing to pay for ouiage insurance? 

P What percentage of our bel needs shouid be hedged? 

b Should we go long” by buying a rnulti-year purchased power contract (wlth 
its inherent premium) or obtain incremental power needs from the short-tern, 
market? 

b How much extra capacity beyond the minimum reserve margin makes 

budgeting and planning 
cam lead to a strategy 

- sense? Should we build or buy? 

b Mhat type of generation should we build-qas or coal? 

Addressing these types of questions helps shape the risk toFerance of the senior team 
and results in a more informed team when it comes to discussing these risks with lhe 
Board, lenders, and ratings agencies. These actions must be monifond and fegufarly 
reparted to evaluate whether the desired results of !he strategies are adualiy 
ocxurring. A key to success is having an “ w n e f  at the senlor Ievet drive the overall 
strategic risk managemem! process. 

Typical Challenees When Moving FoRward 
As G&Ts dedde to put in place the tods and ptocess to do integrated strategic risk 
management, there are lnree challenges that they will need to address: 

b #ow do vm get probability dlsbibu9ionr: for the risk factors? 
Developing appropriate probability distributions requires cunsiderable thought 
hecause they am Critical to develmng credible risk analysis. For -in types 
of rlsKs, such as unit outages, G8Ts usually have historical data that can be 
ussd to develop probability distributions. Data for other risks. such as 
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purchased power prices, can be obtained Wrwgh power marketing affiliates or 
exlernal databases. Judgment suffacw wilh regard to the type ol curve to be 
used, e.g., lognormal. Lastly. a third type of risk, such 8s environmental capitaf 
expenditures or O&M. ean be developed based on discussions among experts 
within the oompany. In all cam, these? discussions are most ePfectively done 
in a workshop setting where there Is live dialogue, "give and take," and finally, 
quantification of the probability distribution. 

k HOW will the exlatins detailed production costing tool fit in? Detailed 
production costing tools typically use Monte Carlo tisic capabilities for modeling 
unit oubages, but do not mer all enterprfsctwide risks. Many produciion 
model$ rely on other models to do risk analysis on &ad forecasting and fuel 
costs. In adciion, since producfion costing models are not financial 
forecasting tools. they do not capture those items necessary far calculating net 
margin and rates. These items indude fixed OBM, Merest expense, debt 
financing. revenue requirements. existing fates, and depreciation. In most 
cases, these Wots do not produce a balance sheet, so debt. equity. cash, and 
working capital are not captured. Additionalfy, since these tools are typicalty 
built in proprietary languages, they db nat integrate with Exwi-based risk 
packages and thus provide limited risk analytiw. Despite these limitations, 
production costing tools are still very necessery for risk enalysis, because they 
are needed to inform and validate the results of the integrated financial and 
risk modal m. 
b What is the right financial measure to use? Net margin and rates 
provide better measures for quantifying lhe risk and variability of financial 
performance as compared io  ofher measures, such as gross margin. because 
they capture both the mt and the henefi of strategies. For example, the 
interest and depreciation cosk of building a new plant are captured wilh net 
margin, but not gross margin. Using gross margin in lnis example would 
consider the benefrt of the reduced exposure to purchased power from n w  
capacity. bul would ignore the cost Also related to its more comprehensive 
view, net margin and r e s  capture the impad of nonsperating activities, such 
as interest income and investments in power marketing and energy sewices 
companies. In addtion. net mafggin and rates w6 measures that members can 
relate to ... and link to Me budget. Lastly, Binw some GSTs have fuel 
sdjwtment dauses to maintain rhe targeted net margin. it is not enough to took 
only ai net rnafgin-one must atso consicier the impacf on rates. 

By addresslng these challenges. G&Ts devebp a robust and credible risk anslysis 
that is integrated into the budgeting and planning wocesses ... leading to 
thoughtful disoussions at the senior level and the development of appropriate risk 
mitigation strategies. 

Aiming First ... Then Pulling the Trigger 
The events of the past couple years have made G&T senior teams much more 
aware of the benefits af managing risk-fwre stable and psdiclable rates for 
member cooperatives. The temptation, however, is to pull the Mgger too early on 
developing and implementing rish mitigalion strategies without quantifying she 
risks. Only by addressing the challenges and by having the tools and processes 
in place to first quantify risk, can G&Ts develop the proper strategies that explicitly 
mansge the tradeoff between cost and risk 

Net margin and rates 
provide better measurns 
for quantifying risk and 
vatlability of financial 
performance, because 
they capture bath the 
cost and the benefit of 
strategies. 
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Jim Pardikes 
jpardiices @mer-gfoup.com 
Jim Pardikes has 20 years experience in 
consulting to the utility industry including 
electric and gas lOUs and GBTs. His 
expertise indudes strategic risk management, 
fmncjal forecasting. and using analyticel tools 
to develop strategies in the corporate, 
transmission, and energy marketing areas. 

Dave Thompson 
dthompson@rntx-gmup.cm 
Dave Thompson has 12 years oonsuitlng 
experience in the energy industry. His 
experience! has been in the perfomance 
management, strategic planning, and poflfolio 
risk managernen! areas workjng with 
generation, trading, and energy services 
business units. 

Greg Rlidderbusck 
gridderbusch@mcrgroup.com 
Greg Ridderbusch has 10 years of utility 
industcy experience. We consulls to G&T 
cooperatives. municipats. and IOUs. His 
expertise includes strategy ancI business 
planning. process improvement, performance 
management, and decision analysis, 

MCRPERFORMANCE SOLUllONS 
wwuv.mcr-group.com 
MCR helps energy companies transform their 
management and operating perfarmance by 
enabling significant leaps in performance 
through integmtion of deep industry insights 
and teading-edge information technology. 

Tel: 847.582.0066 
Fax: 847562.0077 

400 Skokie Boukvard Suite 230 
NarUlbraok, OL 60062 
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Jim is a Seniw Manager at MCR. He has 20 years exptience consulting to the utility industry 
with particular expertise in developing business growth strategies. In recent years, Jim has 
integrated the use of strategic risk management concepts and analyticel tools into client 
engagements for GlkTs and lOUs to support the business planning end forecasting process. 
Prior to joining MCR, Jim was a Senior Manager in Accenture's energy prac2lce. Jim was also a 
Vice President with CSC Planmetria (now CSC Consulting) where he specialized in wholesale 
energy marketing and retail business strategy for utilltieps. 

Sampling of Recent Engagements 
Conducted 8 diagnostic of the current state of 8 6 W s  strategic risk mansgement process. 
induding remmendeiions for improving its ability to quantify and manage enterprise-wide risk. 
The project included camlucting interviews and meetings at the senior and midmanegement 
levels to educate them on strategic risk management, and assessing the ability of the client's 
wrrent modeling tools to do probabilistic risk analysis on key performance measures such 8s 
net margin, cash flow end rates. In subsequent phases, MCR and the d m t  will be 
implementing MCRs Financial and Risk Strategy Tool (FRSTN) to do strategic risk analysis on 
the twoyear budget and the 20-year forscast. 

Worked with an executive team of a G&T ut i r i  to analyze its earnings and cash flow at risk 
under the base case forecast and under various business grawth shtegjes. Risk drivers and 
pmbsbility distributions for each asset group were identified and d e l e d  using MCRs FRST" 
in conjunction with 8 leading risk analysis tool. The results were presented to the Board as pan 
of an overall diredive to the executive team to establish an improved Strategic risk manegement 
pfOCesS. 

Worked with the management team of a Transmission Business Unit of a midwestem Jectric 
utility to analyze the nreFits of forming an Independent Transmission Campany (ITC) vs. directly 
joining an existing R e g W  Transmission Organization (RTO). The project used MCRs 
F R S P  to develop a reference case and analyze tfie benefits and risks of forming an ITC. Risk 
factors and probabitity dlsWbuUons wefe modeled to analyze the range of start-up and operating 
casts. Based on the projecfs evaluation of economic and non-eoonomic factors, the cllenl 
chose to spearhead the fonn&ion of a new RTO. 

Worked for a top 10 energy marketer to develop a marketing and sales plan linked to North 
American leadership aspirations: The analysis included a competitive and marketplace 
assessment including segmentation of the national wholesale and unbundled large retail gas 
and electric markets. To support energy trading and tolling initiatives, the ptan cancenlrated OR 
opportunities for customer partne&ips that woutd provide "asset mntrd" of pipeline capacity. 
storage and generation. 

Worked with a top five gas trader and marketer to identify a value-creation sfrategy based on a 
new Customer Relationship Management (CRM) system\. The reference case financial forecast 
was modeled in d e r  to analyze the incremenbl impact of the new rnarketlng approach. The 
new system and related account management prOcctsses are projected to incfease origination 
and energy outsourcing deals by 25%, resulting in annual margin increases of $s million. 

- 
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tecbdl Clien 

Amesen 
American Transmission Company 
British Petroleum Gas and Power 
BC Hydro 
Deseret Power G&T 

KCP&L/Grsat Plains Energy 
Honeywell Energy Solutions 
Nisource 
OGE Energy 
PacifiCwplScottish Power 

Dairyland Power Cooperative Wisconsin Energy 

EdUC&OR 

Jim received a Master of Business Administration in Finance and Marketing from Michigan State 
Univerdty and a Bachelor of Business Administration with an emphasis in Accounting f#m the 
University of Michigan. 

White Papers, Articles 
"You Can't Manage What You Don't Measure-Clusntifying RIsks for GBT Coopemtlves," MCR 
White Paper, with Dave Thompson and Greg RMderbuscYI. January 2004 

"Risky Businms-mmunicatiating the G&T Budget and Rate Forecast to Members," MCR 
White Paper, with Greg Ridderbusch and Daw Thompson, September 2003 

"Risk is Not a Four-Letter Word-Refkxting Risk in Planning and Forecastjog for Cooperatives," 
MCR White Paper, with Dave Thompson and Dan Rupp, June 2003 

"Where Else Can You Earn f4.5%-Tirne I6 Rethink Your Transmlssion Strategy: MCR White 
Paper, with Dean C. Marichoff, January 2003 

"Down, But Not Out--GrcMng the Transmission Business Under the SMD," MCR White Paper 
with Nisha Shanbeg, September 2002 

"The 21'' Century Transmission Company ... Moving Ahead in Uncettain Xmes," MCR 
WhitePzrper, wiull N M a  Shanbag, April 2002 

"Don't Slice (and Dk) to the Bone," GridWeek, March 22,2002 

"Regulatory Uncertainty7 One Sure Bet-Mansge Transmission as a Business." MCR White 
Papet, with Dean C. Meschcff and Nisha Shanbag, January 2002 

*Get Ready or Get Serious-Strategic Response to FERC's Coda of Conduct Proposal," MCR 
White Paper, with Dean C.. Maschaff. December 2001 
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Dave is a Senior Manager at MCR, wi over tk3n years of management consulting 
experience. In his career, he has developed significant expertise in crafting innovative 
business solutiolas and sophisticated anatytfcs in connection with sfmbgic pianning and 
performance management initiatives, focusing on assessment of market opportunities and 
wmpetitii dynamics. 
Prior to joining MCR, Dave's previous work experience includes CSC Planmetrics (now CSC 
Consulting), Dresser Industries and Johnson Controls. 

Recent Engagements 
Worked with a major diversified utility to develop a portfolio optimiilion plan. The project 
utilized MCR's strategic finandal model to support the client's strategic planning and long- 
term goal setting process. MCR reviewed the five-year bushess pram far all bushes units 
to identify key business drivers and linkages across the company. The analysis induded 
scenatio development and Monte Carlo risk analysis for the portfolio of business units. The 
results were used to set long-term earnings targets and suppoR decisions around the 
optimal combination of business units ta minimize risk for wrhs levels of expected return. 

Worked with a large G&T coaperative to incorporate risk analysis In the development of 
lang-term strategies to address future resource needs. Project induded identification of 
risks, quanitificatian of d&.s and development af assessment tools to identify potential 
w t m e  dlstrilbutions of potential resoume options. The results of the project were 
incorporatsd in management's decision on near-term investment d a set of new resources. 

Worked with a G&T cooperative to develop a risk-based analysis of key financial metrics, 
The project included development and quraniiRcatlon of risks through dient workshops and 
research. An owtraH financial model w8s developed to incarparate risk distniutions as key 
inputs in order to nm simulations on the overalI finandals. Key output variables included net 
margin, member rates, TIER and DSC targets. The analysis was incarporated into the 
development of the overall strategic plan and helped drive the devdopment of new risk 
mitigation strakgies. 

Worked wjth a large diversified utility with bofh US. and inkmationat investments to develop 
[~mcesses and tools to forecast and manage enterpris+wide cash flwv. The company was 
experiendrag a liquidity dids and suffered from inaccurate income. balance sheet and cash 
B o w  fortscasts. In miunction with the client team, we developed processes and tods to 
bettes mirror actual flnencid Iransa&ns in the itirecast. The project resulted in more 
accurate forecasts and touts that help management optimize their decisions related to debt, 
asset sales and other liquidity events. 

Worked wrth a large decbic utility to develop and implement a perfmanee mansgement 
system that 'riXm?tited" key operating measures for plant operations, fuel suppfy and 
dispatchrtrading business units. A b  developed related performance measuremmt 
processm, metrics, and targets for the business units [inked to corporate inwrne targets. 
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NiSource 
Padfitcarp 
PG&E 

CITE Energy ProLiance Energy 
Enbridge Vectren 

Great River Energy Xwl Energy 

FirstEnerg y VerticelNet 

Education 
Dave has a Master of Business Administration frosn the University of Chicago, graduating 
with honors. He received his Bachelor of Science degree in Mechanical Engineering from 
the University of Motre Dame. 

Whits Papers, Articles 
‘You Can? Manage What You Don’t Measum-Quantifying Risks for GAT Cooperatives,” 
MW! White Paper, with Dave Thompson and Greg Riddehusch, January 2004 

“Risky Business-Cammunicating the G8J Budget and Rate Farewst to Members,” MCR 
White Paper, with Greg Rddehusch and Jim Pardikes, September 2003 

”Earnings at Risk and Wall Street CmmunicationP MCR Mite Paper, with Dean C 
Maschoff, September 2003 

”Do You Know What‘s In Your Financial Forecast,” MCR White Paper, with Deb Whiteker, 
Juty 2003 

‘Risk is Not a Faur-Lettei Word-Refleding Risk in Planning and Forecasting for 
Cooperatives,” MCR White Paper, with Jim Pardikes and Dan Rupp, June 2003 

”Is Nathing Sacred? Perspectives on Duke’s Perfect Storm and Earnings at Risk,” MCR 
White Paper. with Dean C. Maschaff, Odober 2002 

“This Year will Dif ferent4  New Perspl;K;tive on Strategic Plenning,‘ MCR White Paper, 
with Dean C. Maschoff, July 2002 

“Something Old, Something Nwv--How to Develop Sbategles That Manage FUsk, Create 
Value, and Grow Earnings,” MCR White Paper, with Dean C. Maschoff and Deb Whitaker, 
July 2002 

‘Growth, Still A Msnqement Imperative,’’ MCR White Paper, with Nilsa Shspsle, Apfil20M 

“Review of 2001: Maintaining Shareholder Vaiuo: MCR White Paper, with Nilsa Shepsle, 
January 2002 

“Generating Plant Sales and Acquisitions: Who’s Doing What, and Why”, Public Utiliies 
Fortnightly, with Dean Maschoff and Jim Pardikes, et al.. February 15.1999 
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StF"dtegic Risk Analysis Page 1 of 1 

Corporate and Financial 
trategiic Ris 

Volatile fuel pnces...Uncertafn load grawth...Unknown regulaWy 
Ian-cap a..Unpnebictable returns from M-system power soles 

You don7 heve to be a W i n g  organization to face these: rkiks. Diverse 
energy bushesses also must tackle unknowns and risks from a variety of 
sources ... all of which lead k, financial uncertainty. Ks scary to think that one 
majar event cwld threaten your eamlngs projedion or rate forecast, fording 
you to tell investom or waperative members that you were wrong. 

Strategic Risk Analysis provides informa~on on the probability of achieving 
key rneasures--whatif anatysb and singlqxdnt estimates are no longer 
enough. The marketplace demands wmetfting more d u s t .  Strategic Risk 
Analysis &lows you lo identify key business drivers and the risks associated 
with #these drivers. You will u n d d n d  the impads of risk. This knowledge 
Wm help you defm appmMate strategies to manage rlsk. At the end d the 
day, you will haw: 

9 

a 

8 

MCR 

Better management of dawnside dsk because you highlighted 
exposures 
Enhanced wmmunicaUDns to stakehoJders such as the Elwd, 
Members, Stock holders, Walt Street, Credit Agencies, tenders on the 
inherent Watility in the business 
Improved decisiwt-msking through integration of risk factors into 
economic evaluations of investments, e.g., resource additions 
Better integration of risk into the planning process 

. 

is the leading Stratesic Risk Management consottancy to the enmy 
industry. Our kndedge of risks, twk, probability data, and the romps& 
wide risk management process pmvides csmpbte risk rnsnegement 
solutians. This afknivs bur diints to W e t  ewaluste &-risk Weuffs and 
develop apprOpn6te risk mitigation strategies. 

Whitepapers & ArtScles 
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MCR Len Rubin Page I of I 

c out us 

Len kubin is 8 highly recognized thought leader in energy industry 
performance management Mom than two dazen investorawned and 
cooperative clients have improved their financial performance usdng the 
bur&ethg and financial management repoftirig systems Len has instituted. 
Len offers a strong combhation of finance and acoounting acumen, 
kncwrledge of information techndogy solutions, and 8 broad undarstandhtg of 
his clients’ Issues and needs. 

A founding partner of MCR, Len has 20 yean of energy, IOU, and 
cooperative consulting experience. Prior to MCR, Len was en officer with 
CSC Planmdrics. a consulting and technofogy fim serving the UPity industry. 
Len m i v e d  his Masters of Business AdmhlistraPion degree in finance fm 
the Univetaity of Chicego. He graduated frwn the University of Pennsylvania 
with a Adasters of Artk and Bachelor of Arts degree In regional sdence, 

Len’s client fows includes: 

e Transfbnnations of CFO organizations to better meet the challenges of 

e Corporate performance management 
B Devefapment of financiat management infomation systems 
o Creation of new visions and operating policies for shared senrices 

arganlzatkrns 
o strategic growth strategy dewebpment mat refocusas a campany’s; 

competitive position in the marketplace and generetea additional 
revenue for the u r m p m y  

a Mew business launches invdving market and internal core compe:ency 
assessments and businms plan and financial fwecast development 

tomorrow 

Leonard W. Rubin 

Len is s f?equant speaker at A.GA.EEl conferences and meetings. He is a 
staff member of the annual Public U t i l i  Topica in Budgeting Course. Len 
also authored numerous papers on perfonnance-based management and 
how to prafitably grow new business. 

FRANK .CRAIG 
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January 12,2006 
Enterprise Risk Management 

Kickoff Meeting and Interviews 
Proposed Schedule 

1o:oo-1 l:oo 

Mike Core & Travis 
Housle 

Bill BlackbYurn ‘-1~ Interview with John and 

1l:OO-12:oo 

13 :OO- 14~00 

14:00-15:00 

15:00-16:00 

MCR team 
Interview with John and 

MCR team 
Staff Meeting 

Interview with John and 
MCR team Housley 

Interview with John and 
MCR team 

David Spainhoward 

Mike Core, Paula Mitchell 
& all V P ’ S  

David Crockett & Travis 

Richard Beck 
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sk Management Questionnaire 
Big Rivers Project 

January 2006 

Overview: 
1 .  What are the biggest changes affecting you as a result of the prospective change 

in business? 

2. What economic or other factors could influence the attractiveness of this deal? 

3. What areas of risk are you directly responsible for during the transition and under 
the prospective on-going operation? 

4. Are there areas of risk that you feel are not adequately addressed with existing 
staff? 

Policies and Procedures: 
5. Are you familiar with any written policies and procedures that govern your 

current risk management activities? 

6. What additional policies and procedures would you expect to need under the 
prospective new business structure? 

Tools: 
7. Do you use tools or other software in performing risk management related duties, 

and if so what are they? 

8. How satisfactory is each tool that you use and do you feel the same tools will be 
adequate under your prospective business structure? 
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9. Do you have suggestions for hprovements to the tools themselves? 

10. Do you feel that there are tools that are needed but not available at this time, and 
if so what? 

Process: 
1 1. ‘IJnder the prospective business stnictwe, do you feel that you will be dependent 

on any others (staff, departments, or APMJ for data or information that support 
your risk management tasks, and if so, what? 

12. Are there any process/procedural related issues that you feel will need 
improvement? 

Education/Skills : 
13. What type of staff support will you expect to need under the prospective business 

structure? 

14. Have you received sufficient training on performing your risk management duties 
as it relates to the prospective business structure? 

15. What additional training would be useful in performing your tasks? 
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Jim is a Senior Manager at MCR. He has 20 years experience consulting to the utility industry 
with particular expertise in developing business growth strategies. In recent years, Jim has 
integrated the use of strategic risk management concepts and analytical tools into client 
engagements for GtkTs and lOUs to support the business planning and forecasting process. 

Prior to joining MCR, Jim was a Senior Manager in Accenture’s energy practice. Jim was also a 
Vice President with CSC Planmetrics (now CSC Consulting) where he specialized in wholesale 
energy marketing and retail business strategy for utilities. 

Conducted a diagnostic of the current state of a G&T’s strategic risk management process, 
including recommendations for improving its ability to quantify and manage enterprise-wide risk. 
The project included conducting interviews and meetings at the senior and mid-management 
levels to educate them on strategic risk management, and assessing the ability of the client‘s 
current modeling tools to do probabilistic risk analysis on key performance measures such as 
net margin, cash flow and rates. In subsequent phases, MCR and the client will be 
implementing MCR’s Financial and Risk Strategy Tool (FRSTTM) to do strategic risk analysis on 
the two-year budget and the 20-year forecast. 

Worked with an executive team of a G&T utility to analyze its earnings and cash flow at risk 
under the base case forecast and under various business growth strategies. Risk drivers and 
probability distributions for each asset group were identified and modeled using MCR’s FRSTTM 
in conjunction with a leading risk analysis tool. The results were presented to the Board as part 
of an overall directive to the executive team to establish an improved strategic risk management 
process. 

Worked with the management team of a Transmission Business Unit of a midwestern electric 
utility to analyze the merits of forming an Independent Transmission Company (ITC) vs. directly 
joining an existing Regional Transmission Organization (RPO). The project used MCR’s 
FRSTTM to develop a reference case and analyze the benefits and risks of forming an ITC. Risk 
factors and probability distributions were modeled to analyze the range of start-up and operating 
costs. Based on the project’s evaluation of economic and non-economic factors, the client 
chose to spearhead the formation of a new RTO. 

Worked for a top 10 energy marketer to develop a marketing and sales plan linked to North 
American leadership aspirations. The analysis included a competitive and marketplace 
assessment including segmentation of the national wholesale and unbundled large retail gas 
and electric markets. To support energy trading and tolling initiatives, the plan concentrated on 
opportunities for customer partnerships that would provide “asset control” of pipeline capacity, 
storage and generation. 

Worked with a top five gas trader and marketer to identify a value-creation strategy based on a 
new Customer Relationship Management (CRM) system. The reference case financial forecast 
was modeled in order to analyze the incremental impact of the new marketing approach. The 
new system and related account management processes are projected to increase origination 
and energy outsourcing deals by 25%, resulting in annual margin increases of $5 million. 

MCR PERFORMANCE SOLUTIONS, LLC 
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Experience Statement 

Selected Clients 

Ameren 

American Transmission Company 

British Petroleum Gas and Power 

BC Hydro 

Deseret Power G&T 

KCP&UGreat Plains Energy 

Honeywell Energy Solutions 

NiSource 

OGE Energy 

PacifiCorp/Scottish Power 

Dairy land Power Cooperative Wisconsin Energy 

Education 

Jim received a Master of Business Administration in Finance and Marketing from Michigan State 
University and a Bachelor of Business Administration with an emphasis in Accounting from the 
University of Michigan. 

White Papers, Articles 

“You Can’t Manage What You Don’t Measure-Quantifying Risks for G&T Cooperatives,” MCR 
White Paper, with Dave Thompson and Greg Ridderbusch, January 2004 

“Risky Business-Communicating the G&T Budget and Rate Forecast to Members,” MCR 
White Paper, with Greg Ridderbusch and Dave Thompson, September 2003 

“Risk is Not a Four-Letter Word-Reflecting Risk in Planning and Forecasting for Cooperatives,” 
MCR White Paper, with Dave Thompson and Dan Rupp, June 2003 

“Where Else Can You Earn 14.5%-Time to Rethink Your Transmission Strategy,” MCR White 
Paper, with Dean C. Maschoff, January 2003 

“Down, But Not Out-Growing the Transmission Business Under the SMD,” MCR White Paper 
with Nisha Shanbag, September 2002 

“The 21‘‘ Century Transmission Company ... Moving Ahead in Uncertain Times,” MCR 
Whitepaper, with Nisha Shanbag, April 2002 

“Don’t Slice (and Dice) to the Bone,” Gridweek, March 22, 2002 

“Regulatory Uncertainty? One Sure Bet-Manage Transmission as a Business,” MCR White 
Paper, with Dean C. Maschoff and Nisha Shanbag, January 2002 

“Get Ready or Get Serious-Strategic Response to FERC’s Code of Conduct Proposal,” MCR 
White Paper, with Dean C. Maschoff, December 2001 

MCR PERFORMANCE SOLUTIONS, LLC 
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ce 

Dave is a Senior Manager at MCR, with over ten years of management consulting 
experience. In his career, he has developed significant expertise in crafting innovative 
business solutions and sophisticated analytics in connection with strategic planning and 
performance management initiatives, focusing on assessment of market opportunities and 
competitive dynamics. 

Prior to joining MCR, Dave’s previous work experience includes CSC Planmetrics (now CSC 
Consulting), Dresser Industries and Johnson Controls. 

Recent ~ ~ ~ ~ ~ e ~ e ~ ~  

Worked with a major diversified utility to develop a portfolio optimization plan. The project 
utilized MCR’s strategic financial model to support the client’s strategic planning and long- 
term goal setting process. MCR reviewed the five-year business plans for all business units 
to identify key business drivers and linkages across the company. The analysis included 
scenario development and Monte Carlo risk analysis for the portfolio of business units. The 
results were used to set long-term earnings targets and support decisions around the 
optimal combination of business units to minimize risk for various levels of expected return. 

Worked with a large G&T cooperative to incorporate risk analysis in the development of 
long-term strategies to address future resource needs. Project included identification of 
risks, quanitification of risks and development of assessment tools to identify potential 
outcome distributions of potential resource options. The results of the project were 
incorporated in management’s decision on near-term investment of a set of new resources. 

Worked with a G&T cooperative to develop a risk-based analysis of key financial metrics. 
The project included development and quantification of risks through client workshops and 
research. An overall financial model was developed to incorporate risk distributions as key 
inputs in order to run simulations on the overall financials. Key output variables included net 
margin, member rates, TIER and DSC targets. The analysis was incorporated into the 
development of the overall strategic plan and helped drive the development of new risk 
mitigation strategies. 

Worked with a large diversified utility with both U.S. and international investments to develop 
processes and tools to forecast and manage enterprise-wide cash flow. The company was 
experiencing a liquidity crisis and suffered from inaccurate income, baiance sheet and cash 
flow forecasts. In conjunction with the client team, we developed processes and tools to 
better mirror actual financial transactions in the forecast. The project resulted in more 
accurate forecasts and tools that help management optimize their decisions related to debt, 
asset sales and other liquidity events. 

Worked with a large electric utility to develop and implement a performance management 
system that “monetized” key operating measures for plant operations, fuel supply and 
dispatch/trading business units. Also developed related performance measurement 
processes, metrics, and targets for the business units linked to corporate income targets. 

MCR PERFORMANCE SOLUTIONS, LLC 
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Experience Statement 

Selected Clients 

Ameren N i So IJ rce 

Alliant Energy 

Cinergy 

DTE Energy 

Pacificorp 

PG&E 

ProLiance Energy 

En bridge Vectren 

FirstEnergy VerticalNet 

Great River Energy Xcel Energy 

Education 

Dave has a Master of Business Administration from the University of Chicago, graduating 
with honors. Ee received his Bachelor of Science degree in Mechanical Engineering from 
the University of Notre Dame. 

White Papers, Articles 

”You Can’t Manage What You Don’t Measure-Quantifying Risks for G&T Cooperatives,” 
MCR White Paper, with Dave Thompson and Greg Ridderbusch, January 2004 

“Risky Business--Communicating the G&T Budget and Rate Forecast to Members,” MCR 
White Paper, with Greg Ridderbusch and Jim Pardikes, September 2003 

“Earnings at Risk and Wall Street Communication,” MCR White Paper, with Dean C. 
Maschoff, September 2003 

“Do You Know What‘s In Your Financial Forecast,” MCR White Paper, with Deb Whitaker, 
July 2003 

”Risk is Not a Four-Letter Word-Reflecting Risk in Planning and Forecasting for 
Cooperatives,” MCR White Paper, with Jim Pardikes and Dan Rupp, June 2003 

”Is Nothing Sacred? Perspectives on Duke’s Perfect Storm and Earnings at Risk,” MCR 
White Paper, with Dean C. Maschoff, October 2002 

“This Year Will Different-A New Perspective on Strategic Planning,” MCR White Paper, 
with Dean C. Maschoff, July 2002 

“Something Old, Something New-How to Develop Strategies That Manage Risk, Create 
Value, and Grow Earnings,” MCR White Paper, with Dean C. Maschoff and Deb Whitaker, 
July 2002 

“Growth, Still A Management Imperative,” MCR White Paper, with Nilsa Shepsle, April 2002 

“Review of 2001 : Maintaining Shareholder Value,” MCK White Paper, with Nilsa Shepsle, 
January 2002 

“Generating Plant Sales and Acquisitions: Who’s Doing What, and Why”, Public Utilities 
Fortnightly, with Dean Maschoff and Jim Pardikes, et at., February 15, 1999 
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Notes from 3/6/06 Member CEO conference call lpm to 3pm 
Participants: Mark Bailey, Burns Mercer, Kelly Nuckols, Jack Gaines, John Sturm, Jim 
Pardikes 
Agenda: 

1. Board presentation clarifications 
2. Review/discuss slide 5 (Illustrative member rate comparison) 
3. Review/discuss slide 7 (risk prioritization slide) 
4. Key discussion items 

a) Risk tolerance 
b) Organizational 
c) Economic development 
d) Fuel procurement 
e) Potential smelter differences in risk tolerance 

5.  Other 
6. Board retreat draft presentation outline/objectives 

CEO comments and discussion: 
1. Board presentation clarifications - No clarifications requested 
2. Slide 5 - member rate comparison 

a. Need to be able to better see difference between upside and downside 
potential in rates. It seems they should not be symmetrical. (Discussed 
tools that need to be put in place to produce better analytics) 

b. Surprised that forecasted rates and LG&E contract rates are not closer 
together. (Discussed where the ”value” chart came &om and that on-going 
forecasting capabilities may be available to hrther quantify rates, rate 
variability, and changes in assumptions that can impact the overaIl rate) 

c. We discussed how risks can impact year to year rate uncertainty (e.g. coal 
price risk) and how risks can impact rate levels (e.g. load growth) 

a. Comment that pension liability and health care could be viewed as higher 
priority than tier 3. Discussion ensued about the incremental impact of 
changes to these items are not as great as other risks. Also discussed that 
they are a function of the hiringhtaff retention risk that is a tier 1 risk, and 
that together these are all part of the “organizational” strategic issue. This 
led to discussion abaut correlations between risks and care that needed to 
be taken in prioritizing some risks so as to not double count. 

b. Comment that access to capitalhredit should be a top risk. We explained 
that we assume that this initial issue is resolved as a condition of the 
unwind and that this project addresses the post unwind, so therefore it is 
not a tier 1 risk. 

c. Comrnent that transmission availability should be a tier 2 risk due to that 
lack of ability to manage. BREC is able to manage direct connects more 
than it can manage the broader region. Understood that real risk is beyond 
the interconnects. APMCR agreed to discuss with staff to determine if it 
should be moved horizontally to Tier 2. 

3. Slide 5 - top tier risk priorities and risk dictionary discussions 
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d. Comient on why “member contracts” is not a risk. We explained that 
extending the member contracts is a condition of closing, therefore it is 
not a top tier risk We agreed to add the issue under risk “W” -KPSC 
approval of unwind to ensure this risk is still captured. There was a 
comment that their co-op had some concern about signing a 35-year 
contract. We explained the tie between financing, credit ratings, and 
length of member contracts. This may be something to isolate and discuss 
further with the member - unfortunately it was clear who brought up the 
issue. 

e. They indicated that “co-op status” should be removed as a risk since the 
legislation recently passed. We agreed to remove if no staff objects or 
outstanding issues exist. 

f. Risk dictionary discussions included: 
g. Comment made on why a “preference for a single bargaining unit 

contract” on risk item Z. They felt diversity of multiple contracts with 
varied timing had some advantages. We agreed to further address with 
staff and clarify. 

h. Risk “AW” strategy on getting members to post credit on behalf of  the 
smelters was discussed. It was felt that the smelter contract required LC’s 
for 3 months and did not understand why additional security may be 
needed. 

i. It was the belief that a risk response strategy for Risk “AL” of establishing 
a cash sinking find would probably not be acceptable to the KPSC. It is 
not acceptable to the KPSC at the distribution co-op level in their rate 
making. 

4. Key discussion items 
a. Risk tolerance 

i. Members generally want rate stability even if a slight premium is 
paid. 

ii. If the forecast has a significant rate increase in it (e.g., expiring 
contracts) , then as long as it is predictable and understood it may 
be acceptable. They indicated a desire to be able to proactively 
communicate and prepare for predicted rate increases. 

b. Organizational 
i. It was overviewed as a big issue involving many risks. There was 

hardly any comments or discussion from the CEO’s on this topic. 

i. The issue was discussed and lead to the following outstanding 
questions: 

1. How much do the smelter contracts reduce the impact of 
rate increases on the remaining native load? If so, is there a 
difference in short term and long term impacts? 

2. Would the KPSC allow the BREC current rate structure for 
new loads to be continued? Or would they allow some 
policy to controVmitigate certain load growth? 

c. Economic development (Increasing impact on rates) 
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ii. A comment was made that the Board is used to excess sales 
margins and their strategy is to maintain top 10% in lowest retail 
rates. Does this mean control growth to maintain rate goal? 

iii. Discussion ensued that load growth is best influenced thraugh 
rates. 

iv. Agreement that economic development is an issue that requires 
further discussion among the member CEOs and the Board. 

i. There was some discussion about breaking down the risks and 
impacts on rate to a component level (show the fuel rate and the 
base rate). More discussion ensued about the tools to quantify risk 
on the whole and the component level. 

ii. Many of the risk tolerance issues used fuel procurement (and 
economic development) as the example. Therefore we discussed 
hedging levels and timeframes, policies to support and that these 
items result in the fuel procurement strategy. We took time to 
review how fuel procurement would be used as the example for an 
ERM process at the retreat. 

i. A comment that it would not be a surprise if the smelters had a 
difference in risk tolerance was made. We also explained that key 
decision drivers could impact differences in hedging. 

ii. Discussion ensued about differences in strategy using the fuel 
procurement example. For example, forward fuel prices could rise 
10% while forward aluminum prices simultaneously rise 20%. 
This may lead to the smelters desiring to lock in 100% of their coal 
price risk (while locking in aluminum sales prices and margins 
simultaneously). At the same time, coal price increases could lead 
BREC to hedge at the low end of their policy creating a difference 
in desired hedging execution. 

iii. Impacts of differences in risk tolerance and strategy could create 
an administrative and contractual challenge. It could also lead to a 
policy at the board level of what type of customers could have 
input into hedging components of their power supply. May need to 
further address. 

d. Fuel procurement was discussed broadly 

e. Smelter differences in risk tolerance and key decision drivers. 

5. Board retreat presentation 
a. We reviewed the outline of the presentatiodobjectives. They were 

comfortable with the' approach. 
b. A comment was made that ERM is a new approach with the Board. We 

explained that additional sessions will be necessary to educate the board 
and walk through the policy development process. 

c. They requested a copy of the presentation in advance of the retreat. 
d. We agreed to discuss with Mike Core, and if acceptable, send them the 

presentation with a target date of Tuesday afternoon, March 14. 
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From ; Mark Bailey 
§ent: 
To: 
CC: Bill Blackburn; Paula Mitchell 

Subject: 
Attachments: East Kentucky Management Audit Table.doc 

Attached you will find a summary Paula and I have put together o f  the important 
points as I see them from the PSC management audit of EKPC. The right hand 
column labeled “Big Rivers Activity” summarizes where I believe Big Rivers is 
(e.g. our current “status”) regarding each of these items. The basic approach in 
completing this column sumary consists of one of 4 situations. They are: 

Friday, April 30, 201 0 9:06 AM 
Albert Yockey; Bob Berry; David Crockett; James Haner; Jennifer Keach; Mark Hite 

FW: Updated East Kentucky table 

Big Rivers is already “doing” 
Big Rivers is in the “process of doing” 
Big Rivers “iieeds to cansider doing” 
Issue is “not applicable” to Big Rivers 

In addition to listing these basic status items, in a few cases I have some extra 
verbage to explain the status rating. I’d like for those of you who have not already 
done so to look this over. If you have a different view of the status evaluation I 
have made, I‘d like for you to let me know along with a brief explanation to 
suppoit your opinion. Your “brief explanation” needs to be of a nature that Paula 
can put your explanation it1 the appropriate block o f  the chart to explain our rating 
without widening the section of the chart for that particular item, 

Bill Denton intends to devote the upcoming Board meeting Thursday night Work 
Session to a discussion ofthe EKPC audit. I thought Z would provide this summary 
to the Board prior to that night to possibly assist and track efforts the Board may 
decide are needed as a result ofthose discussions. 

I’d like your feedback by tlie end of the day on Tuesday, May 4th so Paula can 
make any changes so the material can then sent to the Board to allow sufficient 
time for their review ahead of the Thursday meeting. 

Thanks, Mark 

I----- - 

From: Paula Mitchdl 
Sent: Friday, April 30,2010 8:47 AM 
To; Mark Bailey 
Subject: Updated East Kentucky table 

4/30/2010 
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From: Mark Bailey 
Sent: 
To: 

Subject: EKPC Management Audit 

Monday, April 26, 201 0 10:37 AM 

Albert Yockey; Bill Blackburn; Bob Berry; David Crockett; James Haner; Jennifer Keach; Mark Hite; 
Paula Mitchell 

I have read the PSC's management audit report of EKPC and was gratified to see a 
number of the issues raised involved things we are alrezdy doing or in the process 
of undertaking. There were some items included that we should focus on. The 
following list caught my eye. 

Whistleblower Policy - 4, I'm not sure we have a separate policy, but we 
have elements that such a policy might encompass in place as part of another 
policy or through other means, e.g. how to report concerns though the Code 
of Conduct policy. We also have a separate independent ethics line 
employees can call to report concerns. Jennifer, we may need to once again 
internally publicize this line's existence and how to use it. 
Stratee;ic - Plannina and KpI[ reporting received some emphasis in the audit 
report. We have a plan that has been discussed with the board and 
employees and a copy is posted on the intra.net, Al, We need to consider 
updating it and getting a more formal KPI reporting inechanism in place, 
Bill, Does the Board have access to aur intranet? 
Supp1v Planning received some mention. Bill, we should have bath Mike 
Mattox and Kuss Pogue review and take to heart the items included in the 
report on Supply Planning and DSM. 
Outage Insurance - Bill/ MarUJames, we need ta look at this. Please get 
together and decide who will take the lead in looking into this. ACES may 
be able to help in this regard. 
CaDital Budnetin? & Screndin9; - The report addressed EKPC's practice of 
budgeting way more €or capital than. what they historically spent. The report 
suggested that variances consistently greater than 5% were unacceptable. 
We need to make note of this issue. 
- Board Policv -- We are currently focused on updating Board policies and 
looking at what others are doing in that regard. Al. That effort needs to 
continue. 
Board Recommendations- EKPC management was criticized for not 
offering the Board options in dealing with various issues with risks, pro's & 
con's ofthe options discussed with the Board. All, We need to be mindfiil of 
this cmcern. 

Each of you need to read this report and make sure members of yaur staff who 
have responsibility for hnctions mentioned in the report read the appropriate 

4/26/20 10 
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sections as well. David, specifically, the matters involving trans~ssiom expansion and 
iiiterconnection should be reviewed by the appropriate personnel. Bill, those individuals 
involved with buying and selling power should review the sections of the report that deal 
with buying vs. generating power when it makes economic sense to do so. 

Thanks, Mark 

4/26/2010 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 Notes: 

Turn to page C-I of Appendix C (Exhibit I )  for an exercise. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - 

0 This course will be covering: 

Industry background and the new energy market place 

Risks in the new energy market place 
Importance of energy risk management 
Policy and controls as a vehicle to energy risk management 
Developing a hedging strategy for your power supply portfolio 
Power supply portfolio decision support tools 
Trading highlights 
Summary: The keys to success 

Case study 

Page 3 Case No. 2012-00535 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - ---. - 

By the time yoid leave today, you will understand the: 
industry changes that have occurred 
Risks faced by cooperatives in the new energy market place 
Need for energy risk management 

importance of energy risk management goal setting 
Need for policy and controls as a vehicle to energy risk management 
Types of tools used to manage energy risk 

You will also understand that every cooperative will have a different risk 
management approach. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 In addition, after completing this course, you will: 
0 be able to evaluate existing energy risk management goals, policies, and 

0 understand that your G&T should establish effective risk management goals, 
procedures at your cooperative. 

policies and procedures. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

The energy risk management responsibilities of the Board Director from the G&T or 
unaffiliated cooperative: 

9 Has a basic understanding of risk management. 
0 Understands and approves risk management objectives and policies. 
0 Conducts periodic review of energy risks, exposures, and adherence to 

* Designates Board committee for oversight of energy risks (e.g., audit 

,, Hires a qualified CEO. 

policies and procedures. 

committee, risk oversight committee). 

* Note this does not say the Board Director should be involved in deal specifics or 
negotiate deals. The Board Director should guide, not do. 

Page 6 Case No. 2012-00535 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

- _ ~  

a The energy risk management responsibilities of the CEO of the G&T or unaffiliated 
cooperative: 

0 Hires or outsources risk management expertise. 
Forms and recommends an internal risk management committee that: 

e Possesses broad expertise in risk management. 
0 Assures risk management policies and procedures are implemented 

0 Regularly reviews energy risks and exposures. 
* Recommends policy changes to board oversight committee. 

and executed. 

Page 7 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

* The energy risk management responsibilities of the Board Director and CEO of the 

* Same as that for G&T or unaffiliated cooperatives if involved in other energy 

* Has a basic understanding of G&T (or alternative power supplier) risks. 
* Elects a qualified Director for the G&T Board. 

affiliated distribution cooperative: 

risks (e.g., propane, heating oil). 

Page 8 Case No. 2012-00535 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - 

The Risk Management Continuum: 
0 Identify risk exposures 

0 Develop policies and power supply cost goals 
0 Establish a hedging strategy 

- Execute the hedging and trading strategy 
* Measure, monitor, management reporting, and reassessment 

Establish controls and procedures 

This is an on-going process. 

Page 9 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

,, Industry Background and the New Energy Market Place. 
* This topic covers the changes that have occurred in our industry and 

0 It examines two primary industries: 
provides a brief background on where we've been and where we're going. 

* Electricity, and 

0 Natural gas. 
0 The wholesale side was deregufated to introduce competition into the market, to 

bring efficiency in generat,ion, and to ultimately result in price reduction. 
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Course 967.1, Fundamentals of Energy Risk Wlariagernent for Directors 
Participant Guide 

_--_ 

* Most industries have three primary energy components as they pertain to the 
electric and natural gas industries: 

Production 
* Trans poitat ion 
* Distribution 

D This course is only going to focus on production and transportation. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

* Traditionally, the electric industry was vertically aligned - one company did it all - 
production, transportation, and distribution. 
The utility produced the power, owned the plants, built the lines, owned the 
distribution lines, etc. 

.. 
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Course 967.1, Fundamentals of Energy Risk anagement for Directors 
Participant Guide 

Q The industry is now transforming from one that is vertically aligned to one that is 
horizontally aligned, in some states, where the production, transportation, and 
distribution functions may be performed by three separate companies, 

0 Deregulation is tending to force each of the three primary components into 
three separate businesses. The purpose of deregulation is to encourage 
competition in the production component. 

0 Why do you think we’re going to a horizontally integrated industry? 
., The separation of production and transportation is also to create more 

competition in the movement of the commodity, reduce “pancaking” of 
transportation charges, and eliminate market abuse and manipulation of 
market, prices by those who control both of these pieces of the energy chain. 

the prcdGction 2nd t r - ? r q o ~ ~ . t i . z ~  ~f ths 
commodity, this may open the way for price manipulation and market 
abuse. 

0 There is a distinction in wholesale and retail markets. The retail side of 
the business is in flux, while the wholesale side has been deregulated. 

* I f  one csmpany C O C ~ ~ Q [ S  

This course is focused on wholesale energy. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

.- - 

0 The wholesale side of the business is made UP of the generation and transportation 
(transmission) portions of the entire chain. 

The generation component of the wholesale electricity model: 

In the wholesale electric industry, the production component is the 
generation plant (nuclear, coal, natural gas, hydroelectric, diesel). 

electricity market. 

a utility, a power marketer, or a merchant producer. 

* What we’re starting to see in the industry is competition in the wholesale 

Q Power suppfiers now have more choices. They can purchase electricity from 

0 Note that merchant producers are now building power plants to sell to power 
supptiers in t h e  hope of financial gain (profit). 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

_. 

* Transmission: the transportation component of the wholesale electricity model: 
* Transmission is accomplished though transmission lines - high voltage lines 

that move bulk quantities from point A to point B. 
In the wholesale electricity model, there is no choice for transmission (it is 
based on customer location). 

* To get your electricity to the load, you must use the transmission system in 

* You purchase transmission from a Control Area. Or, perhaps the Control 
your location. 

Area has turned over transmission to a Regional Transmission Organization 
(RTO) or a local utility through an Independent System Operator. 

0 Transmission remains regulated by the FERC. If people have limited choice in how 
they move ihe electricity from the generator io the ioad, inere is an opportunity for 
price gouging. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 The energy market evolution over the last two decades: 
The wholesale natural gas and electric energy industries have transformed 
from a cost-based federally regulated system to a competitive market (Leq, a 
free, open market). Again, we’re talking about just the production of the 
actual commodity (Le., natural gas and electricity): 

e Natural gas (1 982-present) 
Electricity (1 992-present) 

The retail natural gas and electric energy industry is in flux. In some areas, 
the retail natural gas and electric energy industry was somewhat shifting 
from a monopolistic, state-regulated system to a competitive market. But, 
there has been a slowing of this over the last 3 ~ 5 years. In some cases, 

going, especially in electricity. 
The wholesale energy markets are at a point of no return. They are very 
much a market-driven, competitive business. 

thP\-!’!!$ relpyred COUT(-’ entirely. !$!e don’t kn-r;ly: !;.;.here retai; c-;;.p,pzt;t;on is 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

1978-84 1985 1985 1990 1992 1995 to 1995Gas 

Orders Order Growth of Futures Order Unbundling Retail 

Present 
Growth in 

Competition 

FERC FERC Rapid NYMEX FERC Utilities 

30,319, 234 436 Marketers Contract 636 

Deregulation of natural gas began back in 1978. 
The wholesale natural gas industry deregulated a bit more quickly than electricity. 

This industry was already somewhat more horizontally aligned as gas production 
(e.g, deep or shallow water drilling) was already separate from the gas utilities. 

All of the FERC Orders (30, 319,234, 436 and 636) provided methodical steps 
toward open access to wholesale gas transportation. 
Evolution of the natural gas market: 

0 1978 - 84 Federal Energy Regulatory Commission (FERC) Orders 30,319, and 234 

0 1985 FERC Order 436 allowed voluntaiy unbundled interstate transportation 
* 1985 saw the rapid growth of natural gas marketers 

., 1992 FERC Order 636 required pipelines to exit rnerchant function and offer solely 

enabled certain industrials to transport natural gas for end-use 

1990 NYMEX established a natural gas futures contract 

deregulated transport 
1995 gas utilities began unbundling transport 

0 1995 - present ... growth in retail competition 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

L U W L  

Standard 2000 
California 

1998 NYMEX ,998 
Eastern I m4:A..,.-.Stern , , llucI Apike Blowup 

The whole idea behind deregulation was to bring efficiencies to the market and to 
lower prices. 

Electricity is like no other business in the world, We've deregulated the wholesale 
side successfully but the retail side is still in flux. 
When you go to an open wholesale marketplace from a regulated marketplace, 
we introduce a whole new element of risk. 

Evolution of the electricity market: 
1978 Public Utilities Regulatory Policy Act (PURPA) encouraged independent 
power producers 
1992 Energy Policy Act (EPACT) - FERC empowered to order wholesale open 
access 
4 JJ3 CDQ - 7 $86 
1996 FERC Order 888 required wholesale transmission open access and Order 
889 required standards of conduct between utility generation and transmission 
functions 
1996 NYMEX established western futures contracts 
1997 to the Present - growth in retail pilots and open access programs 
1998 NYMEX introduced eastern futures contracts 
1998 Midwestern Price Spike 
2000 was the California "blowup" that stymied retail deregulation 
2000 - Order 2000 requires plans to join ISOiRTO 
2002 - Standard Market Design Initiative 

rzpicj g;owti; if-) i;ower i7>ark&ers 

\ 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

. - - - ~  

4 Competitive markets do not behave like regulated markets! 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

* This topic is going to examine the characteristics of a regulated wholesale energy 
market and compare them to the characteristic of a competitive wholesale energy 
market . 

I 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 Basically, under a regulated market, you were in a cost-plus business. You ran your 
business, added up the costs and then added the guaranteed rate of return you 
were allowed. 

* 

e 

0 

0 

e4 

. 
e 

e 

e 

e 

The power supplier set the price based on cost of service studies. 
The rate of return was regulated. 
There were guaranteed margins. 
Everyone had fuel cost adjustment clauses. 
People were not afraid to make long-term commitments, such as 20-, 30- 
and even 40-year contracts. 
Rates to the end user were stable. 
rimjtsd concern &out the credit su~rt.hlness cf the !_rtilities - counterpr-rt\il 
credit. 

There was suppressed price volatility. 

As we discussed earlier, utilities were vertically integrated. 
There were limited mergers, acquisitions, and alliances. 

What is critical to this list is that in a regulated “protected” market, there is very little 
volatility and very little risk. Therefore, there is little need for risk management. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

I- - 

0 Characteristics of a competitive wholesale energy market. 
In contrast today, the utilities don't set prices, the market now sets the price. 

There are thin margins. 
There is severe price volatility. 
As we discussed, it is a horizontally integrated industry. 
Commitments are now much more short term. 

Credit risk requires significant consideration. 
There are abrupt business exits and bankruptcies. 
There are numerous mergers, acquisitions, alliances and new players. 
Need specialized risk management and trading skills. 

0 What is required in a competitive environment is risk management. The competitive 
wholesale energy market requires specialized risk management and trading skills. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

_._I____ ____--.-- 

* Buyer beware is the watchword in this new environment: 
* The way you manage cost has changed. 
0 Pricing and products have changed; and 

Risk has increased. 
This is a risky business! 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 Committee of Chief Risk Officers (CCRO): 
Committee's charter is to standardize risk management practices 

Establish best practices to objectively manage risk 
Establish disclosure standards 
lmprove energy industry business ethics 
Bring credibility back to the industry through self-regulation 

0 Industry participants have banded together to self-police the industry, to eliminate 
poor business practices, create accountability standards among all participants, and 
eliminate the  market abuses that have occurred over the past several years. 

* A partial list of some of the CCRO members is shown below 

* American Electric Power 
0 Cinergy 
* Conectiv 
* Cansteltation Energy Group 
* Dominion 

Duke Energy 
Exelon 

0 Florida Power & Light 
0 Mirant 
e Nisource 

L 

'c* 

/qCCI; 

* Ontario Power Generation 
0 Pepco Energy Services 
0 PG&E National Energy Group 
e PNM 
e Portland General Electric 

0 Reliant Resources, Inc. 
0 RWE Trading Americas, Inc. 

* TVA 

Progress Energy 

Tractebel North America 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

0 This topic covers a number of different types of risks to which you may be exposed 
in the new energy market place. 
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Course 967.1, Fundamentals of Energy Risk’Management for Directors 
Participant Guide 

0 Types of risks in the new energy market place: 
Market Risk 

e RegulatorylEnvironmental Risk 
Organizational Risk 

0 Board and Officer Risk 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

I_p 

0 Market risk definition: 

0 Market risk consists of the potential fluctuations in prices, volumes, and 
market rules that may affect a company’s buying and selling activity. 

that adversely impact the company and they fall into four categories. Market risk is 
usually comprised or created because of: 

* There are numerous factars and situations that can expose a company to prices 

e Operational risk 
* Volumetric risk 

Counterpart contract and credit risk 
0 Contract risk 

Cash margin (cnilatera! risk) 
Commodity price risk 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

I- ~ _ - -  - 

0 Operational risk definition: 
0 Operational risk is the risk of loss that directly or indirectly is the result of 

failed systems, processes, contracts, or people. 
* Operational risk includes: 

* Generation outages and performance 
0 Reliability requirements and constraints for cantrol areas 

Energy imbalance penalties for non-control areas 

0 Suppliers performance - contracts and credit 
* Transmission constraints for reasons outside of your control 

0 These are the types of questions yoti should ask and think about as you identify 
your operational risk. 

9 What is the cost impact of extreme weather and loads? 

~ -_ 
What is the cost impact of unit outages or de-rates? 

._- 

e Do you have specific geographic transmission delivery constraints? 

0 What is the cost when your real-time supplies do not match your demand? 
1 
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Course 967.1, Fundamentals of Energy Risk Mariagement for Directors 
Participant Guide 

0 Vo I u metric risk definition : 
The risk that commodity volumes will vary from the expected volume and 
result in a loss due to changing commodity prices. 

* Types of volumetric risk: 
0 Load and weather forecasting 
e Power supply comes in ‘blacks’ and full-requirements hourly demand will 

* There will be unexpected generation outages 
9 There will be unexpected transmission constraintsloutages 

swing 

0 Types of questions the GRTs and non-aligned co-ops ask when identifying 

0 What are prices when you have excess or not enough suppty? 

vclsme!ric rkk: 

- ”---- 

0 What flexibility or options are involved in purchaseslsales? 

-I_ .---- 

0 What is the impact of unexpected generation outages? 

0 What is the impact of unexpected transmission outages? 

Case No. 2012-0053 
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-.- - 

* Counterparty definition: 
0 A counterparty is someone you do business with. For example, if you buy a car, the 

person you buy the car from is the counterparty. 
e Counterparty contract and credit risk definitions: 

e The risk of loss associated with the non-performance or non-payment by a 
counterparty to an agreement. Contract risk is specific to the risks involving 
contractual performance. Credit risk is the potential for adverse occurrence if a 
counterparty in unable to pay its obligation. 

* Counterparty contract and credit risk: Mark to market risk; Notional risk (non-payment risk); 
Corporate structure and financial strength; What happens in the event of default? 
Types of questions the G&Ts and non-aligned co-ops ask when identifying counterparty 
contract and credit risk: 

0 What are the obligations in the event of default? 

0 Do you have a netting or set-off agreement? 

0 What is the legal name of your counterparty? 

~~ - 
Are they who you think they are, or are they an inadequately capitalized subsidiary? 
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A power shortage in June 1998 in the Midwest caused hourly prices to reach 
$10,000 per MWh. 

Example 
0 Imagine you are going to work in the morning and you need to fill up your 20- 

gallon gas tank. Prices are $ 4  .OO per gallon. I-lowever, you're in a rush and 
decide to fill up at lunch. 
At lunch, YOU notice that prices have risen to $10.00 per gallon. You can't 
believe this is real, so you decide to wait until after work to fill up your tank. 

6 After work, prices have risen to $100.00 per gallon. To fill up your tank it will 
cast you $2,000.00! 

0 This is equivalent to the $10,000 per MWh volatility faced in the Midwest in 1998. 
This type of volatility exposed the weaknesses of contractuai agreements that were 
being used at the time. There were many contractual defaults and non-performance 
issues. 

* 

6 

* e  

n 

New contract provisions emerge 

Stand a rd ized con tracts 

Force Majeure 
Liquidated damages 

Cash margining 
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e When you deal in contracts and buy power supplies, the language used in the contract and 
its interpretation is very important. 

* Old vintage contracts may be unreasonable, have dated operating requirements, 
and optionality risks. Old contracts may have language that means something 
entirely different today. Old contracts are typically more lenient and don’t allow cash 
margins. 

0 Force majeure (acts of God) and firmness of delivery (a firm delivery means delivery 
should occur no matter what). 

0 Trading documentation requirements (confirms, authorized traders, oral dealings, 
and recordings ) . 
Non-performance and arbitration. 

0 Types of questions the G&Ts and non-aligned co-ops ask when identifying contract risk: 
0 What are the exact performance obligations? 

0 What is the process with each counterparty to execute binding transactions? 

0 What are the contractual rights for non-performance? 

0 Contracts are very important in the wholesale energy business. It is the only thing that will 
protect you if things go wrong. Contracts written prior to 2000 really need to be examined! 
Refer to Appendix C Exhibit 2 (page C-2) for an exercise and example of how liquidated 
damages are calcuiated. I 

i 
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0 Cash margin risk definition: 
The risk associated with inadequate cash flow resulting from cash margin 
requirements of a contractual agreement. 

0 With all of the new participants and new players in the market, you have a cash margin 
risk. What does this mean? 

0 Types of cash margin risk: 
0 New credit provisions 

0 Credit threshold set between parties 
Cash margins (collateral) may be required or collected 

0 Power suppliers (G&Ts) are exposed 

0 Identify your cash margin risk based on mark to varket catculations 
Cash flow management considerations 

0 Types of questions the G&Ts and non-aligned co-ops ask when identifying cash margin 
risk: 

0 What do your contracts allow for? 

Do all your contracts allow for cash margining? 

~~ 

0 Will incoming margins offset outgoing margins? 

Refer to Appendix C Exhibit 3 (page C-3) for an exercise and example of how mark to 
market works and cash margin is calculated. 

Case No. 2012-0053 
Attachment 1 for Response to AG 2- 

Witness: Mark A. Baile 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

g Commodity price risk definition: 

4 Types of commodity price risk: 
The risk of loss associated with changes in commodity prices. 

Power suppliers (G&Ts) are exposed to this risk through their “all 
requirements” contracts and energy market prices. 

0 Affiliated distribution co-ops are exposed to G&T power supply risks. 
0 Non-affiliated distribution co-ops are power suppliers to their end users. They 

* Power and fuels risk (natural gas, coal, etc.). 
are exposed energy market price risks. 

0 Types of questions the G&Ts and non-aligned co-ops ask when identifying 
commo(-jiiy risk: 

* What are the prices or rate formulas you are using to buy or sell? 

0 What flexibility or options are involved? 

-_ -- 

* What periods or how long are you covered? 

I 
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* Regulatoty/environmental risk definition: 
0 The current and prospective risks associated with regulatory and environmental 

market regulations and potential changes in these regulatory rules. 

There must be compliance with federal and state regulatians. 
0 ReguIatary/environmental risk: 

0 There must be compliance with federal, state, and oversight group market rules. 
* Types of questions the G&Ts and non-aligned co-ops ask when identifying 

regulatorylenvironmental risks: 
0 What are the federal, state, and oversight group regulatory requirements and 

market rules? 

Case No. 2012-0053 
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What is the potential for changes in reguiation? 

* Retaif market?- - 
* Wholesale market? 
0 Transmission rules? 
0 Environmental issues? 
* New taxes? (this is also a contract issue)--_- 

* There is an effort to have greater oversight on commodity trading in light of the outright 
abuses and fraud that have recently occurred in the energy trading business. This 
oversight begins with the governance of the organization and its Board of Directors. 

0 Your company should be actively involved in State and Federal regulatory changes. 
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Organizational risk definition: 
0 The risks associated with the lack of risk management and trading expertise, 

systems, or internal policies and procedures that are designed to manage energy 
risks. 

Organizational risk: 
0 Do people in your company have risk management skills? 
e DO you have separation of duties? That is, the people that monitor the activities are 

not the traders. 
* Are controls in place to mitigate rogue trading activities? We’ll learn more 

about controls later in this course. 
* Do you have the people, resources, and systems to manage risk? 
* Do you have internal risk management policies and procedures? 

Types of questions the G&Ts and non-aligned co-ops ask when identifying organizational 
risk: 

* Have you hired or outsourced risk management skills? 

- - .- 

0 Do you have the appropriate organizational structure? 

-- 
0 Do you provide adequate education and training for your staff? 
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Board and officer risk: authority, accountability, and responsibility. 
0 Duty of Care: 

0 Knowledge of basic fundamentals of hedging. 
e Reasonable systematic oversight of experienced management. 

* As directors you have a duty to establish policies by which management runs 
0 Duty of Loyalty: 

the company. 

0 Types of questions to ask when identifying board and officer risk: 
0 Da you have specific risk management policies? 

0 Do corporate goals incorporate an articulated “risk tolerance’? 

- --- 
0 Have you developed board level policies and procedures to guide the G&T in 

managing risk management procedures? 

-_..___- - 
e Have you earned your CCD (Certified Cooperative Director)? 
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0 What do you do about these risks? 
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~ - - I  ----.--- 

0 Energy Risk Management: The topic of energy risk management is very broad and 
covers all the risks that we have just discussed. 
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_- ___ . .____ 

e This topic will help answer the follawing questions: 
0 What is power supplier energy risk management? 
e What are cooperative power supplier risks? 

a What are the board and officer fiduciary responsibilities? 
0 What is the importance of risk policies and controls? 
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0 What is Cooperative Energy Risk Management? 

exposure to risk, resulting from: 
e Protecting the G&T and unaffiliated distribution co-ops from unwanted 

* Participation in the wholesale energy market 
e Other areas of risk within its business 

0 Risk is not all together a bad thing, because it can provide a reward or a return. 
Knowing what risks you are taking, and why, is what energy risk management is 
about. 

- 
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* Energy risk management definition: 
* Energy risk management encompasses the functians of monitoring, 

measuring, and managing the risks associated with the energy business 
activities of the cooperative within its defined policy and risk tolerance. 

0 The board of directors needs to define the risk tolerance for the cooperative. 
Are you willing to take a lot of risk or very little? 

4 What is your risk tolerance? (What amount of risk causes sleeplessness?) 

* Once you have answered these questions, you should develop a plan to manage 
the risk y~!..! are in,ri!!ing to ?ake. 

0 Bottom Line: It is up to the board of directors to establish the level of risk 
tolerance they are willing to accept on behalf of their consumers. - Risk management is different for every cooperative. 

0 Refer to Appendix C Exhibit 4 (page C-4) for an exercise in assessing your risk 
tolerance. 
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Q Energy risk management as subset of enterprise risk management. 
Enterprise risk management will include every risk such as property and casualty 
risks, regulatory risks, cyber security risks, terrorism, interest rate risks, etc. 

Q Buying property and casualty insurance is an example of a risk management 
activity that falls outside of energy risk management. 

Q Energy risk management typically represents 70-80% of total enterprise risk 
management. 
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* What are your responsibilities in energy risk management? 
* Board of Directors' energy risk management responsibility: 

* Directors' duties are well established through: 
0 State statutes 
* Case law 

* Duty of loyalty 
* Duty of care 
* Authority, accountability, and responsibility (also known as loyalty, 

Duties fit into three primary categories that we've already discussed: 

care, and obedience) ";f. 

* The Board of Directors has the duty to with care and 
according to applicable statutory standard. 
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0 Board of Directors liability and risk. 
0 Avoid personal liability 
0 Company indemnification of directors 

0 Directors and officers liability insurance (D&O) 
0 Check your by-laws 

0 Check policy language 
0 Coverage may depend on: 

0 Severity of breach 
0 Criminal violation of law - Director personally profited from alleged wrong doing 
0 Inteptional, m.cl!ij~us, ~;ill,Fg! y:rgpg-&inn J 

* Gross inattention 
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* Grain Cooperative Risk Management Case: 
Co-op suffered fairly significant losses in 1980. 
Plaintiffs alleged company failed to hedge sales in grain market, resulting 
losses. 

Court found breach of basic Duty of Care: 
4 Management inexperienced in hedging (Directors' responsibility). 
0 Directors lacked basic knowledge of hedging fundamentals. 
* Gross inattention to market exposure and potential for loss. 
0 Lack of ris k-evaluation p rocedu redmanage me n t" 

In summary, they were unaware of the risks they faced and had no 
poiicies and procedures in piace. 

The Directors' were personally liable for $424,000 in losses. 

Page 
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* The Court's focus in this case: 
0 Clear risk procedures were not in place: 

0 Directors failed to insist on formal policy and systematic oversight. 
No authority matrix. 

* No understanding of cooperative's inherent exposure to market risk. 
0 The determining factor in this case: 

The determining factor was not the failure to hedge, hut.. I 
Directors' inattention to the cooperative's market exposure and potential for 
loss. 

0 inattention was demonstrated by lack of procedures and controls. 

Case No. 2012-0053 
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a In addition to the examples of losses on this list, many more exist. 
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0 Common themes to these types of losses: 
Board and management misunderstanding of trading activities. 
Lack of corporate controls or lax enforcement. 
Early warning signs ignored. 

Lack of separation of authority. 
Lack of risk management expertise and risk management systems to monitor 
and measure the risks of the company. 
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* Energy risk management is: 
0 A disciplined control approach to managing the power supply functions of the 

business. 
A plan for managing the fiduciary responsibilities of power supply board 
members. 

Energy risk management will be different far every cooperative. There is not one 
cookie cutter approach. 

I 
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* So how do you manage risks? - You use controls. 
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a So why are policy and controis necessary? 
Policy and controls are the method by which we manage our risk. 

* Policy and controls help prevent unnecessary costs or losses due to a 
volatile marketplace. 
Unnecessary costs or losses due to a breakdown in policy and trading 
controls should be viewed as unacceptable. 

most of the issues in an energy risk management policy. 
0 The Rural Utility Service (RUS) now requires G&Ts applying for loans to address 
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The Board of Directors, by setting a risk management policy, creates a key 
component of the controls to be established. The board’s risk management policy 
should: 

0 Establish clear policy for energy risk management. 

0 Establish the cooperative’s risk tolerances. 
This policy is the key document that guides management and staff in all risk 
management activities. 
Refer to Appendix C Exhibit 5 (page C-5) to see an example of a generic Board 
Risk Management Policy outline. 
It is important to note that each policy may differ based on many factors, but a 
policy consistent with the Board of Directors risk tolerance should be adopted to 
guide risk management activities. 

Case No. 2012-00535 
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0 Part of implementing and executing controls is the separation of power supplier 

The accountability, authority, and responsibility of the organizatian at the 
board and management levels. 

0 Board = Basic knowledge of hedging and proper oversight of risk 

functions. You should establish: 

management policies and procedures. 
Management = Expertise in power supply and day-,to-day operations 
and adherence to risk management policies and procedures. 

* Risk management committees, including: 
e Board committee 
* Internal risk management committee 

! 
I 
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The following functions should be clearly assigned and divided among various 
individuals and groups, or outsoureed, in order to provide necessary oversight and 
safeguards: 

0 Trading 
* Confirmation of trades 
0 Legal approvals 
* Auditing 

* Payment approvals 
0 Credit review and approval 
* Contract review and approval 
* T - p .  ?* ,p.m I i dilbactLt I PI icing 

QB 
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e Specific members of management must be designated as responsible for 
supervising the oversight of the following within the board’s risk tolerance policy: 

0 The organization’s net position 
0 The organization’s cost and risk 

* Policy and control compliance 
* Outside auditors should perform periodic, checks on all risk management tasks. 
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Energy trading control procedures and documentation are very important. 
0 You should have in place a binding document outlining the authority and 

consequences of failing to adhere to that authority. 
0 The document should be signed by all involved parties. 

An Authority Matrix between the Board and management should he 
developed. An Authority Matrix defines agreed upon trading limits by 
authority by commodity. 

e Example: Sue has the authority to buy X amount of natural gas. To exceed X 
amount, she must get the next higher level of authority to approve the purchase. 
Joe, is an hourly trader, and can do no more than 50MW with out approval from a 
higher authority. 
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0 Types of energy trading limits for the Authority Matrix. 
Limits by authority level by commodity (power, fuels): 

0 Individual trader limits 

0 Internal group limits 
* Total entity limits, for example: 

CEO authority limit 

e Transactions requiring board approval 
e Limits by transaction purpose: 

0 Limits for trades intended to hedge risk 
9 Limits for trades intended for speculative profit 

0 Refer to Appendix C Exhibit 6 (page C-9) for an example of a generic power trading 
authority matrix. 
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0 Credit controls. 

e Questions to ask about controlling credit: 
What credit standards must be met? 

- 
0 How often will credit status be reviewed? 

e What happens if credit status is downgraded? 
-- 

._____ 

0 Many people maintain a daily credit watch on all of their counterparties. 
0 Threshold limits established based on original security and negotiations. 

* Additional security requested if limits exceeded or credit has been downgraded. 
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0 Key contract tools and controls: 

0 Types of contracts: 

Standardized contracts are becoming the industry norm. However, some 
companies are still doing business under old, non-standard vintage contracts. 
Daily contract administration entails monitoring expirations, ensuring written 
confirmations are properly executed, and ensuring that all trading activities are 
cc-nsistent with contractual agreements. 

Be certain you have enforceable documentation, including: 
Signatures, are they authorized signatories? For: 

0 Contracts 
e Written confirmations 

0 Verbal confirmations and recordings 

* Are they acceptable for trade type? 
0 Are they legally binding? 

* Is the trader authorized to make deal? 
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4 Many legal challenges in history have been the result of skimpy documentation or 
non-standardized contract language. 

* Note that the first thing you will do when a deal goes bad is go back and look 
at the contract. 

* It is important to talk to an attorney. It can be dangerous to do transactions under 
old, vintage contracts. If something happens, the contract may not be enforceable. 
All existing and new contracts shouid be reviewed by professionals to enslire that 
they are in line with new-world energy practices. 

* Contract controls should be put in place to ensure: 
* Contracts are appropriate. 
e Any transactions that occur are aligned with the master contract. 
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* Enhancements may be needed to the company's software, hardware, and 
technology. 

* Systems are needed for: 
0 Monitoring trading positions 

* Measuring risk exposure of trading activity 

* Monitoring credit risk and limits 

,, Monitoring contractual compliance 
* Business continuity and disaster recovery 

Measuring trading activity against market prices 

* You will have a true technology challenge in establishing good trading controls. 
Energy risk management is diir'erent for everyone. There Is no cookie cutier 
system . 

., There are professionals that can assist you in this process. 
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a The Risk Management Continuum: 
a Identify risk exposures 

a Develop policies and power supply cost goals 

0 Establish controls and procedures 
0 Execute the hedging and trading strategy 
0 Measure, monitor, management reporting, and reassessment 

Establish a hedging strategy 

0 This is an on-going process. 
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* Developing a hedging strategy for your power supply portfalio. ! 

--- ___ 
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- Now that you've seen the importance of controls, and the cycle we need to go 
through to manage risk, you will want to establish risk management goals and 
power supply cost policies. 

0 First you have to understand what is possible. Start with your power supply 

0 Your power supply cost goals must be objective, specific, and realistic: 
cost goal. 

0 If you say "lowest possible cost," what does lowest possible cost" 
mean? 

0 Given what risk tolerance? 
0 Given what time horizon? 

* What does "at or below market" mean? 
* Today's market price? 
* Prices in the future? 

What does "reduce price volatility" mean? 
* Define risks that the co-op is willing to accept 
0 Consider tradeoff between cost and risk 

0 The power supplier's cost will translate directly into the price of power for the 

* So how are we going to meet our power supply cost goal? Though hedging. 
distribution cooperative. 
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e These goals must be realistically set and based on modeled conditions that can be 
achieved for the power supplier. The power supply cost goals must also be set 
based upon the risk inherent in the power suppliers 

0 Examples of goals: 
* To manage the annual average cost of power for 2003 to a target of 

$45/MWH with less than a 5% chance of exceeding a maximum cost of 
$47/M W h. 

0 To manage the annual average cost of power for the years 2004-2010 within 
a 1 YO annual equivalent increase of the 2003 target and maximum price goal. 
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a What is hedging? As defined in Energy and Power Risk Management, a hedge is: 
0 Any transaction that moves the corporate risk profile toward the 

shareholder’s desired risk profile in the most efficient manner possible. 

* The Management and Board should strive to achieve a consistent understanding of 

* Hedging can partially or totally eliminate your power supply cost risks. 
what a “hedge” means to the G&T. 
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e Concept of developing hedging strategies. 
0 G&Ts have commitments to supply power to distribution co-ops. The G&Ts, 

* Many tools exist to efficiently hedge, to buy supplies, but perfect hedges can 

therefore, need supply to meet this demand. 

be very costly. 
0 Example: 

0 The G&T has a portfolio of siipply resources of 1,000 MW (e.g., power 

0 It is expected that load growth amount its 10 member distribution co-ops will 

e The G&T is 100 MW short on supply. To hedge this position, the G&T would 

plants, power supply contracts). 

result in a forecasted peak load next year of 1,100 MW. 

need to go out and buy power supply of 100 MW. 
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4 Portfolio construction and optimization is highly customized to each cooperative 
based on a number of factors. Hedging strategies for one co-op’s portfolio may be 
very different from another’s. Factors include: 

0 Risk management and power supply goal (and risk tolerance) 

- Customer base and length of sales obligations 

0 Location - you will construct your portfolio differently depending on where 

Market prices (not necessarily cost) 

Company skill set 

you are tocated. Location issues to consider are: 
e Transmission: Independent System Operator (EO) or Regional 

9 Market rules and structure (hourly pool) 
0 Generation issues (types, reserve margins) 

0 Market liquidity (instruments available in your region) 

Transmission Organization (RTO) constraints 

4 Reliability council rules for: 

Planning reserves 
0 Capacity requirements 
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Concept of fuel hedging: 
* Fuels such as natural gas and coal can be hedged for expected needs to 

serve native load plus any firm sales obligations. 
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* There are alternative power supply hedging structures. When you hedge your 
portfolio, you can do it three ways: 

0 Full requirements contract - at a fixed price where someone is going to take 
all of your risks (note: this is different from a GBT) 

Limited (or no) price volatility 
Limited operations and no trading infras'tructures 

0 Very little risk at guaranteed fixed price 
0 Partially self-managed portfolio - you can also construct a portfolio where 

someone is taking some of the risks. 
Self-manage limited risks, e.g., fuel cost risk 
Moderate operatian.: and tradir?g infrasl.ructrrres 

0 Fully self-managed portfolio (including fuels) 

0 Self-manage risks with trading tools and derivatives 

e Extensive operations and trading infrastructures 

0 Some G&Ts and cooperatives have already decided to go these different routes. 
Some have gone with full requirements contracts. Others have accepted the full 
range of risks. 
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0 The wholesale differences in cost to serve and the varying degrees of risk (worst- 
to-best case). First: 

0 A fixed-price requirements contract is illustrated by the solid line - no matter 
what happens you will have a single price per MWh (in this case about $45)- 
They've taken away all of your risks and uncertainties and guaranteed you a 
fixed price. This is your least risky and most costly option. 
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a The wholesale differences in cost to serve and the varying degrees of risk (worst- 

0 A partially self-managed portfolio is illustrated by the  dotted line. H e r e  there 
to-best case). 

are alternatives to manage risk and move to a less risky position. However, it 
will be more costly. Here the cost range is from about $43 to $46. 
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0 The wholesale differences in cost to serve and the varying degrees of risk (worst- 
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* Hedging strategy considerations: 
e Determine time horizon to hedge: 

Length of sales contracts 
0 Support price and risk goals of entity 

* View of market prices (you need market intelligence) 
* Long-term fuel needs and strategy 
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0 Risks to internalize (and self-manage) or decrease such as; 
0 Outage risk: 

0 Unit contingent vs. firm or backed up purchases 
0 Owned generation 

a Mismatch between hedge products and hourly load profile 

e Hourly balancing risks 

0 Load forecast error 

* Volumetric risk: 
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* Other risks to internalize (and self-manage) or decrease: 

0 Fuel and emissions: 

0 Spread option and spark spread management 

* Emission compliance and allowance trading 

* Firm transport or transmission 
e Delivered products 

Hedging at hubs 

0 Transportation and delivery: 

* You’ve learned about hedging and some of the things to consider. Now you will 
want to develop your portfolio. There are a number of tools to help you do this. 
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* This topic covers power supply portfolio decision support tools. 
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0 This is the load profile of a distribution cooperative such as yourself. 

,, There are challenges of serving an hourly load profile such as the one shown here. 
The power supplier is trying to meet this demand and its very difficult. 
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6 There are sophisticated, computer driven models that will help you develop the 
structure of your power supply portfolio: 

0 Mathematically determine the portfolio components that are needed: 
Base component 

0 High annual load factor 
* High capital-cost and low variable-cost 

6 Intermediate component 
Moderate annual load factor 

0 Moderate capital-cost and moderate variable-cost 

6 Low annual load factor 
* Low capital-cost and high variable-cost 

6 Peaking component 
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* This is the basic model for portfolio structure development. 
Base load is that portion of your load that you know you will have every hour. 
You would buy base load types of resources that are most efficiently utilized 
with a high load factor. 

a Intermediate load - this portion of load is served during business hours ar hot 
or cold weather. 

0 Peak load  this magnitude of demand occurs during a limited number of 
hours in each year. 

It is important to buy resources that adequately match your base, intermediate, and 
peaking load profile. 

portfolio. Be aware that this model ignores issues such as diversifying each 
component with a variety of resources and potential reserve requirements. 

* Like a balanced diet, this simplified graphic illustrates the concept of a balanced 

0 Note: This graphic is not to scale. 
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0 Hedging instruments for base requirements: 
Nuclear and coal generation plants 
7 x 24 forward contracts - you've purchased power in the future 7 days a 
week, 24 hours a day to meet your base load. 
Some structured products will serve base load needs 
Combined cycle units 

0 In certain regions (e.g., natural gas providing regions) 
0 Perhaps in the future in other regions 

I 
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., Hedging instruments for intermediate requirements: 

* Combined cycle generation units - high efficiency natural gas units produce 

1) Old coal units 
0 5 x 16 forward contracts - power supply contract where supplier will provide 

power at a reasonable cost. 

power for 5 days, 16 hours a day (i.e., during business hours) 
Different structured products 

9 Combined cycle heat rate transactions 

0 Load following 
Other 
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0 Hedging instruments for peaking requirements: 
Simple cycle generation units (also known as “CTs”) - most widely used. 
They are cheap to build but are not highly efficient so it costs a lot more to 
run them. 
Daily call options - this is where you have the right to buy power but not the 
obligation. 
Structured products: 

Load following 

0 Heat rate transactions 

e Other 
Demand-side management and load management can be an effective 
management resource by lowering demand. 

* Refer to Appendix C Exhibit 7 (page C-IO) to explore a potential portfolio of 
resources and hedges that a 900 MW system may possess. 
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Power can be a very difficult commodity to understand the value of. You cannot 
store it or inventory it. Price volatility is extreme. 

0 There are tools and resources that are available to help: 
* Simulation models are sophisticated, market-based, mathematical computer 

models. 
0 Market analysis uses personnel and tools to determine the fair market value 

of trading instruments and transactions. This enables you to know you’re 
getting the  best value. 
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- Gals of simulation modeling: 
Quantify risk exposures. The simulation model will help you determine your 
risk exposure. 

* Determine trade-off between cost and risk. This is where we get the lines on 
the Wholesale Differences in Costs to Serve chart on page 74 of your 
Participant Guide. 

* Determine the optimal portfolio structure. . 

9 
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0 Goals of market analysis: 
0 Recognize the value of various power supply products 
0 Negotiate the lowest cost power supply deals 

Make decisions with confidence 
0 Small mistakes can result in large losses. 
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This topic will discuss some trading highlights. 
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0 Trading is all of the things that you do to manage your risk. 
* Your trading goal is to extract the maximum value from your portfolio to lower the 

0 Examples of trading strategies include: 
cost to the end consumer. 

Opportunistic trading of resources and positions. 
e Dynamic management of fuel and power positions 

Use of derivatives and various instruments to hedge or speculate. 

* In the fall, a G&T buys natural gas to run its plants next summer. Two months later, 
gas prices for next summer have risen substantially, while summer power prices 
have fallen. By actively managing the portfolio power positions of the GRT, the 
natural gas can be sold at a profit and power can be purchased more cheaply - at a 
price that is less than producing it with the natural gas fired generation units. This 
activity would reduce the overall power supply cost of the G&T. 

0 Example: 

0 Is your responsibility to look out for your organization. 
e Refer to Appendix C Exhibit 8 (page C-I 1) for an example of opportunistic trading. 
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0 Trading instruments of cooperatives: 

* Numerous trading instruments can be employed to suit the needs of a G&T: 
0 Characterized as physical or financial instruments and derivatives 
0 Physical transactions involve delivery and payment while; 
6 Financial transactions involve a financiat settlement payment instead 

of delivery. 

Page Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide -- 

0 Derivative: 
m A trading instrument whose value is determined from the value of a specific 

commodity. 
0 "Put Option" example: 

0 A wheat farmer has risk that wheat prices may fall substantially and wants to 
protect his revenues by purchasing a put option. 
Assuming wheat prices for October delivery are $3.7/bushel now, he may 
buy a $3.2/bushel put option and pay $.15/bushel for the aptian. 

e If wheat prices fall below $3.2/bushel at delivery time, then the farmer has 
the right (but not ob!igation) to sell his wheat at $3.2/bushel to the 
counterparty that sold him the put option. 

price at delivery time. 

$.I tifbushel to do so. 

e If prices are above $3.2/bushel he would simply sell his wheat at the market 

e Hence he has reduced his risk of prices going below $3.2/bushel and he paid 
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Physical power types ., Physical power terms 

Firm (liquidated damages) - Hourly 

Non-firm ., Daily 

e Unit contingent 

0 System firm 
Q Physical power products 

0 Balance of (week, month) - Monthly, seasonal, annual 
0 Long-term (> 4 year) 

5x16 (Mon-Fri on peak block) 
e 6x16 (Mon-Sat on peak block) 
0 5x8 (Mon-Fri off peak block) 

= 2x24 (Sat, Svn block,) 
0 7x8 (Mon-Sun off peak block) - Wrap (5x8, 2x24) 

Daily puthall options 
e Monthly putlcall options - Daily index 
a hknthly hdex 

Hourly paol index 
* Power plants 
0 Structured products (e.g., full 

requirements, heat rate) 
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* Structured product definition: - A customized contract involving a bulk power transaction negotiated between 
two parties. A structured product addresses specific needs of the buyer that 
may involve numerous physical, financial, and derivative components 
bundled into a single contract. A full requirements contract is one example 
of a structured product. 

0 Structured products: 
Many long-term power transactions are structured products. 
Structured products are customized products developed to fit specific needs. 
Most structured products are developed with a combination of other products 
embedded in their context. 
The number of structured products available is only limited to the mind’s 
ability to devise them. 
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e Example of a structured product: 
0 G&T buys a I00  MW dispatchable unit peaking contract for next calendar 

year. 
9 Buyer pays premium of $36,00O/MW/Year 

0 Energy must be scheduled 2 hours in advance 
0 Minimum run time is 4 hours 

* Maximum ramp rate of 40 MW's per hour 

0 Energy priced at 10,500 heat rate multiplied by Gas Daily index plus 

0 Seller guarantees 99% availability during Jun-Aug 
$.30 with a $75/MWh cap 
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Financial hedging instruments: 
0 Futures 
0 Options (can also be physical) 

0 On futures 
0 Over the  counter (QTC) - Swaps 

0 Weather derivatives 
0 Insurance.. .power generating unit outage 
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* Optimizing power, fuels, and emissions through different types of trading. 
0 These are all of the things involved in your energy portfolio. Its not just gas and 

power - it's the whole energy value chain. 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

.- 

* Keys to Success. 
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* Review of the responsibilities of the Board Director from the G&T or unaffiliated 
cooperative : 

0 Has a basic understanding of risk management. 
* Understands and approves risk management objectives and policies. 

e Conducts periodic review of energy risks, exposures, and adherence to 

0 Designates Board committee for oversight of energy risks (e.g., audit 

0 Hires a qualified CEO. 

policies and procedures. 

committee, risk oversight committee). 
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* Review of the responsibilities of the CEO of the G&T or unaffiliated cooperative: 
9 Hires or outsources risk management expertise. 

0 Forms and recommends an internal risk management committee that: 
e Possesses broad expertise in risk management. 
* Assures risk management policies and procedures are implemented 

and executed. 
0 Regularly reviews energy risks and exposures. 
0 Recommends policy changes to board oversight committee. 
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0 The energy risk management responsibilities of the Board Director and CEO of the 

0 Same as that for G&T or unaffiliated cooperatives if involved in other energy 

0 Has a basic understanding of G&T (or alternative power supplier) risks. 

0 Elects a qualified Director for the G&T Board. 

affiliated distribution cooperative: 

risks (e.g., propane, heating oil). 
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0 There are many alternatives the cooperative power supplier can pursue in 
managing their energy risk. If a cooperative power supplier elects to do a fixed 
price full requirements contract with and investor owned, federal power agency, or a 
marketer then their energy risk management needs will be reduced to assessing 
risk counterparty risks and risks associated with contract expiration. If they choose 
to partially or fully manage their energy risk, then they have different alternatives 
that can be taken in addressing energy risk management needs. - Wholesale market alternatives, such as: 

lOUs have less incentive to sell at market rates now particularly in times of 
low market prices. 

0 Federal power (Bonneville Power'Admin., TVA, SWAPA, WAPA, SEPA) is 
an alternative, but with the exception of TVA, they cannot meet supplemental 
needs or load growth. 

arrangements, but their viability has become questionable over the past 
year. Marketers have had trouble providing the required operational support 
needed to supply end users. 

0 Marketers have tried to serve wholesale needs under a variety of 
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0 Designated agents with proper staffing and infrastructures have trading and risk 
management skills equivalent to other alternatives. Any savings generated by the 
legal agent goes back to the cooperative. Their approach is participative in that 
they are partners in managing the risk of the cooperative, which does not lose any 
control over its destiny. 

* Consultants are not in the market for effective strategy execution. They can provide 
pieces of risk management but do not have the expertise, systems, or 
infrastructures to actually develop and execute and actively manage hedging and 
trading strategies. 

infrastructures is very costly. 

exposures are not ignored 

0 Doing it yourself is an alternative, but to have the personnel, information, and 

* Many combinations of all the above can be employed, but be careful that some risk 
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4 It is important to remove the barriers to energy risk management: 
Clear objectives at the power supply organization must be created. 

trading instruments. 

the rates. 

0 Must have the ability to readily purchase and sell forward and derivative 

9 Must have the ability to pass derivative hedging revenues and costs through 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Endrgy Risk Management for Directors 
Participant Guide 

e Other important ways of removing barriers to energy risk management: 
* Develop sufficient counterparties to achieve market liquidity. 

Educate accounting, operations, planning, senior management, and Board of 
Directors. 

Q Remove resistance to change 
0 Other ideas: 
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0 Trading is the means of managing risk. You should: 

0 Define the rules and purpose of hedging and trading activities. 

Q Know what a hedge means to the organization. 
0 Have quantified power supply cost and trading goals, for example: 

* Reduce price volatility 
Beat budgeted expenses 

0 Opportunistic trading 
* Manage fuel and hedge transactions 
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0 Importance of information: - Know the market. 

0 Be aware that data is less available from public sources. 

0 Those who trade regularly and consistently have the most data and 
intelligence. 
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e Importance of interpretation: 

0 Develon more soecialized market emertise. 

0 Accurate judgments will need to be made by experts who have incomplete 

e Gain a wider perspective and better analytical tools. 

data. 

0 You need to know the local, regional, and national rnarkets to fully 
understand trends. 
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Q Importance of execution: 
0 Establish trading controls systems and procedures 

.= Establish authority matrices 

0 Empower selected staff to make rapid decisions 
0 Have proper trading systems (software, hardware and technology 
0 identify physical and financial trading expertise 

* Review credit and contracts 

a Integrate fuels and power transactions 
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0 Case Study: Planning for the Upcoming Winter. 
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* Based on what you know ... What a r e  the G&T risks? 
List the risks below: 

- .-- a. 
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0 What is the level of price variation, or risk tolerance, that you as the Board of 
Directors are witling to accept? Check your answer. 

$47.5 per MWh guaranteed 
$43 - $48 
$41 -$51 
$37 - $57 

Notes: 
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0 Unexpected costs that were incurred during the cold snap: 
0 Load forecast error (extreme weather risk): 

0 100 MW for higher load on-peak for 3 days (48 total hours) was 
$960,000 (48 hours x 1 OOMW x $200/MWh); or $744,000 higher than 
expected average price of $45/MWh. 

250 MW far un-hedged supply risk for 3 days was $2,400,000 or 
$1,860,000 higher than expected budgeted price of $45/MWh. 

0 Power market price risk: 

0 Contract default risk: 
0 I00 MW for contract default for 3 days was $960,000 or $792,000 

(100 MW x 48 hrs. x $165/MWh) higher than contracted price of 
$35/MWh. 

* Unit outage risk: 
* 500 MW for 48 hours on-peak at $200/MWh vs. $15/MWh = 

0 500 MW for 24 hours off-peak at $70/MWh vs. $lS/MWh = $660,000 
$4,400,000 higher than expected. 

higher than expected. 
0 Natural gas commodity price risk: 

0 150 MW of higher gas costs for on--peak for 3 days ($155/MWh versus 
expected of $55/MWh) was $720,000 higher than expected. 

Page Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - 

Notes: 

Case No. 2012-0053 
Attachment 1 far Response to AG 2- 

Witness: Mark A. Baile 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

e Notes: 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - - 

q Notes: 

-- 

Page 125 0 Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

e Notes: 

I .  

Page Case No. 2012-00535 
Attachment 1 far Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide - 

* Notes: 

Case No. 2012-0053 
Attachment 1 for Response to AG 2- 

Witness: Mark A. Baile 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

- __ 

Notes: 

Page Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

_ _ . ~ . _ _ _  ...--_ 

Notes: 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

”.. 

e Notes: 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

* Notes: 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Participant Guide 

., Was this within the price range you selected? 

0 What happens to the price paid by consumers? 

0 What if the winter was mild and units operated? 

Things that the G&T could do to mitigate these risks: 
Purchase unit outage insurance. 

0 Purchase supplies to cover extreme peak demand. 
e Market power supply products (forwards and/or options). 

Buy or build additional generating units. 
0 Hedge natural gas risk by purchasing forwards, futures, or options . 
* Avoid buying system-firm to back up firm sale. 
e Seek to arrange an equitable interruptible contract via the distribution 

cooperative with its large industrial'(200 MW). 
I '  
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0 Please complete the Evaluation Form and return it to the instructor. Your 
comments and suggestions are important. 

0 Thank you for your participation in this course. 
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* Appendix C contains the following sample materials: 
Exhibit 1 - The Energy Risk Management Process (page GI) 

Majeure Language (page C-2) 
* Exhibit 2 - Calculation of Liquidated Damages and Examples of Force 

0 Exhibit 3 - Mark to Market Calculation for Cash Margining (page C-3) 

* Exhibit 4 - Assessing Your Risk Tolerance (page C-4) 
e Exhibit 5: 

* Generic Board Energy Risk Management Policy Outline (page C-5) 
Note: This is for sample purposes on/y and should not be considered 
a model. Consult a professional before developing your board policy. 
Generic Baard Energy Risk Management Faficy - Key Exarriples and 
Descriptions (pages C-6 through C-8) 

0 Exhibit 6 - Generic Power Trading Authority Matrix (page C-9) 
* Exhibit 7 - Properly Balanced 2003 Portfolio For a 900 MW Peak Demand 

System (page C-I 0) 
e Exhibit 8 - Optimizing Natural Gas and Power Transactions (pages C- I  I and 
c-I 2) 
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urpose: The Glossary is designed to provide you with key "lingo," terms, and definitions 
pertinent to energy risk management. 

Agent 

Alternative Dispute 
Resolution ( ADR) 

Arbitrage 

Ask 

At the Market 

At the Money Price 

Basis 

Bid 

BidlAsk (Offer) 

Performs risk management and trading service for an entity for a fee. Agents do 
not take market price risk, but work on behalf of an entity to manage or mitigate 
risk. 

A process by which parties agree to be found by arbitration or some other dispute 
resolution mechanism rather than fully litigate issues before a judge. 

The simultaneous purchase of one commodity against the sale of another in order 
to profit from fluctuations in the usual price relationships. 

In the futures market, an ask is a motion to sell. Also called an offer. 
___ 

A transaction order placed at the market is executed immediately at the price 
available when the order reaches the trading floor. 

An option whose strike price is equal to the forward price. 

The difference in price between the cost of a futures or forward contract, and the 
cash price of the same commodity at another physical location. 

A motion to buy a forward contract at a given price. 

In financial and commodity markets, the bid price represents the price at which the 
buyer is willing to commit. The ask (offer) is the price at which the seller is wilting 
to cornmil. 

Broker A person who executes the buy and sell orders of a customer in return for a 
commission or fee. 

Bulk Power Transaction A contractual agreement to purchase or sell wholesale electricity between utility 
companies or marketers. 
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_- 

Bull 

Call Option 

Cash Margin Risk 

One who anticipates a commodity price increase. 
-- 

A contract that establishes a right to buy a commodity for a specified time period 
at a specified price (the strike price). 

-__. - 

The risk associated with inadequate cash flow resulting from cash margin 
requirements of a contractual agreement. 

Cash Market The market for a commodity when physical delivery is expected within the next 
few days or months. 

Commission The fee charged by a broker for the execution of an order. 

Commodity Price Risk Commodity price risk: The risk of loss associated with changes in commodity 
prices. 

Commodity Futures 
Trading Commission 
(CFTC) 

Contract Risk 

The federal regulatory body that oversees commodity futures trading activities, 
standards and practices. 

Contract risk is specific to the risks involving contractual performance. See also 
counterparty contract and credit risk. 

Coun terparty An entity who is part of a contract, agreement, or transaction with another entity. 

Counterparty Contract 
and Credit Risk 

Counterparty Risk 

Credit Risk 

The risk of loss associated with the non-performance or non-payment by a 
counterparty to an agreement. 

o 

o 

Contract risk is specific to the risks involving contractual performance. 
Credit risk is associated with a counterparty's inability to pay its 
contraclual obligation. 

The risk of default by the counterparty; associated with over the counter or 
physical delivery products. The potential for an adverse occurrence that a party 
may experience if a counterparty to an agreement fails to perform. See also 
counterparty contract and credit risk. 

- - 
The potential for adverse occurrence if a counterparty in unable to pay its 
obligation. Credit risk is associated with a counterparty's inability to pay its 
contractual obligation.. See also counterparty contract and credit risk. 

8-2 
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Delivery Month The month specified in a given futures or forward contract for delivery of the actual 
physical commodity. 

Derivative A trading instrument whose value is “derived” from the value of an underlying 
commodity. Examples: Forwards, Futures, Swaps, and Options. Any financial 
instrument, such as a futures contract, forward, swap or option, which derives its 
value from the value of an underlying security or physical commodity. 

Edison Electric 
Institute (EEI) 

An association representing electric utilities. 701 Pennsylvania Avenue NW, 
Washington, DC 20001 -2696. Telephone: 202-508-5000 

Exercise Price Also known as the strike price. The price at which you will buy or sell the 
commodity if an option is exercised. 

Expiration The date and time after which an option may no longer be exercised. Also known 
as option expiration. 

Extrinsic Value The price of an option less its intrinsic value. Also known as time premium or time 
value. 

Federal Energy 
Regulatory Commission federal agency created in 1977 to regulate, among other things, interstate 

The government agency charged with developing interstate energy policy. A 

wholesale sales and transportation of gas at “just and reasonabie” rates. (FERC) - 

Financial Instrument 

Fixed Price Contract 

Force Majeure 

Contracts in which the primary underlying purpose is to manage price risk, as 
opposed to the more traditional “physical contracts,” which are primarily designed 
to deliver a commodity. Some financial contracts contemplate physical delivery, 
like the futures contract, hut the primary purpose is to manage price risk rather 
than deliver or receive the physical product. 

-._--. 

A contract or agreement that has a defined fixed price with no variation. 

An “Act of God” or unexpected and disruptive event beyond the control of buyer or 
seller that interferes with a party’s ability to perform under a contract. A force 
majeure event may relieve a party from a contracl obligation. 

B-3 \3 Case No. 2012-00535 
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Forward Contract An obligation to buy or sell a negotiated over the counter (OTC) or physical 
delivery product. A cash market transaction between two parties in which the 
specified commodity is not deliverable immediately but rather, at an agreed-upon 
future date. A forward contract can be distinguished from a futures contract in that 
a fotward contract involves anticipated delivery and non-standardized terms [hat 
result from direct negotiation between the buyer and seller. These contracts are 
typically nontransferable and can only be canceled with the consent of both 
parties. 

Forward Price Curve An identifiable market price (index) for a commodity for future delivery dates. All 
market participants share the same forward price curve in liquid markets. 

Front Month Also referred to as the nearby or spot month. This it the most current month in 
which the futures contract is being traded, and the month in which delivery of the 
contract is executed. 

Full Requirements 
Contract 

Fundamental Analysis 

Futures Contract 

An agreement to purchase or sell the entire energy requirements needed by an 
entity. A full requirements contract is not necessarily a fixed price contract. Also 
known as an “All requirements contract.” 

- 

The study of pertinent supply and demand factors that influence the specific price 
behavior of commodities. 

-- - 
Standardized contract for the purchase of sale of a commodity that is traded for 
future delivery under the provisions of exchange regulations. The contract terms 
are set by exchange rules which specify the unit of sale, how it is quoted in 
dollars, minimum and maximum price fluctuations, when and at what times the 
contract is traded, how delivery is made and over what period and penalties for 
failure to make or take delivery if one is holding a long or short position at the 
termination of trading. Futures contracts, to be legal, must be traded on a futures 
exchange regulated by the Commodity Futures Trading Commission. 

Futures Options 

Hedge 

An option on a futures contract. See call option and put option. 

Entering a transaction that is an opposite position to a transaction created in the 
market place with another supplier or customer. 

Hedging Taking a derivatives position that is equal and opposite to a physical position with 
the sole aim of controlling price risk 
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Henry Hub A pipeline interchange near Erath, LA, where a number of interstate and intrastate 
pipelines interconnect through a header system operated by Sabine Pipe Line. 
One of the delivery points for the first New York Mercantile Exchange natural gas 
futures contract, 

Implied Volatility 

Independent Power 
Producer (IPP) 

Independent System 
Operator (ISO) 

A measurement of the volatility of the underlying instrument’s price based upon 
market traded option premiums, as opposed to the calculation of volatility from 
historical prices of the underlying instruments. 

-- 
Wholesale electric producer unaffiliated with the franchised utility in the area in 
which it is selling power. Now generally known as an Exempt Wholesale 
Generator (EWG). 

Entity that would control and administer nondiscriminatory access to electric 
transmission in a region, or across several systems, independent from the owners 
of the facilities. 

Indexing Tying the commodity price in a contact to other published prices, such as NYMEX 
prices, spot prices or general indexes. 

Interconnection A specific connection between one utility to another. NERC‘s definition: “When 
capitalized any one of the four bulk electric system networks in Narth America: 
Eastern. Western ERCOT and Quebec. When not capitalized the facilities that 
connect two systems or control areas.” 

In-the-Money 

Intrinsic Value 

Kilowatt-hour (KWh) 

Last Trading Day 

An option that can be exercised and immediately closed out against the underlying 
market for a financial gain. The option is in-the-money if the underlying futures 
price is above a call option’s strike price, or below a put option’s strike price. 

The amount by which an option is in-the-money. 

The basic unit far pricing electric energy at retail; equal to one kilowatt of power 
supplied continuously for one hour. (Or the amount of electricity needed to light ten 
IOO-watt light bulbs far one hour.) One kilowatt hour equals 1,000 watthours. One 
KW hour = 3,306 cubic feet of natural gas. 

The final day for a particular delivery month futures contract or option contract, Any 
futures contracts left open following this session must be settled by delivery 
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Limit The maximum amount a futures price may advance or decline in any one day’s 
trading session. 

Limit Order A contingent order for a futures or options trade specifying a certain maximum (or 
minimum) price, beyond which the order is not to be executed. Probably the most 
popular type of order among hedgers. 

Liquidate 

Liquidation 

Liquidity 

Exiting a commodity or derivative position by entering an equal but opposite 
purchase or sale. 

The closing out of future and options positions. 

A market is said to he “liquid” when i t  has a high level of trading activity and open 
interest. That is, a market in which it is easy to regtilarly buy and sell forward and 
derivative instruments. 

Load Following 

Load Shape 

Long Position 

An electric; system’s ability to regulate its generation to follow instantaneous 
changes in customer demand. 

- 

Variation in the magnitude of the power load over a hourly, daily, weekly or yearly 
period. 

A contractual obligation to purchase a commodity at a predetermined datefs). The 
position of a futures or forward contract buyer whose purchase obligates him to 
accept delivery unless he liquidates his contract with an offsetting sale. 

Margin 

Margin Call 

Mark to Market 

Marked to Market 

Funds or good faith deposits posted during the trading life of a futures or forward 
contract to guarantee fulfillment of the contract obligation. 

A demand for additional or variation margin funds when futures or forward prices 
move adversely to an entities position. 

The difference in the entry price of a position and the current market price 

The process of redetermining the value of all open futures and forward positions 
after each trading day. 
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Market Risk Market Risk: Potential fluctuations in prices, volumes, and market rules that may 
affect a company's buying and selling activity. Usually comprised or created 
beCaiJSe of: 

e Operational risk 
Q Volumetric risk 
Q 

o Commodity price risk 
Counterparty contract and credit risk 

Market Order An order to be filled immediately at the current price. 

Market-based or 
Market-responsive 
Pricing 

Net Position 

New York Mercantile 
Exchange (NYMEX) 

Offer 

Open Outcry System 

Operational Risk  

Optimization 

Basing a contract or rate schedule on published current market prices of competing 
supplies or alternate electricity or fuels. 

The net of all positions. For example, if the long positions are greater than the 
short positions, then the net position is long. In futures trading, the difference 
between an entity's open long contracts and the open short contracts in any one 
commodity. 

-. - 

The commodity exchange based in New York City where electricity and natural gas 
futures and options contracts and other energy commodity futures are traded. 

~- 

A motion to sell a futures or options contract at a specified price Also called an 
ask. 

A method of public auction for making verbal bids and offers for contracts in the 
trading pits or rings of commodity exchanges. 

The risk of loss that directly or indirectly is the result of failed systems, processes, 
contracts, or people. 

Plans and procedures used to mathematically and systematically make a function 
as effective as possible. Note: This term is used here to refer to power supply 
planning and trading. 

Option A contract that gives the holder the right, but not the obligation to purchase or sell 
the llnderlying commodity, which could be a futures contract, a derivative or the 
commodity itself. 
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Order When buying or selling a futures contract, the broker will ask for specific 
instructions. The most popular orders are “market,” “limit“ and “stop.” 

Organizational Risk The risks associated with the lack of risk management and trading expertise, 
systems, or internal policies and procedures that are designed to manage energy 
risks. 

OTC 

Portfotio 

Portfolio Model 

Over the counter: a non-exchange market consisting of individual buyers and 
sellers doing business directly between one another(e.g., utilities, marketer, 
independent power producers, G&Ts). 

- -- 

An option that has no intrinsic value. For calls, an option whose exercise price is 
above the market price of the underlying future. For puts, an option whose 
exercise price is below the futures price. 

- 
The collective supply resources and demand obligations of an entity 

A decisian support tool used to measure risk exposures and assist in developing 
an executable hedging strategy. 

Position 

Power 

Premium 

Price Transparency 

Pr i nci pa Is 

Put Option 

Regulatory1 
Environmental Risk  

A contractual obligation to purchase or sell a commodity 

The time rate of generating, transferring or using electric energy, usually expressed 
in kilowatts (KW). Used synonymously with electricity. 
. - ~  

The price of an option 

The ability to quickly and accurately determine the price of a commodity. 

One who executes trades on his or her own behalf by taking title to the product. 

A contract that establishes a right to sell a Commodity for a specified time period at 
a specified price (the strike price). 

The current and prospective risks associated with regulatory and environmental 
market regulations and potential changes in these regulatory rules 
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Right of First Refusal A general principle that allows a party to maintain a contract of service beyond the 
contract expiration date by matching another offer for the same service 

Risk Adversity! The amount of risk that an entity is willing to accept in running its business. 
Tolerance __ 

Short or Short Position 1) The market position of the futures or forward contract seller whose sale 
obligates him or her to deliver the commodity 

2) An entity whose net position in the market shows an excess of sales over 
purchases. 

3) The holder of a short position. 
4) In the options market, the position of the seller of a call or a put option The 

short in the options market is obliged to take a futures position if he or she is 
assigned for exercise. 

Opposite of Long. 

Shoulder Months 

Sleeve or Sfeeving 

Speculate 

Speculator 

Spot transaction 

Normally defined as spring and fall months when energy demand is lowest. 
-- 

An arrangement where a more financially reputable entity acts as middleman for a 
smalier, undercapitalized entity in the sale of power. 

Assuming market risk by purchasing or selling a commodity or derivative 
instrument solely for the hope of a gain. 

-- 

An entity that trades commodities with the objective of achieving profits by 
successfully anticipating price movements. 
- 

Term which describes a one-time market transaction, where a commodity is 
purchased "on the spot" at current market rates Spot transactions are in contrast 
to term sales, which specify a steady supply of product over a period of time. 

Spot Market A market characterized by short-term transactions over the next few days or weeks 
of physically delivered commodity, The bulk of the natural gas spot market trades 
on a monthly basis, while power marketers sell spot supplies mostly on an hourly 
or daily basis. 

Spot Month 

Strike Price 

The futures contract closest to maturity. The nearby delivery month. 
. ~ . . ~ -  

The strike price is the price that the exchange of commodity will be set upon 
exercise of the option. The strike price is set before an option transaction price is 
negotiated. Also known as the exercise price. 
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Structured Product A customized contract involving a bulk power transaction negotiated between two 
parties. A structured product addresses specific needs of the buyer that may 
involve numerous physical, financial, and derivative components bundled into a 
single contract. A full requirements contract is one example of a structured 
product. 

Swap A custom-tailored, individually negotiated transaction designed to manage financial 
risk. In a typical commodity or price swap, parties exchange payments based on 
changes in physical commodity prices. The transaction enables each party to 
manage exposure to commodity prices or index values. Settlements are made in 
cash. 

Time Value Also know as extrinsic value or time premium 

Tolling Agreement In the electric power market, an agreement where the owner of a power plant 
agrees to accept a certain amount of fuel and return electricity in its stead. 

Trading Instrument A purchase or sale transaction used to manage or hedge an entity's energy 
portfolio. 

Transactional Costs The costs attributable to signing a contract, like brokerage fees or legal expenses. 

Transactional Liquidity A sufficient volume of transactions such that a parly coming to a market center can 

Underlying 

Value at Risk (VAR) 

Volatility 

Volume 

he assured of the existence of a cournterparty. 

in the case of an option, the futures contract that the option holder has the right to 
buy or sell. In the case of a future, the physical commodity that provides the basis 
for the futures contract. 

A measurement of risk exposure of a portfolio. 

The degree to which the price of a commodity tends to fluctuate over time. The 
market's price range and movement within that range. The direction of the price 
move, whether up or down, is not relevant. Historic volatility indicates how much 
prices have changed in the past and is derived by using daily settlement prices for 
futures. Implied volatility measures how much the market thinks prices will change 
in the future, obtained from daily settlement prices for options 

The total number of futures contracts traded during each day. 
-^__- -- .- 
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Wholesale Electricity Bulk power that is bought and sold among utilities, non-utility generators and other 
wholesale entities, such as municipalities. 
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Execute Hedging Plan 
Measure, Monitor, and Re-assess Risk 
Identify Risk Exposures 
Develop Risk Management Policy 
Develop Hedging Plan 

Put the list above in the order by which tbey should be completed by an entity 
.managing energy risk: 

.- L. 

- 3. 

4. 

5. 

Turn to page 3 of the Participant Guide. 
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CQ-OD Enters  a Liquidated Damages C~ntract  

0 Liquidated damages can apply in cases where the contract specifies that the 
non-performing party to a transaction must pay financial damages to the 
counterparty in the event of default. 

o Assume that a co-op buys a forward contract for 100 MW at $50/MWh from a 
utility for on-peak delivery during next July and August. 

0 The transaction was executed under a new standardized EEI contract that had 
strict provisions for force majeure and liquidated damages 

Counterparty Defaults on Transaction 

o On the hottest day of the month counterparty informs G&T that it will not be 
delivering the 100 MW for the on-peak period (16 hours or a total of 1,600 
MWh's) 

0 Market prices on day of default are $1,05O/MWh so the G&T must go out and 
. buy replacement power at this price 
' 0  Liquidated damages are calculated as the difference between the replacement 

cost of power and the agreed upon price multiplied by the volume (in MWh's). 

Exercise Question 

1 What is the total value of liquidated damages that the G&T experienced because 
af default? 

Turn to page 33 of the Participant Guide. 
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Mark to market (MTM) on a Transaction = Change in value of the forward 
transaction at today's market rates. (Transaction price - Today's Value) 
Assume co-op is approved for a $2 million collateral threshold 
Assume purchase of 100 MW on peak @ $40/MWh for 5 years from ,July 2003 
through Jun 2008 
Co-op cannot control MTM exposure 
Value at time of purchase is 4,032 hrs/yr x 5 yrs x 1 OOmw x $40 = $80,640,000 

Market price drops $2 to $38/MWh 
Today's value 4032 hrslyr x 5 yrs x 100 mw x $38 = $76,608,000 USB 

65 

Exercise Questions 
1. MTM loss to buyer = 
2. MTM gain to seller = 
3. Seller's Cash Margin Requirement = ~/.Pz,- (MTM gain minus credit 

threshold) 
4. Co-op needs to post $ cash or Letter of Credit with seller 

All contracts with a counterparty are marked to market and net valued at + or - 
Margin call is made to the counterparty, which exceeded its threshold 

0 Cash or Letter of Credit must be posted within 2 days of the margin call 
Failure to post margin places all contracts with the counterparty in default 

Turn to page 34 of the Participant Guide. 
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0 

0 

Assume you represent an unaffiliated cooperative whose full requirements 
contract will expire in 2 years. 
They are considering the following 4 supply alternatives for their 400 MW 
demand ta address the next 5 years 

1. Buy everything from the hourly spot market 
2. Build or buy a 400 MW generating unit 
3. Enter a fixed price full requirements contract 
4. Construct a portfolio of purchased power 

Potential Annual Costs 

I 
Alternative 1 - -- 

I c e  $42/MWh 
Best Case Price 

Alternative 2 

Best Case Price 

$3O/MWh - Key Factor: Possible low cost but risky 
- 

-. 

1 Worse Case Price $65/MW h 

$43/MWh 
$36/MWh 4 Key Factor: Long term stability in owning asset, 

Capital cost, Non-diversified supply Worse Case Price $50/MWh - 
Alternative 3 -- 

$46/MWh 
Best Case Price $46/MWh - Key Factors: Uncertainty after expiration, 
Worse Case Price $46/MWh Credit risk with one party 
Alternative 4 

Target Price $42/MWh 
Best Case Price $40/MWh - Key Factor: Uncertainty after expiration, 
Worse Case Price $47/MWh Diversified SUDO~V 

Exercise Questions 
1. A s  a Board Member which alternative would be most appealing to you? (Circle 1) 

a. Alternative 1 
b. Alternative 2 
c. Alternative 3 
d .  Alternative 4 

Turn to page 43 of the Participant Guide. 

' 1  
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1. Policy Purpose 
2. Risk Management Objectives 
3. Risk Management OversightlControl Responsibilities 

a. Board of Directors 
i. Responsibilities and Oversight 
ii. Required Transaction Authorizations 

i. Members 
ii. Responsibilities and Oversight 

c. CEO 
i. Responsibilities and Oversight 
ii. Transaction Authority Limits and Staff/Agent Limits 

i. Organizational Reporting and Separation of Functians 
ii. Risk Reporting, Recommendations, Compliance Monitoring, and 

Oversight Responsibilities 

i. Independence From Risk “Creation” Function 
ii. Responsibilities 
iii. Organizational Reporting and Authority 

b. Board Risk Oversight Committee 

d. Staff Risk Management Committee 

e. Independent Risk Function 

4. Scape of Business Activity Governed by this Policy (Could be expanded to 
enterprise risk management if desired) 

a. Member Wholesale Energy Activity 
i. Member Portfolio Business Objectives 

1. Power Supply Cost Goal (Trade off in cost and risk) 
2. Use of Derivatives and Trading Instruments 

I .  Portfolio Structure 
2. Short, Intermediate and Long Term Strategies 

iii. Risk Controls and Measurement Methods for Managing Risk 

ii. Strategy to Manage Portfolio 

b. Non-Member Wholesale Energy Activity 
i .  Non-Member Business Objectives 
ii. Strategy to Manage Non-Member Activity 
iii. Risk Controls and Measurement Methods for Managing Risk 

c. Other Enterprise Risk Management Activities 

Case No. 2012-00.535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

1. Policy Purpose 
0 To define energy risk management (ERM) objectives, oversight, control 

structure, policies, procedures, and authorized energy business activities. 
0 To support the companies strategic business plan 
0 To ensure proper management of energy risks 

2. Risk Management Objectives 
0 To reduce energy business risks 
Q To mitigate price volatility to the member systems 
o To enhance the value of the companies assetshesources 
0 Leverage opportunities to increase value to member systems \ 

3. Risk Management Oversight/ Control Responsibilities 
Board of Directors 
0 Responsible for approving ERM policy and updates, creating and 

approving members of board “risk oversight committee”, review periodic 
risk updates. 

0 Establishes limits for management and staff trading authority, and annual 
price target and maximum acceptable price (risk tolerance) 

Risk Oversiqht Committee (ROC) 
0 Defines members 
o Responsible for oversight of risk management activity, recommends policy 

changes to Board, approves trading tools, products, and locations 
o Defines periodicity of review of risk exposures and compliance 
CEO 
o Recommends, for ROC approval, and appoints (about 5) management 

individuals to serve as members on the internal Risk Management 
Committee (see below). 

0 Defines CEO authority to transact and delegations to management or 
outsourced companies. 

C-6 Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

ma 

Internal Risk Manaqement Committee (IRMC) 
Defines ground rules of the committee (e.g. all members have equal say, 
quorums) and reporting requirements to CEO 
Approves risk mitigation procedures 
Determines proper separation of energy risk management functions 
Ensures functional area risk procedures are in compliance with this policy. 
Meets not less than monthly to: review risk exposures; approve methods 
for measuring and monitoring risk; approves strategies and practices to 
manage exposures; appraves recammendations for policy, procedure, or 
strategy changes; recommends limit and control changes to ROC, 

Names and defines responsibilities of a staff member who is independent 
from those who create or directly manage risk. 

Independent Risk Management Function 

Responsibilities of this person include: administration of risk policy; 
oversee risk management activities; organizes and runs IRMC meetings; 
directs execution and management of approved risk management 
strategies; ensure and monitors compliance with risk management 
policies; regularly reports to IRMC risk exposures, stress test values; 
positions limits, and any ERM policy violations, recommends to IRMC 
modifications of control or policy to meet changing business needs, review 
adequacy and accuracy of reports; reviews proposed financial, legal, 
credit, operational, and marketing activities that impact risk and ensure 
policy compliance (or report deficiencies). 

4. Scope of Business Activity Governed by this Policy (Could be expanded to 
enterprise risk management if desired). Examples of Scope include 

Member Wholesale Energy Activity 
Non-Member Wholesale Energy Activity 

0 Plant and Construction Activity 
0 Environmental and Regulatory Activity 

Enterprise Risk Management if Desired (list areas) 

c-7 Case No. 2012-005.35 
Attachment 1 for Response to AG 2-7 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

5. Member Wholesale Energy Activity 
0 Member Portfolio Business Objectives 

o Power Supply Cost Goal (Trade off in cost and risk) 
o Use of Derivatives and Trading Instruments 

o Portfolio Structure 
o Short, Intermediate and Long Term Strategies 
o Risk Controls and Measurement Methods for Managing Risk 

0 Strategy to Manage Portfolio 

6. Non-Member Wholesale Energy Activity 
0 Non-Member Business Objectives 
0 Strategy to Manage Non-Member Activity 
o Risk Controls and Measurement Methods for Managing Risk 
0 Other Enterprise Risk Management Activities 

Turn to page 54 of the Participant Guide. 

4 C-8 Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 



Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

Limit 
Attributes (up to) 

Transaction Term 

Designated Trading Authorizations 
Wholesale Electricity Trading Transaction Limits 

(Example of a System With a 900 MW Peak Demand With a 250 MW Coal Unit) 

Hourly Term Trading Director of V.P of Board of 
Trader Tradcr Manager Trading Trading 1 I Directors 

MW I Transaction I 01 01 01 -- 0 01 2001 NoMax. 

Term MW l Transaction I 01 01 01 50 I to01 400 NoMax. 

MW I Transaction I 01 - 01 1001 2001 4001 700 NoMax. 

$01 so1 $0 I t o  $01 $501 NoMax. 
SO1 S30,OOOl NoMax. 

Long Term 
(More than yrs) Max. Price for On-Peak EnergylMwh 1 

- Max. Price for TransmlssionlMw-Year I $01 sol - so I $01 .. --- 
$0 I $01 so I $401 $431 $48 NoMax. 

Max. Price for TransmissionlMw-Year I $01 sol $01 520,0001 124,0001 $30,000 No Max. yr 
yrs) Max. Price for On-Peak EnergylMwh I 

Max. Price for On.Peak Ener /Mwh so I so I 5401 5431 $451 $48 NoMax. 
Short Term 

(Mo<Termc= ' yr") Max. Price for Transmission~~w.Year~ I so I $01 $20,000( 922.0001 $26,004 $30,000 No Max. 
I- - 

- 
MW I Transactlon 0 3001 400 500 600 7001 NoMax. 

Daily Max. Price for On-Peak EnergylMwh $0 $2501 0300 0400 __ S500 l2,OOOl No Max. 
Max. Price for Transmission/Mw.Day so $751 $80 $85 $90 $951 NoMax. 

MW I Transaction 300 3001 400 540 600 7001 NoMax. 
- 1500 $500 - t l . O O O  $2,0001 No Max.' 

Max. Price lor TransmissionlMwh $10 $101 $10 $10 $10 $101 NoMax. 

- 
Hourly Max. Price lor On-Peak EnergylMwh 0300 $3001 

MW I Transaction I 01 i o o l  2001 300 I 500 I 7001 NoMax. 
Monthly or Less Max. Price for On-Peak EnergyIMwh 1 001 $BO1 $loo(  $1501 $2001 $2501 NoMax. I Max. Price for TransmissionlMw-Month I $01 $2,000[ $2.200] 92,4001 52,6001 S2,EOOl No Max. 
--___ 

MW I Transaction I 01 300) 4001 5001 6001 7001 NoMax. 
Weekly Max. Price for On-Peak EnergylMwh 1 $01 stool 02001 $3001 S50Ol $1.0001 No Max. 

Max. Price for TransmissionlMw-Week I $01 04001 $4001 $5001 $6001 $7001 NoMax. 

Employee Signature Director 01 Trading Control 

Dale Dale 

-- 

Other Policies and Procedures Reauired in S U D D ~ ~ ~  of this Authoritv Matrix 
1. Entity Transaction Limits: Identifies the maximum cumulative transaction quantities for the entire entity for a given time period. 
2 Credit and Contract Policy: Identifies the contractual provisions and credit limits that must be adhered lo by the authorized traders. 
3 Sanctions Policy: Identifies the consequences of failing lo adhere to (he Authorily matrix and the credit and control policies 

Turn to page 59 of the Participant Guide. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

Efficient Nat Gas Unit #I 

Peaking Unit #2 

2004 
250 
150 
68 

120 
50 
75 
75 
75 
22 
50 
75 

P 

2005 
250 
150 
68 

120 
50 
75 
75 
75 
22 
0 

75 

- 
- 

200E 
250 
150 
68 

120 
50 
75 
75 
75 
22 
0 
75 

960 

- 

7-?=-- 
P 

- 
2007 
250 
150 
68 

120 

75 
75 
75 
22 
0 

75 

a 

- 
200E 
250 
150 
68 

0 
75 
75 
75 
22 
0 

- 

I 2a 

75 
-7 

]Forecasted Peak Demand 900 918 936 955 974 1 

Expected Net Position 

* Calculated reserve requirement accounts for mandatory reliability council reserves. probabilistic unit outages or 
unavailability, and statistically valid forecasted peak demand exlremes 

Questions: 

e. 

Turn lo page 85 of the Participant Guide. 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhibits 

Purchased 225,000 MMBtu at $4.00/MMBtu for expected need of running 
combined cycle gas units during on-peak hours of the month. (Heat rate of 7,000 
btulkwh or 7.0 MMBtu/MWh) 
With this gas, co-op can produce 32,00O/MWh of on-peak power 
At time of gas purchase on-peak power was $33/MWh 

0 The cost to produce power from gas is calculated by multiplying the ratio of 
MMBTUlMWh (based on heat rate efficiency) times the gas price $IMMBtu. 
The Spark Spread is the calculated difference between the cost of market power 
versus the cost to produce power from a gas generating unit(Cost of market 
power - cost to produce power). 

Exercise Questions 
‘l. How much would it cost in $/MWh to produce powe rn the given unit (ignoring 

operation and maintenance costs)? 
2. What is the spark spread ($/MWh) under this market condition for the given heat 

rate? t 

3. Can the spark spread be positive at some times and negative at others? 

/ 

da. Yes 
b. No 

4. Consider buying gas 
4. If th spark spread is positive then an entity owning gas generation should? 

b. Consider buying power 

a. Consider buying gas J b. Consider buying power 

5. If the spark spread is negative then an entity owning gas generation should? 

In this example, at time of purchase it was more economic to plan on running 
combined cycle units versus buying from market. 

Case No. 2012-00535 
Attachment 1 for Response to AG 2-7 

Witness: Mark A. Bailey 
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Course 967.1, Fundamentals of Energy Risk Management for Directors 
Exhi bits 

0 Gas price rises to $5.00/MMBtu 
0 Power prices remain unchanged at $33/MWh 

1. Haw much would it cost in $/MWH to produce power at current gas prices? 
2. Now what is the  spark spread in $/MWh? -- 
How to Create Opportunity 
o Can sell gas at $ A  .OO gain or $225,000 profit ($i X 225,000 MMBtu) 
o Can buy power at $331MWh or $5/MWh more than initial hedged price ($33 vs. 

$28), offsetting gas profits by $1 60,000. 
0 Generated profit of $65,000 ($225,000 - $160,000) plus; 
0 Gas unit becomes available for additional transaction opportunities or they could 

immediately sell the rights to the units for instant profit 

This opportunity could reverse and repeat itself several times before next July. 

Your policies and controls should allow traders to seek and readily execute 
these opportunities. 

Turn to page 90 of the Participant Guide. 
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CASE NO. 2012-00535 

esponse to the Office of Attorney General’s 
Supplemental Set 

arch 28,2013 

1 Item 8) 

2 

Referencing Big Rivers’ cong7dential response to AG 1-250:  

3 

4 

5 [END 

a. At page 1: [BEGIN CONFIDENTUL] 1- 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

CONFIDENTLA L]. 

i Please provide any and all presentation materials, and any and 

all other documents provided to the Board. 

ii Please state actions taken by the Board regarding the subject of 

[BEGIN CONFIDENTIAL- (END 

CONFIDENTU L] 

b. At page 4, (BEGIN CONFIDENTUL] (END 

CONFIDENTIAL] were discussed Please provide the (BEGIN 

CONFIDENTUL] [END CONFIDENTUL] together with any and 

all materials and documents associated therewith. 

16 

17 ) [ E N D  CONFIDENTIAL]: 

c. At page 22, [BEGIN CONFIDENTIAL- 

18 

19 

20 

2 1  

22 

i. Please state precisely where this estimation can be found in the 

rate case firing workpapers; 

ii Please provide documents which show the(BEGIN 

CONFIDENTD L] (END CONFIDENTUL] 

estimation of these costs; and, 

Case No. 2012-00535 
Response to AG 2-8 

W-itmss: Robert W. Berry 
Page 1 of 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

N 

esponse to the Office Attorney General’s 

March 28,2013 

iii. Please provide any and all documents on this subject which were 

provided to the Board 

d. At pages 3 and 7, accuracy of financial forecasting, [BEGIN 

ONFIDENTIA L] - [END CONFIDENTIAL] . Please 

provide any and all documents: 

i [BEGIN CONFIDENTUL] -I - [END CONFIDENTUL]; 

ii. supporting [BEGIN CONFIDENTIAL] - 
ND CONFIDENTIAL]; 

iii. showing [BEGIN CQNFIDENTUL] - [END 

CONFIDENTIAL] for FY 2012 to present; 

iv. associated with the “Financial Reports” items in the Minutes for 

April - May, and July .-December 2012 meetings. 

e. At page 1: [BEGIN CONFIDENTIAL) 7 

~ _ _ ~  

-[END CONFIDENTUL] 
i. Please provide any and all presentation materials and any and all 

documentsprovided to the Board in this regard. 

ii. Please state actions taken by the Board regarding the subject of 

[BEGIN CONFIDENTIAL] - [END 

Case No. 2012-00535 
Response to AG 2-8 

Witness: Robert W. Berry 
Page2of 4 



S 

N 

CASE NO. 2012-00535 

esponse to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

1 CONFIDENTDL], and provide any and all documents 

2 associated with such action, 

3 $ At page 23, looking [BEGIN CONFIDENTIAL.] !- 
4 

5 

6 

7 - [END CONFIDENTDL.] 

8 

10 

11 

12 

13 

14 4 

16 4 
15 

17 

18 

19 

20 

21 - 
23 - 22 

Case No. 2012-80535 
Response to A@ 2-8 

Witness: Robert W. Berry 
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A c 

March 28,2013 

1 

2 - 
3 

4 

5 

6 

7 1 
8 

9 

10 1 

12 1 
11 

13 

14 

15 3 
16 3 
17 

18 Witness) Robert W. Berry (subparts a-e, e) 

19 Billie J. Richert (subparts d, f) 

Case No. 2012-00535 
Response to AG 2-8 

Witness: Robert W. Berry 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

N 

Response to the Office of the Attorney General’s 
ental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 9) Referencing Big Rivers’ response to AG 1-27, where it states the need for 

securing “a three-year credit facility loan tlirouglt CFC for bridge financing ... until long 

term financing with RUS is in place with a Rural Utilities Service (%US’? Guaranteed 

Federal Financing Bank (,‘FFB,,) Loan”: 

a. 

b. 

C. 

d. 

Response) 

a. 

Describe tke circumstances which cause the “gap” to occur which must be 

“bridged”; 

Does the three year term coincide with the earliest point Big Rivers 

anticipates RUS FFBJirzancing will be available to it?; 

What are the circumstances wlticlt impair or obviate “immediate” RUS 

financing from FFB?; and, 

What is the earliest point Big Rivers believes FFB financing could 

reasonably be available to it? 

Please see the attachment to this response for a copy of a presentation by the 

RIJS dated August 25, 2011 regarding the loan application and approval 

process for RUS Electric Programs. As stated on page 16 of the attachment, 

“RTJS funds will take longer to be made available than private sector sources 

of financing. Generally speaking 12- 1 8 months from time of loan submission 

- therefore borrowers need to plan ahead and submit a loan 12-18 months 

before funds are needed.” If funds are needed in the interim, “borrowers 

Case No. 2012-00535 
Response to AG 2-9 

Witness: Billie J. Richert 
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1 

2 

3 b. 

4 

5 C. 

6 

7 d. 

8 

9 

10 

11. Witness) 

RIG c c  ION 

A 

Response to the Office of the Attorney General’s 

ated March 14,2013 
Supplemental Set of 

March 28,2013 

typically use short term borrowings from other lending institutions which are 

repaid by the long-term RUS Ioan funds.” 

No. The three year term coincides with the latest point Big Rivers anticipates 

RTJS FFB financing will be available to it, not the earliest point. 

The RUS loan application and approval process, and the time required for 

each, prevent “immediate” RTJS financing from FFB. 

The earliest point Rig Rivers believes FFB financing could reasonably be 

available to it is 12 months from the time of submitting the loan application, 

which Rig Rivers plans to submit during the first half of 201 3 .  

Billie J. Richert 

Case No. 2012-08535 
Response to AG 2-9 

Witness: Billie J. Richert 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

face of the Attorney General’s 
al Set of Data Requests 

arch 28,2013 

10) Referencing Big Rivers’ response to AG 1-39 related to Management 

ns and budgeted CAPEXfor 2013 and 2014, address the following: 

a. Explain why the 1-39 for years 2013 and 2014 are 

substantially less than the CAPEX amounts for 2013 and 2014 included in the 

Company’s filing at Tab 25 Attachment (Berry and Crockett). 

Q. Provide an explanation and reconciliation by project between the CAPEX 

amounts at AG 1-39 and the amounts at Tab 25 for 2013 and 2014 

(including a reconciliation between different monthskime periods), and identify 

all 2012 CAPEX amounts (and all other prior year CMEX amounts for years 

before 2012) from AG 1-39 that were deferred to 2013 and 2014 at Tab 25 

(along with all other necessary reconciliation and explanation). 

c. Reconcile amounts in (a) and (b) above to CAPEX projects and related plant 

costs (by account number) that are included in the forecasted test period ending 

August 31,2014 and explain all dwferences. 

d If there are any differences, reconcile amounts in (c) above, to construction 

projects for the forecasted test period ending August 31, 2014 provided in the 

Confidential response to PSC 1-1 7 @ages 39 to 51). 

Response) 

a. The CAPEX budgets provided in response to AG 1-39 included only the 

projects budgeted for the production department. The CAPEX budgets 

Case No. 2012-0053% 
Response to AG 2-10 

Witness: Robert W. Berry 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

esponse to General’s 
SUPP ests 

provided in Tab 25 of Rig Rivers’ Application included the projects budgeted 

for the entire company, including Administrative, Information Technology 

and Transmission departments. 

b. See the attachments to this response for the reconciliation between the 2013 

and 2014 CAPEX budgets provided in the response to AG 1-39 and in Tab 25 

of Rig Rivers’ Application, in summary, and by project. The reconciliation 

sheets attached tie the two previous submissions together. There were no 

CAPEX amounts prior to 2013 included in Big Rivers’ response to AG 1-39 

and there are no other differences to reconcile. The attachments are being 

provided under a petition for codidential treatment. 

c. See the response to subpart (b), above. 

d. See the response to subpart (b), above. 

Witness) Robert W. Berry 

Case No. 2012-00535 
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Witness: Robert W. Berry 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

39 to 51), address thefollowing: 

a. 

b. 

c. 

IaiR a d  show ow deprecia expense for the forecasted test period 

was cQlculQ~ed, by providing QH Excel spreadsheet 

(and descr~tiom) 

the related depreciation rate (and reconcile the plant amounts @sed i~ the 

t amounts provided at 

deal at Tab 25 ofthe Company ' s ~ ~ i ~ g ,  

projects for August 31, 2014 provided in response to 

C 1-1 7 @ages 3 9 to 51). 

and provide cQl~u~ations showirtg the a ~ ~ u n t  of 

Qccum~~ated depreciQtion included in e forecasted test period em din^ 
August 31, 2014 as rec~nciled to the related depr@ciation expense andplamt 

ounts ~ d ~ r e s s e ~  in (a) above. Explaips Ilf accumulated depreciation for 

the test period endimg August 31, 2014 includes Q full year of the related 

e period, or ~ p l a i m  and show the method use 

econcile, ~ p l a i m ,  and provide cQlcu~a~ions s~owing the amount of 

rre e tax: includ@d in the forecasted tes 



arc 3 

1 

6 

7 

a. Big Rivers objects that the reconciliation sought in this request is not 

reasonably calculated to lead to the discovery of admissible evidence and is 

8 

9 

unduly burdensome because the requested reconciliation does not seek a 

comparison between or among like sets of data. Notwithstanding these 

10 

11 

12 

objections and without waiving them, Rig Rivers states as follows. 

Attached is a schedule showing the gross plant balances, depreciation 

rates, and the depreciation expense, including the adjustments reflected in 

13 

14 

response to PSC 2-36, by account number for the forecasted test period ending 

August 31, 2014. In addition, a listing of account numbers and related 

15 descriptions is also provided. 

16 

17 

18 

19 

The gross plant balances used in the depreciation expense calculation 

reflect construction projects when completed and closed to plant in service. 

Depreciation expense on capital and construction projects closed to plant in 

service begins the month following the month in which the costs are closed to 

20 

21 

22 

23 

plant in service (e.g. depreciation expense for September 2013 is based on 

plant in service balances as of August 3 1,2013). The plant amounts provided 

in response to AG 1-39, CAPEX amounts for 2013/2014 included at Tab 25 of 

Big Rivers' Application, and construction projects for August 31, 2014 



c 

10 

11 

12 

13 

14 

15 

16 

provided in the attachment for the response to PSC 1-17 (pages 39 to 51) are 

budgeted amounts showing anticipated expenditures. 

6. Big Rivers objects that the reconciliation sought in this request is not 

reasonably calculated to lead to the discovery of admissible evidence and is 

unduly burdensome because accumulated depreciation is not tracked by 

account number like the depreciation expense amounts set forth in subpart (a). 

Notwithstanding these objections, but without waiving them, Big Rivers states 

as follows. The test period ending August 3 1, 2014 balance in accumulated 

depreciation includes a full year of related test period depreciation expense. 

However, test period accumulated depreciation is reduced by estimated 

retirements. A reconciliation of test period accumulated depreciation is 

attached. 

c. There is no accumulated deferred income tax included in the forecasted test 

period ending August 3 1,20 14. 

Witness) Billie J. Richert 

Case No. 2012-00535 
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I201 

3010 
3020 
3101 
3102 
3 103 
3 104 
3111 
31 12 
31 13 
31 14 
31 15 
31 16 
31 17 
3119 
3120 
312A 
3121 
312B 
3 12L, 
312V 
3122 
312C 
3 12M 
312W 
3123 
312D 
312N 
312X 
3 124 
312E 
312P 
312Y 
3 125 

3 12F&3 12K 
312Q 
3122 

ORGANIZATION 
FRANCHISES AND CONSENTS 
LAND AND LAND RIGHTS REID 
LAND AND LAND RIGHTS COLEMAN 
LAND AND LAND RIGHTS GREEN 
LAND AND LAND RIGHTS WILSON 
STRUCTURES AND IMROVEMENTS REID 
STRUCTTJRES AND IMROVEMENTS COLEMAN 
STRTJCTTJRES AND IMROVEMENTS GREEN 
STRUCTTJRES AND IMROVEMENTS WILSON 
HMP&L STATION 2-STRUCTTJRES 
COMMON FOR REID & STATION 2-STRUCTURES 
COMMON FOR REID, GREEN & STATION 2 
STRUCTURES-CENTRAL, MACHINE SHOP 
CENTRAL LAB EQTJIPMENT-COAL ANALYSIS 
CENTRAL LAB EQUIP-COAL-CLEAN AIR 
BOILER PLANT EQUIPMENT REID 
BOILER PLANT EQUIP-CLEAN AIR-REID 
BOILER-SHORT LIFE-CLEAN AIR-RE 
BOILER-SHORT LIFE-REID 
BOILER PLANT EQTJIPMENT COLEMAN 
BOILER PLANT EQIJIP-CLEAN AIR-COLEMAN 
BOILER-SHORT LJFE-CLEAN AIR-CO 
BOILER-SHORT LIFE-COLEMAN 
BOILER PL,ANT EQUIPMENT GREEN 
BOILER PLANT EQUIP-CLEAN AIR-GREEN 
BOILER-SHORT LIFE-CLEAN AIR-GR 
BOILER-SHORT LIFE-GREEN 
BOILER PLANT EQUIPMENT WILSON 
BOILER PLANT EQIJIP-CLEAN AIR-WILSON 
BOILER-SHORT LIFE-CLdEAN AIR-WI 
BOILER-SHORT LIF'E-WILSON 
HMP&I STATION II-BOILER PLANT EQUIPMENT 
BOILER PLANT EQIJIP-CLEAN AIR-HMP&L/SCRUBBER 
BOILER-SHORT LIFE-CLEAN AIR-HM 
BOILER-SHORT LIFE-HMPL 
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3 126 
3 12G 
3127 
3128 
312J 
3141 
3 142 
3 143 
3 144 
3 145 
3 146 
3 147 
3151 
3152 
3153 
3154 
3155 
3157 
3 159 
3 160 
3161 
3 162 
3163 
3164 
3 165 
3166 
3167 
3169 
340 1 
341 0 
3420 
3430 
3440 
3450 
3460 
3500 

BOILER PLANT EQUIPMENT-REID/STATION TWO 
BOILER PLANT EQUP-CLEAN AIR-REID/€€MP&L 
BOILER PLANT EQ'CJIPMENT-REID/GREN/STA 2 
BOILER PLANT EQUIPMENT-BARGES 
BOILER PLANT EQUIP-CLEAN AIR-GREEN/HMP&L, 
TURBO-GENERATOR ISNITS REID 
TURBO-GENERATOR TJ'NITS COLEMAN 
TURBO-GENERATOR TJNITS GREEN 
TURBO-GENERATOR UNITS WILSON 
TURBO GENERATOR UNITS-HMP&L-STATION TWO 
COMMON FOR REID & STATION 2 
COMMON FOR REID, GREEN & STATION 2 
ACCESSORY ELECTRIC EQTJIPMENT REID 
ACCESSORY ELECTRIC EQUIPMENT COLEMAN 
ACCESSORY ELECTRIC EQIJIPMENT GREEN 
ACCESSORY ELECTRIC EQTJIPMENT WILSON 

COMMON FOR REID,GREEN,STATION I1 
CENTRAL MACHINE SHOP 

MISC. POWER PLANT EQUIPMENT REID 
MISC. POWER PLANT EQTJIPMENT COLEMAN 
MISC. POWER PLANT EQUIPMENT GREEN 
MISC. POWER PLANT EQUIPMENT WILSON 

COMMON FOR REID & STATION 2 
COMMON FOR REID, GREEN & STATION TWO 

HMP&L STATION 2-ACCESS,ELECTRIC EQTJIP. 

CENTRAL LAB EQTJIPMENT-GENERAL 

HMP&L STATION 2-MISC PLJANT EQUIPMENT 

MISC EQUIPMENT-CENTRAL, MACHINE SHOP 
LAND/LAND RIGHTS-COMB1JSTION TURBINE 
STRUCTURES AND IMPROVEMENTS-GAS TURBINE 
FUEL HOLDERS, PRODUCERS & ACCESSORIES-GAS TTJRRINE;: 
PRIME MOVERS-GAS TURBINE 
GENERATORS-GAS TURBINE 
ACCESSORY ELECTRIC EQULPNENT-GAS TTJRBINE 
MISC POWER PLANT EQTJIPMENT-GAS TURBINE 
LAND RIGHT OF WAYS-TRANSMISSION 
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esponse to AG 2-11(a) 
reciation Expense 

3501 
3520 
3521 
3522 
3524 
3525 
3530 
353 1 
3532 
3533 
3534 
3535 
3540 
3541 
3 545 
3550 
355 1 
3555 
3560 
3561 
3565 
3890 
3900 
3910 
3912 
3913 
3916 
3917 
3922 
3923 
3930 
3940 
3950 
3960 
3961 
3970 

LAND-TRANSMISSION 
STRIJCTIJRES AND IMPROVEMENTS TRANSMISSION 
STRUCTURES-REID SWITCHYARD 
STRIJCTURES-COLEMAN SWITCHYARD 
STRUCTURES-WILSON SWITCHYARD 
STRI JCTURES AND IMPROVEMENTS-KU 
STATION EQIJIPMENT 
STATION EQTJZPMENT-REID S WITCHYARD 
STATION EQIJIPMENT-COLEMAN S WITCHYARD 
STATION EQLJIPMENT-GREEN SWITCHYARD 
STATION EQTJIPMENT-WILSON SWITCHYARD 
STATION EQUIPMENT-KU 
TOWERS AND FIXTURES 
TOWERS-REID S WITCHYARD 
TOWER S-K'CJ 
POLES AND FIXT'CJRES 
POLES AND FIXTIJRES - SPECIAL 
POLES AND FIXTIJRES-KU 
OVERHEAD CONDlJCTOR AND DEVICES 
OVERHEAD CONDUCTOR AND DEVICES - SPECIAL 
OVHD CONDI JCTORS AND DEVICES-KTJ 
LAND AND LAND RIGHTS GENERAL PLANT 
STRIJCTURES AND IMPROVEMENTS GENERAL PLT 
OFFICE FURNITTJRE AND EQUIPMENT 
COMPUTER EQT JIPMENT AND SOFTWARE 
ENGINEERING COMPTJTER 
OFFICE FURN & EQUIP-REID, STATION TWO 
OFFICE FURN & EQUIP-REID, GREEN, STA TWO 
TRANSPORTATION EQUIPMENT-AUTO 
TRANSPORTATION EQUIP-TRANSMISSION 
STORES EQTJIPMENT 
TOOLS, SHOP, AND GARAGE EQUIPMENT 
LABORATORY EQUIPMENT 
POWER OPERATED EQTJIPMENT 

COMMUNICATION EQUIPMENT 
GO-TRACT VEHICLE #lo3 
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vers Electric Cor 
ase No. 2012-00535 
t for Response to AG 2-11(a) 
p r e ~ i a t ~ o ~  Exp 
Period Twelve nding 8/31/201 

3980 MSCELLANEOIJS EQUIPMENT 
3986 MISC EQTJLPMENT-REID, STATION TWO 
3987 MISC EQUIPMENT-RED, GREEN, STATION TWO 
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Accumulated Depreciation (August 3 1,201 3) $ 988,888,850 
Depreciation Expense (Test Period)* 47,432,639 
Estimated Retirements (Test Period) (12,486,614) 
Accumulated Depreciation (August 3 1,2014) $ 1,023,834,875 

*Includes Station Two depreciation expense charged to account 555 Purchased Power. 
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16 

17 

18 

19 

20 

21 

22 

CA N 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
ental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 12) Reference Big Rivers response to PSC 2-5. Does Big Rivers response reflect 

and take into account the additional changes to its application filed in Case No. 2012- 

00492, which were made via the testimony of Billie Richert during the hearing on 

February 28,2013? 

a 

b. 

C. 

d 

e. 

If not, please provide an amended answer in light of the above-referenced 

testimony. 

Assuming that all capital expenditures since August 2012 reduce the 

$60,000,000 CoBank secured loan, please confirm that the balance after 

February 28,2013, is $38,328,265. 

If the PSC approves Big Rivers application in Case No 2012-00492, as 

amended by Billie Richert’s testimony on February 28,2013, please confirm 

that Big Rivers will have approximately $13.3 million remaining in funds 

designated for ordinary capital expenditures. 

If the PSC approves Big Rivers application in Case No 2012-00492, as 

amended by Billie Richert’s testimony on February 28,2013, please confirm 

that the total funding for ordinary capital expenditures for 2012, 2013 and 

2014 will not exceed $35 million. 

If Big Rivers confirms the sums referenced in (c) and (d), please explain 

how Big Rivers will cut the estimuted $60 million in ordinaiy capital 

expenditures to accommodate the reduced level of funding? 

Case No. 2012-00535 
Response to AG 2-12 

Witness: Billie J. Richert 
Page 1 of 2 



s CT 

1 

2 

3 

4 

S 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

N 

esponse to the Office of the Attorney General’s 
ental Set of Data Requests 

arch 28,2013 

esponse) Yes, Big Rivers’ response to PSC 2-5 reflects and takes into account the 

additional changes to its application filed in Case No. 2012-00492, which were made via the 

testimony of Billie Richert during the hearing on February 28,20 13. 

a. Not applicable. See above. 

b. Confirmed. 

c. Big Rivers cannot confirm that there will be approximately $13.3 rnillion 

remaining because if the Commission approves Rig Rivers’ application in 

Case No 2012-00492, as amended, the entire $35,000,000 Transition Reserve 

becomes available for capital expenditures. 

d. Big Rivers cannot confirm that the total ordinary capital expenditures for 

2012,2013 and 2014 will not exceed $35 million, as this is incorrect. 

e. Not applicable. Neither subpart (c) nor (d) is being confmed. 

Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-12 

Witness: Billie J. Richert 
Page 2 of 2 
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S 
CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

Item 13) 

reports for FY 201 1 tIirougIt 2013 YTD: 

Referencing Big Rivers’ response to AG 1-40, please provide the following 

a. Corporate Scorecard and dashboard; 

6. Professional Services Report; 

c. Financial Report; and, 

d. Internal Risk Management Committee Update. 

Response) 

a. Please see attached reports. 

b. Please see attached reports. 

c. Financial reports for December 2010 through April 201 1 are attached. Please 

refer to Tab 38 of Rig Rivers’ Application for financial reports from May 

201 1 through October 201 2. Additionally, financial reports from November 

2012 through 2013 YTD have been filed in connection with Tab 38 of Big 

Rivers’ Application. 

d. Please see attached reports for January 2011 through December 2011 and 

February and March 20 13 submitted under petition for confidential treatment. 

Please refer to AG 1-25(g) for January 2012 through January 2013 IRMC 

minutes. 

Witnesses) Billie J. Richert, Mark A. Bailey, Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-13 

Witness: Billie J. Richert, Mark A. Bailey, Robert W. Berry 
Page 1 of 1 
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- Vendor 

Black and Veatch Corp 

vers Electrical Corporation 
rofessional Services 
o-Date January 31,2011 

Current Month 

1,254.88 1,254.88 

Burns & McDonnell Engineering Co., Inc. 85,191.60 85,191.60 

Fidelity Insitutional Operations Co., Inc. 3,750.00 3,750.00 

2,740.04 2,740.04 GDS Associates Inc. 

5,220.25 5,220.25 HR Solutions, Inc 

2,200.00 2,200.00 McBrayer, McGinnis 

9,325.00 9,325.00 Preston Osborne 

Prime Group L,LC/The 

Total Professional Services for 
0 

38,464.00 38,464.00 

$ 148,145.77 $ 148,145.77 

Less: Amount charged to the Balance Sheet $ 2,948.23 2,948.23 

rofessional Services Charged to $ 145,197.54 $ 145,l 97.54 
the Income Statement 

$ 1,100.00 1,100.00 Less: Amount charged to Other Deductions 

Total Professional Services Charged to 
Administrative & General $ 144,097.54 $ 144,097.54 



ig ruvers eiecmc Gorporanon 
Professional Services 

Year-To-Date February 28,2 

Vendor 

American Management Consulting 

Black and Veatch Corp 

Burns & McDonnell Engineering Co., Inc. 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

HR Solutions, Inc 

JerryT. Baker 

KPMG LLP 

Mercer Inc./Wm. M. 

‘cBrayer, McGinnis 

Navigant Consulting, Inc. 

Preston Osborne 

Prime Group LLCTThe 

Sullivan, Mountjoy, Stainback and Miller 

Ziemer, Stayman, Weitzel 

Total Professional Services for 
0 

$ 13,446.68 

0.00 

0.00 

0.00 

10,339.58 

5,652.50 

5,212.40 

21,046.00 

27,158.00 

0.00 

20,000.00 

0.00 

37,976.06 

86,658.94 

228.00 

Year-to-Date 

$ 13,446.68 

1,254.88 

85,191.60 

3,750.00 

13,079.62 

10,872.75 

5,212.40 

21,046.00 

27,158.00 

2 , 200 .oo 

20 , 000.00 

9,325.00 

76,440.06 

86,658.94 

228.00 

$ 227,718.16 $ 375,863.93 



“ Q  

anagement Consulting 

Black and Veatch Corp 

cDonnell Engineering Co., Inc. 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

GDS Associates Inc. 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Jerry T. Baker 

KAEC 

“PMG LLP 

McBrayer, McGinnis 

Mercer Inc./Wm. M. 

Navigant Consulting, Inc. 

Orrick, Herrington & Sutcliffe 

Power Cost Inc./PCI 

Preston Osborne 

Prime Group LLC/The 

Sullivan, Mountjoy, Stainback and Miller 

Ziemer, Stayman, Weitzel 

$ 14,850.15 $ 28,296.83 

32,106.98 33,361.86 

0.00 85,191.60 

3,426. 10 3,426.10 

0.00 3,750.00 

0.00 13,079.62 

190,184.66 190,184.66 

6,606.78 17,479.53 

1,059.00 6,271.40 

1-!5$3eer,e ?-%;ees.oo 

1 3,197.00 34,243.00 

4,483.04 6,683.04 

9,667.00 36,825.00 

0.00 20,000.00 

2,527.79 2,527 I 79 

9,033.20 9,033.20 

9,325.00 18,650.00 

74,503.98 150,944.04 

96,882.79 183,541.73 

1,225.50 1,453.50 



en 

.,nerican Management Consulting 

Black and Veatch Corp 

Burns & McDonnell Engineering Co., Inc. 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Jerry T. Baker 

KAEC 

KPMG LLP 

McBrayer, McGinnis 

ercer Inc./Wm. M. 
Navigant Consulting, Inc. 

Ohio Valley National Bank 

Orrick, Herrington & Sutciiffe 

Power Cost Inc./PCI 

Preston Osborne 

Prime Group LLClThe 

Public Financial Management 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

Ziemer, Stayman, Weitzel 

$ 13,281.82 $ 

0.00 

0.00 

4,950.00 

2,492.17 

29,150.00 

17,832.44 

122,920.32 

5,266.80 

0.00 

0.00 

7,025.00 

2 , 234.83 

1 1 , 1 65.00 

0.00 

28,518.96 

10,510.89 

0.00 

9,325.00 

19,978.96 

25,000.00 

7,240.50 

77,970.60 

41,578.65 

33,361.86 

85, 191.60 

4,950.00 

5,918.27 

32,900.00 

30,912.06 

313,104.98 

22,746.33 

6,271.40 

15,000.00 

41,268.00 

8,917.87 

47,990.00 

20 , 000.00 

28,518.96 

13,038.68 

9,033.20 

27,975.00 

170,923.00 

25,000.00 

7,240.50 

261,512.33 

114.00 1,567.50 



American Management Consulting 

Black and Veatch Corp 

Burns & McDonnell Engineering Co., Inc. 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Jerry T. Baker 

KAEC 

KPMG LLP 

kBrayer, McGinnis 

Mercer I nc.n/Vm. 

Navigant Consulting, Inc. 

Ohio Valley National Bank 

Orrick, Herrington E$ Sutcliffe 

Power Cost Inc./PCI 

Preston Osborne 

Prime Group LLClThe 

Public Financial Management 

Southwest Power Pool 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

$ 17,181.62 $ 58,760.27 

0.00 

0.00 

0.00 

1,980.85 

0.00 

22,350.31 

0.00 

3,411.46 

0.00 

0.00 

0.00 

0.00 

10,204.00 

3,000.00 

0.00 

16,832.16 

0.00 

9,000 .oo 
38,574.57 

0.00 

5,000 .OO 

0.00 

165,426.28 

3,000 .OO 

33,361.86 

85,191.60 

4,950.00 

7,899.12 

32,900.00 

53,262.37 

31 3, I 04.98 

263 57.79 

6,271.40 

15,000.00 

41,268.00 

8,917.87 

58,194.00 

23,000.00 

28,518.96 

29,870.84 

9,033.20 

36,975.00 

209,497.57 

25,000.00 

5,000.00 

7,240.50 

426,938.61 

3,000.00 

I 3,419.00 4,986.50 



American Management Consulting 

Black and Veatch Corp 

Burns & McDonnell Engineering Co., Inc. 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

GDS Associates fnc. 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Jerry T. Baker 

KAEC 

KPMG LLP 

cBrayer, McGinnis 

Mercer Inc.ANm. M. 

Navigant Consulting, Inc. 

Ohio Valley National Bank 

Orrick, Herrington &I Sutcliffe 

Power Cost Inc./PCI 

Preston Osborne 

Prime Group LLCnhe 

Public Financial Management 

Southwest Power Pool 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

$ 19,869.11 $ 78,629.38 

45,333.58 

0.00 

0.00 

1,874.44 

0.00 

0.00 

186,088.61 

0.00 

0.00 

0.00 

7,500.00 

4,462.93 

0.00 

0.00 

0.00 

2,703.93 

0.00 

0.00 

74,201.12 

0.00 

0.00 

0.00 

101,492.98 

0.00 

78,695.44 

85,191.60 

4,950.00 

9,773.56 

32,900.00 

53,262.37 

499,193.59 

26,157.79 

6,271.40 

15,000.00 

48,768.00 

13,380.80 

58,194.00 

23,000.00 

28,518.96 

32,574.77 

9,033.20 

36,975.00 

283,698.69 

25,000.00 

5,000.00 

7,240.50 

528,431.59 

3 , 000.00 

228.00 5,2 1 4.50 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date July 31,201 1 

, endor 

American Management Consulting 

Black and Veatch Corp 

Burns & McDonnell Engineering Co., lnc. 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

GDS Associates Inc. 

Hogan 8t Lovells, LLP 

HR Solutions, Inc 

Jerry T. Baker 

KAEC 

KPMG LLP 

McBrayer, McGinnis 

Mercer Inc.lWm. M. 

avigant Consulting, Inc. 

Neel, Crafton & Phillips 

Ohio Valley National Bank 

Orrick, Herrington & Sutcliffe 

Power Cost Inc./PCI 

Preston Osborne 

Prime Group LLCRhe 

Public Financial Management 

Southwest Power Pool 
Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

Towers Watson Delaware Inc. 

Ziemer, Stayman, Weitzel 

Total Professional Services for 
0 

Year-to-Datq 

$ 20,390.86 $ 99,020.24 

0.00 

17,719.17 

0.00 

0.00 

19,925.00 

10,405.63 

460,918.89 

0.00 

0.00 

0.00 

0.00 

0.00 

6,506 "00 

0.00 
9,124.50 

28,599.70 

6,257.70 

0.00 

27,325.00 

54,322.8 1 

543 66.04 

0.00 

0.00 

109,516.85 

0.00 

500.00 

78,695.44 

102,910.77 

4,950.00 

9,773.56 

52,825.00 

63,668 .OO 

960, I 12.48 

263 57.79 

6,271.40 

15,000.00 

48,768.00 

13,380.80 

64,700.00 

23,000.00 

9,124.50 

57,118.66 

38,832.47 

9,033.20 

64,300.00 

338,021 50  

79,166.04 

5,000.00 

7,240.50 

637,948.44 

3,000.00 

500.00 
513.00 5,727.50 

$ 826,191.15 $ 2,824,246.29 



_c_I_I_ 

nerican llanagem nt Consulting $ 2,700.00 

Black and Veatch Corp 30 , 000 .OO 
The Brattle Group 1,575.00 

0.00 

0.00 Dana Thornberry Appraisals, LLC 
DB Consulting LLC 3,243.56 

0.00 Fidelity lnsitutional Operations Co., Inc. 
GDS Associates Inc. 21,956.92 

Hogan & Lovelis, LLP 64,655.34 

0.00 HR Solutions, Inc 
Integrity Development Consultants 9,935.68 

0.00 Jerry T. Baker 
0.00 KAEC 
0.00 KPMG LLP 

McBrayer, McGinnis 4,472.00 

Mercer Inc./Wm. M. 21,094.00 

0.00 avigant Consulting, Inc. 
Neel, Crafton & Phillips 31,500.00 

0.00 Ohio Valley National Bank 
0.00 Orrick, Herrington 8 Sutcliffe 
0.00 Power Cost Inc./PCI 
0.00 Preston Osborne 

Prime Group LLC/The 7,962.50 

0.00 Public Financial Management 
0.00 Southwest Power Pool 
0.00 Steptoe 8 Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 29,601 .OO 

0.00 The Raleigh Company 
0.00 Towers Watson Delaware Inc. 

cDonnell Engineering Co., Inc. 

$ 401,720.2.6 

108,695.44 

1,575.00 
4 02,9q 0.77 

4,950.00 

13,017.12 

52 , 825 .OO 

85,624.92 

4,021,767.82 

26, I 57.79 

9,935.68 

6,271.40 

15,000.00 

48,768.00 

17,852.80 

85,794.00 

23,000.00 

40,624.50 

57,118.66 

38,832.47 

9,033.20 

64,300.00 

345 , 984.00 

79,166.04 

5,000.00 

7,240.50 

667,549.44 

3,000.00 

500.00 

Ziemer, Stayman, Weitzel 0.00 5,727.50 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date September 30,2011 

- Vendor 

American Management Consulting 

Black and Veatch Corp 

The Brattle Group 

Bums & McDonnell Engineering Co , Inc 

Cardwell Energy Associates Inc. 

Dana Thombeny Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co , Inc 

GDS Associates Inc 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Integrity Development Consultants 

Jerry T Baker 

KAEC 

KPMG LLP 

McBrayer, McGinnis 

Mercer Inc /Wm M 

Navigant Consulting, Inc 

Ned, Crafton L% Phillips 

Ohio Valley National Bank 

Orrick, Herrington & Sutcliffe 

Power Cost Inc P C I  

Preston Osbome 

Prime Group LLC/The 

Public Financial Management 

Southwest Power Pool 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

Towers Watson Delaware Inc 

Ziemer, Stayman, Weitzel 

.$ 

Current Month Year-to-Date 

14,74965 $ 1 16,469 89 

0 00 108,695 44 

0 00 1,575 00 

8,615 21 11 1,525 98 

9,750 00 9,750 00 

0 00 4,950 00 

2,059 49 

0 00 

4,460 12 

0 00 

0 00 

2,422 50 

0 00 

0 00 

57,500 00 

0 00 

23,255 00 

0 00 

4,475 50 

0 00 

1,517 72 

0 00 

15,076 61 

52,825 00 

90,085 04 

1,021,767 82 

26,157 79 

12,358 18 

6,271 40 

15,000 00 

106,268 00 

17,852 80 

109,049 00 

23,000 00 

45,100 00 

57,118 66 

40,350 19 

9,033 20 

0 00 64,300 00 

1,200 00 

0 00 

0.00 

347,184 00 

79,166.04 

5,000 00 

0.00 7,240.50 

62,889 SO 730,438 94 

0 00 3,000 00 

0 00 500 00 

7,581.00 13,308.50 



American Management Consulting 

Black and Veatch Corp 

The Brattle Group 

Bums & McDonnell Engineering Co., Inc. 

Cardwell Energy Associates Inc. 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Integrity Development Consultants 

Jerry T. Baker 

KAEC 

KPMG LLP 

;Brayer, McGinnis 

Mercer Inc.NVm. M. 

Navigant Consulting, Inc. 

Neel, Crafton & Phillips 

Ohio Valley National Bank 

Onick, tierrington & Sutcliffe 

Power Cost Inc lPCl 

Preston Osborne 

Prime Group LLClThe 

Public Financial Management 

Southwest Power Pool 

Steptoe &Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

Towers Watson Delaware Inc. 

- "  .. _ I  

vers Electric Corporation 
rofessional Services 

Year-To-Date October 31,201 

Current Month 

10,626.09 $ 

0.00 

0 00 

0.00 

0.00 

0.00 

889.51 

20,275.00 

819.50 

16,790.82 

0.00 

1.857.50 

0.00 

0.00 

0.00 

2,036.00 

21,640.00 

0.00 

10,500.00 

0.00 

4,253.57 

0.00 

9,000.00 

2,112.50 

0.00 

0.00 

0.00 

64,210.95 

0.00 

0.00 

Year-to-Date 

127,095.98 

108,695 44 

1,575.00 

11 1,525.98 

9,750.00 

4,950.00 

15,966.12 

73,100.00 

90,904.54 

1,038,558.64 

26,157.79 

14,215.68 

6,271.40 

15,000.00 

106,268.00 

19,888.80 

130,689.00 

23,000.00 

55,600.00 

57,118.66 

44,603.76 

9,033.20 

73,300.00 

349,29650 

79,166.04 

5,000.00 

7,240.50 

794,649.89 

3,000.00 

500.00 

4,627.12 17.935.62 



American Management Consulting 

Black and Veatch Corp 

The Brattle Group 

Bums & McDonnell Engineering Co , Inc 

Cardwell Energy Associates Inc 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity Insitutional Operations c o  , InC 

GDS Associates Inc 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Integrity Development Consultants 

JenyT Baker 

KAEC 

L ROBERT KIMBALL 

ICPMG LLP 

McBrayer, McGinnis 

MercerIncNm M 

Navigant Consulting, Inc 

Ned, Crafton & Phillips 

Ohio Valley National Bank 

Orrick, Hemngton & Sutcliffe 

Power Cost Inc PCI  

Preston Osbome 

Prime Group LLC/The 

Public Financial Management 

Southwest Power Pool 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

Towers Watson Delaware Inc 

Ziemer, Stayman, Weitzel 

Big Rivers Electric Corporation 
Professional Services 

Year-To-Date November 30,201 1 
Current Month 

$ 32,73732 $ 

0 00 

0 00 

0 00 

0 00 

0.00 

1,696 94 

0 00 

660 00 

8,055 80 

0 00 

1,436 00 

0 00 

0 00 

50,512 00 

0 00 

4,472 00 

33,188 00 

0 00 

0 00 

0 00 

0 00 

0 00 

0 00 

17,658 40 

0 00 

(614 12) 

0 00 

37,582 59 

0 00 

0 00 

Year-to-Date 

159,833 30 

108,695 44 

1,575 00 

11 1,525 98 

9,750 00 

4,950 00 

17,663 06 

73,100 00 

91,564 54 

1,046,614 44 

26,157 79 

15,651 68 

6,271 40 

15,000 00 

50,512 00 

106,268 00 

24,360 80 

163,877 00 

23,000 00 

55,600 00 

57,118 66 

44,603 76 

9,033 20 

73,300 00 

366,954 90 

79,166 04 

4,385 88 

7,240 50 

832,232 48 

3,000 00 

500 00 

7,543.68 25,479.30 

*n ln?QL1 P 3,614,985.15 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date December 31.2011 

Vendor 

American Management Consulting 

Black and Veatch Corp 

The Brafile Group 

Bums & McDonnell Engineering Co , Inc 

Cardwell Energy Associates InC 

Dana Thornberry Appraisals, LLC 

DB Consulting LLC 

Fidelity Insitutional Operations Co , Inc 

GDS Associates Inc 

Hogan & Lovells, LLP 

HR Solutions, Inc 

Integrity Development Consultants 

JerryT Baker 

KAEC 

L ROBERT KIMBALL 

KPMG LLP 

McBrayer, McGinnis 

Mercer Inc iWm M 

Navigant Consulting, Inc 

Neel, Crafton & Phillips 

Ohio Valley National Bank 

Orrick, Herrington & Sutcliffe 

Power Cost Inc /PCl 

Preston Osbome 

Prime Group LLCKhe 

Public Financial Management 

Southwest Power Pool 

Steptoe & Johnson LLP 

Sullivan, Mountjoy, Stainback and Miller 

The Raleigh Company 

Towers Watson D e l a w e  Inc 

7i~mer.  Stavman, Weitzel 

Current Month 

$ 10,16912 $ 

0 00 

0 00 

0 00 

6,500 00 

0 00 

1,722 43 

0 00 

330 00 

37,257 28 

0 00 

4,330 00 

0 00 

0 00 

0 00 

60,029 00 

2,236 00 

33,471 00 

0 00 

0 00 

25,922 96 

552 23 

0 00 

36,000 00 

8,525 00 

0 00 

0 00 

0 00 

147,660 19 

0 00 

18,725 00 

Year-to-Date 

170,002 42 

108,695 44 

1,575 00 

11 1,525 98 

16,250 00 

4,950 00 

19,385 49 

73,100 00 

91,894 54 

1,083,871 72 

26,157 79 

19,981 68 

6,271 40 

15,000 00 

50,512 00 

166,297 00 

26,596 80 

197,348 00 

23,000 00 

55,600 00 

83,041 62 

45,155 99 

9,033 20 

109,300 00 

375,479 90 

79,166 04 

4,385 88 

7,240 SO 

979,892 67 

3,000 00 

19,225 00 

3,869.75 29,349.05 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date January 31, 2012 

vendor 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

GDS Associates Inc. 

Integrity Development Consultants 

KAEC 

KPMG LLP 

McBrayer, McGinnis 

Ohio Valley Financial Group 

Orrick, Herrington & Sutcliffe 

Sullivan, Mountjoy, Stainback Miller 

Total Professional Services for 
0 

Less: Amount charged to the 

Total Professional Services Charged to 
the Statement of Operations 

Less: Amount charged to Other Deductions 
Less: Amount charged to Station Two Purch Power 

Total Professional Services Charged to 
Administrative & General 

Year-to-Date 

1,104.72 $ 1,104.72 $ 

20,450.00 20,450,OO 

165.00 165.00 

1 $1 7.50 131 7.50 

15,000.00 15,000.00 

15,000.00 15,000.00 

2,238.00 2,238.00 

29,761.36 29,761.36 

41,747.50 41,747.50 

1 02,196.1 9 102,196. I 9  

$ 229,180.27 $ 229,180.27 

$ 3,002.64 3,002.64 

$ 226,177.63 $ 226,177.63 

1,119.00 $ 1 ,I 19.00 $ 
$ 5 3  1 3.96 531  3.96 

$ 219.544.67 $ 219.544.67 



, endor 

American Management Consulting 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

Wl4y t X S W W S D  bBC?WbSBQ W U l p U l R b l U l I  

Professional Services 
Y ear-To-Date 

GDS Associates Inc. 

Hogan & Lovells, LLP 

Integrity Development Consultants 

KAEC 

KPMG LLP 

McBrayer, McGinnis 

Mercer Inc.NVm. M 

Navigant Consulting, Inc. 

Thio Valley Financial Group 

Orrick, Herrington 81 Sutcliffe 

Prime Group LLC 

Sullivan, Mountjoy, Stainback 8t Miller 

Towers Watson Delaware Inc. 

Ziemer, Stayman, Weitzel 

Total Professional Services for 
0 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to 
the Statement of Operations 

Less: Amount charged to Other Deductions 
Less: Amount charged to Station Two Purch Power 

Total Professional Services Charged to 
Administrative & General 

Year-to-Date 

$ 11,344.07 $ 11,344.07 

1,604.12 $ 2,708.84 

0.00 20,450.00 

0.00 165.00 

177,914.92 177,914.92 

0.00 1,517.50 

0.00 15,000.00 

5,000.00 20,000.00 

2,238.00 4,476.00 

33,880.00 33,880.00 

20,000.00 20,000.00 

10,227.41 39,988.77 

177,576.67 21 9,324.17 

16,686.53 16,686.53 

89,878.50 192,074.69 

18,725.00 18,725.00 

2,935.50 2,935.50 

$ 568,010.72 $ 797,190.99 

$ 336,724.71 339,727.35 

$ 231,286.01 $ 457,463.64 

1,119.00 $ 2,238.00 $ 
$ 10,537.58 16,051.54 

$ 219,629.43 $ 439,174.10 



nagement Consulting LLC 

Donne11 Engineering Co., Inc. 

DB Consulting LLC 

Fidelity lnsitutional Operations Co. , Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

Integrity Development Consultants lnc. 

KAEC 

KPMG LLP 

WlcBrayer, McGinnis, Leslie 

Mercer Inc./Wm. M 

Navigant Consulting, Inc. 

hio Valley Financial Group 

Orrick, Herrington I& Sutcliffe 

Prime Group LLC 

Shipman and Goodwin 

Siemens Industry lnc. 

Sullivan, Mountjoy, Stainback & Miller 

Towers Watson Delaware Inc. 

Ziemer, Stayman, Weitzel 

mount charged to the 

I ~ r o ~ e ~ s i o n a ~  
tatement of Operations 

mount charged to 
nt charged to Stati 

$ 22,642.09 

5,675.33 

2,384.35 

- 
765.00 

16,404.36 

197,928.32 

1,984.00 

" 

19,250.00 

2,254.93 

9,837.85 

37,838.37 

38,857.98 

7,714.50 

43,332.50 

106,870.76 

1,168.50 

$ 33,986.16 

5,675.33 

5,093.19 

20,450.00 

930.00 

16,404.36 

375,843.24 

3,501.50 

15,000.00 

39 , 250.00 

6,730.93 

33,880.00 

20,000.00 

49,826.62 

257,162.54 

55,544.5 1 

7,714.50 

43 , 332.50 

298,945.45 

18,725.00 

4,104.00 



mig Kivers ciecrrtc i/orporarron 
Professional Services 

Year-To-Date April 30,2012 

Vendor 

American Management Consulting LLC 
(assist in transition/HMP&L arbitrationhate case/environ. surcharge) 

Burns and McDonnell Engineering Co., Inc. 
(rate case) 

DB Consulting LLC 
(monitor MISO groups) 

Duke Energy Ohio Inc. 
(MIS0 VlTO & MSAT cost sharing of professional services) 

Fidelity lnsitutional Operations Co., Inc. 
(deferred comp & bargkal savings plans) 

GDS Associates Inc. 
(energy efficiency-DSM programsILoad Forecast) 

Global PTM Inc. 
(assist in defining Oracle eAM improvement plan) 

Hogan 8, Lovells, LLP 

Integrity Development Consultants Inc. 

KAEC 

KPMG LLP 

McBrayer, McGinnis, Leslie 

(mining engineering consulting & mine inspection) 

(government strategies consultant) 

(financial audit & corporate tax returns) 

Mercer Inc.iWm. M 
(retirement planslhealth & benefits) 

Navigant Consulting, Inc. 
(GKS benchmarking) 

Ohio Valley Financial Group 
(managemenutrustee fees for retirement plans) 

Orrick, Herrington & Sutcliffe 

Prime Group LLC 

Sargent and Lundy LLC 

Shipman and Goodwin 

(ECPIDSMIRate Case rehearing) 

(ECP) 

Siemens Industry Inc. 

Sullivan, Mountjoy, Stainback & Miller 
( E W  

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresidential SAT trackinglFGl data collection) 

Ziemer, Stayman, Weitzel 

Current Month 

$ 10,221.93 

1,757.52 

24,223.87 

19,a25.00 

517.70 

84,348.85 

2,238.00 

6,436.00 

9,939.77 

32,641.00 

97,397.81 

42,414.00 

1,563.50 

Year-to-Date 

$ ~ , 2 o a . o 9  

5,675.33 

6,850.71 

24,223.87 

40,275.00 

1,447.70 

16,404.36 

460,192.09 

3,501.50 

15,000.00 

39,250.00 

8,968.93 

40,316.00 

20,000.00 

59,766.39 

257,162.54 

55,544.51 

32,641.00 

7,714.50 

43,332.50 

396,343.26 

18,725.00 

42,414.00 

5,667.60 

Total Professional Services for Year-To-Date April 30,2012 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to the Statement of Operations 

$ 333,624.95 $ 1,646,624.78 

138,839.94 607,449.87 

$ 194,685.01 $ 958,174.91 

.i **a nn 4,484.46 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date May 31,2012 

Vendor 

American Management Consulting LLC 
(assist in transition/HMP&L arbitration/rate caselenviron surcharge) 

Associated Engineers Inc. 
(interim coal & petcoke inventory-Wilson Station) 

Bums and McDonnell Engineering Co., Inc. 
(rate case) 

DB Consulting LLC 
(monitor MISO groups) 

Duke Energy Ohio Inc. 
(MISO VlTO & MSAT cost sharing of professional services) 

Fidelity lnsitutionaf Operations Co., Inc. 
(deferred comp & barglsal savings plans) 

GDS Associates Inc. 
(energy efficiency-DSM progmmdload Forecast) 

Global PTM Inc. 
(assist in defining Oracle eAM improvement plan) 

Hogan & Lovells, LLP 

tntegrity Development Consultants Inc. 

KAEC 

(mining engineering consulting & mine inspection) 

(government strategies consultant) 

(financial audit & corporate tax returns) 
KPMG LLP 

McBrayer, McGinnis, Leslie 

Mercer Inc.Mlm. M 
(retirement planslhealth & benefits) 

Navigant Consulting, Inc. 
(GKS benchmarking) 

Ohio Valley Financial Group 
(managemenfftrustee fees for retirement plans) 

Orrick, Herrington & Sutcliffe 

Prime Group LLC 

Sargent and Lundy LLC 

Shipman and Goodwin 

(ECPlDSMlRate Case rehearing) 

(ECP) 

Siemens Industry Inc. 

Sullivan, Mountjoy, Stainback & Miller 
(ECP) 

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresidential SAT trackinglFGl data collection) 

Ziemer, Stayman, Weitzel 

Total Professional Services for Year-To-Date May 31,201 2 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to the Statement of Operations 

Current Month 

- $  

2,200.00 -$ 

1,806.77 

2,550.00 

85,507.95 

28,750.00 

2,238.00 

21,166.00 

9,510.56 

78,507.53 

39,674.40 

136,541 .OO 

Year-to-Date 

44,208.09 

2,200.00 

5,675.33 

8,657.48 

24,223.87 

40,275.00 

3,997.70 

16,404.36 

545,700.04 

3,501.50 

15,000.00 

68,000.00 

11,206.93 

61,482.00 

20,000.00 

69,276.95 

335,670.07 

95,218.91 

32,641 .OO 

7,714.50 

43,332.50 

532,884.26 

18,725.00 

42,414.00 

5,667.50 

8 408,452.21 $ 2,054,076.99 

176,705.07 864,154.94 

$ 231,74734 $ 1,189,922.05 

5.603.46 1 I 4 0  nn 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date June 30,2012 

Vendor 

(ECP) 

(assist in transition/HMP&L arbitrationl2011 rate caselenviron. surcharge) 

(interim coal & petcoke inventory-Wlison Station) 

(201 1 rate case) 

(201 1 rate caseECPlDSM) 

(monitor MISO groups) 

(MISO VlTO & MSAT cost sharing of professional services) 

(defemd cornp 8 barglsal savings plans) 

(energy efficiency-DSM programslload Forecast) 

(assist in defining Oracle eAM improvement plan) 

American Management Consulting LLC 

Associated Engineers Inc. 

Burns and McDonnell Engineering Co., Inc. 

Catalyst Consulting LLC 

DB Consulting LLC 

Duke Energy Ohio Inc. 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

Integrity Development Consultants Inc. 

KAEC 

KPMG LLP 

Latham and Watkins LLP 

(mining engineering consulting 8 mine inspection) 

(government strategies consultant) 

(financial audiUcorporate tax returnsldebt refinancing) 

McBrayer, McGinnis, Leslie 

Mercer Inc./Wm. M 

Navigant Consulting, Inc. 

Ohio Valley Financial Group 

Orrick, Herrington & Sutcliffe 

(retirement plansmealth ti benefits) 

(GKS benchmarking) 

(managemenutrustee fees for retirement plans) 

Prime Group LLC 

Sargent and Lundy L l C  

Shipman and Goodwin 

(ECPIDSMROl 1 rate case rehearing) 

(ECP) 

Siemens Industry Inc. 

Sullivan, Mountjoy, Stainback & Miller 
(ECP) 

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresidential & business SAT trackinglFGl data collection) 

Vantage Energy Consulting LLP 
(ECW 

Ziemer, Stayman, Weitzel 

Total Professional Services for Year-To-Date May 31,2012 

Less: Amount charged to the Balance Sheet 
- . ~ - -L----A 4 h  +ha statement of Operations 

Current Month 
$ 6,855.23 

20,703.39 

11,010.95 

12,42651 

1,905.95 

680.00 

11,526.25 

694.1 3 

3,625.00 

138,316.94 

2,238.00 

32,979.00 

3,000.00 

9,186.19 

72,758.79 

1,575.00 

25,870.50 

127,053.58 

24,414.00 

36,020.00 

2,419.00 

Year-to-Date 

$ 6,855.23 

64,911.48 

2,200.00 

16,686.28 

12,426.51 

10,563.43 

24,223.87 

40,275.00 

4,677.70 

16,404.36 

557,226.29 

4,195.63 

15,000.00 

71,625.00 

138,316.94 

13,444.93 

94,461 .OO 

23,000.00 

78,463.14 

408,428.86 

96,793.91 

58,511.50 

7,714.50 

43,332.50 

659,937.84 

18,725.00 

66,828.00 

36,020.00 

8,086.50 

$ 545,258.41 $ 2,599,335.40 

262,737.20 1,126,892.14 

$ 282,521.21 $ 1,472,443.26 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date July 31,2012 Vendor 

ACES Power Marketing LLC 
(ECP) 

American Management Consulting LLC 
(assist in transitionMMP&L arbitratiod2011 rate caselenviron. surcharge) 

Associated Engineers Inc. 
(interim coal & petcoke inventory-Wilson Station) 

Bums and McDonnell Engineering Co., Inc. 
(2011 rate case) 

Catalyst Consulting LLC 
(201 1 rate case rehearing/ECP/DSM/2013 rate caseMMP&L MISO dispute) 

DB Consulting LLC 
(monitor MISO groups) 

DLA Piper LLP 

Duke Energy Ohio Inc. 

Fidelity lnsitutional Operations Co., Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

(MISO VlTQ & MSAT cost sharing of pmfessional services) 

(deferred comp & barglsal savings plans) 

(energy efficiency-DSM programs/Load ForecasECP) 

(assist in defining Oracle eAM improvement plan) 

Integrity Development Consultants InC. 

KAEC 

KPMG LLP 

Latham and Watkins LLP 

(mining engineering consulting & mine inspection) 

(government strategies consullant) 

(financial audiffcorporats lax retumsldebt refinancing) 

McBrayer, McGinnls, Leslie 

Mercer IncJWm. M 
(retirement plansihealth & benefits) 

Myriad CPA Group (formerly Neel, Crafton &Phillips) 
(Focused Audit-barg 8 salaried savings plans) 

Navigant Consulting, Inc. 
(GKS benchmarking) 

Ohio Valley Flnancial Group 
(managemenVtrustee fees for retirement plans) 

Otrick, Herrington & Sutcliffe 

Prime Group LLC 

Sargent and Lundy LLC 

Shipman and Goodwin 

(ECPIDSMl201 1 rate case rehearing) 

(ECP) 

Siemens Industry Inc. 

Sullivan, Mountjoy. Stainback & Miller 
( E W  

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresldential & business SAT !racking/FGl data collection) 

Vantage Energy Consulting LLP 
( E W  

Ziemer, Stayman, Weitzel 

Total Professional Services for Year-To-Date July 31,2012 

Less: Amount charged to the Balance Sheet 

Current Month 

$ 8,298.00 $ 

11,071.49 

9,979.25 

23,672.27 

1,725.83 

1 ,012.50 

5,996.65 

3,750.00 

510.00 

48,277.06 

3,175.86 

3,775.00 

27,644.52 

2,238.00 

43,249.00 

7,500.00 

9,157.90 

136,231.05 

16,161.21 

17,206.30 

7,993.13 

11 0,691.24 

2,389.50 

Year-to-Date 

15,163.23 

75,982.97 

2,200.00 

26,665.53 

36,098.78 

12,289.26 

1,012.50 

30,220.52 

44,025.00 

5,187.70 

15,404.36 

605,503.35 

7,371.49 

15,000.00 

75,400.00 

155,951.46 

15,682.93 

137,710.00 

7,500.00 

23,000.00 

87,621.04 

544,659.91 

96,793.91 

74,672.71 

24,920.80 

51,325.63 

770,629.08 

18,725.00 

66,828.00 

36,020.00 

10,476.00 

--- 
$ 501,705.76 $ 3,101,041.16 

225,841.77 1,352,733.91 

a 74n ~ n 7  9s - - . . - _ _  



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date August 31,2012 Current Montb 

5 30,558.84 $ 

5,655.49 

I__ Vendor 

ACES Power Marketing LLC 

American Management Consulting LLC 

Associated Englneers Inc. 

Bums and McDonnell Engineering Co., InC. 

Catalyst Consulting LLC 

DB Consulting LLC 

DLA Piper LLP 

(ECP) 

(assist in transitionlHMP&L arbitration/ZOll rate caselanviron Surcharge/DSMlasbestos Claim) 

(interim coal & petcoke inventory-Wilson Station) 

(201 1 rate caselrehearing) 

(201 1 rate case rehaaring/ECP/DSM/2013 rate case-Cost of Service Study/HMP&L MISO dispute) 

(monitor MISO groups) 

Doe Anderson 

Duke Energy Ohio Inc. 

Fidelity insitutional Operations CO., tnc. 

GDS Associates Inc. 

Global PTM lnc. 

Hogan & Lovells, LLP 

(publio relations services) 

(MIS0 VlTO & MSAT cost sharing of professional services) 

(deferred comp & barglsal savings plans) 

(energy efiiciency-DSM programslload ForecasUECP) 

(assist in defining Oracle eAM improvement plan) 

Integrity Development Consultants lnc. 

KAEC 

KPMG LLP 

Latham and Watkins LLP 

(mining engineering consulting 8 mine inspection) 

(government strategies consultant) 

(financial audiffwporate tax returnsldebt refinancing) 

McBrayer, McGinnis, Leslie 

Mercer Inc.MTm. M 
(retirement plansmealth & benefits) 

Myriad CPA Group (formerly Neel, Crafton 8 Phillips) 
(Focused Audit-barg & salaried savings plans) 

Navigant Consulting, Inc. 
(GKS benchmarking) 

Ohio Valley Financial Group 
(managemenfftrustee fees for retirement plans) 

Orrick, Henlngton & Sutcliffe 

Prime Group LLC 

Sargent and Lundy LLC 

Shipman and Goodwin 

(ECP/DSM/2011 rate case rehearing) 

(ECP) 

Siemens Industry lnc. 
(ECPNISO forecast & testimony) 

Sullivan, Mountjoy, Stainback & Miller 

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresidential & business SAT tracking/FGf data collection) 

Vantage Energy Consulting LLP 
(ECP) 

Ziemer, Stayman, Weitrel 

1,031.70 

26.785.84 

4,262.21 

9,686.80 

3,602.10 

22,317.71 

496.00 

43.750.00 

2,238.00 

37,046.00 

9.171.84 

96,249.25 

28,865.78 

92,183.01 

143,749.87 

77,551.78 

3,127.00 

Year-to-Date 

46,712,07 

81.638.46 

2,200.00 

27,697.23 

62,884.62 

16,551.47 

1,012.50 

9,686.80 

30,220.52 

44,025.00 

8,789.80 

16,404.36 

627,821.06 

7,867.49 

15,000.00 

119,150.00 

165.961.46 

17,920.93 

174,756.00 

7,500.00 

23,000.00 

96,792.88 

640.909.16 

96,793.91 

103,538.49 

24,920.80 

143,508.64 

914,378.95 

18,725.00 

66,828.00 

113,571.78 

13,603.00 

Total Professional Services for Year-To-Date August 31,2012 

Less: Amount charged to the Balance Sheet 

$ 638,329.22 $ 3,739,370.38 

130,839.34 1,483,573.25 

$ 507,489.88 $ 2,255,797.1 3 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date September 31,2012 

ACES Power Msrketing LLC 

Americnn Msnsgement Consulting LLC 

Associated Engineers Inc. 

Bums and McDonnell Engineering Co., Inc. 

Cardwell Energy Associntes Inc. 

Cotnlyst Consulting LLC 

DB Consulting LLC 

DLA Piper LLP 

@W 

(assist in mitionRIMp&L. nrbitrntiod201 I rate casdenviron SurchnrgelDSMlasbestos clnim/2012 rate case) 

(interim coal & petcoke inventory-Wrlson Station) 

(201 I rnte casdreheurinfldson & Station 

o<y PSC FAC 6 month review) 

(201 1 rate cnse rehcaringlECPDSWZO13 rate cuse-Cost of Service StudyMMP&L MIS0 dispute) 

FGD Study for CSAPR) 

(monitorMIS0 p u p s )  

Doe Anderson 

Duke Energy Ohio Inc. 

Fidelity Insilutional Operations CO., InC 

(public relations services) 

(MISO VlTO & MSAT cost sharing of professionnl services) 

(deferred comp & bands1 uvings plans) 

GDS Associates Inc. 
(energy efficiency-DSM programs!Load ForccastlECP) 

Global PTM Inc 

Hogan & LoveL, LLF 
(assist in dcfining Orncle eAM improvement plan) 

Bunton & Wilfioms LLP 

Integrity Development Consultants Inc. 
(wining engineering consulting & mine inspection) 

KAEC 

KPMG LLP 

Lnthsm and Watkins LLJ' 

(government strategies consu~tant) 

(financ'd audit/corpornte tax retumddebt refinancing) 

McBmyer, Mffiinnis, Leslie 

Mercer 1ne.lWm. M 
(retirement pInns/hdth & benefits) 

Myriad CPA Group (formerly Nee], Crafton & PhiUipr) 
(Focused Audit-barg & snlnried savings plans) 

Nnvigant Consulting, Inc. 
(GKS benchmarking) 

Ohio Valley Finsncisl Group 
(managementltrustee fees for retirement plans) 

Omck, Herrington & Sutcliffe 

Prime Group LLC 

Ssrgent and Lundy LLC 

Shinman and Goodwin 

@CPDSM/2OI 1 rnte casc rehearing) 

(ECP) 

Siemens Industry Inc. 

Sullivan, Mountjoy, Stainback & Miller 

(ECPMSO forecast & testimony) 

Towers Walson Ddnwsre Ioc. 
(salary study) 

YSE Services, lnc. 
(wstomer satisfaction surveys/residentinl& business SAT trnckingFG1 dntn collection) 

Vanlnge Energy Consulting LLP 
(ECP) 

Current Month Yew-to-Dale 

s - s  45,712.07 

5,650.94 87,289.40 

2,200.00 

55,177.59 82,874.82 

1,000.00 1,000.00 

17,524.52 80,409.14 

4,100.00 

16,551.47 

1,012.50 

13,786.80 

30.220.52 

44,025.00 

8.789.80 

16,404.36 

3,438.05 631,259.1 I 

49,648.23 49,648.23 

1,528.50 9J95.99 

15,000.00 

1 I9,l50.00 

165,961.46 

2,260.18 20,181.11 

43,314.00 218,070.00 

7,500.00 15.000.00 

23,000.00 

9,097.99 105,890.87 

42,588.20 603,497.36 

96,793.91 

103,538.49 

24,920.80 

143.508.64 

106,179.33 1,010,558.28 

18,725.00 

24,414.00 91.242.00 

113,571.78 

3,038.50 16,641.50 



Big Rivers Electric Corporation 
professional Services 

Year-To-Date September 31,2012 

V* 

Less: Amount charged to the Balance Sheet 

~ ~ t ~ l  professional Services Charged to the Statement of Operations 

~ess: Amount charged to Other Deductions 
ba: Amount charged to Station Two Purchased Power 

T O ~ I  professions1 Services Charged to Administrntive & Geneml 

p r e n t  Month Year-to-Dstp 

15,919.41 1,559,552.12 

300,480.56 s 2,556,211.69 

1,130.09 10.090.55 

5,140.21 53,033.65 

293,610.26 S 2,493,153.49 

s 

s 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date October 31,2012 

Vendor Current Month 

!TI - ! T I  

5,703.31 
(HMP&L arbitrationl2011 rate caselenviron SurchargelDSWasbestos claiml2012 rate case/patent infringemenUeconomic develop tariff) 

Associated Engineers Inc. 

Burns and McDonnell Engineering Co., Inc. 

Cardwell Energy Associates Inc. 

Catalyst Consulting LLC 

DB Consulting LLC 

Dinsmore & Shohl LLP 

DLA Piper LLP 

Doe Anderson 

Duke Energy Ohio Inc. 

Fidelity Institutional Operations Co., Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

Hunton & Williams LLP 

integrity Development Consultants Inc. 

KAEC 

L Robert Kimball 

KPMG LLP 

Latham and Watkins LLP 

McBrayer, McGinnis, Leslie 

Mercer Inc.Mlm. M 

Myriad CPA Group (formerly Neel, Crafton & Phillips) 

Navigant Consulting, Inc. 

Ohio Valley Financial Group 

Orrick, Herrington & Sutcfiffe 

(interim coal & petcoke inventory-Wilson Station) 

(201 1 rate case & rehearinglWilson & Station ll FGD Study for CSAPR) 

(Ky PSC FAC 6 month review) 

(2011 rate case rehearin!$ECP/DSW2013 rate case-Cost of Service Study & rates reviewRtMPBL MISO dispute) 

(monitor MISO groups) 

(public relations services) 

(MISO VlTO & MSAT cost sharing of professional services) 

(deferred comp & bargtsal savings plans) 

(energy efficiency-DSM programslLoad ForecasVECP) 

(assist in defining Oracle eAM improvement plan) 

(mining engineering consulting & mine inspection) 

(government strategies consultant) 

(coal & petcoke physical inventory) 

(financial audiUcorporate lax returnstdebt refinancing) 

(retirement plansthealth & benefits) 

(Focused Audit-barg 8 salaried savings plans) 

(GKS benchmarking) 

(rnanagemenVtrustee fees for retirement plans) 

Power Cost InclPCl 

Prime Group LLC 

Sargent and Lundy LLC 

Shipman and Goodwin 

Siemens Industry Inc. 

Sullivan, Mounyoy, Stainback 8 Miller 

(MISO consulting) 

(ECPIDSMI2011 rate case rehearing) 

(E'W 

(ECPIMISO forecast &testimony) 

10,060.96 

22,319.44 

I ,711.09 

42,729.04 

2,345.00 

3,750.00 

1,975.05 

213.90 

50,392.00 

2,238.00 

45,209.00 

27,604.48 

6,950.95 

105,880.89 

Year-to-Date 

45,712.07 

92,992.71 

2,200.00 

92,935.78 

1,000.00 

102,728.58 

18,262.56 

42,729.04 

1,012.50 

16,131.80 

30,220.52 

47,775.00 

8,789.80 

16,404.36 

633,234.16 

49,862.13 

9,395.99 

15,000.00 

50,392.00 

119,150.00 

165,961.46 

22,419.1 I 

263,279.00 

15,000.00 

23,000.00 

105,890.87 

711,101.84 

6,9 5 0.9 5 

96,793.91 

103,538.49 

24,920.80 

143,508.64 

1,126,439.17 



lVl6 L.I.L. .Y U,.IL'. .1L. .-,"I yv.  CeC.W.. 

Professional Services 
Year-To-Date October 31,2012 

Vendor 

TSE Services, Inc. 

Wantage Energy Consulting LLP 
(customer satisfaction surveyslresidenlial & buslness SAT treck1nglFGl data collection) 

Year-to-Dale 

18,925.00 

91,242.00 

113,571.78 

16,641.50 

Total Professional Services for Year-To-Date October 31,2012 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to the Statement of Operations 

Less: Amount charged to Other Deductions 
Less: Amount charged to Station Two Purchased Power 

Total Professional Services Charged to Administrative (h General 

s 329,083.11 $ 4, 

760,894.56 2,320,447.28 

$ (431,811.45) $ 2,124,466.24 

1,119.00 11,209.55 
5,772.44 58,806.09 

s (438,702.89) $ 2,054,450.60 

- 

Mote: The  negative balance charged to the  Statement or' Qperaiitions far October is due to: 
ECP expenses reclassifled to the Balance Sheet for deferrailamortization per PSC order 

2012 Rste Case expenses reclassified to the Balance Sliest for deFeiTallamortiaaticn pending PSC approval 

Unrecoverable Wesllalte expellses reclassified to the Statement of Operations from accounts receivable 

Net amOuiit reclassified 

(768,668.35) 
(22,250.11) 

479,238.54 
(611,679.95) 



DIU n i v t x s  EI~GCIIG borporclrlorl 

Professional Services 
Year-To-Date November 30,2012 

Vendor Current Month 

ACES Power Marketing LLC $ - $  
(ECP) 

(HMP&L arbitrationl2011 rate casdenviron SurchargelDSWasbestos claim12012 rate caselpatent infringemenWeconomic develop tariff/ 
wholesale power contracUStation TwolKy Statutes research) 

American Management Consulting LLC 5,668.98 

Associated -Engineen Inc. 

Burns and McDonnell Engineering Co., Inc. 

Cardwell Energy Associates Inc. 

Catalyst Consulting LLC 

DB Consulting LLC 

Dinsmore & Shohl LLP 

(interim coal & petcoke inventory-Wilson Station) 

(201 1 rate case & rehearingtwilson & Station It  FGD Study for CSAPW2012 Deprecialion Study) 

(Ky PSC FAC 6 month review) 

(201 1 rate case rehearing/ECP/DSW2013 rate wse-Cost of Service Study 8 rates raview/HMP&L MISO dispute) 

(monitor MISO groups) 

DLA Piper LLP 

Doe Anderson 

Duke Energy Ohio Inc. 

Fidelity Institutional Operations Co., Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

(public relations services) 

(MISO VlTO & MSAT cost shering of professional services) 

(deferred comp & bargkal savings plans) 

(energy eRiciency-DSM programslLoad ForecasUECP) 

(assist in defining Oracle eAM improvement plen) 

Hunton lk Williams LLP 

Integrity Development Consultants Inc. 

KAEC 

L Robert Kimball 

KPMG LLP 

Latham and Watkins LLP 

(mining engineering consulting & mine inspection) 

(government strategies consultant) 

(coal 8 petcoke physical inventory) 

(financial audiUcorporate tax returnsldebt refinancing) 

McBrayer, McGinnis, Leslie 

Mercer Inc./Wrn. M 

Myriad CPA Group (formerly Neel, Crafton & Phillips) 

Navigant Consulting, Inc. 

Ohio Valley Financial Group 

Orrick, Herrington & Sutcliffe 

(retirement plans/health & benefits) 

(Focused Audit-barg & salaried savings plans) 

(GKS benchmarking) 

(managamenUtrustee fees for retirement plans) 

Power Cost InclPCl 

Prime Group LLC 

Sargent and Lundy LLC 

Shiprnan and Goodwin 

(MISO consulting) 

(ECP/DSM/2011 rate case rehearing) 

(ECP) 

Siemens Industry Inc. 
" . .. , 

62,513.39 

36,477.04 

2,737.78 

49,100.95 

51 0.00 

5,990.22 

30,639.00 

2,238.00 

45,792.00 

18,234.95 

274,085.1 1 

4,273.50 

Year-to-Date 

45,712.07 

98,661.69 

2,200.00 

155,449.17 

1,000.00 

139,205.62 

21,000.34 

91,829.99 

1,012.50 

16,131.80 

30,220.52 

47,775.00 

9,299.80 

16,404.36 

639,224.38 

49,862.13 

9,395.99 

15,000.00 

50,392.00 

149,789.00 

165,961.46 

24,657.11 

309,071 .OO 

15,000.00 

23,000.00 

124,125.82 

985,186.95 

6,950.95 

96,793.91 

103,538.49 

29,194.30 

143,508.64 



U I ~  IWVCI- L s w w i ~ w  u w i ~ u i a n w i t  

Professional Services 
Year-To-Date November 30,2012 

Vendor 
Southwest Power Pool 

Sullivan, Mountjoy, Stainback & Miller 

Towers Watson Delaware Inc. 
(salary study) 

TSE Services, Inc. 
(customer satisfaction surveyslresidential & business SAT tracking/FGI data colledion) 

Vantage Energy Consulting LLP 
(ECP) 

Ziemer, Stayman, Weitzel 

(partial refund of 2009 payment for LGUKU System Impact Study) 

Total Professional Services for Year-To-Date November 30,2012 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to the Statement of Operations 

Less: Amount charged to Other Deductions 
Less: Amount charged to Station Two Purchased Power 

Total Professional Services Charged to Administrative & General 

Current Month 
(2,040.72) 

81,774.04 

1,652.00 

Year-to-Date 
(2,040.72) 

1,208,213.21 

18,725.00 

91,242.00 

113,571.78 

18,293.50 

$ 619,646.24 $ 5,064,559.76 

376,i 84.46 2,696,631.74 

$ 243,461.78 $ 2,367,928.02 

1 ,I 19.00 12,328.55 - 44,262.64 103,068.73 

$ 198,080.14 $ 2,252,530.74 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date December 31,2012 

Vendor 

ACES Power Marketing LLC 

Current Month Year-to-Date 

8 - $  45,712.07 
(ECP) 

(HMPBL arbitratiorU2011 rate caselenviron SurchargalDSMlasbestos claim/2012 rale caselpatent infringementlewnomic develoo tariff/ 
wholesale power contracVStation Two/Ky Statutes researchlHMP&L general) 

11 2,291.06 American Management Consulting LLC 13,629.37 

Associated Engineers lnc. 
(interim coal & petcoke inventory-Wilson Station) 

Burns and McDonnell Engineering Co., InC. 
(201 1 rate case & rehearingMfilson 8 Station I1 FGD Study for CSAPW2012 Depreciation Study) 

Cardwell Energy Associates Inc. 
IKv PSC FAC 6 month review) 

13,125.23 

Cata’;;stConsulting LLC 33,955.53 
(201 1 rate case rehaaringlECPlDSMl2013 rata case-Cost of Service Study & rates reviewlHMP&L MISO dispute) 

DB Consulting LLC 

Dinsmore & Shohl LLP 

DLA Piper LLP 

Doe Anderson 

Duke Energy Ohio Inc. 

Fidelity Institutional Operations Co., Inc. 

GDS Associates Inc. 

Global PTM Inc. 

Hogan & Lovells, LLP 

Hunton &Williams LLP 

Integrity Development Consultants Inc. 

KAEC 

L Robert Kimball 

KPMG LLP 

Latham and Watkins LLP 

McBrayer, McGinnis, Leslie 

Mercer Inc.Mlm. M 

Midwest IS0 

Myriad CPA Group (formerly Neel, Crafton & Phillips) 

Navigant Consulting, Inc. 

Ohio Valley Financial Group 

Orrick, Herrington & Sutcliffe 

(monitor MISO groups) 

(public relations services) 

(MISO Vir0 & MSAT cod sharing of professional sarvicas) 

(defened comp & barglsal savings plans) 

(energy effwiency-DSM programslLoad ForecasVECP) 

(assist in defining Oracle eAM improvement plan) 

(mining engineering consulting & mine inspection) 

(government strategies consultant) 

(coal & petcoke physical inventory) 

(financial auditlcorporata tax returnsldebt refinancing) 

(retirement planslhealth & benefits) 

(Century Aluminum escrow project) 

(Focused Audit-barg & salaried savings plans) 

(GKS benchmarking) 

(managemenVtrustee fees for retirement plans) 

Power Cost InclPCI 

Prime Group LLC 
(MISO consulling) 

(ECPlDSMl2011 rate case rehearingMIS0 committee meetings-Technical Consortium) 
------+ -nrl I iinriv L.LC 

1,187.40 

79,336.00 

125.00 

14,838.99 

1,848.00 

4,650.16 

27,409.00 

70,000.00 

9,001.74 

195,517.1 2 

1,046.38 

2,200.00 

168,574.40 

1,000.00 

173,161 .I5 

22,187.74 

171,165.99 

1,012.50 

16,256.80 

45,059.51 

47,775.00 

9,299.80 

16,404.36 

641,072.38 

49,862.13 

9,395.99 

15,000.00 

50,392.00 

149,789.00 

165,961.46 

29,307.27 

336,480.00 

70,000.00 

15,000.00 

23,000.00 

133,127.56 

1,180,704.07 

6,950.95 

97,840.29 

103,538.49 

* Reimbursable 
Amount Included 

In Year-to-Date Total 

$ 

2,597.09 

78,785.10 

759.38 

326,289.00 

70,000.00 

244,336.81 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date December 31,2012 

* Reimbursable 
Amount Included 

Current Month Year-to-Date In Year-to-Date Total 
143,508.64 

Vendor 
Siemens Industry Inc. 

Southwest Power Pool (2,040.72) 

Sullivan, Mountjoy, Stainback & Miller 

(ECPMISQ forecast B testimony) 

(partial refund of 2009 payment for LGUKU System Impact Study) 
85,544.74 1,293,757.95 186,389.1 5 

600.00 19,325.00 Towers Watson Delaware Inc. 

TSE Services, Inc. 24,414.00 I 1  5,656.00 

Vantage Energy Consulting LLP 1 13,571.78 

WalkerlDaniel M. 5,750.00 5,750.00 

6,159.86 24,453.36 Ziemer, Stayman, Weitzel 

(salary studylmarke! pricing for new positions) 

(customer satisfaction surveys/residential B business SAT trackinglFGl data collection) 

W P )  

(2012 rate case) 

- 
588,138.52 $ 5,652,698.28 $ 909,156.53 Total Professional Services for YTD December 31,2012 $ 

Less: Amount charged to the Balance Sheet 431,701.1 9 3,128,332.93 909,156.53 

Total Professional Services Charged to the Statement 
of Operations $ 156,437.33 $ 2,524,365.35 $ 

Less: Amount charged to Other Deductions 2,325.07 14,653.62 
Less: Amount charged to Station Two 

Purchased Power - 7,042.50 110,111.23 .__ 

Total Professional Services Charged to Administrative 
& General $ 147,069.76 $ 2,399,600.50 $ 

* Reimbursable amounts include expenses for Century negotiations, HMPLL Litigation, Vectren 345KV Line, 
Westlake negotiations, Smithland Hydroelectric project & Matanzas Substation project 



Big Rivers Electric Corporation 
Professional Services 

Year-To-Date January 31,201 3 

Vendor Current Month 

Catalyst Consulting LLC 24,354.73 
(2012 rate case-Cost of Service Studv & rates review/DSM12011 rate case rehearing) 

Dinsmore & Shohl LLP 

Fidelity Institutional Operations Co., Inc. 

UAEC 

KPMG LLP 

Mercer Inc.Nrn. M 

Navigant Consulting, Inc. 

Ohio Valley Financial Group 

Orrick, Herrington 8 Sutcliffe LLP 

(deferred comp & barglsal savings plans) 

(government strategies consultant) 

(2012 financial audit) 

(retirement planshealth & benefits) 

(GKS benchmarking) 

(managemenYtrustee fees for retirement plans) 

Sullivan, Mountjoy, Stainback & Miller P.S.C. 

The Prime Group, LLC 

Ziemer, Stayrnan, Weitzel 
(MIS0 task forces & working groups) 

23,735.82 

3,750.00 

15,000.00 

28,750.00 

18,405.00 

20,000.00 

10,367.05 

185,802.64 

111,081.58 

3,758.55 

2,717.25 

* Reimbursable 
Amount Included 

Year-to-Date In Year-to-Date Total 

24,354.73 

23,735.82 12,096.60 

3,750.00 

15,000.00 

28,750.00 

18,405.00 

20,000.00 

10,367.05 

185,802.64 140,529.19 

I 1  1,081.58 

3,758.55 

2,717.25 

3,627.00 

Total Professional Services for YTD January 31,2013 

Less: Amount charged to the Balance Sheet 

Total Professional Services Charged to the Statement 
of Operations 

Less: Amount charged to Other Deductions 
Less: Amount charged to Station Two 

Purchased Power 

Total Professional Services Charged to Administrative 
& General 

$ 447,722.62 $ 447,722.62 $ 156,252.79 

275,922.1 6 275,922.16 156,252.79 

$ 171,800.46 $ 171,800.46 $ 

6,457.04 6,457.04 - 

8 165,343.42 $ 165,343.42 

* Reimbursable amounts include expenses for Century negotiations, HMPLL Litigation, and Vectren 345W Line 
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IG R I V ~ R S  EL,EC 

Or?! 
FOR A GENERAL ADSUS 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 
Supplemental Set of 

March 28,2013 

Item 14) Referencing Big Rivers’ response to AG 1-46 related to RUS Forms: 

Explain if BREC is required to provide RUS with CAPEX budgets and provide these 

relatedformdreports provided to RUS showing CAPEX budgets for 2012, 2013, 2014, and 

2015. 

Response) Rig Rivers is not required to provide RTJS with CAPEX budgets. 

Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-14 

Witness: Billie J. Richert 
Page 1 of 1 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
S u ~ ~ l e m e n t a ~  $et of Data Requests 

ated March 14,2013 

March 28,2013 

Item 15) Please reference Big Rivers’ response to AG 1-48 which refers to PSC 2-13 

and 2-36 regarding issues and amounts that could change BREC’s revenue requirements. 

BREC has provided two potential aaustmen ts to its revenue requirements, in particular: 

(9 the response to PSC 2-13 states that amending its application in Case No. 201240492 

(if approved by the Commissiort) would lower BREC’s test period revenue requirement by 

$4.4 nzillion related to iriterest expense on LT Debt for paying off$58.8 m pollution control 

bonds (as also addressed in AG 1-63 and 64); and (ii) BRECs’ response to PSC 2-36 cites 

other miscellaneous corrections (with revised Exhibits) that could reduce the revenue 

requirement another $1,507,989. 

a. Explain when BREC would update its filing in the rate case to reflect the 

impact of all changes to the revenue requirement. 

Response) 

a. SO7 KAR 5:OOl requires that after an application based on a forecasted test 

period is filed, there shall be no revisions to the forecast, except for the 

correction of mathematical errors, unless the revisions reflect statutory or 

regulatory enactments that could not, with reasonable diligence, have been 

included in the forecast on the date it was filed. Big Rivers will continue to 

provide updated information in the record in this proceeding, to the extent 

permitted by and consistent with that regulation, as required by the 

Commission, or as otherwise appropriate. 

Case No. 2012-00535 
Response to AG 2-15 

Witness: John Wolfram 
Page 1 of 2 



IG RIVERS ELEC RIC CORPORA 
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ENT IN RATES 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

1 

2 Witness) John Wolfram 

Case No. 2012-00535 
Response to AG 2-15 

Witness: John Wolfram 
Page 2 of 2 
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Response to the ffice of the Attorney General’s 
Supplemental Set of 

Dated March 14,2013 

March 28,2013 

Item 16) Referencing Big Rivers’ response to AG 1-50 regarding cost cutting 

measures: BREC states that its new self-insured health insurance plan effective January 1, 

2012 is estimated to produce savings of $3.1 million in 2012, cost savings of $266,000 in 

2013 related to changes in plan design, cost savings in 2012 of $1.9 million and 2013 of 

$.6 million related to reducing the cost of post-retirement medical coverage, and 2013 cost 

savings of $.2 nzillion related to moving to a new provider of LT disability insurance. 

Address the following: 

a. 

b. 

Response) 

a. 

For eaclz of the previously identiped cost savings, slzow the previous 

expense (8y account) before changes for each year, the new expense (by 

account) after the change for each year, and reconcile these to the cost 

savings (by account) for each year. 

Explain, slzow, aizd cite to the field aizd account number in tlte financial 

model where such costs and savings are included in tl2e revenue 

requirement for tlze appropriate year. 

\ 

See the response to AG 1-50, page 3 of 6 ,  beginning at line number 14, for an 

explanation as to why the “by account number and cost category and by year” 

information requested is not available. The previous expense and new 

expense amounts at the time they were estimated are shown in the attachment 

to AG 1-50, pages I ,  2, and 4. The savings beyond the time of those estimates 

Case No. 2012-00535 
Response to AG 2-16 

Witnesses: James V. Haner; DeAnna M. Speed 
Page 1 of 2 
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A P ~ ~ ~ C A T ~ O ~  ON 
FOR A GENERA 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 
Supplemental Set of 

March 28,2013 

are unknown since we cannot know what the former plans’ costs would have 

been in future periods had we not made the changes. 

b. Labor and labor-related costs by account are in the financial model on the 

“O&M” tab, rows 137 through 167. The savings were considered during 

budget development and are included in the budget. 

Witnesses) James V. Haner (a) 

DeAnna M. Speed (b) 

Case No. 2012-00535 
Response to AG 2-16 

Witnesses: James V. Haner; DeAnna M. Speed 
Page 2 of 2 
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CASE NO. 2012-00535 

esponse to the Office of 
Supplemental Set 

Attorney Genera19s 

Dated March 14,2013 

March 28,2013 

Item 17) 

Century smelter, address the following: 

Referencing Big Rivers’ response to A 6  1-51 regarding the impact of 

a. If BREC can provide a “orecast” of the impact of removing Centuiy, 

explain why BREC cannot use this same approach to remove an amount 

that is closer to “actual” amounts for Centuiy for the historical periods 

2011 and 2012; 

b. Provide the “actual” impact of removing Century from the 2011 and 2012 

calendar years (and provide supporting calculations and assumptions); 

c. If removing the actual impact of Century cannot be determined for 2011 

and 2012, then provide the “forecasted” impact of removing Century from 

calendar year 2011 and 2012 operations and provide all supporfing 

calculations, and explain the reasons for changes in forecasted assumptions 

and calculations when removing Century from 2011 and 20I2, versus the 

forecasted assumptions and calculations used to remove the impact of 

Century in BREC’s rate filing. 

Response) 

a. Item AG 1-51 makes no reference to the historical periods of 201 1 or 2012. 

b. The requested information is not available. 

c. It appears that the question seeks to compare the fully forecasted test period in 

the instant filing with an historical test period adjusted to remove all of the 

Case No. 2012-00535 
Response to AG 2-17 

Witness: John Wolfram 
Page 1 of 2 
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R 
CASE NO. 2012-00535 

esponse to the Office of the Attorney General’s 
of Data Requests 
ch 14,2013 

March 28,2013 

effects of the Century contract termination. Consistent with KRS 278.192, 

Big Rivers elected to use a fully forecasted test period in this filing because of 

3 the complexity associated with “removing Century” to a known and 

4 

5 

measurable degree from actual revenues and expenses from 201 1 or 2012. 

The statute provides a choice between the historic and fully forecasted test 

6 

7 

8 

9 

10 

11 

periods, The fully forecasted test period is far better suited in this instance 

than the historic test period for capturing the significant changes to Big 

Rivers’ aperations and financial performance that will result from the Century 

contract termination. A great number of assumptions related to hdamental  

elements af Big Rivers’ operations - e.g. power plant operations, outages, fuel 

costs, off system sales volumes, load variations - would be necessary to 

12 

13 

develop pro forma adjustments to the historic results. For this reason, Big 

Rivers did not develop for this rate filing an analysis of the effects of the 

14 

15 

16 Witness) John Wolfram 

Century contract termination using an historical test period. 

Case No. 2012-00535 
Response to AG 2-17 

Witness: John Wolfram 
Page 2 of 2 
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FOR A GENERAL  STME MEN^ IN RATES 

CASE NO. 2012-00535 

esponse to the Office of the Attorney General’s 

Dated March 14,2013 
§upple~ental Set of 

March 28,2013 

Item 18) 

54, please provide copies o$ 

Referencing the credit ratings attachments to Rig Rivers’ response to AG I -  

a. Standard and Poor’s ‘%Applying Key Ratings Factors to U.S. Cooperative 

Utilities” @age 6 of Attaclzment); 

6. Fitclz Ratings’ “US. Public Power Rating Criteria” (page 11 of 

Attachment); 

c. Fitck Ratings’ “Revenue Supported Rating Criteria” @age 1I of 

Attachment); and, 

d. Moody’s “U.S. Electric Generation & Transmission Cooperatives Rating 

Methodology” (page 21 of Attachment). 

Response) Please see attached. 

Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-18 

Witness: Billie J. Richert 
Page 1 of 1 
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(Editor's Note: This criteria article originally was published Nov 21, 2007 We're republishing this article following our periodic redew 
completed on Nov 20, 2012) 

Qualitatiw and quantitatiw rating factors haw translated into solid credit ratings for cooperatiw utilities Yet, the positie attributes and 
structural protections that are common to many of these utilities are not premlent in ail utilities in the sector Moreowr, because 
bondholder and lender protections are closely linked to the reLenue stream's capacity to c o w  amortizing debt sen&?, modest erosion of 
financial protections can impair credit ratings of cooperatives exhibiting narrow financial margins 

ies 
gy prodders in these major groups meet U S electric needs: 

e Cooperatiw utilities, 

e Public power utilities that include federal projects that produce and sell wholesale power, and state agencies and municipal utilities 

6 Vertically integrated inwstor-owed utilities that produce and distribute electricity; and 

6 Inwstor-owned distribution companies that coney electricity prociired from or distributed on behalf of competitiw? energy suppliers; 

engaged in wholesale and/or retail operations, 

InLestor-owned utilities sew nearly threequarters of America's electric needs Public power utilities and cooperatiw utilities s e w  the 
balance, with public power utilities exhibiting a modest lead o e r  cooperatiws in annual energy sales. 

Generation and transmission (G&T) cooperatiw utilities are not-for-profit corporations that generate or procure bulk power for sale to 
cooperatiw electric distribution utilities llnder wholesale power supply contracts G&T utilities are owned by their distribution cooperatie 
members Distribution cooperaties are owned by their retail customers 

Electric distribution cooperatiws were formed in the 1930s and beyond to build the infrastructure needed to meet the electric needs of 
sparsely populated mral America The New Deal's Rural Electrification Administration (REA) was an important whicle in forming 
distribution cooperaties, and its low-cost, long-term loans removed barriers to financing utility inestments in rural areas REA is now the 
U S. Department of Agriculture's Rural Utilities SeNice (RUS), which still makes low cost loans to rural utilities 

In the decades since their creation, portions of some cooperativss' rural seNice territories haw ewlwd into prosperous suburbs of major 
metropolitan areas. Newtheless, electric cwperatiw utilities mostly s e w  far-flung, sparsely populated areas that exhibit income lewls show 

below national awrages G&T cooperatiws were created by distnbution cooperatiws that banded together to achiew economies of scale Case No 2012-005: 
in constructing generation and transmission assets to meet customers' needs Attachment for Response to AG 2- 

Witness. Billie J Rich1 
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Evaluating all utilities' financial performance begins with assessing business nsk exposure Greater business nsk requires stronger 
financial metncs to achiew a given rating The Factors underlying our business nsk assessments are similar for all utilities, whether 
cooperatiw, public power or inwstor-owned In each case, the reww focuses on a common set of qualitative elements representing six 
areas of inquiry 

WUBV1111011.au11E.  

o The regulatory environment in which the utility operates, including the resulting financial and ratemaking flexibility awilable to the 

Q The markets served by the utility; 

o The management team's strengths and the risks presented by management's business strategies, 

D 'The utility's operational profile, 

P) The utility's competitiw posture, and 

e A review of legal documents that define the strength of bondholder or lender protections 

utility; 

The emphasis on each factor may vary for different utilities The components of the business risk profile are scored on a IO-point scale and 
a weighted awrage is calculated to measure business risk compared to that of other utilities. The strongest score on the scale is 1, and 
the weakest is 10 The elements of the business risk profile are discussed below 

The credit ratings that we assigned to cooperatiw utilities are founded on the qualitatiw attributes, financial performance and the stnictural 
protections commonly found among this group of utilities 

@ ~ ~ - ~ @ ~ ~ ~ a ~ ~ Q ~  Can 
Most G&T cooperatiws set their own wholesale electnc rates without owrsight from state or federal regulators G&T cooperatiws that 
borrow from RUS are exempt from FERC JUriSdiCtiOn While RUS bormwers must file rate schedules wth RUS, owrsight is limited to 
- -w ing  that rates are sufficient to recowr costs, including repayment of RUS debt 

we latitude most cooperatiws possess to set their own rates in response to changing costs is a key driwr of credit quality AiJtOnOmOUS 
ratemaking authority sets these utilities apart from rate-regulated utilities and enables cooperatiw utilities to respond quickly to changing 
circumstances and preserve sound financial margins without exposure to the regulatory delays or disallowances that can negatiwly 
influence the financial performance of regulated utilities 

Credit quality cannot benefit if the latitude to exercise autonomous ratemaking authority does not translate into meaningful financial 
flexibility that can be deployed as costs increase For credit quality to benefit, management and gowrning boards must demonstrate a 
willingness to overcome political obstacles to rate increases 

The presence of power and fuel cost pass-through adjustment mechanisms can address credit uncertainties associated with either 
regulatory owrsight or questions of political will Yet, to support credit quality, these tools should haw well-defined triggers that can provide 
timely realignment of rewnues and expenses as costs rise 

There is strong evidence that rate regulation can erode credit quality for cooperatiw utilities That is not to say that all regulation is 
inconsistent with sound credit quality Some regulators haw demonstrated a commitment to sound credit quality Howemr, there are also 
instances where the financial performance of regulated cooperatiws degraded after a regulator barred the utility from recowring 
inwstments in generation or other assets or precluded the full recowry of operating costs as they were incurred In the most sewre cases, 
regulatory impediments to cost recovery resulted in insolwncy proceedings Therefore, where coopemties are subject to rate regulation, 
we examine whether the regulator is supportiw of full and timely cost recowry and deferential to cownants protecting lenders 

Show EEn where G&T utilities possess the financial flexibility of an absence of regulation, we must further examine whether their distribution 
members are subject to rate regulation G&Tcooperatiws' credit quality depends on the quality of the cash flowing CJP from member 
cooperatiws A G&T can recowr rising costs only if member systems can follow suit and adjust their retail rates Therefore, we explore 
whether member distribution cooperatives haw the ability to respond to changing costs embedded in revised G&T rates and are able to 
adiust retail rates in locksteo with the G&T 
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7he markets semd by a utility determine the integrity and stability ofthe rewnue stream A diwrse market with a SOiJnd economy usually 
bodes well for credit quality As noted, G&T credit ratings depend on the quality of rewnues deriwd from member distribution cooperatiws 
We assess members' contributions by examining their legal obligations to fund G&T debt senice and operating expenses as well as the 
financial wherewithal to support those obligations Consequently, a lot of emphasis is placed on the long-term, wholesale, power supply 
contracts between G&Tcooperatiws and their member distribution systems Optimally, wholesale power si~pply contracts extend 
throughout the life of G&T debt to prodde predictable debt service recowry Shorter contracts remow predictability and could leaw a G&T 
exposed to competitive wholesale power markets An absence of captiw customers presents questions as to whether electric commodity 
can be sold to fund the recowry of capital inwstments and the price at which it might be sold 

Wholesale power contracts typically require the G&T to reallocate financial obligations of a defaulting member among non-defaulting 
members through intra-year rebudgeting that translates into an unlimited step-up For G&Ts with few member distribution cooperatiws, the 
capacity of each distribution cooperative to meet obligations is an important determinant of credit quality However, most G&Tcooperatiws 
have large pools of distribution cooperatiw members 

The combination of large pools of member distribution cooperatiws and unlimited financial step-up obligations imposed on nondefaulting 
members of G&T cooperatiw utilities allows us to examine the credit quality of G&Tcooperatiws as a system without tying the rating to 
the credit quality of a member representing a weak link We dew the risk of multiple simultaneous defaults among a diwrse pool of 
distribution cooperatiws as slim. Evan for large pools of distributions cooperatiws, it is important to understand the composition of the 
customer base supporting the rewnue stream One component is members' financial performance, which is ascertained through audited 
financial statements and financial reports filed with RUS Another element is the retail customers' economic capacity to service G&T 
obligations We examine senice area wealth and income indicators using our proprietary economic databases These databases help 
predict wlatility or stability of rewnues by identifying economic means and sedce territory demographic trends We also look at the 
. Tposition of the retail customer base. We expect cooperatiws with concentrations of residential customers to provide more rewnue 

,m stability than cooperatiws with industrial customer concentrations since industrial customers' operations could be susceptible to 
cnanging economic conditions 

Concerns that industrial customers might be attractiw targets for cherry picking by competitiw energy prodders haw been tempered by 
the reduced interest in establishing competitive retail electric markets In addition, the sparsely populated cooperatiw sertice territories are 
not particularly attractive to competitiw retail energy prodders since a high percentage of the cost of serving cooperatiw retail load is 
embedded in stringing distribution lines o w  mst distances High distribution costs erode the benefits of reduced commodity prices Thin 
customer density is bone out by low meter per line-mile ratios 

G&Tcooperatiws are gowned by boards of directors comprised of distribution cooperatiw representatiws, including elected distribution 
cooperatiw board members and chief executiws responsible for distribution cooperatiws' operations 

Board members' policies and strategic philosophies are important financial performance and credit quality determinants Ratemaking tools 
that can yield strong, stable cash flows may be in conflict with an interest to give customers the lowest possible cost of sedce 
Management's reconciliation of this dichotomy influences our analysis 

A willingness to place capital at risk to diversify into competitiw, nonelectric businesses can erode positiw credit attributes typically 
associated with the stability and predictability of a rewnue stream derived from a captiw customer base tethered to a G&T by wholesale 
power contracts 

Cohesiwness among board members is crucial to the successful adoption and implementation of strategic plans that are supportiw of 
credit quality Cohesiveness does not mean unanimity on all issues Yet, fractious boards can become hamstrung and unable to respond 

to changing circumstances to protect credit quality Divisiwness is sometimes a product of federal tax code prodsions gowning the 
allocation of cooperative wting rights To presene their taxexempt status, G&Tcooperatiws must grant each distribution member an 
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Members with different load profiles or growth rates have varying resource needs and pnonties Slow growth members could wield wting 
nghts to frustrate a growng member's bid to add resources whose costs must be borne by all members under postage stamp rates that 
spread costs proportionally owr all members Alternatively, members with different load profiles may advance rate structures that allocate 
demand and energy charges that best suit their retail customers In some extreme cases, those advancing a particular strategy have cast 
negative wtes on business matters bebre the board in a bid to coerce an outcome on tinrelated matters Credit quality can suffer if the 
board becomes deadlocked on a wide range of matters that frustrate important financial or strategic ob]ecti\~s 

Our analysis of a cooperative's operational profile identifies business risks associated with the cooperatiw's owned generation and 
transmissions assets or supply arrangements with third parties Our operational profile analysis considers these major factors: 

Performance of owned and contracted plant; 

DiErsity within the supply portfolio; 

Market exposure; 

Hedging policies and risk-management strategies; and 

Capital needs and third-party resource-procurement processes 

Performance of owned capacity is assessed with reference to the level and stability of production costs, capacity factors, and availability 
factors We similarly analyze power purchase agreements The metrics are compared with industry norms 

Utilities can benefit from power purchase agreements that shifl operating risk to the supplier through targeted heat rates, availability factors 
and capacity factors as conditions for payment Contracts with a large supplier for system energy can prodde asset diwrsity that a small 
utility might not othenvise be able to achiew were it to build generation to meet customers' needs There are also risks inherent in power 

lase agreements. The G&T, as ofttaker, may be exposed to the supplier's ability to perform and the agreement might place demands 
.. ,ne cooperative's liquidity in the form of collateral posting requirements 

We liew power purchase agreements' capacity payments as fixed obligations that are substitutes for debt financing It is as though the 
offtaker has contracted with a third party to issue debt on its behalf Because capacity payments tind a supplier's recowry of capital 
invested in generation assets, we treat capacity payments as fixed charges and calculate a fixedcharge coverage, as discussed more 
fully in the section on financial analysis that follows 

It is important to understand how a G&T manages its exposures to fuel and electricity price wlatility as well as additional operational 
issues such as transportation bottlenecks that may impede the flow of these commodities We redew hedging and risk-management 
policies and evaluate in-house and outsourced expertise available to a cooperative to tackle these issues Several cooperatiw haw 
outsourced risk management functions A lack of management understanding of risk management issues can present credit concerns We 
place value on management teams that can identify limitations of in-house capabilities and recognize the financial and practical barriers to 
handling the risk management function internally Just as distribution cooperatives banded together to achieve economies of scale in 
devaloping generation and transmission assets, G&T cooperatiw, and ewn some distribution cooperatiws, are banding together to invest 
in the physical and intellectual capital necessary to interact with the wholesale electric and fuel marketplaces 

Whether owned or contracted, high concentration levels in a single generation asset or fuel can create operational and financial exposures 
for lenders and creditors Concentration can erode financial performance if lengthy unplanned generation outages or sharp fuel price 
increases occur 

Many G&Ts exhibit asset and fuel concentration Most G&Ts are highly dependent on coal and a number are highly dependent on natural Show 
gas Concentration in these fuels can haw operational and financial implications Gas IS subject to pnce mlatility Reliance on coal assets 
has taken on new significance because costs may nse as regulation of carbon and other emissions progresses Case No 1012-005 
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proposed coal-fired units The high probability of stncter emissions mandates dictates that we consider uncertain costs of carbon controls 
and renewable directiws As we examine the burdens of emissions controls, we explore the following issues 

s How large is a utility's carbon footprint? 

e How does the utility plan to respond to carbon constraints from an operational and a financial perspectiw? 

e What would be the cost of addressing carbon emissions through emissions controls, fuel switching, energy efficiency programs, or 
consermtion? 

In cases where utilities plan to dodge coal's difficulties by migrating to natural gas, we need to understand whether management has a 
strategy for responding to Spikes that may occur in natural gas pnces as demand increases In some regions, questions may also anse 
about the sufficiency of natural gas supply and transportation as demand nses Natural gas will not fully shield utilities from carbon 
emission mandates because it is not carbon-free Its carbon footpnnt is about half of coal's We also consider how utilities that are subject 
to renewable mandates will address reliability issues associated with generation resources that can't be dispatched to follow load 

Distribution cooperatiws engaged in a "wires" business face fewer direct operational challenges than do G&T utilities Newrtheless, 
distribution cooperatiws' dependence on a G&T translates into an exposure to the supplier's operational and financial issues 

Despite the absence of a profit motive, some G&T and distribution cooperatiws haw pursued competitiw businesses Pursuits beyond the 
core business of providing customers with attractiwly priced, reliable electricity haw had varying degrees of success Affiliate or subsidiary 
companies are oflen created for conducting these businesses. Some cooperatiws hake! electric marketing arms whose proceeds subsidize 
member rates Some sell SU~~IIJS power in wholesale markets while others purchase power for resale to take admntage of regional price 
differentials 

- financial risks related to these activities include exposure to potentially wlatile wholesale markets Unless commitments to supply 
iricity can be suspended, they can present financial and operational challenges if internal or third party power supply is disnipted or 

natiw load responsibilities increase due to spikes in customer demand Moreowr, such arrangements can present contingent liquidity 
requirements, Such as exposure to collateral calls Of greater concern are cooperatiws that pursue competitiw businesses requiring skills 
beyond management's day-today expertise These wntures include businesses tangential to electric supply as well as speculatiw 
businesses that are unrelated to the metered customer 

As noted, the wholesale power contract senes as a whicle for recowring funds inwsted in a cooperatie's electric operations By 
comparison, investments in competitiw businesses lack the protections captiw customers proude If meaningful capital is placed at risk 
through inwstments in competitiw businesses, a cooperatiw will need to demonstrate a robust financial cushion capable of absorbing the 
financial impact of a degraded inwstment if the outstanding rating assigned prior to the inwstment is to be presened Electric utility 
subsidization of competitiw businesses during start-up or to offset operating losses can negatiwly influence a credit rating 

In emluating the credit implications of competitiw businesses, we analyze standalone and consolidated financial statements of the 
cooperatiw and its ancillary businesses to determine: 

D The size of competitiw operations relatiw to the core electric business; 

e Expansion plans for the competitiw business; 

e The amount of debt attributable to the competitiw business; 

e She electric business' commitments to support affiliate or subsidiary operations, either though explicit guarantees or board policies 
to M i s e  equity and liquidity; 

D Historical profitability and projected performance of the competitiw business, and Show 

s The leml of competition facing the product or sewce prouded 
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states haw moved to once again regulate investor-owned utilities and eliminate new opportunities for customer choice Although the threat 
that retail competition might haw presented to a utility's revenue stream has abated, competitiwness of rates remains an important 
component of our analysis 

Even in the absence of direct access to competitive suppliers, customers need to be satisfied that their retail rates are reasonable Today's 
customers are more mindful of how their rates compare to those of other utilities Competitiwness, like the affordability of rates we 
examine as part of our analysis of markets sened by a utility, is an important indicator of ratemaking flexibility and the attendant financial 
flexibility to respond to changing circumstances 

As not-for-profit membership organizations, cooperatives employ cost-based rates that cover operating costs and debt sehice, fund a 
portion of capital costs, and prodde a small measure of financial cushion to meet lender andlor creditor requirements or expectations 
Profits are not built into the equation Ewn so, retail cooperative rates can be high because of the increased costs of distributing electricity 
in sparsely populated senrice territories Resulting high distribution rates, combined with generally limited income levels, can erode 
financial flexibility 

Ben - 
The wholesale power contract bond 

Wholesale power si~pply contracts bind distribution cooperatives to G&Ts and contribute to a secure rewnue stream The contracts' legal 
protections benefit cooperatiw utilities' lenders and trade creditors by enhancing prospects for the recovery of inwstments in these utilities 
and the receipt of trade receivables 

Wholesale power contracts are take-and-pay requirements contracts They dictate that all electricity needed by distribution cooperaties 
must be procured through the G&T. They also prodde for intra-year G&T budget adjustments in the ewnt of shortkills whether due to rising 
costs or defaulted member obligations The rebudgeting tool imposes an unlimited step-up requirement on members to keep the G&T 

'e Consequently, a G&Tcan count on its member distribution cooperatiws to support its debt and trade obligations 

Wholesale power contracts extending through the life of outstanding debt obligations prodde a secure rewnue stream from dedicated 
energy off-takers It is common for G&T cooperatives to ask members to extend contracts as the G&T embarks on large capital projects 
with useful lives and debt extending beyond the outstanding contracts' expiration In many cases, members have extended contracts 
without any qualms However, in recent years some members h a e  used the contract extension request as leverage to admnce a 
particular agenda or strategy Such tactics can frustrate the ability of cooperatives to carry out strategic objectiws or achiew financial 
targets, which could negatively influence credit quality 

The combination of the breadth of the cooperatie senrice territories, as reflected in the large awrage number of member distribution 
cooperatives in each G&T, the sizable retail customer bases and the unlimited step-up obligations imposed on nondefaulting members of 
a G&T, allows us to examine a G&Ts credit quality as a system withoiit tying the rating to the credit quality of a member that represents a 
weak link We dew the risk of multiple simultaneous defaults among a diverse pool of distribution cooperatives as slim This approach 
parallels the analytical methodology for the evaluation of municipal joint action agencies 

There are limited exceptions to the all-requirements paradigm Members of a handful of G&T cooperatiws can procure prescribed portions 
of their energy needs outside the cooperatiw structure All energy needs beyond the permitted exception must be procured from the G&T, 
ensuring that it has a whicle for recovering fixed and variable costs 

Indenture covenants provide limited cash flow protection 

Cooperative utilities largely rely on RUS and two cooperatiw lending institutions, CoBank and National Rural Utilities Cooperatiw Finance 
Corporation (CFC), to finance capital needs Mortgage indentures executed between utilities and RUS govern RUS, CFC and CoBank 

financings The RUS indentures' principal measures of financial performance are "margins-for-interest" (MFI) and "times-interest- 
earned" (TIER) ratios Neither test requires that rates cover total annual amortizing debt sen4ce requirements Only a limited number of 
indentures contain debt senice coverage requirements In some cases, mortgage indentures require that MFI and TlER targets only be 
satisfied in two of three wars Because the TIER and MFI ratios do not adeauatelv reoresent a utilitv's financial caoacitv to cover 
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amortizing principal and interest payments and do not paint a full picture offinancial capacity or protections, we employ a debt senn'ce 
cowrage analysis irrespectiw of whether a utility is legally bound to meet an all-in debt-senice cowrage test 

We look to the income statement and the statement of cash flows to ascertain the strength of the financial cushion available to shield 
lenders and creditors from changing circumstances The MFl and TlER tests and most indenture-based debt senice cowrage tests are 
calculated solely with reference to the income statement Cash flows analysis sheds light on elements of financial performance that may 
not be apparent from the income statement since rewnue and expense deferrals are common among cooperatiw utilities, and the marking 
of power supply arrangements to market can haw income statement implications 

Historically, RUS borrowers' mortgages proscribed parity borrowing unless approwd through a lien accommodation In recent years, RUS 
permitted a number of cooperatiws to restate indentures to allow parity borrowing without a lien accommodation Howewr, certain financial 
thresholds must be met Permitted parity lenders include CFC, CoBank and capital markets Prerequisites financial benchmarks for panty 
borrowing are not uniform among the revised indentures, so we reGew each indenture's unique provisions RUS is working to establish a 
master indenture to prodde consistency as cooperatiw restate their indentures in the future 

RIJS' new indentures are corporate-style in many respects and do not proGde high levels of lender protection While a few contain debt 
senn'ce cowrage tests, most focus exclusiwly on net rewnues cowrage of debt interest, as did predecessor indentures The indentures 
also govern permitted additional indebtedness. Like corporate indentures, additional debt is generally allowed if elements of "bondable 
additions" tests are met Such tests are not based on the strength of net rewnues or cash flows to support additional debt senice Rather, 
they focus on maintaining a baseline equity inwstment Additional debt may be issued so long as a positiw equity ratio is preserved For 
most cooperatiws, a weak 10% equity inwstment is targeted in keeping with the lewrage commonly exhibited by cwperatiws This 
threshold is low as compared to corporate utility indentures that require higher equity contributions when debt-financing asset additions 

A handful of cooperatiw utilities haw elected to forego RUS borrowing, despite the low interest rates These cooperatives rely on capital 
markets to achiew greater Rexibility in their financing actidties The RUS loan approval process can be protracted and can impose financial 

3perational limitations on a utility In addition, there are questions as to whether RUS funds will be available to finance baseload 
,eration capacity in coming years Cooperatiw utilities' capital market financings use corporate-style indentures with liberal provisions 

that are similar to the modem RUS indentures and are analyzed accordingly 

Lender and creditor protections deriwd from financial performance are evaluated through debt senice cowrage ratios, liquidity, lewrage 
analysis and external financing needs Financial analysis of cooperatiw utilities closely tracks our municipal utilities' and public power 
joint-action agencies' rating methodology Like public power utilities, G&Tcooperatiws' highly lewraged capital structures reflect an 
inability to access capital markets to fund a perpetual equity cushion Low, but sound debt senice cowrage ratios reflect the use of 
amortizing debt and an absence of profit-related rewnues Cooperatiw utilities with high leverage and sufficient debt sen4ce cowrage ratios 
can achiew Sound credit ratings upon a demonstration of strong qualitatiw attributes 

Debt service coverage ratios 

Cash available from current operating revenues to pay debt senice is the principal focus We use the income statement to calculate net 
rewnues available for debt sen4ce. (See Table 1) Noncash accruals are eliminated from rewnues and expenses We also look to cash 
flow statements to identify deferrals of rewnues and expenses, mismatches between depreciation expenses and amortizing principal that 
might erode cash available to senice debt, and the income statement e%cts of marking power supply arrangements to market Ewn 
deferrals of rewnues can present issues because ultimate income statement rewnue recognition may lack corresponding cash available to 
senice debt during the period of accrued income recognition 

Table 1 
Key Cash Row Metrics 
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Debt Service Coverage (DSC): Net revenues available for debt seMce divided by scheduled cash principal and interest payments Net revenues 
are defined as operating rewnues plus investment income less operating expenses net of depreciation and amortization items 
Cash from operations divided by scheduled cash principal and interest payments Funds from operations divided by scheduled cash principal 
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income taxes, and other non-cash items 

Rxed Charge Cowrage (FCC): Similar to debt service cowage, but adds to both the numerator and denominator an adjustment for fixed 
charges attributable to leases and power purchase agreements' capacitypayments 

Internal Funding Ratio: Net cash flow (FFO less dividends such as repatriation of cooperative patronage capital), divided by capital expenditures 

Free Cash Flow: Netcash flow less capital expenditures 

Amortizing debt and high leerage lead to narrow cash flow cowrage of debt senice Yet, in the cooperatiw sector, debt senice cowrage 

in the range of 1. I x  can s~ppor t  inwstment grade ratings because of protections proided by a secure, capt ie  reenue stream, ratemaking 
flexibility, and a generally narrow strategic focus We do not publish medians aligning the preceding ratios with specific ratings for 
cooperatiw utilities because our ratings are an amalgamation of qualitatie and quantitatiw factors 

Our analysis is both a historical and forward looking analysis We examine the strength and consistency of historical financial performance 

and evaluate prospects for future financial performance Actual performance is benchmarked against the utility's prior projections of future 
performance to identify de~ations and understand their rationale In examining financial projections, we evaluate the reasonableness of key 

assumptions and apply stress tests to determine cash flow impacts of changes in fuel prices, capital costs and demand We also 
consider the lee1 of retail rate adjustments that may be needed to meet financial coenants and presene metrics upon increases in debt 

or operating expenses 

In calculating debt -sewe coerage, consideration is giwn to some fixed obligations that are not reflected on the balance sheet, 

particularly those related to power purchase agreements' capacity payments and long-term lease payments We Mew power supply 
agreements as creating fixed, debt-like, financial obligations that represent substitutes for direct, debt-financed inwstrnents in generation 

capacity In a sense, a utility that has entered into a power purchase agreement has contracted wtth a supplier to make the financial 
i nw tmen t  on its behalf A "fixed charge cowrage ratio" is used to assess the adequacy of cash flows to servce the fixed financial 

obligations (See table 2) 

T'b4e 2 

dCharge Ratio Calculation 

uash flow available fordebt senice or income statement net revenues available for debt sehce +fixed obligations recorded as operating 
expenses 

Divided by: 

Principal repayment + interest expense +fixed obligations recorded as operating expenses 

Fixed obligations' adjustments to financial metrics are a tool for comparing utilities that finance and build generation capacity with those 
that purchase capacity and incur off balance sheet obligations to satisfy customer needs That said, utilities could benefit from contracting 

for supply because these agreements typically shift various risks to suppliers, such as construction risk and operating risks Power 

purchase agreements can also proide utilities with asset diersity that might not haw been achievable through self-build 

Evaluating debt senice cowrage ratios for the limited group of cooperaties that rely heai ly on non-amortizing debt with bullet maturities 
requires a hybrid analysis that incorporates elements deried from the rating methodology for both public power and inwstor-owned 

utilities In such cases, non-amortizing debt creates considerably stronger annual debt senice cowrage than would be expected of a utility 
whose debt amortizes like a mortgage and the coerage must be discounted unless bullet maturities are staggered to create lee1 debt 

senice Refinancing risk and capital market access are also factored into the analysis of utilities that use non-amortizing debt 

Evaluating debt leverage 

Cooperatiws' capital structures mry according to the type of senice they offer G&T cooperatiws are heavily lewraged reflecting the 

capital-intensiw nature of their business and their indentures' permissie debt lewrage coenants By comparison, less-capital intensie 

distribution cooperatives exhibit more fawrable lewrage ratios Yet, because the distribution cooperatiws haw authorized and committed 

to pay G&Tdebt issued on their behalf, we analyze distribution cooperatiws by evaluating fixed charge cowrage ratios that measure the 
Show 

capacity of the drstnbution cooperatiws to setwce direct debt and G&T debt We measure the financial burdens created by leerage in the 

sewral ways (See Table 3) 
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Financial Burden Calculation 

Debt to total capitalization (This debt leverage ratio divides total on-balance sheet debt bythe sum ofequityand total debt) 

Debt to net plant: Calculates total debt as a percentage ofdepreciated net plant. properly and equipment 

Debt per kWof installed capacity, kWof peak demand, and customer meters: These debt measures prodde a basis forcornparing utility 
systems to assess the value derived from and the efiiciencyof their capital expenditures 

Net variable debt to total debt: Measures the degree offloating interest rate exposure in a cooperatiw's debt structure, adjusting forfloating rate 
debt that is hedged Includes short-term debt, adjusted for seasonal balances 
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This criteria report details Fitch Ratings' approach to rating U S. public power systems It is a 
sector-specific extension of Fitch's global master criteria report, "Revenue-Supported Rating 
Criteria " More specifically, the report elaborates on five key areas of operational and financial 
importance to the credit quality of municipal and cooperative power entities governance and 
management strategy; assets and operations, cost structure, financial Performance and legal 
provisions, and customer profile and service area 

These key elements of Fitch's public power rating criteria remain largely consistent with its prior 
criteria reports However, the weighting of individual credit factors changes as the industry 
evolves, particularly in response to new regulatory initiatives or as new market dynamics 
emerge. In addition, not all rating factors outlined in this report apply to each individual rating or 
rating action Each specific rating action commentary or rating report discusses those factors 
most relevant to the individual rating decisions 

Rate Sufficiency and Flexibility: A public power utility's ability and willingness to maintain 
rates sufficient to meet all of its financial obligations is of paramount importance. Fitch 
considers how a utility's rate structure affects its capacity for the ftill and timely recovery of 
costs, as well as its flexibility to raise additional revenue. Ratemaking autonomy and the 
process for adjusting rates factor into this analysis 

Comprehensive Strategic Planning and Risk Management: The extent of strategic planning 
and risk management performed by a utility is a key indicator of management's preparedness 
and Sophistication, and an important rating factor Fitch typically reviews prior strategic and 
financial plans versus actual outcomes, as well as newly adopted strategies, to gauge 
management effectiveness. 

Resource Adequacy and Performance: Ensuring the adequacy of power supply resources to 
meet current and projected demand is a fundamental planning requirement of public power 
utilities. Together with demonstrated operating efficiency, it is an important factor in providing a 
low-cost, reliable energy supply Fitch measures resource adequacy and performance against 
industry standards for cost and reliability 

Financial Strength and Forecasting: The strength and stability of a utility's financial metrics 
reveal its ability to meet all financial obligations, and detailed financial forecasting provides an 
indication of future performance. Fitch reviews a broad array of historical and projected 
financial metrics in an assessment of a utility's financial strength, as well as a utility's 
adherence to adopted financial policies. Financial metrics fociis principally on three core areas: 
cash flow, liquidity, and capital structure. 

Service Area Composition and Depth: Service area characteristics demonstrate the breadth, 
depth, and stability of a utility's constituents, as well as their financial wherewithal. Fitch 
considers customer composition and concentration; income levels; and employment, 
population, and sales growth trends in this assessment. 
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liar: P 
U S. public power utilities are effectively owned by their customers and operate with a mission 
to provide essential, reliable, and relatively low-cost electric service Fitch's average rating for 
retail systems in the sector is 'A+', compared with an Issuer Default Rating of 'BBB+' for 
investor-owned utilities 

Key credit characteristics supporting higher ratings for public power utilities include their self- 
regulating authority, predominantly residential customer bases, and lower consolidated 
enterprise risk Self-regulating authority allows for the more timely recovery of costs through 
electric rates, while higher proportions of residential customers provide for more stable energy 
sales and, in turn, more predictable financial operations Efforts to diversify operations in the 
public power sector are extremely rare 

The strength of a utility's senior management and governing body - usually an independent 
board of directors or elected city council - is a key credit consideration in Fitch's analytical 
process Management's experience and ability to design and implement a comprehensive 
strategic plan is important to an issuer's rating, as is its ability to respond to unforeseen 
circumstances A high degree of board or city council understanding and support of a utility's 
business strategy and the issues facing the utility is also important 

Achieving Strategic Goals 
Fitch typically reviews prior strategic and financial plans versus actual outcomes in an 
assessment of management and governance effectiveness A stronger management team 
consistently meets or exceeds financial projections, and deals well with unexpected 
developments Moreover, Fitch takes into account the reasonableness of key financial and 
operational planning assumptions in its assessment. 

Forecasts of customer and load growth 
New generation, transmission, or distribution requirements 

Plans to meet capital needs, including financing schedules 
Plans for rate increases 

Financial projections, including stress scenanos 

Risk-manaaernent orocedures and analvsis 

Comprehensive Resource Planning 

Fitch analyzes a utility's integrated resource plan and its long-term strategies to provide reliable, 
high-quality, and low-cost service to its customers to determine if they are adequate and 

Related Criteria 
reasonable Fitch monitors the implementation of those strategies and a utility's financial 

Transactions (August 2012) flexibility for responding to changing market conditions 

Ratings Based on Internal Liquidity Fitch discusses with management the purpose, amount, and structure of planned debt 
issuances, and any debt-management policies in assessing a utility's capital needs and their 
effect on its future debt profile and financial performance. Fitch assesses the willingness and 

Criteria for Rating Prepaid Energy 

Criteria for Assigning Short-Term 

(June 2012) 

venue-Supported Rating Criteria 
me2012) 
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Stronger 
Management and board of directors with extensive experience 
An objective. engaged board of directors 
Transparency and stmng communication between management, the board of directors, and customen 
In the case of wholesale power systems, coordinated efforts among member utility systems and the governing body 
Frequent analysis and updating of financial forecasts and resource management plans 
Well-developed and documented risk-management policies and procedures 
Documented succession planning 

stable management team and board of directors with modest turnover 
Comprehensive strategic and resource plans, forecasts of demand, and risk-management policies that generally reflect 
current economic, system, and political conditions 

Weaker 
A detached, politically-appointed board of directors 
Lack of experience or frequent turnover of management 
Significant political pressure in the underlying municipality or in the members’ service area 
Failure to maintain open communication between the utility and the board of directors, which may reveal itself in 
unexpected, significant rate increases 
Limited financial forecasting and rate planning 
Lack of adequate risk-management policies and procedures 

ability of an issuer’s management and governing body to increase rates to ensure the 
measured, timely, and adequate recovery of total costs. Fitch also evaluates the likely effect of 
rate increases on a utility’s financial performance relative to its peer group 

reparing for Uncertainties 

The extent of risk management performed by a utility is a key indicator of management’s 
sophistication. Fitch believes that the ability to manage unforeseen circumstances without 
causing material changes to the utility’s financial or operating position is a good indication of 
management planning and preparedness Fitch views favorably a management team that is 
able to recognize and discuss risks (and mitigating factors) that could affect a system, and in 
turn, bondholder security Such risks include participation in the fuel and energy commodity 
markets, plans for managing a large generation unit or transmission outage, reliance on off- 
system counterparty credit quality: and the effect of regulatory or legislative changes. 

Fitch analyzes the generation, transmission, and distribution assets of wholesale and retail 
power systems to determine if a utility’s power supply mix and asset operating performance 
adequately meet existing and future demand requirements Fitch also analyzes how a utility’s 
power supply mix and performance compare to similar systems 

Generation Benchmar 

Fitch benchmarks a utility’s generation mix to that of industry standards, the regional market in 
which the utility operates, and other utilities in the fating category This allows for a 
comparative analysis of a utility’s relative strengths and weaknesses Fitch considers the 
following areas in its assessment of generation 

Fuel mix; 
Plant availability and capacity factors, 
Load factor: 
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Heat rate; and 
Environmental mandates or goals 

Fitch looks through the wholesale provider and performs a similar assessment for distribution 
systems that purchase power under bilateral contractual agreements from a joint-action agency 
or cooperative 

ew 

Fitch analyzes how a utility's customer or load growth, expiring purchase power contracts, 
aging generation fleet, and renewable mandates influence the demand for future power 
resources. Fitch considers the following areas in its assessment of a utility's integrated 
resource plan: 
0 The type of generation chosen and alternatives considered, 

The size and cost of the unit; 
The effect of the unit on the utility's existing portfolio resource mix (baseload, intermediate, 
or peaking), 
The availability of transmission and distribution resources; and 

e Environmental factors. 

Building and owning assets provides many benefits, such as: 
0 Control of asset operation; 

Limited counterparty risk and collateral-posting (requirements associated with power 
purchases), and 
Equity associated with owning a long-term asset. 

However, there are also benefits to being a power purchaser in periods when market power 
supply is ample and electric transmission access is available. Some small- to medium-sized 
systems can benefit from avoiding large, costly capital programs and operating obligations that 
come with owned generation 

-~ 

Attri sset ions 
Stronger 
A stable, diverse, and regionally cost-effective power resource mix 
Adequate fuel supply contracts and a well-constructed fuel-hedging strategy 
Sound operating performance that is in line with or better than industry standards 
Adequate reliability and redundancy 
A power supply plan to maintain load balance 
Sufficient transmission access 

Midrange 
A power supply mix in line with the region 
Fuel-hedglng strategy that strives to minimize fuel price volatility at competitive prices 
Sound asset operations. comparable to industry standards 
Limited outages that cause resources to perform below industry standards 
Evolving power supply plan that might have an open positron 

Weaker 
A generation portfolio that is uneconomic or might ultimately pose unusual environmental concerns 
Dependency on a single fuel or generation site 
Below-average reliability levels stemming from frequent outages, high line losses, theft, or customer dissatisfaction 
Excessive dependence on the open market for either spot power purchases or sales of surplus power 
Lack of a comprehensive power supply plan 
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Fitch does not typically evaluate the merits of owning generation versus purchasing power. On 
the contrary, Fitch's analysis considers the costs and benefits to individual utilities of both 
scenarios. 

Fitch reviews a utility's strategy for developing renewable or alternative power generation to 
gauge how a utility's generation mix will change, particularly when it must comply with a state 
renewable portfolio standard Fitch also evaluates the capital and operational costs of the 
projects, and how they will ultimately affect customer rates 

Renewable energy projects are expected to have long-term environmental benefits However, 
the intermittent nature of their generation and higher operating costs relative to traditional 
generating resources can pressure a utility's financial operations without adequate cost 
recovery The availability and types of these resources and the transmission capability vary by 
region 

nvironrnental Considerations 

Fitch conducts a review of a utility's compliance with current and proposed environmental 
standards to fully understand a system's future capital needs and operating expenses 
Environmental retrofits can be costly on a capital basis and from an operating perspective, as 
increased captive consumption often results in lower plant output. The cost to retrofit may be 
high for older, coal-fired generating facilities, rendering the generating facility uneconomic and 
subject to retirement As such, the effect of more restrictive federal and state environmental 
policies can have significant operating and financial repercussions for a utility 

Fitch reviews a utility's hedging techniques as part of its risk-management assessment The 
ability to manage fuel costs is a key credit factor, because fuel is often a utility's largest 
budgetary expense. Hedging can be critical to the financial stability of, for example, a retail 
distribution system that purchases a portion of its power in the spot market. 

"The use of financial markets and power derivatives can help mitigate the risk of price volatility 
or a longer term trend of increasing prices However, these instruments can leave a utility 
exposed to a drop in fuel prices, which can render certain hedges uneconomic, or "out of the 
money" This might require a collateral posting by the utility that, if coupled with declines in 
operating performance, could tighten liquidity and result in negative credit pressures 

Other factors of the fuel supply that Fitch considers include: 

s Flexibility of fuel agreements; 
Diversity of fuel mix; 

Fuel transportation arrangements, and 
Alternative fuels, if primary sources are not available. 

The optimal fuel-supply strategy varies by utility. It is driven by the diversity of generating 
resources, sufficiency of fuel sources, and the ability to mitigate associated risks 
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Off-System Sales an 

Heavy reliance on off-system sales is viewed as a negative credit factor as revenues tend to be 
more volatile, reflecting inherently variable power market prices. However, a power generator's 
off-system sales to non-native load can reduce existing customers' costs or provide stirplus 
funds for reinvestment in system facilities, depending on market conditions. 

Conversely, spot purchases can increase overall cost efficiency if power generators can 
purchase power in the open market when the cost is beneficial (the market cost of power is 
lower than the cost of a system's own generation)" However, short-term purchases will also 
expose issuers to greater cost volatility. 

Distribution an 

Fitch's review of a distribution system includes an assessment of its reliability, as measured by 
the frequency of outages, line losses, etc , and the extent and timeliness of necessary capital 
improvements for its traditionally "wires only" infrastructure Fitch views the distribution function 
largely as a monopoly-type, stable business with limited business risk. 

Fitch evaluates the level of historical and planned system investment to determine if customer 
growth will affect the operations of the existing system relative to a peer group Fitch also 
reviews a utility's business strategy regarding its transmission connection with a regional 
operator or other transmission system that can provide it with reliable access to market power, 
if needed 

Fitch analyzes a utility's cost structure and methods of adjusting rates to determine its rate- 
raising flexibility for the timely funding of financial aperations and capital needs The analysis is 
conducted "bottom up," by looking at the costs to generate (or purchase) and supply electricity 
to customers, and "top down," by examining the structure of retail rates charged to different 
customer classes A utility with overall rates that are below neighboring systems or systems 
with similar fuel mixes is generally viewed as having greater flexibility to use rates as a tool for 
funding, and strong service territory income measures typically enhance this flexibility 

Local Rate-Setting Authority 

Fitch views the flexibility most municipal systems and electric cooperatives have to 
independently adjust rates as a positive credit factor and distinguishing characteristic from 
comparable investor-owned utilities. Most public power systems are not subject to regulation by 
state public service commissions. Instead, public power systems typically maintain local 
authority to adjust rates as needed, which contributes to the timely recovery of costs. This 
provides management with the ability to raise rates to maintain financial stability, build liquidity, 
or pay for portions of a capital improvement plan. 

Fitch also considers the use of automatic or interim rate adjustments, which further ensure 
timely cost recovery, in its assessment of a utility's rate structure Interim adjustments that may 
be implemented by a utility's management team - without the involvement of a governing 
board - can help ensure the overall stability of financial operations 

Page 6 of 15 



Stronger 
Sole authonty to set appropnate customer or member rates and a demonstrated willingness to do so 
Retail/wholesale rates are typically below those of neighboring utilities and frequently more competitive nationally 
Competitive "all-in* production costs 
Use of an automatic monthly fuel or purchased power adjustment surcharge for timely recovery of variable energy and 
fuel costs 
Timely and measured rate increases in anticipation of multiyear capital spending 

Midrange 
Authority to set customer or member rates, subject to the approval of an elected city council 
Comparable rates to neighboring utilities, and within range of regional averages 
1Jse of a fuel or purchased power adjUStment surcharge typically adjusted less frequently than monthly 
Well documented rate strategy for servicing capital spending and related debt obligations 

Weaker 
Outside regulatory approval required for rate increases 
Political pressure that might limit or postpone needed rate increases, which could ultimately affect a utility's financial 
metrics 
Above-average rates relative to a peer group, which reduces flexibility for managing unforeseen operating or other capital 
expenses 
Lack of any fuel or purchased power adjustment factor 

The rates of wholesale power suppliers, including joint-action agencies and generation and 
transmission cooperatives, and their distribution members are compared at the wholesale and 
retail levels, respectively. 

Rate Competitiveness and Affordability 

Fitch analyzes rate affordability with a mixture of qualitative and quantitative factors. While this 
area typically does not have a significant impact on rating outcomes, Fitch's perception of high 
or volatile rates, lack of future rate flexibility, or difficulty in obtaining timely rate relief may 
influence a utility's rating Fitch believes credit is due to those systems that consistently raise 
rates to preserve financial strength. However, Fitch believes these activities will be more 
sustainable when rate affordability is a focus of policymakers and cost containment is regularly 
employed Fitch reviews a utility's rates relative to neighboring systems and against service 
area income levels to gauge rate competitiveness and affordability. 

The assessment of a utility's financial performance and policies, and the legal provisions 
underpinning specific debt issuances, are important considerations in Fitch's rating process 
Fitch reviews five years of audited financial statements for an established utility to understand 
its historical trends and competitive position relative to a peer group. A utility's operating results, 
liquidity levels, and capital striicture are evaluated Financial projections, including planning 
assumptions for load growth, rate increases, and expenses, are likewise critical to the rating 
process Fitch also examines the financial profiles of a wholesale power provider's members as 
necessary, to the extent that information is available 
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Financial ance 

Fitch's analysis of financial metrics focuses principally on three core areas cash flow, liquidity, 
and capital structure No single financial ratio stands apart from the rest. On the contrary, the 
ratios are examined together, providing a context for a utility's financial position that informs a 
complete analysis 

Cash Flow 

Cash flow indicators, particularly as they pertain to debt service coverage, provide a measure 
of financial ciishion to meet obligations to bondholders Fitch primarily considers two measures 
of debt service coverage to compare utilities that own generation versus purchase power. The 
standard debt service coverage ratio measuring filnds available for debt service to total debt 
service applies to all utilities. An adjusted measure of debt service coverage, primarily for retail 
systems that own little or no generation, treats a percentage (30%) of purchased power costs 
as a debt-like obligation Thirty percent is an approximation based on historical experience for 
that portion of off-balance sheet obligations that might otherwise be a fixed expense The ratio 
provides a more conservative estimate of financial margin and facilitates comparison with 
systems that own generation 

cia! 

Cash Flow 
FA Operating Revenues-Operating Expenses+Depreciatton+lnterest sh flow from operations. 

Income' 
Debt Service Coverage (x) 

c o  

De DebWFADS 

FADSilotal Annual Debt Service Indicates the margin available to meet current debt 
service requirements 
Indicates the margin available to meet all debt service and 
other fixed obligations 
Indicates the size of debt compared to the margin available 
for debt service 

ons ( S+Fixed Charge-General Fund Transfer and/or PILOT)/ 
I Annual Debt Service+Fixed Charge)b 

d Cash and Cash Equivalents/ Indicates financial flexibility, spec 
Expenses-Depreaation)x365 equivalents, relabve to expenses 

(Unrestricted Cash and Cash EquivalentscAvailable Lines of Credit and Indicates financial flexibility, including all available sources 
Commercial Paper Capacity)/(Operating Expenses-Depreciation)x365 of cash and liquidity, relative to expenses 

Days Liquidity on Hand 

Capital Structure 

rvice/(Operating Expenses+Total Annual Debt 

Variable-Rate DebVTotal Debt (%) Variable-Rate DebVTotal Debt 

Other 
0 rginloperating Revenues 

CapexlDepreciation and Capexl(Depreciation+Arnortization) 
Amortization ( O h )  

(FADS-Total Annual Debt ServiceGeneral Fund Transfer and/or 
PILOT)/Capex 
(Total Debt-Cash and Reserve Funds)/Net lltility Plant 

(General Fund Transfer+PILOT)/Operabng Revenues 

Provides a measure of cost recovery, leverage, and 
additional debt capacity 
Provides an indicatron of debt burden relative to cash operating 
expenses 
Provides a measure for relative comparison of leverage 
Provides context for an issuer's short-term obligations 

Provides a measure of operating stability and capacity to 
manage an increase in debt levels 
Indicates whether annual capital spending keeps pace with 
depreciation 
Indicates a utility's ability to internally fund capex 

Provides a measure of leverage relative to the book value 
of physical assets 
Indicates the degree to which a utility provides city or 
county general fund support 

"Operating revenues exclude deferrals to and transfers from a rate stabilization fund bFixed charge - 30% of purchased power expense, which is an approximation of 
the associated fixed expense FADS - Funds available for debt service PILOT - Payment in lieu of taxes 
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Wholesale power suppliers often have lower coverage levels than retail systems, as total 
wholesale costs are passed through to their members on a monthly basis. Fitch reviews a 
wholesale system's cost structure, rate adjustment, and billing processes to assess the 
timeliness of cost recovery, given their lower financial coverage metrics 

Liquidity 

Liquidity measures, such as days cash on hand and days liquidity on hand, provide an estimate 
of an issuer's ability to meet uncertain operating or other capital expenses. Public power 
entities typically carry less cash on the balance sheet than water and wastewater utilities. As 
such, days liquidity on hand, reflecting any undrawn bank facilities, is an important measure of 
financial flexibility 

Certain utilities, typically cooperatives, rely heavily on third-party liquidity providers for bank 
revolvers or lines of credit Fitch assesses the diversity and credit quality of the liquidity 
providers, the ability to extend and replace such agreements, and the adequacy and terms of 
the liquidity support when reviewing these utilities 

Fitch reviews transfers by a utility to the corresponding municipality's general fund to determine 
if they are formulaic or subject to limitation Subjective, open-ended transfer policies that allow 
a local government to affect the liquidity levels of a utility generally increase credit risk For 
electric cooperatives, the amount of patronage capital repatriated has similar importance 

Capital Structure 

A utility's capital structure, which encompasses the strength of its balance sheet, presents 
another indication of financial flexibility. More specifically, the equity-to-capitalization ratio 
measures a utility's ability to grow equity over time. 

A rising equity ratio is favorable, as it suggests adequate cost recovery in rates or load growth 
A high level of system equity indicates capacity for issuing additional debt to fund future capital 
needs Wholesale power providers with equity levels below 10% are likely to be considered 
financially disadvantaged. 

Stronger 
More than 120 days cash on Strong equity levels of more 
hand indicates solid financial than 40% indicate adequate 
flexibility to me ample debt 
spending need capital 

Midrange 
Many utilities target Ratios in the 6x-9x range Many utilities target any utilities maintain 

ndicate a generally balanced approximately 60 

flow 
to cash operating cash 

Weaker 
han 15% and 10% 

s relatively low for 
ectnc and wholesale 
s, respectively 

FADS - Funds available for debt service Note The debt and equity ratios above do not reflect off-balance sheet 
obligations, which apply to retail systems that are participants in joint-action agencies or are part-owners of generation 
facilities Fitch reviews adjusted financial ratios to take into account such obligations 
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Debt Profile 

Fitch's assessment of a utility's debt profile considers the purpose, amount, and structure of its 
existing debt. Fitch also considers any off-balance sheet obligations such as take-or-pay 
contracts or interest rate swap agreements for a complete assessment of fixed expense 
obligations. Future financing plans, including the funding of a long-term capital program, and 
the renewal and replacement of any bank liquidity facilities, are also important considerations, 
particularly as they will affect financial metrics. 

The amount of hedged or unhedged variable-rate debt an issuer can manage is a function of its 
operating risk profile; the strength, predictability, and amount of its cash flows; the level of 
available funds, and its management of interest rate exposure and maturities Fitch will assess 
the resiliency of an issuer's financial metrics relative to a peer group when evaluating its ability 
to manage variable-rate and short-term debt exposure Higher rated issuers are typically better 
able to take on a greater percentage of variable-rate debt, as compared with lower rated 
issuers 

Legal Provisions 

Aspects of the Bond indenture 

The legal provisions of a bond indenture or resolution provide a framework for the 
establishment of funds and, ultimately, the repayment of a debt obligation Consequently, Fitch 
analyzes indenture provisions, such as the pledge of revenues, rate covenant, additional bonds 
test, debt service reserve fund, and flow of funds to determine the relative strength of the 
security. 

Bond covenants are important to overall bondholder protection, though the degree to which 
they influence a rating varies. The legal provisions take on greater importance the weaker the 
credit quality, as they are more likely to be tested. 

Pledge of Revenues 

Fitch does not distinguish between a pledge of gross and net revenues for public power 
systems, as all systems must fully cover annual operating expenses and debt service from total 
revenues. A weaker revenue pledge may allow for the inclusion of other available funds as 
revenues. 

Separately, a mortgage interest provides bondholder support via a lien on physical assets, as 
is typical of cooperatives. 

Rate Covenant 

The rate covenant provides a minimum level of protection and ensures that a system reliably 
covers debt service by a certain margin. Fitch views it as an element of financial cushion. Rate 
covenants with only a 1 Ox (sum sufficient) debt service coverage requirement, or those that 
allow inclusion of other funds in the calculation, are viewed as being weaker. 

Additional Bonds Test 

The terms of the additional bonds test often mimic the rate covenant. The strongest tests 
include both a historical and projected debt service coverage test and limit the period for 
calculating net revenues to the 12 months immediately preceding the issuance of additional 
debt. 
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Debt Service Reserve Fund 

The incidence of relying on a debt service reserve fund to pay debt obligations is low, given the 
limited number of public power entities that Fitch rates below investment grade However, 
maintaining additional legally restricted, cash-funded reserves is looked upon favorably, 
particularly for weaker credits Fitch evaluates those instances where reserve funds have been 
funded with a surety from a financial guarantor on a case-by-case basis. 

Flow of Funds 

The flow of funds is fairly standardized, providing for regular deposits to the debt service fund 
after the payment of operations and maintenance As such, the flow of funds has little bearing 
on the rating, except in the uncommon instances when it deviates from the typical arrangement. 

ovisions 
Rate Covenant Additional Bonds Test 
Stronger 

y More than 1 25x coverage of MADS from net revenues. Typically, the 
test includes both a histoncal and projected revenue period; the test will 
have to be met over a consecutive number of months 

Midrange 
Coverage of ADS between 1 lox 
and 1 . 2 5 ~  by net revenues alone 

Coverage of MADS from net rev 
Might only include a historical or 
might allow inclusion of other available fund balances to meet the test 

Less than 1 l o x  co 
histoncal or projec 

issuance of additional bonds) 

Weaker 
revenues. Typically, a 

retation of the revenue 

ADS -Annual debt service MADS - Maximum annual debt service 

Wholesale Power Contracts 

The power sales contracts between a wholesale power supplier and its distribution customers 
are among the most important factors supporting the credit rating of a wholesale power system 
(joint-action agency or cooperative), as the credit strength of a wholesale provider is 
intrinsically linked to that of its purchasers. A wholesale power supplier would be unlikely to 
obtain an investment-grade rating absent these long-term agreements, many of which are court 
validated to provide assurances that they are enforceable. 

In particular, Fitch evaluates the nature of the contractual obligation (take-or-pay, take-and-pay, 
all requirements, etc.) and the expiration and renewal terms of these contracts relative to the 
final maturity of an issuer's outstanding bonds. Debt maturities beyond the terms of the 
agreements are considered a negative rating factor, as issuers could be forced to sell power in 
the open market on a merchant basis to support debt service. 



Strengths 
Long-term commitment of participants to purchase 100% of project output 
Participants are required to make payments regardless of unit operation, many such contracts have been deemed by the 
state courts as legally binding to the participants 
Contracts can mitigate pnce volatility nsk (for the power purchaser) inherent in short-term purchase power contracts, as 
the contracts are often for a fixed pnce plus a modest escalator 
Step-up requirements can mitigate the default risk of the weakest and smallest participants 
(e g with a 25% step up, a default by 25% of participants [by participation] would be borne by the other participants rather 
than by bondholders) 

Weaknesses 
Depending on the transaction's structure, the step-up provision can be insufficient to mitigate a default of the weakest 
participants 

tment of parkipants to purchase 100% of agency output 
bligated to pay for power that is delivered, whether generated or purchased 
iwdual partrcipant defaulting is, in effect, borne by member 

higher average wholesale rates set by the agency (e.g an unlimited step-up 
with an "all-requirements" power supply contract) 

erthan bondholders in the form of 
n when 'take-and-pay" is coupled 

re only obligated to pay for power that is a 
deliver power I ---- 

Effects of Litigation 

Fitch considers any litigation that might result in financial payments in its review of an issuer's 
legal framework Any such payments that materially affect an issuer's balance sheet could 
result in a negative rating action 

Service area characteristics provide an indication of the stability of a constituency's load, and 
ultimately its ability to pay electric bills Stronger electric systems typically serve growing, well- 

Customer Profile Utility or consultant 
(breakdown of residential. 
commercial, and industrial 
customers) 

TOP 

A higher percentage of residential energy sales 
(more than 40%) typically provides for greater 
financial stability Resrdential customers each 
account for very small percentages of total sales As 
such, the loss of any single customer does not 
disrupt a utility's revenue stream 

veals concentration in the revenu 

Population US Census 
energy sales, in support of revenues 

kWh Sales The trend of kwh sales provides an indication of the 
(breakdown of residential. health of the local economy, with steady annual 
commercial, and industrial increases demonstrating sound economic and 
sales) population growth. 
Unemployment Rate U S Bureau of Labor Statistics Provides an indication of the relative depth of a local 

employment base 
U S. Census and U.S Bureau of Provides an indication of the relative ability to pay 
Economic Analysis 

Utility or consultant 
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diversified areas. However, the essential nature of electric service and the remedies available 
to most public power providers (e g shutoffs and liens) make payment delinquencies in the 
sector extremely low, regardless of wealth and other economic indicators 

Service Area Considerations 

A utility's ability to maintain a sound operating position, despite changing service area 
characteristics, is an important rating consideration Some of the factors Fitch considers in its 
assessment of a service area are shown in the Key Service Area Metrics table on page I 2  

Fitch performs a more detailed analysis of an electric system's customer base to further 
evaluate the stability of the revenue source when there is industry or customer concentration 
The latter is defined as one or a few large customers accounting for a material proportion of 
revenues (e g an individual customer accounting for more than 5%, or the top 10 accounting 
for more than 25% of the system's operating revenues) Fitch also conducts an analysis of all 
relevant member information when reviewing joint-action agencies and cooperatives as 
necessary, to the extent that information is available 

Page 13of 15 



Governance and anagement Strategy 
w Type of governing body 
e 

e 

Management's relationship with governing body 
Management's experience and depth of industry knowledge 
Business strategy and planning 
Management's track record at achieving financial and strategic goals 
The relationship among the members, for joint-action agencies and cooperatives e 

e 

e 

Review of generation mix and comparison to the region 
Historical operating performance of generation facilities 
Relative load balance or shortfall, and plans for meeting additional power needs 
Environmental concerns and compliance 
Fuel supply and hedging contracts 

w Off-system power saleslpurchases 
Distribution and transmission issues 

Cost Structure 
State or federal regulatory oversight 
Rate-raising flexibility and competitiveness 
Process of adjusting rates to ensure timely and adequate cost recovery 
Structure and use of fuel or purchased power adjustment mechanism 
Generating plant production costs relative to similar plants in the region 
Average total power supply cost relative to a peer group 
Average wholesale cost of power, for joint-action agencies and cooperatives 
Average retail rates by customer classification and comparison to peers 

e 

Financial Performance and Legal Provisions 
e Management's financial policies 
e Historical five-year analysis of key cash flow, liquidity, and leverage ratios 

Financial projections and reasonableness of key assumptions 
Existing debt characteristics and future financing needs 
Financial analyses of the largest member distribution systems, for joint-action agencies 
and cooperatives 
Review of indenture provisions and bond security features 
Type, length, and renewal terms of wholesale power contracts 
Any material pending litigation 

e 

e 

e 

Customer Profile and Service Area 

e 

e 

Economic and demographic makeup and trends 
Customer composition, including a breakout of kWh sales and revenues 
Customer revenue or business sector concentration 
Service area profiles of member systems, for joint-action agencies and cooperatives 
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r Criteria: This report presents Fitch Ratings' master criteria for assigning credit ratings 
to revenue-supported obligations and entities in the public finance sector. The report discusses 
the key qualitative and quantitative factors that influence a borrower's expected ability to meet 
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financial obligations in full and on schedule 

Four Categories of Focus: The criteria are organized into four broad categories of analytical 
focus" governance and management; operational profile; debt profile; and financial profile. 
While the report describes Fitch's general approach for assigning revenue-supported ratings, 
not all the credit factors discussed may pertain to every rating situation. 

Extremely Diverse Borrowers: Public finance borrowers that issue revenue-supported debt 
represent an extremely diverse set of organizations that include municipal enterprises, 
educational and cultural institutions, nonprofit hospitals, and cooperative utilities. Even among 
entities of similar size, scope, and purpose, these businesses are predominantly localized 
enterprises, each of whose creditworthiness is tightly linked to local demographic, economic, 
political, andlor competitive characteristics. 

Credit Factors Will Vary: As a result of the diversity among borrowers, the degree to which 
certain credit factors are emphasized - especially nonfinancial factors - will vary depending 
on the levels of credit stability and competitiveness observed within the sector and for 
individual borrowers Each specific rating action commentary or rating report will discuss those 
factors most relevant to the individual rating action. This report highlights the credit factors 
reviewed by Fitch that are most common across revenue-supported borrowers. 

Sector-Specific Criteria Available: For more guidance on the application of the rating factors 
discussed in this report, refer to Fitch's sector-specific rating criteria 

-.- - ------- 
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The effectiveness of governance and management is an important factor in assessing an 
organization’s creditworthiness, as management‘s decisions and initiatives - subject to the 
oversight and strategic direction of the governing body (such as a board of trustees or city 
council) - can ultimately determine an entity’s long-term financial viability. Fitch generally 
focuses its commentary on management and governance practices where their effectiveness 
materially influences the rating decision 

Governance 

With a level of analysis tailored to the structural characteristics of the sector, Fitch reviews the 
effectiveness of the governing body in establishing and implementing the organization’s 
policies and principles Fitch’s assessment may involve developing an understanding of the 
governing body’s mission and strategy, structure, composition, interaction with and oversight of 
management, knowledge of industry issues, and performance standards 

anagement 

Fitch also examines the track record of senior administration in implementing the governing 
body’s policies and providing capable day-to-day management Fitch’s analysis is qualitative in 
nature and will assess management’s history of successfully meeting the goals defined in a 
strategic, plan and its ability and willingness to adjust to a changing operating environment. 
While a failure to meet specific goals may not be viewed negatively in all cases, Fitch expects 
management to explain significant deviations from planned, expected, or budgeted results and 
to articulate its contingency plans 

Management effectiveness may also be judged through a review of planning processes 
Leadership teams that possess a strong understanding of their markets and capabilities, 
effectively articulate goals and objectives, and are organized to operate consistent with industry 
best practices are viewed more favorably 

0 pe rat i ng Profile 

Fitch’s rating methodology includes a review of the operating characteristics of a borrower 
Measured in a variety of ways depending on the borrower’s sector, Fitch’s operations review 
may include investigations of business strategy, operational effectiveness, competitive position 
and environment, and capital planning and management processes An examination of internal 
processes and procedures designed to maximize asset productivity and a review of an 
organization’s ability to maintain operating strength in a variety of economic and business 
conditions are core to this analysis Fitch views favorably those organizations that demonstrate 
stability in their performance level over time 

Business Strategy 

To assess business strategy, Fitch examines an organization’s position within the markets 
served and ability to meet the needs of its constituents. While Fitch reviews historical market 
position trends in the context of current industry characteristics, close attention is paid to the 
flexibility an organization retains to deal with potential changes in its competitive or operating 
landscape. 
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Fitch looks to overall trends in demand and financial metrics to judge the effectiveness of an 
organization's business strategy As part of the analysis, Fitch reviews the institutionalized 
processes that facilitate effective strategic planning, with an emphasis on aspects that provide 
operating flexibility to adjust for variations in demand Even within the same industry, Fitch 
recognizes that no single business strategy is appropriate for all organizations The plan should 
fit the mission of the borrower, the needs of its customers and other constituents, and its 
specific marketplace The ability of management to articulate a business strategy that 
demonstrates a thorough understanding of its operating environment is an important factor in 
achieving and maintaining an investment-grade rating 

Operational Effectiveness 

The efficient employment of capital assets to generate surplus funds to cover debt service 
requirements and ongoing repair and replacement of assets is a key credit consideration for all 
reVenUe-SlJppOrted sectors Fitch examines the productivity or utilization levels of existing 
physical plant assets in the context of a borrower's industry Borrowers with elevated excess 
capacity and limited means to recoup their fixed costs are viewed negatively While growth 
prospects and assumptions are carefully considered as part of a proposed expansion, Fitch 
may negatively view such plans when excess capacity or organizational inefficiencies have 
historically plagued a borrower's operation 

An organization's ability to generate cash flow from its operations sufficient to fund capital 
renewal and expansion and service debt obligations is evaluated through an analysis of 
revenue and expense trends Changes in revenue are analyzed by reviewing an organization's 
pricing strategies, regulatory, political, or market limitations on its ability to influence price 
levels, and volume or demand patterns An organization's expense structure is similarly 
reviewed, with additional consideration given to cost containment efforts and industry-specific 
factors that may affect the cost and availability of inputs, whether raw materials, supplies, or 
labor, going forward 

Competitive Profile 

In sectors where marketplace competition is a potential rating concern, an organization's position 
relative to its peers is a major area of analytical focus. In such cases, Fitch's analysis may include 
reviews of market share trends, rate competitiveness, industry reputation, geographic coverage or 
footprint, and product differentiation Aspirations to achieve higher industry standing or ranking, 
support service area economic development, or significantly change market share concentration 
are evaluated in conjunction with the practical realities of the organization's current competencies 
and ability to sectire additional resources to fund such initiatives. 

Regulatory Issues 
For sectors subject to external regulation, Fitch combines a review of the current and expected 
regulatory climate with an assessment of the organization's ability to maintain stable operations 
in the face of regulatory change. Fitch may review responses to prior regulatory mandates, 
identifying financial and operational effects. Fitch examines the potential for future regulatory 
initiatives and assesses whether the organization, through its systems, practices, and 
resources, will have the ability to manage potential downside risks. In sectors where external 
regulation is prevalent and has a bearing on creditworthiness, an organization's proactive 
response to regulatory developments and effective participation in the regulatory and legislative 
processes help support solid investment-grade ratings 
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Capital ~ ~ a ~ ~ i n g  and 

Fitch assesses the feasibility of significant investment in physical plant capacity by reviewing 
the borrower's master facilities plan (MFP) or capital improvement plan (CIP) Plans that are 
dynamic, address facilities needs over multiple time spans, and specify funding sources are 
viewed more credibly in the rating process In general, modular MFPs are viewed more 
favorably by Fitch because they provide an organizatlon the flexibility to modify its planned 
capital investment should business or market conditions prove unfavorable 

Fitch's review focuses on current capacity constraints and limitations, the assumptions that 
underlie volume projections, and the capital budgeting process In addition, funding sources, 
which may include a combination of debt proceeds, cash on hand, governmental appropriation, 
and other sources, are reviewed for reasonableness For sectors that have large UPS, Fitch 
may also evaluate the overall terms and provisions of construction contracts (such as 
liquidated damages, early completion incentives, and labor contracts and cost adjustments), as 
well as the experience of the development team, to assess the mitigation of construction and 
development risk 

Fitch reviews an organization's process for and financial ability to make annual routine 
investment in asset maintenance and equipment acquisition. The amount of deferred 
maintenance an organization has will be assessed in the context of its physical plant size and 
the plan for addressing the most critical needs 

Rating Relationship to Host Government 

For certain public finance credits that are an enterprise or component unit of a general 
government, the rating of the revenue-backed security may be tied to or influenced by the 
credit quality of the general government In addition to sharing common management and 
service area characteristics, there are situations where significant legal or operational 
connections may exist between the two (for example where credit agreements cross-default or 
if one fund is drawing upon the cash of the other). In these cases the reVenUe-SUpported rating 
may be closely tied to the host government's general obligation rating. Fitch details any direct 
relationship between the general government's credit quality and related revenue-supported 
securities within the appropriate rating action commentary 

The level and structure of a borrower's debt strongly affect Fitch's overall assessment of 
creditworthiness The purpose of a planned financing, the total amount of debt outstanding, 
and various characteristics of a borrower's debt structure are all components of Fitch's review. 
Fitch's approach may also consider the realization of low likelihood but high consequence debt 
market dislocations and a borrower's ability to meet obligations under such stressed conditions. 

Purpose 

Fitch's debt profile analysis begins with a review of the rationale to issue debt For new money 
issues, Fitch seeks to determine if planned capital investments are JlJStified by capacity 
constraints, projected market growth, or competitive opportunities In addition to Fitch's own 
research and analysis, Fitch considers a borrower's methods for monitoring industry growth 
patterns and their relative market position, if appropriate. Fitch looks favorably on organizations 
that soundly demonstrate a need for their CIP by employing a variety of techniques to assess 
service area dynamics, sllch as econometric analysis and consultations with regional economic 
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development and planning agencies and local businesses, as well as timely economic research 
and valid surveys Fitch is specifically interested in the most significant variables that affect 
increases and decreases in demand for an organization’s goods andlor services 

A borrower’s ability to service planned debt from existing operations is viewed favorably. 
Alternatively, if debt repayment depends on the incremental revenue to be generated by new 
capital assets, the evaluation of project completion risk and feasibility becomes an important 
aspect of Fitch’s analysis For debt issued to refinance or restructure existing obligations, 
Fitch’s analysis focuses on the rationale for the issuance and the options available to the 
borrower for that purpose 

agnitude 

Fitch evaluates the actual and expected amount of debt outstanding by comparing debt and 
debt service levels to a comparable group of borrowers and examining future debt service 
requirements in relation to historical and expected revenue streams and the borrower’s overall 
cost structure. Ratios relevant to the sector capture the financial flexibility afforded by an 
organization’s assets and operations relative to outstanding and expected long-term debt 

The inability to meet periodic debt service requirements with operating cash flows is viewed 
negatively However, in certain cases, these concerns may be mitigated when a borrower’s 
non-operating revenues (or those of an affiliate or other related entity that support the 
borrower) show a long and stable history or its liquid assets are several times greater than debt 
obligations (particularly for the higher education and healthcare sectors) 

Investment-grade ratings generally require coverage of debt service by earnings before capital 
costs, with higher ratings correlating strongly with higher coverage ratios. However, the 
presence of extraordinary pricing flexibility or available liquidity can mitigate occasional 
deficiencies in coverage. 

Structure 

The characteristics of a borrower‘s debt instruments and capital structure have a strong 
bearing on Fitch’s assessment of creditworthiness The establishment and composition of the 
obligated entity or entities, the nature of the security pledge, interest rate mechanisms, demand 
features, performance covenants, and principal amortization are all components of Fitch’s 
review 

A high proportion of fixed-rate debt is viewed positively by Fitch Moreover, fixed-rate bonds 
with amortizing principal within the expected life of the assets financed provide the most stable 
debt configuration 

Fitch examines the ability of borrowers that use variable-rate debt to manage interest rate and 
liquidity risk Factors that can mitigate the risks involved, such as large cash reserves or interest 
rate hedges, are also considered Generally, variable-rate borrowers that cannot absorb dramatic 
interest rate increases or address any failure to remarket variable-rate demand obligations 
(VRDOs), without materially damaging their overall financial profile, are viewed negatively. 

While most VRDOs issued by IJ  S public finance borrowers are supported by dedicated 
liquidity facilities provided by financial institutions, highly rated borrowers sometimes act as 
their own IiqcJidity providers, allowing them to avoid bank liquidity fees and potentially restrictive 
legal Covenants In such instances, Fitch’s analysis considers the availability and stability of a 
borrower’s liquid resources, as well as the policies and procedures that would be followed, 
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should a failed VRDO remarketing andlor rollover of CP notes occur (for a more detailed 
description of Fitch’s analysis, see “Criteria for Assigning Shod-Term Ratings Based on 
Internal Liquidity,” dated June 20, 201 I, available on Fitch’s Web site at www fiichratings.com) 

The amount of variable-rate debt a borrower can manage (hedged or not) is a function of its 
operating risk profile, quality of cash flows, amount of available funds, and ability to manage 
interest rate exposure and financial hedges To determine if an borrower can manage its 
variable-rate and short-term debt exposure at its given rating level, Fitch may perform stress 
tests to determine the resilience of a borrower’s financial metrics (e g, cash flow and liquidity 
adequacy), compared with its peer group. Typically, borrowers rated ‘ A  or higher have greater 
financial flexibility, including market access, to manage the various risks associated with 
variable-rate debt than their lower rated counterparts 

Fitch’s analysis also includes a review of the borrower‘s use of financial derivatives, or swaps 
Where exposure to interest-rate swaps is significant, credit concerns can be tempered in the 
rating process by an effective oversight function, counterparty diversification, and 
demonstration of a clear understanding by management and governance of the benefits and 
risks involved 

Legal Provisions 

Fitch analyzes several legal factors, which may include indenture provisions such as security 
pledges, rate covenants, events of default, additional bonds tests, and reserve requirements. 
While Fitch believes bond covenants are clearly important to overall investor security, the 
degree to which they influence ratings varies. Operating performance will have a greater effect 
on the rating than legal provisions for most highly rated borrowers However, legal provisions 
become increasingly important as a borrower moves down the rating scale. 

Fitch also seeks to review provisional terms for VRDOs or direct lending arrangements, 
including related third-party credit support agreements, whether or not the obligations are rated 
by Fitch If asked to assign a hypothetical long-term rating to VRDOs that assumes the debt 
has been tendered, not remarketed, and purchased by the liquidity provider in accordance with 
the liquidity support agreement (Le. bank bonds), Fitch bases the bank bond rating on its 
analysis of the borrower’s underlying credit strength and a review of related third-party credit 
agreements Fitch considers the potential negative effects of these obligations on a borrower’s 
financial profile, which may include higher interest rates and an accelerated repayment of 
principal, as part of this analysis. 

Since these factors are considered in Fitch’s analysis of the underlying rating of all parity debt, 
bank bonds whase security is on parity with their corresponding VRDOs carry the same 
underlying long-term rating as those VRDOs. Similarly, an obligation arising from commercial 
paper being purchased by a liquidity provider would be assigned the same rating as the 
borrower’s parity obligations. 

i t’ba nci file 
A borrower’s overall financial profile contributes materially to the rating determination Fitch’s 
analysis includes quantitative assessments of operating performance, liquidity, and debt load, 
as well as the historical trends in SlJch measures. Comparisons with the borrower’s sector- 
specific rated peers are often a component of the analysis 
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Fitch believes the financial profile is a product of the qualitative and strategic factors discussed 
herein and that the credit rating should be supported by well-founded expectations for such 
factors Additionally, qualitative factors can often mOdtJlate the risk level that may be indicated 
by a narrow review of financial metrics, contributing to additional credit strength or weakness. 
Finally, absent the development of a clear trend, a certain amount of variability in financial 
performance should not affect the rating on the bonds, as long as a borrower's underlying 
strategic position remains stable 

Both historical and projected financial results are considered. The best indicator of future 
financial performance is the recent track record of the borrower, its management team, and its 
market If future performance is expected to track differently from historical results due to major 
project plans, environmental changes, or management initiatives, Fitch examines the 
assumptions that drive projected results. Forecasts that rely on aggressive volume growth, 
market share capture, price increases, or expense reductions are viewed with analytical 
conservatism in the rating process. Fitch may request sensitivity analyses stressing major 
forecast assumptions to gauge their importance in achieving projected results. 

Using audited and interim financial information and statistics, Fitch assesses the organization's 
financial profile, reviewing trends in operating performance and non-operating results, absolute 
and relative levels of balance sheet assets and liabilities, and statistical information relevant to 
the sector. Financial forecasts, if available, are included in Fitch's review 

An organization's ability to generate resources from its operations sufficient to fund capital 
renewal and comfortably meet expected debt service obligations is a key rating consideration. 
Demonstrated stability or consistent improvement is viewed positively. Where variability is 
observed, Fitch's analysis seeks to identify the reasons for such changes and management's 
response to internal and external factors that may have resulted in negative movements. 
Although Fitch's approach considers non-operating revenues, performance analysis 
emphasizes core operating results. 

For sectors such as healthcare and education, whose credit characteristics call for relatively 
large cash reserves to support investment-grade ratings, the level of balance sheet assets held 
as cash, or that can be expeditiously converted to cash, is a key credit factor (Jnrestricted cash 
and investments are measured absolutely and relative to operating performance and debt 
levels, whether such assets are used to quickly pursue market opportunities, counter market 
threats, absorb unexpected declines in operating performance, generate income to support 
operations, or simply serve as a backup reserve to meet debt service requirements. In such 
sectors, higher allocations of investments to alternative asset classes, including private equity 
and hedge funds, could be viewed less favorably due to their potential for price volatility, lack of 
price transparency, and illiquidity 

The actual and expected debt a borrower carries - its amount, amortization, and servicing 
requirements - is a key component of the financial profile. While specific metrics vary 
depending on the sector, Fitch's analysis includes the computation of several ratios that 
describe the relative amount of debt used to capitalize the enterprise, the magnitude of debt 
service requirements in relation to the scope of the entity's operations, and the ability of 
operations to generate funds to meet debt service requirements. 
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Fitch's analysis also considers how a borrower's financial profile matches up with the profiles of 
other entities with similar market, operational, financial, and credit characteristics Depending on 
the sector, one or more analytical tools may be 1JSed to compare a borrower's actual or pro forma 
financial performance with peer group benchmarks or rating-specific median financial ratios 

Fitch's analysis and rating decisions are based on relevant information available to its analysts 
The sources of this information include the borrower andlor the obligor, the public domain, and, 
in the case of U S public finance, the financial advisor if a financial advisor has been engaged. 
This includes relevant, publicly available information on the borrower, such as financial 
statements and regulatory filings The rating process may also incorporate information provided 
by other third-party sources If this other third-party information is material to the rating, the 
specific rating action will disclose the relevant source 
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE 
LIMITATIONS AND DlSClAlMERS BY FOLLOWNG THIS LINK: 
HTTP./IFITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE 
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCYS PUBLIC WEB SITE AT 
W.FlTCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAllABLE FROM 
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE 
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAllABLE FROM 
THE CODE OF CONDUCT SECTION OF THIS SITE. 
CopNght 0 2012 by Fitch, Inc., Ftch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 100W.Telephone: 
1-800-7534824, (212) 908-0500. Fax: (212) 480435 Reprodudion or retransmission in whole or in part is prohibited except 
by permission. All rights reserved In issuing and maintaining its ratings, Ftch relies on factual information it receives from 
issuers and underwiters and from other sources Ftch believes to be credible. Ftch conducts a reasonable investigation of the 
fadual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that 
information from independent sources, to the extent such sources are available for a given serurity or in a given jurisdiction. 
The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the 
nature of the rated security and its issuer, the requirements and practices in the jurisdidion in which the rated security is offered 
and sold andlor the issuer is located, the availability and nature of relevant public information, a m s  to the management of the 
issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures 
letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the 
availability of independent and competent third-party verification soiirrs with resped to the particular security or in the 
particular jurisdiction of the issuer, and a variety of other factors Users of Fitch's ratings should understand that neither an 
enhanced factual investigation nor any third-party verification ran ensure that all of the information Ftch relies on in connection 
with a rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible, for the accuracy of the 
information they provide to Fit$ and to the market in offering documents and,other reports. In issuing its ratings Ftch must rely 
on the work of experts, induding independent auditors wN1 resped to finanual staten,x?nts and attorneys wN1 resped to legal 
and tax matters Further, ratings are inherently forward-looking and embody assumpbons and predictions about future events 
that by their nahire cannot be venfied as far+ As a result, despte, any verifcation of current facts, ratings can be affected by 
Mure events or conditions that were not anbapated at the time a rabng was issued or affirmed. 
The information in this report is providfl "as is: without any representation or warranty of any kind. A Ftch ra!ng is an opinion 
as to the creditworthiness of a secunty. This opinion is based on established uiteria and meth~!ologies that Fitch is 
rnntinuously evaluating and updating. Therefore, ratings are the colledie work produd of Fitch and no individual, or group of 
individuals, is solely responsible for a rating. rating does not address the risk of loss due to nsks other than credit risk, 
unless such risk is specifically mentioned. Fitch is not engaged ,in the offer or sale of any secunty. All Ftch reports have shared 
authorship. Individuals identified in a Ftch report were involved in, b" are not solely responsible for, the opinions stated therein. 
The individuals are named for contad purposes only. A report providing a Fich rating is neithe! a prospe$s nor a substitute for 
the information assembled, verified and pFsented to investors by the issuer and its agents in connecAon,with the sale of the 
securities. Ratings may be changed or *ram at anytime far any reason in the sole discrebon of Fitch. Ftch does not 
provide investment advice of any sort. Rabngs are not a rewmmendation to buy, sell, or hold any security. Ratings do not 
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or 
taxability of payments made in respect to any security Ftch receives fees from issuers, insurers, guarantors, other obligors, 
and underwriters for rating se~inties. Such fees generally vary from US$l,OOO !o US$750,000 (or the. applicable currency 
equivalent) per issue. In certain cases, Fitch wII rate all or a number of issues isstled by a particular issuer, or insured or 
guaranteed by a partiailar insurer or guarantor, for a single annual fee. Such fees are expected to vary fmm US$10,000 to 
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Ftch shall 
not rnnstitute a consent by Fitrh to me its name as an expert in connection with any, registrabon statement filed under the 
United States sewrilies laws, the Financial Services and Markets Ad of 2000 of the Unit$ Kingdom, or the serurities laws of 
any partiralar jurisdiction. Due to the relative efficiency of electronic publishing and distnbubon, Ftch researrh may be available 
to electronic subscnbers up to three days earlier than to print subscn'bers. 
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This rating methodology explains Moody's approach to assessing credit risk in the 
I J  S electric generation & transmission cooperative sector (G&T co-ops) It 
replaces the U S Electric Generation & Transmission Cooperatives rating 
methodology that was published in May 2006 While based on the same core 
principles as the May 2006 methodology, this updated framework incorporates 
refinements that better reflect the more recent challenges facing G&T co-ops and 
the way Moody's applies its industry methodologies 

The goal of this report is to help issuers, investors and other interested market 
participants understand how Moody's assesses credit risk for companies in the 
U.S G&T cooperative industry, and to explain how key quantitative and qualitative 
risk factors map to specific rating outcomes. Cooperative structures in other global 
industrial sectors may be subject to a number of other considerations and are not 
intended to be covered by this rating methodology Our objective is for users to be 
able to estimate in most cases, within two alpha-numeric rating notches, the likely 
senior most credit rating for a 1J S electric generation & transmission cooperative. 

Moody's analysis of 1J S. Electric G&T co-ops focuses on five key rating factors 
that are considered central to assigning ratings in this sector The five rating 
factors encompass 14 elements (or sub-factors), each of which maps to specific 
letter ratings (see Appendix A) The number of sub-factors is reduced from 22 
previously, largely reflecting a combination of several factors that were determined 
to he somewhat duplicative and to further simplify the rating methodology The 
five key factors, which will be detailed in this report, are as follows 

1) Long-Term Wholesale Power Supply ContractslRegulatory Status 

2) Rate Flexibility 

3) Member Profile 

4) Financial Metrics 

5 )  Size 
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In appendix B we have included a detailed rating grid for the 17 G&T co-ops included in this methodology. For 
each G&T co-op, the grid maps the key rating factors and sub-factors and shows the indicated alpha-numeric 
rating that is calculated from the overall combination of factors We also include in appendix C discussions of 
"outliers" - G&T co-ops whose rating for a specific sub-factor differs by two or more broad rating categories from 
the actual rating, as G&T co-ops will not always map consistently to their overall rating on every sub-factor 

The purpose of the rating grid is to provide a reference tool that can be used to approximate credit profiles 
within the U.S. G&T co-op sector. The grid provides summarized guidance on the factors that Moody's 
believes are most important in assigning ratings to G&T co-ops. The grid is a summary rather than an 
exhailstive representation of every rating consideration and does not fit every business model equally well. In 
addition, many of our sub-factor mappings utilize historical financial or statistical data to illustrate the grid; 
however, our ratings also consider future expectations. Accordingly, the grid indicated rating is not expected 
to always match the actual rating of each G&T co-op The text of the rating methodology provides insights on 
the key rating considerations that are not represented in the grid, as well as the circumstances in which the 
rating effect for a factor might he significantly different from the weight indicated in the grid 

Readers should also note that this rating methodology does not attempt to provide an exhaustive list of every 
factor that can be relevant to G&T co-op ratings. For example, our analysis covers factors that are common 
across all industries (such as debt leverage, liquidity, ownership, and legal structure) as well as factors that 
can he meaningful on a company specific basis (such as litigation, environmental or carbon exposure, capital 
expenditure needs, and customer and generation supply diversity) 

This publication includes the following sections 

D 

n 

About the Rated Universe overview of the rated G&T co-op universe 

About this Rating Methodology description of our rating methodology, including a detailed explanation 
of each of the key factors that drive ratings 

Assumptions and Limitations: Comments on the rating methodology's assumptions and limitations, 
including a discussion of other rating considerations that are not included in the grid 

In addition to appendices A, B, and C, we also provide a brief industry overview (Appendix D) and a discussion 
of key rating issues for the G&T co-op sector over the intermediate term (Appendix E) 

t~ 

An electric generation & transmission cooperative is a not-for-profit rural electric system whose primary function is 
to provide electric power on a wholesale basis to its owners These owners are comprised of a group of 
distribution co-ops and in some instances may also include small G&T co-ops Each distribution cooperative 
sells power on a retail basis to its customers, who are the members that own the distribution co-op 

Moody's currently rates 17 1J S electric G&T cooperatives, included among which are many of the larger G&T 
co-ops and a growing number of the medium to smaller-sized ones The group of 17 has approximately $22 1 
billion of debt outstanding and collectively ownslcontrols or purchases approximately 41,000 megawatts of 
electric generation capacity All of these issuers are currently rated investment grade and all except one 
pending review for possible downgrade and three negative rating outlooks currently carry a stable rating 
outlook The G&T cooperatives currently occupy the investment-grade, single-A to high-Baa range 

The credit profile of G&T co-ops on the whole has been stable Over the past three years, we have added six 
G&T cooperatives to our rated universe, including Great River Energy, Golden Spread Electric Cooperative, 
Minnkota Power Cooperative, South Mississippi Power, Big Rivers Electric Corp , and PowerSouth Energy 
Cooperative, bringing the total to 17 in all In addition to the six new ratings assigned, three issuers were 
downgraded, none were upgraded, and three rating outlooks were changed to negative from stable We also 
assigned three new commercial paper program ratings for Basin Electric Power cooperative (Prime-I), 
Arkansas Electric Cooperative (Prime-I) and Chugach Electric Association (Prime-2) Chugach Electric 
Association's senior unsecured long-term rating was downgraded in December 2008 to A3 from A2 in 
conjunction with assigning a Prime-2 short-term rating to its commercial paper program The downgrade 

Care No 2012 0053 
- - . - - - - - - - - - - __ . - -_ - -  - _  _ _ _  - - - - - - - Anafhment forReu2onseteAGZ-l 

Witness Billie J bchei 

I 
i 

r 2009 - Rating Methodology C Moody's Global Corporate - Finance - U - S Electric - -  Generation & Transmission Cooperatives __ _- - __ __ Poge 2 o! 3' _ _ _  ___ -- ____ - - -  - 



I 

I 
E ctri c 6.. ri e r3.t I 17 8: T' ra rr s iT 

reflected concerns about potential loss of wholesale revenue, re-financing risk, external financing of higher 
capital expenditures, and the potential need for higher rates, which are subject to Alaska regulatory 
jurisdiction. In April 2009, Hoosier Energy's senior secured rating was downgraded to Baal from A3 and kept 
on review for possible further downgrade, primarily due to concerns about ongoing litigation with John 
Hancock Life Insurance Company related to an existing leveraged lease transaction and the potential effects 
on its liquidity. In September 2009, Qglethorpe Power's rating outlook was changed to negative from stable, 
primarily reflecting concerns about the costs associated with its plans to partner with others in constructing a 
new nuclear plant, among other factors In October 2009, Dairyland Power's A2 Issuer Rating was 
downgraded to A3 and its rating outlook is negative. The downgrade primarily reflected concerns about weak 
metrics compared to its prior rating level and the negative outlook captures ongoing concerns that soft market 
power rates in the Midwest may delay potential opportunities for Dairyland to take advantage of its strong 
baseload capacity profile by engaging in third party sales On November 11, 2009, Buckeye Power's rating 
outlook was changed to negative from stable primarily reflecting the recent weakening of its credit metrics but 
also our concern as to how long it may take for improvement in the metrics to materialize given the softness in 
the economy of the region and lower than expected power prices for excess energy sales. 

Meanwhile, we note that G&T co-ops have conservatively managed their businesses during the past three years by. 

E 

3 tightly controlling operating costs, 

r 

using long term supply planning to meet increasing demands for power from their member co-ops, 

increasing rates when necessary, and 

carefully attending to liquidity 

The following table illustrates the distribution of ratings in the IJ  S. G&T cooperative sector 

Associated Electric Cooperative A I  Stable 1,478 

Chugach Electric Association A3 0)  P-2 Stable 346 

Georgia Transmission A3 P-2 Stable 1,560 
pread Electric Cooperative A3 (c) Stable 161 

Great River Energy A3 Stable 2,362 
Hoosier Electric Power Baal RUR 1 1,138 

Baal (c) Stable 258 
A3 P-2 Negative 4,127 

PowerSouth Baal IC) Stable 1,411 
South Mississippi Electric Power Association A3 Stable 758 
Tn-State G&T Association Baal 
Total Unadjusted Debt of Rated G&T Co-ops 22,524 

Notes 
[I] Ratings are senior secured unless otherwise noted 
(a) Secured Facikty Bonds ranking junior to RUS security 
(b) Senior Unsecured Rating, No secured debt in capital structure 
(c) Issuer Rating 
(0') As of June 30, 2009, unless otherwise indicated 
(e) As of July 3 I ,  2009 
(0 As of December31, 2008 

Dairyland Power Cooperative A3 (c) Negative 9 73 

Old Dominion ELectric Cooperative A3 Stable 783 

1,880 -- Stable -. 

1 
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9 
8 
7 
6 
5 
4 
3 
2 
1 
0 

Aaa Aal Aa2 Aa3 A I  A2 A3 Baal Baa2 Baa3 Bal Ba2 Ba3 B1 B2 83 
- - _ _  - -I 

Moody's U S electric G&T cooperative rating methodology consists of the six sections listed below. 

The grid in this methodology focuses on five broad rating factors, further broken down into 14 rating sub- 
factors and their weightings. 

20% % Member Load Served and Regulatory Status 20% Wholesale Power Contracts 
and Regulatory Status 

Rate Flexibility 20% Board Involvement / Rate Adjustment Mechanism 5% 

Purchased Power / Sales (%) 

New Build Capex (% of Net PPhE) 

Rate Shock Exposure 5% 

Member I Owner Profile 10% Residential Sales / 'Total Sales 5% 

Members' Consolidated Equity / Capitalization 5% 

3-Year Average 40% TIER 5% 

GEiT Financial Metrics DSC 5% 

FFO / Debt 10% 

FFO / Interest 10% 

Equity / Capitalization 10% 

GEiT Size 10% MWh Sales 5% 

Net PPhE 5% 

5% 
5% 

Total 100% 100% 

I Cnse No 2012-0053 I 

Witness Billie J h c h e  
Page 4 of? 

- _  - - - - - .  _ _  - AnachmentforResponselo AGlrl 
cember 2009 C Rating Methodology C Moody's Global Corporate Flnance - 11 S Electrlc Generatlon & Transmission Cooperatives - _- - - - . - . - . - - I--- - -- __ - - - - - - - _. -- 



These factors are critical to the analysis of U S. Electric G&T cooperatives and, in most instances, can be 
benchmarked across the sector The discussion begins with a review of each factor and an explanation of its 
importance to the rating 

2 

We explain the measurements we use to assess performance on each of the rating factors and sub-factors. 
We explain the rationale for using specific rating factors and provide insights on the way these are applied in 
the rating decision process. Many of the sub-factors are found in or derived from the financial statements of 
the G&T co-ops and those of their members, while others are calculated or derived using data gathered from 
various sources, and observations and estimates by Moody’s analysts 

Moody’s ratings are forward looking and incorporate our expectations of future financial and operating 
performance, We use both historical and projected financial results in the rating process; however, this 
document makes use only of historic data, and does so solely for illustrative purposes. Historical operating 
results help us understand the pattern of a company’s performance and how it compares to its peers. 
Historical data also assists us in, among other things, looking through the earnings volatility that can 
sometimes occur during a given year and evaluating whether projected future results are realistic. 

This rating methodology uses historical data in most instances based on information as of the latest fiscal year 
end; however, the sub-factors for financial metrics use three-year averages for the last three fiscal years 

All of the quantitative credit metric measures comprising the sub-factors in Factor 4 incorporate Moody’s 
standard adjustments to the income statement, statement of cash flows, and balance sheet and include 
adjustments for certain off-balance sheet financings and certain other reclassifications in the income statement 
and statement of cash flows 

After identifying the measurement criteria for each rating sub-factor, we provide a chart that maps the rating 
sub-factors to specific alpha rating categories (Aaa, Aa, A, Baa, Ba, or B). In this report, we provide a range or 
description for each of the measurement criteria. For example, we specify what level of FFOllnterest is 
generally acceptable for an A credit versus a Baa credit, etc 

I n 

In this section (Appendix B), we provide a table showing how each company maps within the specific rating 
sub-factors. The weighted average of the sub-factor ratings produces a grid indicated rating for each broad 
factor. We also highlight companies (Appendix C) whose grid indicated performance on a specific factor or 
sub-factor is higher or lower by two or more broad rating categories from the actual rating A company whose 
performance is two or more broad rating categories higher than its actual rating is deemed a positive outlier for 
that factor A company whose performance is two or more broad rating categories below is deemed a 
negative outlier We also discuss the general reasons for such outliers within a given factor or sub-factor. 

ti F 

This section discusses limitations in the use of the grid to map against actual ratings as well as limitations and 
key assumptions that pertain to the overall rating methodology 

To determine the overall grid-indicated rating, the indicated rating category for each sub-factor is converted 
into a numeric value based upon the scale below 
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1 3 6 9 12 15 

The numerical score for each sub-factor is multiplied by the weight for that sub-factor with the results then 
summed to prodiice a composite weighted-average factor score The composite weighted-average factor 
score is then mapped back to an alpha-numeric rating based on the ranges in the grid below. 

Aal 1.5 5 x < 2.5 

Aa2 2.5 5 x 3.5 

Aa3 3.5 5 x < 4.5 

AI 4.5 5 x 5.5 

A2 5.5 5 x < 6.5 

A3 6.5 s x < 7.5 

Baal 7.5 5 x < 8.5 

Baa2 8.5 5 x 9.5 

Baa3 9.5 c x < 10.5 

Bal 10.5 s x < 11.5 

Ba2 11.5 5 x 12.5 

Ba3 12.5 5 x < 13.5 

81 13.5 c x < 14.5 

B2 14.5 s x 5 15.0 

For example, an issuer with a composite weighted factor score of 8 2 would have a Baal grid-indicated rating 
We use a similar procedure to derive the grid-indicated ratings in the tables embedded in the discussion of 
each of the five broad rating factors 

Moody’s analysis of U S G&T co-ops focuses on five broad rating factors 

o Long-Term Wholesale Power Supply Contracts/Regiilatory Status 

3 Rate Flexibility 

o Member Profile 

r: Financial Metrics 

c: Size 
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Against a backdrop of significant spending for capital projects, volatile fuel costs and looming carbon 
legislation and related costs, the strength of the wholesale power contracts and the predictable revenue 
stream they provide for G&T co-ops remains a primary source of credit support. Because the prevalence of 
rate autonomy is similarly an integral credit factor linked to costs tied to the wholesale power contract, we have 
combined regulatory status of the G&T and its distribution member/owners, previously considered in Factors 2 
and 3, respectively, into Factor 1 In doing so, we also increased the weighting for Factor 1 to 20% from 15% 
previously 

i Where precisely the few rate-regulated G&Ts score within the range of A to 6 depends not only on the 
I Case No 2012-0053 
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Long term wholesale power supply contracts between G&T co-ops and their members provide G&T co-ops 
with a high degree of assurance that costs and capital investment can be recovered from rates charged to 
customers These contracts typically require the member co-ops to purchase all or virtually all of their supply 
requirements from the G&T co-op and generally stipulate that co-op members must pay their pro-rata portion 
of all of the G&T co-op's fixed and variable costs related to the generation, procurement and transmission of 
their respective energy needs 

G&T co-ops have more flexibility to increase rates in response to rising costs as regulatory approval is typically 
not required. The regulatory statuslrelationship with regulators is important because G&T co-ops that operate 
in states that have some form of regulatory authority over their rate setting activities may have more difficulty 
raising rates compared to peers who are not directly subject to regulatory control. Assessing a 
membedowner's regulatory status is also important because some are subject to rate regulation, in which case 
the member may be denied approval for a large rate increase, making it difficult to comply with its contractual 
obligations to the G&P co-op 

An unsupportive regulatory jurisdiction is a credit negative and leaves co-ops with less flexibility to raise rates 
if needed In contrast, absence of regulatory control over the rate setting process is a credit positive. Most co- 
ops are not subject to rate regulation, and set the rates they charge their members after careful consideration 
of their underlying cost structure and expected demand for power. They calculate what level of revenues 
would be required in order to meet operating costs, minimum required interest, and debt service coverage 
covenants in the RlJS mortgage andlor other debt indentures, while also providing some cushion of revenue 
and equity to protect against adverse events such as sudden increases in costs or operating difficulties with 
key generating plants 

t f  
Based on data that can be derived from various sources, we calculate the percentage of member power 
supply needs served under the long-term wholesale power contract(s), with consideration as to whether the 
contracts are all requirements or substantially all requirements in nature An assessment of the wholesale 
power contract allows us to identify whether the member co-ops are required to purchase all or virtually all of 
their supply requirements from the G&T co-op For G&T co-ops who are not subject to rate regulation, the 
indicated rating for Factor 1 can range from Aaa to B and is largely determined by the overall percentage of 
member sales made under the wholesale power contracts To receive the highest score of Aaa requires a 
legislative statute that precludes regulatory intervention in any future rate setting process There are no such 
instances that currently apply within the rated universe 



percentage of members’ needs met through sales under the wholesale power contract, but also on our 
consideration of how supportive of credit quality the regulatory practices are and our understanding of the type 
of working relationships that prevail between the co-ops and the regulators 

Percentage of 
Member Load 
Served under 
Wholesale 
Power 
Contracts and 
Regulatory 
Status 

100% and G&T and 
i t s  Distribution 
MemberlOwner 
Cooperatives are 
Not Rate 
Regulated by 
State Commission; 
Legislative stat,ute 
to preclude 
regulatory 
intervention in 
the future rate 
setting process 

too% and G&T is  
Not Rate 
Regulated by 
State Commission; 
No legislative 
statute to 
preclude 
regulatory 
intervention in 
the future G&T 
rate setting 
process; Some 
Distribution 
MemberlOwner 
Cooperatives May 
Be Subject to Rate 
Regulation by 
State Commission; 
Very Supportive 
Commission 
Practices; Very 
Good Regulatory 
Relat,ionships 

> 80% andlor G&T 
i s  Rate Regulated 
by State 
Commission; Some 
Distribution 
MemberlOwner 
Cooperatives May 
Be Rate Regulated 
by State 
Commission; Very 
Supportive 
Commission 
Practices; Very 
Good Regulatory 
Relationships 

> 70% andlor G&T 
i s  Rate Regulated 
by State 
Commission; Some 
Distribution 
MemberlOwner 
Cooperatives May 
Be Rate Regulated 
By State 
Commission; 
Moderately 
Supportive 
Commission 
Practices; 
Reasonably Good 
Regulatory 
Relationships 

< 70% andlor G&T 
i s  Rate Regulated 
by State 
Commission; Some 
Distribution 
MemberlOwner 
Cooperatives May 
Be Rate Regulated 
By State 
Commission; 
Unsupportive 
Commission 
Practices; 
Generally Difficult 
Regulatory 
Relationships 

< 60% andlor G&T 
is  Rate Regulated 
Commission; by State Most 

Distribution 
MernberlOwner 
Cooperatives are 
Rate Regulated By 
State Commission; 
Very llnsupportive 
Cornmission 
Practices; Often 
Contentious 
Regulatory 
Relationships 

k xi 

y it rs 
Prices for fuels used to generate electricity are unregulated in the U S and have been subject to dramatic 
fluctuation over the last couple of years G&P co-ops need the flexibility to raise rates in order to cover sharply 
higher prices for fuels, in addition to rising operating costs, and costs associated with existing mandated 
environmental requirements and those inevitably forthcoming related to carbon emissions along with any 
capital investment associated with construction of new plants (especially nuclear powered), among other 
factors 

We note that the number of sub-factors in Factor 2 have been reduced to four from six previously, as 
regulatory status was combined into Factor 1 and rate competitiveness was combined into Rate Shock 
Exposure In doing so, each of the remaining four sub-factors in Factor 2 have been assigned a 5% weighting 

Board InvolvementlRate Adjustment Mechanisms The extent to which a G&T co-op can ensure timely and 
full recovery of its costs and investments will have an integral effect on its overall financial performance and 
thus its creditworthiness Each G&T coop‘s baard of directors has a fiduciary responsibility to approve, or, 
where rate regulation applies, to seek regulatory approval of rates that ensure compliance with the financial 
covenants associated with debt indentures. To the extent that unexpected events arise, causing concerns 
about ability to comply with covenants, the board should be expected to move quickly to adjust rates upward 
when needed Also, variable cost adjustment mechanisms provide for more automatic changes in rates when 
costs change and increase the speed with which rates can be increased when costs increase The extent to 
which variable cost adjustment mechanisms are available is especially important where regulatory jurisdiction 
applies to a GBT co-op The existence of variable cost adjustment mechanisms is a credit strength, especially 
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when rate adjustments can be implemented at frequent intervals Such mechanisms mitigate liquidity 
pressures that might otherwise arise when the cost of fuels exceeds rates in effect at that time 

Degree of Reliance on Purchased Power Most of the power stipply needs of G&T co-op members are met 
from generating plants owned by the G&T coops Some G&Ts rely on market purchases of power to meet a 
portion of the member needs because their owned resources are insufficient, uneconomic, or periodically 
unavailable 

Assessing the degree of reliance on purchased power to meet members' demand and the rationale behind that 
strategy is important because G&Ts who purchase large amounts of power from the market to meet member 
demands may face increased price volatility for one of their largest costs Relying on such a strategy also 
heightens the importance of liquidity, risk management policies and procedures, and counterparty credit 
assessment 

New Build Exposure Relative to Existing Asset Base This factor is important because G&T co-ops largely 
finance capital investment with debt and rely upon rate increases to service the debt. When construction is 
delayed or runs above budget, the rate increases needed to cover the increased costs could lead to member 
resistance 

Potential for Rate Shock Exposure In many respects, the potential for rate shock exposure is linked to rate 
competitiveness, so we have combined our consideration of rate competitiveness into this sub-factor as part of 
this updated methodology. Assessing the potential for rate shock exposure is important because a large rate 
increase can lead to member resistance even when the new higher level of rates is still competitive with other 
providers of power in the region If the G&T co-op's rates are noticeably higher than other providers in its 
geographic area, member unrest could lead to contract challenges or possible withdrawal from the co-op 

sure r t  
Board InvolvemenffRate Adjustment Mechanisms 'The timing and extent to which a G&T co-op can 
increase rates is impacted by the activity of its board of directors and a number of rate adjustment 
mechanisms 

First we assess how active a board has been from a historical perspective with respect to approving or 
seeking regulatory approval of rate increases and consider the extent to which past behavior might change. 
To the extent that unexpected events arise, causing conrerns about ability to comply with covenants, we 
believe the board should be expected to move quickly to adjust rates upward when needed. Those G&T co- 
ops whose boards of directors are exceptionally proactive in adjusting rates as necessary and who benefit 
from legislative statute that would preclude regulatory intervention in the future rate setting process would 
most likely receive the highest indicated ratings. In contrast, G&T co-ops with less active or even inactive 
boards of directors and who otherwise face uncertainty surrounding the extent and timing of cost recovery 
would receive much lower indicated ratings for this sub-factor 

With respect to situations where variable cost adjustment mechanisms apply, rates that can automatically 
adjust to fuel andlor purchased power cost increases without requiring action by the Board or regulators are 
viewed more favorably and generally result in a higher indicated rating for this sub-factor In instances where 
recovery of variable cost increases is deferred, we consider the time period over which recovery occurs, with 
shorter periods obviously being better from a liquidity and credit quality standpoint. 

Degree of Reliance on Purchased Power. To measure the degree to which a G&T relies on purchased 
power in conducting its business, we divide the amount of megawatt hours it purchases during the most rerent 
fiscal year by the total megawatt hours of energy it sells This data can usually be forind in the G&T co-op's 
latest annual report and/or other published data sources. In those instances where a G&T co-op relies on 
purchased power to meet less than 40% of its energy requirements during a given fiscal year, the indicated 
rating for this sub-factor would be at least Baa and improve gradually as the percentage declines according to 
the Factor 2 table descriptions. Conversely, where the dependence on purchased power exceeds the 40% 
level, then the indicated rating would be Ba or lower according to the Factor 2 table descriptions. 
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Mew Build Exposure Relative to Existing Asset Base. To measure this sub-factor, Moody’s divides the 
estimated future capital expenditures for a particular G&T co-op over the next five years by the net property, 
plant, and equipment report for the latest fiscal year end. The lower the resulting percentage from this 
calculation is, the better the indicated rating for the sub-factor will likely be, as the G&T will likely face less 
need to issue debt and increase rates to cover the higher financing costs 

Potential for Rate Shock Exposure To measure the potential for rate shock exposure, Moody’s continues 
to look at the extent to which a G&T relies on purchased power to meet its energy demand during the latest 
fiscal year and its new build exposure. A lower percentage in both instances is generally viewed more 
favorably under the methodology In addition, we have expanded our measurement criteria for this Sub-factor 
to also consider the G&T’s reliance on coal and other carbon emitting generating resources Those G&Ts with 
a high reliance on such resources will be scored lower on this sub-factor due to their vulnerability to potential 
carbon legislation and accompanying carbon costs 

Cost competitive G&T co-ops have greater flexibility to raise rates to offset cost increases or to build additional 
equity and would therefore be more likely to receive a higher indicated rating for this sub-factor than those 
G&Ts who are competitively challenged Favorable characteristics include low or improving cost structure, 
lower wholesale prices versus peers, and low distribution member rates versus competitors in the region. 
Moody’s also assesses a G&T co-op‘s prospects to realize future rate increases in order to offset increasing 
costs, as compared with others in the region although consistent rate data is often not publicly available 
Nonetheless, Moody‘s seeks whatever public information is available, as well as confidential information on a 
company by company basis 
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1 Assess Board i Involvement in 
Setting Rates / 

1 Variable Cost 
I Adjustment 
i Mechanisms 

i 

Exceptionally 
proactive board 
that supports 
management 
recommendations 
for timely 
adjustment of 
rates to cover all 
costs of service; no 
regulatory 
intervention in the 
rate setting 
process; Legislative 
statute to preclude 
regulatory 
intervention in the 
future rate setting 
process 

Proactive board 
that supports 
management 
recommendations 
for timely 
adjustment of 
rates to cover all 
costs of service; no 
regulatory 
intervention in the 
rate setting 
process; No 
legislative statute 
to preclude 
regulatory 
intervention in the 
future rate setting 
process 

Active board in 
support of 
timely rate 
filings; 
possibility for 
regulatory 
intervention in 
the rate setting 
process in 
certain 
instances; 
frequent fuel 
cost adjustment 
capability in 
place under 
regulatory 
practice; timely 
recovery of any 
deferrals 

Reasonably 
active board in 
support of 
timely rate 
filings; annual 
fuel cost 
adjustment 
capability in 
place under 
regulatory 
practice; 
reasonably 
timely recovery 
of any deferrals 

Inactive board; 
limited, if any 
ability to adjust 
for fuel cost 
varia hi li ty; 
uncertainty 
surrounding 
recovery of 
deferrals 

Inactive board; 5% 
no ability to 
adjust for fuel 
cost variability; 
uncertainty 
surrounding 
recovery of 
deferrals 

Purchased x < 5% 5% c x < 20% 20%cx<30% 30%sx<40% 40%cx<60% ~ 2 6 0 %  5% 
Power/Total I MWh Sales (%) 

New Build x < 5% 5% c x < 25% 25% s x < 50% 50% c x < 75% 75% 5 x s 120% x > 120% 5% i 

1 Exposure i (Prospective 5- 
1 vr New Build 

ex as % Net 
E) 

Potential for Better rates than Much better rates Better rates Better rates Worse rates Worse rates 5% 
Rate Shock all others in the than most in the than most in than some and than most in than all in the 
Exposure region on a region on a the region on a worse rates the region on a region on a 

consistent basis; consistent basis; consistent than some in consistent consistent 
Extremely low (e.g. Very low (e.g. less basis; Low (e.g. the region on a basis; High (e.g. basis; Very high 
Less than 10% than 20% reliance less than 30% consistent greater than (e.2, greater 
reliance on on purchased reliance on basis; Moderate 40% reliance on than 40% 
purchased power power and less purchased (e.%. less than purchased reliance on 
and less than 10% than 25% 5-year- power and/or 40% reliance on power or purchased 
5-year-newbuild newbuild capex as less than 50% 5- purchased greater than power and 
capex as percentage of year-newbuild power and/or 75% 5-year- greater than 
percentage of latest year-end Net capex as less than 75% 5- newbuild capex 75% 5-year- 
latest year-end Net PPFtE; and 20-40% percentage of year-newbuild as percentage newbuild capex 
PPEtE; and 0-20% of of generation from latest year-end capex as of latest year- as percentage 
generation from carbon fuels Net PPEtE; percentage of end Net PPFtE; of latest year- 
carbon fuels and/or 40.55% latest year-end and/or 70435% end Net PPliE; 

of generation Net PPEtE; of generation and/or 85-100% 
from carbon and/or 55-70% from carbon of generation 
fuels of generation fuels from carbon 

from carbon fuels 
fuels 

_ _ _  ~ ~- 

rs 
Assessing the member profile of a G&T co-op is important because the members who own the G&T co-op are 
also its primary source of cash flow Similar to the way we would assess the counterparty credit risk for an 
IOU that sells sizable amounts of power to another entity, or buys significant amounts of power from a 
wholesale power producer, we are concerned about the overall creditworthiness of the members Although we 

I 

I 
I still seek information about the members’ expected consolidated demand growth and their consolidated 
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assets, to further simplify this methodology, these two sub-factors previously included in the May 2006 
methodology are not specifically incorporated into this update The fallowing two sub-factors, which are 
weighted at 5% each, continue to provide good insight into the members' creditworthiness and ability to meet 
obligations to the G&T co-op under the long-term wholesale power contract 

Residential Sales as a Percentage of Totaal Sales. The diversity of the members' retail customer mix is 
important in our analysis of G&T co-ops because substantial reliance upon any single customer or a small 
number of customers (such as large industrial customers) tends to be associated with greater variability of 
revenue. Members who own the G&T co-ops tend to serve large residential customer bases, with a majority of 
energy being sold to such customers, although some sales may be to more volatile industrial and commercial 
customers A higher percentage of sales to residential customers is favorable because such sales are 
generally more stable and predictable 

Members Consolidated Equity to Capitalization: The financial condition of the member/owners, as 
measured in part by the members' consolidated equity to capitalization, is important because it affects their 
ability to perform under the wholesale power contracts that members have with their G&T co-op. For the most 
part, distribution co-ops carry less business and financial risk than G&T co-ops. The difference in the financial 
strength is largely attributable to the fact that the RUS has historically set tighter financial covenants for the 
distribution co-ops than for the G&T co-ops. In addition, the distribution co-ops are far less capital intensive 
than G&T co-ops who awn generation assets. Distribution co-ops typically maintain higher levels of equity to 
total capitalization and stronger interest coverage ratios than G&T co-ops. 

Residential Sales as a Percentage of Total Sales To measure this sub-factor, we first generally aggregate 
the individual residential energy sales and total energy sales far each memberlowner of a particular G&T co- 
op in the latest fiscal year This information is generally available through requests made to the G&T because 
their members provide this data to them The aggregate residential energy sales level is then divided by the 
aggregate total energy sales level to derive the aggregate percentage for the year. Under the Methodology, a 
higher percentage of more stable and predictable residential sales is viewed more favorably than a 
concentration of sales to large commercial andlor industrial customers 

Members Consolidated Equity to Capitalization This sub-factor is measured by simply aggregating each 
member's total equity and debt as reported for the latest fiscal year end The aggregate totals are then used 
to divide total members' debt by the sum of total members' debt plus equity. Members generally file financial 
statements with the RUS or otherwise make such statements available to the G&T that they have an 
ownership interest in Most of the G&T co-ops that are covered by the methodology fall into the Baa or A 
category with cansolidated member equity to capitalization in the range of 25% to 50% 

Residential Sales/ Total x z 80% 5% 
Sales (%) 

Members' consolidated x 2 65% 5 5 % ~ x < 6 5 %  50%<x<55% 25%<x<50% 20%<x<25% x < 2 0 %  5% 

- .- Equity/Capitalization (%) -- 

it rs 
Financial strength IS an important indicator of a G&T co-op's ability to meet its obligations, including debt 
service Moody's considers historical coverage ratios and also places a significant emphasis on the expected 
trend for coverage metrics when assessing the credit risk of G&T co-ops In the interest of reducing the 
number of sub-factors and simplifying this methodology, we dropped the net operating margin metric from 
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Factor 4 as part of the update of this methodology since the net margin component of the coverage 
calculations already captures the operating profit. In doing so, we also adjusted the weighting of the remaining 
five sub-factors in Factor 4 to retain the overall 40% weighting for financial metrics. Nevertheless, we continue 
to highlight that while some G&T co-ops have large investment portfolios that considerably augment the 
bottom line, we consider it important that the G&T co-op be profitable on an operating basis G&T co-ops that 
rely extensively on profits from investment portfolios and diversified operations to compensate for negative 
G&T operating margins are still viewed negatively. 

Scores under Factor 4 may be higher or lower than what might be produced based on historical results, 
depending on our view of expected future financial performance. 

Times Interest Earned Ratio (TIER) and Debt Service Coverage Ratio (DSC): These two ratios are 
important because they have governed RUS loan documentation for many years. In addition to TIER and 
DSC, Moody's also looks at margins for interest (MFI) as defined in certain indentures. 

Funds from Operations Coverage of Interest (FFO/lnterest) and FFO/Debt The FFQ/lnterest and 
FFO/Debt metrics are important because they provide insight regarding the amount and quality of a G&T co- 
op's cash flow and its ability to service its debt. 

EquityITotal Adjusted Capitalization. Moody's evaluates the G&T co-op's equity as a percentage of total 
adjusted capitalization to see how much flexibility there is in the balance sheet to absorb unexpected events. 
When measuring the level of equity cushion, G&T co-ops and the RUS have tended to rely on equity 
expressed as a percentage of total assets However, Moody's and many investors prefer to measure equity as 
a percentage of total capitalization, because it facilitates comparison with IOU capital structures. 

See Moody's Ratings Methodology Moody's Approach to Global Standard Adjustments in the Analysis of 
Financial Statements for Non-Financial Corporations - Part 1, July 2005. The ratios used as a basis for this 
methodology are three year averages of calculations using the latest three fiscal year end statements, 
including standard adjustments. Three-year averages are used in part to smooth out some of the year to year 
volatility in financial performance and financial statement ratios. The ranges for each of the five metrics that 
would correspond to a particular indicated rating category appear in the table at the bottom of this section. 
The individual metric definitions are as fallows: 

(Net margins, as represented by net profit after tax before unusual items + Interest + Income Tax) / Interest 

DSCR: 

(Net margins, as represented by net profit after tax before unusual items + Interest + Depreciation & 
Amortization) / (Interest + Principal Payment) 

FFQ / Xmteresk: 
(Funds from operations + Interest expense)/ Interest expense 

FF ebt: 
Funds from operations / (Short Term Debt + Long Term Debt, gross) 

(Deferred Taxes + Minority or Non-controlling Interest + Book EqlJity) / (Short Term Debt + Long Term Debt, 
gross + Deferred Taxes + Minority or Non-controlling Interest + Book Equity) 
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TIER 
DSC 
FFO/Debt 

FFO/ Interest 

x L 1 . 6 ~  1 . 4 ~  c x < 1 . 6 ~  1 . 2 ~  5 x < 1 . 4 ~  l . l x  c x < 1 . 2 ~  1 . 0 ~  e x < l . l x  x < 1 . 0 ~  5% 

x r l . 9 ~  1 . 4 x c x < f . 9 x  1.2x5x< 1 . 4 ~  1.1xcx<1.2x I . 0 x ~ x ~ l . l ~  x< l .Ox  5% 

~ 2 1 5 %  1 0 % c x ~ l 5 %  6 % c x < 1 0 %  3 % c x < 6 %  2% c x < 3% x < 2% 10% 

~ 2 3 . 2 5 ~  2 . 5 x ~ x < 3 . 2 5 ~  2.0xcx<2.5x 1.5xcx<2.0x 1 .2x5x<  1 . 5 ~  x <  1 . 2 ~  10% 

- Equity/Total Capitalization x 2 50% 35% e x < 50% 20% e x < 35% 5% e x < 20% 3% 5 x < 5% x < 3% 10% 

it 
Size, together with Factor 3, Member Profile, has the lowest weighting of the five key factors because it tends 
to be less important for entities, such as G&T coops, that are subject to limited competition. As part of the 
update to this methodology, we have eliminated two sub-factors from Factor 5 (Le. megawatts 
owned/purchased and revenues) because we found that they were somewhat duplicative and wanted to 
further simplify the methodology Nevertheless, we still find that size, as measured by the following two sub- 
factors, which are weighted at 5% each, does matter. 

Megawatt hour sales. This sub-factor is important because it is an indicator for economies of scale (Le., a 
G&T co-op is better off if it can spread its fixed costs over a larger number of megawatt hours of electricity, 
thereby increasing its price competitiveness) 

Net Property, Plant, and Equipment This sub-factor is important because G&T co-ops can benefit from 
having a larger pool of assets and a more diverse source of fuels to rim the generation assets it owns. A G&T 
ca.-op that has its assets concentrated in one generating plant could be subject to extreme cost pressures to 
the extent that it has to buy power on the open market due to an extended outage at its sole generating plant. 
Similarly, overdependence on one particular fuel source could materially raise costs during a period of 
prolonged price increases for that commodity 

We identify the amount of megawatt hour sales and net property, plant, and equipment data primarily from the 
G&T co-op's latest annual report See the Factor 5 table below for the ranges that would apply for a particular 
indicated rating for the two sub-factors in Factor 5 

Megawatt hour sales x 2 50 2 0 r x < 5 0  11 5 ~ ~ 2 0  5 z x < 1 1  3 5 x < 5  x < 3  5% 

Net PP&E ($ in x 2 5  2 s x < 5  I C X < 2  0.4 5 x < 1 0.3 5 x < 0.4 x < 0.3 5% 

(Millions of MWhs) 

Billions) 

The rating methodology grid incorporates a trade-off between simplicity that enhances transparency and 
greater complexity that would enable the grid to map more closely to actual ratings The five rating factors in 
the grid do not constitute an exhaustive treatment of all the considerations that are important for ratings of Cnse No 2012-0053 
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information that is used to illustrate the mapping in the grid is mainly historical. In some cases, our 
expectations for future Performance may be informed by confidential information that we cannot publish In 
other cases, we estimate future results based upon past performance, industry trends, demand and price 
outlook, peer actions and other factors In either case, predicting the future is subject to the risk of substantial 
inaccuracy 

In choosing the metrics for this rating methodology grid, we did not include certain important factors that are 
common to all companies in any industry, such as the quality and experience of management, assessments of 
corporate governance and quality of financial reporting and information disclosure. The assessment of these 
factors can be highly subjective and ranking them by rating category in a grid would, in some cases, suggest 
too much precision in the relative ranking of particular issuers that are rated in various industry sectors. 

Ratings may include additional factors that are difficult to quantify or that only have a meaningful effect in 
differentiating credit quality in some cases. Such factors include environmental obligations, nuclear 
decommissioning trust obligations, industrial customer concentrations, financial controls, and the political and 
economic environment, including possible government interference 

As an example, industrial exposure can vary considerably across the rated universe and this customer class 
can sometimes be subjected to more cyclicality in terms of energy consumption, which cannot be consistently 
represented in a simple grid format. 

Actual ratings assigned may also reflect circumstances in which the weighting of a particular factor will be 
different from the weighting suggested by the grid For example, Factors 1 and 2 address long term wholesale 
power cantractslregulatory status and rate flexibility, respectively; however, there may be instances where the 
effects of a G&T cooperative's financial metrics will be given greater consideration in an assigned rating than 
what is indicated by the weighting in the grid. 

The objective of our methodology is for users to be able to estimate in most cases, within two alpha-numeric 
rating notches, the likely senior most credit rating for a IJ.S electric generation & transmission cooperative 
For consistency in drawing our conclusions, we rely upon an implied senior secured rating (Le. the implied 
senior most rating) for the six G&T cooperatives who have senior secured debt in their respective capital 
structures but whose current ratings are either senior unsecured Issuer Ratings or whose current ratings apply 
to a class of debt junior to the senior secured debt. The methodology grid-indicated ratings map to Moody's 
current assigned or implied senior most ratings as follows (See Appendix B for the details) 

Eight cooperatives or 47% have indicated ratings that match the Moody's actual (or implied) senior most 
rating, 

six cooperatives or 35% have indicated ratings within one-notch of Moody's actual (or implied) senior most 
rating, and 

three Cooperatives or 18% have an indicated rating within two-notches of Moody's actual (or implied) senior 
most rating. 
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The following table details the mapping for the Nature of Long-Term Wholesale Power Supply 
ContracWReguIatov Status factor 

Arkansas Electric 
Associated Electric 
Basin Electric Power 
Big Rivers Electric Corp. 
Buckeye Power 
Chugach Electric Assoc. 

Dairyland Power 
Georgia Transmission 
GoMen Spread Electric 
Great River Energy 
Hoosier Electric Power 

Minnkota Power 
Oglethorpe Power Corp. 
OM Dominion Electric 
PowerSouth 
South Mississippi 
Tri-State G&TAssoc. 

A2 (a) 
A I  

A I  

(P) Baal 

A I  

A3 (b) 
A3 (c) 

A3 

A3 (c) 

A3 

Baal 

Baal (c) 

A3 

A3 

Baal (c) 

A3 

Baa 1 

Stable 
Stable 
Stable 
Stable 

Negative 
Stable 

Negative 

Stable 
Stabte 
Stable 
RUR 1 
Stable 

Negative 

Stable 
Stable 

S t  able 
Stable 

91% Baa 
100% Aa 

100% Aa 
100% 

100% 
94% 
100% 

Aa 
Baa 
Aa 

100% Aa 

90% 

98% 
100% 

100% 

A 

A 

65% A 

100% Aa 

100% 
100% Aa 

100% 

[ I ]  Ratings are senior secured unless otherwise noted 
[a) Secured Facility Bonds ranking junior to RUS security 
(b) Senior Unsecured Rating, No secured debt m capital structure 
(c) Issuer Rating 

- 
The nature of the long-term wholesale power contracts taken together with regulatory status is one of the most 
important drivers of G&T co-op ratings, so it is not surprising that there are no negative outliers All of the 
rated G&T co-ops score quite well with indicated ratings of Aa , A, or Baa Two of the five positive outliers are 
directly attributable to comparison of the indicated rating for the sub-factor against an actual senior LJ~SecUred 
Issuer Rating and would not be outliers if compared to an implied senior secured rating one notch higher than 
the Issuer Rating The high ratings that so many of the G&T co-ops receive for Factor 1 help offset weaker 
scores in other areas, especially in Factor 2. 

Notwithstanding the solid indicated ratings for Factor 1, we draw attention to the foliowing observations The 
protection afforded by wholesale power supply contracts can be eroded by changes in the contracts over time, 
or more suddenly, dlle to a need for exceptionally large rate increases 

Under a strict interpretation of the definitions, Oglethorpe Power Corp (OPC) would receive a Ba indicated 
rating for Factor 1" This strict interpretation results from the fact that OPC's owned resources are currently,,,, 2012.0053 
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providing only about 65% of its members' power requirements The situation results from a conscious decision 
by OPC's members to enter into power supply arrangements with third-party suppliers for their future 
incremental growth as permitted under the amended wholesale power siipply contracts, extending through 
2050 In Oglethorpe's case, we are not unduly concerned because its members remain joint and severally 
liable to pay all of the cooperative's costs and we believe Qglethorpe's stable supply of relatively affordable 
baseload power will become increasingly valuable to its members as their needs grow and they are continually 
forced to look for additional sources of supply. We believe an indicated rating of A more appropriately 
captures the degree of credit impact from the current relationships between OPC and its members when 
considered together with its rate autonomy 

Chugach Electric Association (CEA) is somewhat unique because it operates as a combined G&T co-op and 
distribution cooperative As such, the 94% of its sales made to customers includes not only the 39% of energy 
sales made under wholesale power contracts, but also the 55% of energy sales made directly to retail 
customers under the tariff and certificated service territory in the state of Alaska. Moody's views direct retail 
revenues to commercial and residential customers to be of equal, if not somewhat better quality, than 
wholesale revenues derived fram sales to member co-ops. 

ti 

The following table details the mapping for the Rate Flexibility factor 

{ .- Negatiyy. - Ouilie! 
Positive Outlier 
Rate Shock 

Factor 2 (20'0) 
Rate Flexibility 

P urchasetl Exposure 
Current Btl. Involve PowerTotal Indicated New Build Indicated Carbon Indicated 

G&T Co-op Rating [I] Outlook Atlj. fulech. MWh Sales Rating Expostlre Rating Exposare Rating 

Arkansas Electric A2 (a) 
Associated Electric AI 
Basin Electric Power AI 
Big Rivers Electric Corp 
Buckeye Power A I  
Chugach Electric Assoc A3 (b) 

(P) Baal 

Dairyland Power A3 (4  
Georgia Transmission A3 

Great River Energy A3 
Golden Spread Electric A3 (c) 

Hoosier Electric Power Baal 
Minnkota Power Baal (c) 
Ogletharpe Power Corp A3 
Old Dominion Electric A3 
PowerSouth Baal IC) 
South Mississippi A3 
Tri-State G&T Assoc. Baal 

Stable A 
Stable Aa 
Stable Aa 
Stable Baa 

Negative Aa 
Stable A 

Negative Aa 
Stable Aa 
Stable Aa 
Stable Aa 
RURj Baa 
Stable 

Negative 
Stable 
Stable 
Stable Aa 
Stable A 

15% 
12% 
17% 

101 % 
8% 
17% 
8% 
N/A 
85% 
31 % 
27% 
27 % 
8% 
54% 
38% 
63% 
32 % 

107% 
59% 
152% 
33 % 
44% 
78% 
42% 
51 % 
84% 
76% 
64 % 
106% 
115% 
29% 
29% 
76% 
83% - 

[ I ]  Ratings are senior secured unless otherwise noted. 
(a) Secured Facility Bonds ranking junior to RUS security 
(b) Senior Unsecured Rating; No secured debt in capital structure 
(c) Issuer Rating 

s rs 

Factor 2 contains the most outliers of any of the five key Factors, the substantial majority of which are negative 
outliers. In particular, over three-quarters of the rated universe are negative outliers for the Rate Shock Exposure 
sub-factor, largely reflecting the substantial dependence that the sector has on generation from carbon emitting 
fuels, especially coal. There are also seven negative outliers for the New Build Exposure sub-factor, reflecting the 
growing need for generating capacity and transmission infrastructure for those G&Ts as they have either grown 2012.0053 
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what excess capacity they previously had or are projecting growth in demand that exceeds current capabilities In 
particular, Oglethorpe's New Build Exposure relates to its plans to participate in construction of a new nuclear plant, 
which contributed to the recent change in its rating outlook to negative from stable 

Big Rivers, Old Dominion, Golden Spread, and South Mississippi are all negative outliers for the Sub-factor 
measuring Purchased Power as a Percentage of Sales We anticipate that Big Rivers' outlier status will 
improve prospectively following the recently completed unwind transaction which re-establishes its direct rights 
to power produced from its generation assets previously leased to LG&E Golden Spread's negative outlier 
status may also improve as it pursues construction of additional generation capacity. Old Dominion and South 
Mississippi may also seek to increase their respective owned generating capacity, however, in the near term 
we believe purchased power will remain integral to their resource strategy 

The low ratings for so many of the G&Ts relating to sub-factors in Factor 2 are largely balanced by higher 
scores in Factor 1 and Factor 4 The rate autonomy and relatively low rates for so many of the G&Ts make it 
more likely that the members will accept what in many instances will be the continuation of significant 
expected rate increases over the next several years even after a series of rate increases already implemented 
over the past few years 

The two positive outliers for the sub-factor relating to Board InvoIvement'Rate Adjustment Mechanisms are 
directly attributable to comparison of the indicated rating for the sub-factor against an actual senior unsecured 
Issuer Rating and would not be outliers if compared to an implied senior secured rating one notch higher than 
the Issuer Rating 

'The following table details the mapping for the Member Profile factor. 

Negative OutUer 
Positive Outher 
- __ - __ - _-__ - - 

Res. Sales/ Total Indicated Mbn. Equity / Indicated 
Sales (%) Rating Capitalization (%) Rating 

Associated Electric A1 Stable 
Basin Electric Power A1 Stable 
Big Rivers Electric Corp. (P) Baal Stable 
Buckeye Power A1 Negative 
Chugach Electric Assoc. 
Dairyland Power 
Georgia Transmission 
Golden Spread Electric 
Great River Energy 
Hoosier Electric Power 
Minnkota Power 
Oglethorpe Power Corp. 
Old Dominion Etectric 
PowerSouth 
South Mississippi 
Tri-State GkT Assoc. 

A3 (b) 
A3 (c) 

A3 

A3 (c) 
A 3  

Baal 
Baal (c) 

A3 
A3 

Baal (c) 
A3 

Baal 

Stable 
Negative 

Stable 
Stable 
Stable 
RUR 1 
Stable 

Negative 
Stabb 
Stable 
Stable 
Stable 

[ l ]  Ratings are senior secured unless otherwise noted. 
(a) Secured Facility Bonds ranking junior to RUS security 
(b) Senior Unsecured Rating; No secured debt in capital structure 
(c) Issuer Rating 

50% 39% Baa 
71 % A A I 50% A 

36% 35% Baa 
18% 34% Baa 
60% 50% A 

51 % A 

70% A 

70% A 

58% A 

5 7% A 

43% Baa 
46% Baa 
43% Baa 
45% Baa 
45% Baa 

65% 
62% 

61 % 

A Baa 
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Indicated ratings for Factor 3 map reasonably well to the actual ratings for each of the 17 rated G&T co-ops in 
this methodology, with just one positive outlier and two negative outliers 

Basin Electric Power Cooperative and Big Rivers are negative outliers for residential sales as a percentage of 
total sales to retail customers. In Basin Electric's case this is primarily because of the relatively high 
percentage of sales that Basin makes to non-members due to excess generation capacity. Importantly, off- 
system sales to non-members have served Basin well through the years and has enabled Basin to avoid 
member rate increases that otherwise would have been needed to meet financial covenants Basin's demand 
growth from its members in recent years has enabled it to grow into some of its excess capacity As Basin's 
sales to members continue to increase and off-system sales decline, the percentage of residential sales 
should continue to increase as it has over the past few years, albeit remaining an outlier Big Rivers' negative 
outlier status is directly attributable to the high concentration of sales that its largest membedowner, Kenergy, 
makes to two aluminum smelters 

The lone positive outlier for Factor 3 relates to Hoosier Electric's members' consolidated equity as a 
percentage of equity. This status is more a function of the recent downgrade of Hoosier's rating than any 
noteworthy strengthening of the equity portion of total capitalization 

The following table details the mapping for the Financial Metrics factor: 

Arkansas Electric, A2 (a) Stable 
Associated Electric A I  Stable 
Basin Electric Power A I  Stable 
Big Rivxs Electric Corp (P) Baal Stable 
IBuckeye Power A I  Negatibe 
,Chugach Electric Assoc A3 (b) Stable 
Dairyland Power A3 (c) Negative 
'Georgia Transmission A3 Stable 
'Golden Spread Electric A3 (c) Stable 
Great Riwr Energy A3 Stable 
Hoosier Electric Power Baal RURL 
Minnkota Power Baal (c) Stable 
loglethorpe Power C o p  A3 Negatix? 
lOld Dominion Electric A3 Stable 
 powerS South Baal (c) Stable 
ISouth Mississippi A3 Stable 
,Tri-State G&T Assoc. Baal Stable 

Indicated FFo, Debt Indicated T,ER Indicated 
Rating DSC Rating Rating 

131x A 119x Baa 9% A 
129x A 127x A 6% A 
2 23x 1 50x 10% Aa 
151x 1 54x 6% Baa 
136x A 1 36x A 7% A 
125x 1 84x 11% Aa 
1 oox 1 04x 3% Baa 
1 19x 1 09x 4% 
5 02x 3 93x 31 % 
1 34x 112x 7% 

2 . 6 ~  Aa 
2.1x A 
3 . 0 ~  Aa 
1 . 9 ~  Baa 
2 . 6 ~  Aa 
2 . 6 ~  Aa 
1 . 6 ~  Baa 
1 . 9 ~  Baa 
5 7x 
2 4x 
2 5x 
2 ox A 
19x Baa 
2 2x A 
2 I x  A 
2 3x A 
2 . 8 ~  

40% Aa 
20% Baa 
30% A 
-1 8% 
26% A 
29% A 
12% Baa 
10% Baa 
51 % 
13% Baa 
13% Baa 
36% 
11% Baa 
24% A 
10% Baa 
14% Baa 
15% Baa 

f 7 ]  Ratings are senior secured unless otherwise noted 
;(a) Secured Facility Bonds ranking junior to RUS security 
l(b) Senior Unsecured Rating; No secured debt in capital structure 
((c) Issuer Rating I 
i 

Factor 4 takes into account historical financial statements Historic results help us to understand the pattern of 
a G&T's financial and operating performance and how the G&T compares to its peers While Moody's rating 

1 
I 
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committees and the rating process use both historical and projected financial results, this docilment makes 
use only of historic data, and does so solely for illustrative purposes 

Although a significant number of the sub-factors in Factor 4 map reasonably well to a G&T's actual rating, 
there are several instances where positive outlier status is evident Most notably, Golden Spread is a positive 
outlier for all its key metrics, reflecting conservative financing strategies through the years We expect that this 
situation will begin to change over the next several years as Golden Spread begins to rely on debt financing to 
fund its investment in new generation capacity Other positive outliers for various metrics include Basin 
Electric, Big Rivers, Hoosier Energy, Minnkota Power, and Tri-State G&T Association The strength of these 
scores helps balance the weaker scores these G&Ts have in Factor 2, especially as it relates to Rate Shock 
Exposure and New Build Exposure 

Georgia Transmission Corporation, Oglethorpe Power Corporation, and Dairyland Power are negative outliers 
on TIER andlor DSC, reflecting greater acceptance by their respective management and boards to manage 
results close to the minimum required levels contained in their debt indentures. Big Rivers is a negative outlier 
for equity as a percentage of Total Capitalization, reflecting its negative net worth that has prevailed for many 
years following approval of its plan of reorganization when it emerged from bankruptcy proceedings. The 
negative outlier status will eventually become a moot point as the G&T's net worth turns substantially positive 
following completion of the company's unwind transaction. 

The following table details the mapping for the Size factor 
- 
5 (18% ) 

Associated Electric 

Basin Electric Power 

AI Stable 

AI Stable 

Big Rivers Electric Corp. (P) Baal Stable 

Buckeye Power A I  Negative 

Chugach Electric Assoc. A3 (b) Stable 

Dairyland Power A3 (c )  Negative 

Georgia Transmission A3 Stable 

Golden Spread Electric A3 (c) Stable 

Great River Energy A3 Stable 

Hoosier Electric. Power Baal RUR L 
Minnkota Power Baal (c) Stable 

Oglethorpe Power Corp. A3 Negative 

Old Dominion Electric A3 Stable 

PowerSouth 

South Mississippi 

Baal (c) Stable 

A3 Stable 

[I] Ratings are senior secured unless otherwise noted 
(a) Secured Facility Bonds ranking junior to RUS security 
(b) Senior Unsecured Rating, No secured debt in capital structure 
(c) Issuer Rating 

23.4 Aa $1.69 A 

19.5 A $2.41 Aa 

5.2 Baa $0.91 Baa 

9.1 Baa $1.22 A 

2.8 $0.46 Baa 

6.7 $0.97 Baa 

N /A N/A 1 $1.49 A 

7.6 

15.0 

$0.20 

A $2.08 Aa 
10.9 Baa I $0.80 Baa 

4.9 

23.3 

Ba I $0.24 

Aa Aa I $3.64 
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F P 5:: 
_. 

Even the largest G&T co-op, Oglethorpe Power Corporation, is considered to be relatively small by investor- 
owned electric utility standards, so it is not surprising that there is only one positive outlier in Key Factor 5 
The three negative outliers are Chugach Electric, Golden Spread, and Minnkota, reflecting smaller than 
average size for the rated universe 

There are offsetting considerations in these three cases that merit comment Although Chugach Electric is a 
negative outlier for megawatt hours sold it is by far the largest power provider in the state of Alaska and is 
geographically isolated, which tends to temper concern about its small size In the case of Golden Spread and 
Minnkota, there are large capital programs under way, which over time may mitigate their respective negative 
outlier status for net property, plant and equipment 

I 

I 
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I 

Some history of defaults, usually as a 
result of needing rate increases 
that are too large to be acceptable 
to ratepayers 

Can file Chapter 11 bankruptcy 

Tend to have higher rates compared 

Rely extensively on capital markets 

to mtinicipal or public power 

G&T co-ops represent one of the three main forms of ownership for enterprises involved in the generation and 
delivery of electricity Investor owned utilities (IOUs) constitute a sizeable majority of the U S electricity 
sector, with government owned municipal or public power entities representing the second largest segment of 
the market, and G&T co-ops being by far the smallest segment G&T co-ops do not directly compete with 
each other or with investor owned utilities or government owned entities in a substantial way because 
cooperatives mainly provide service to their owner members under long term all requirements power contracts 

The A2 average (senior most) rating assigned for G&T co-ops equals the average rating for municipal or piJbliC 
power entities, and is two notches higher than the Baal average rating for (IOUs) G&T co-ops tend to be 
significantly smaller than investor owned utilities but have higher ratings because they are able to raise rates 
without the regulatory review required for investor owned utilities G&T co-ops also face less competition 
given their contractual relationship with their member owners 

Some history of defaults; usually due 
to need for rate increases that are 
too large to  be acceptable to 
members 

Can file Chapter 11 bankruptcy 

Rates tend to be comparable to IOUs 

Most borrow from the Rural Utilities 
Service and cooperative financial 
institutions; larger issuers access the 
capital markets 

The following chart compares some of the characteristics that distinguish the risk profiles of these three 
subsets of the lJ S power sector 

Rate regulated 

Profit seeking; operated for the 
benefit of public shareholders with 
obligations to serve regulated 
ratepayers 

entities in an issuer family 

Most are not rate regulated but their 

Not-far-profit; operated for the 

owners may be 

benefit of their owner members 

Most are larger; may have multiple Al l  are small relative to lOUs 

Subject to compet.ition in the 
wholesale market; sometimes in the 
retail market 

Little competition 

Not rate regulated 

Operated for public benefit for 
the region served 

Most are small relative to IOUs 

Little cornpeti ti on 

Def auks have been extremely 
rare 

More impediments to bankruptcy 
but may be able to file Chapter 9 

Tend to have lower rates than 
G&T CO-OPS and lOUs 

Rely on public and private 
markets for financing needs; 
may have access to government 
funding i f  needed 

Moody's rates approximately $35 billion of bonds issued by Joint Power Agencies (JPAs), which have some 
characteristics in common with electric generation and transmission cooperatives Both are nonprofit 
enterprises and are governed by their members Cooperatives as well as many JPAs serve small rural 
communities in the U.S. A significant difference between the two is the greater ability of JPAs to issue low cost 
tax-exempt debt, although cooperatives may borrow at below market rates through the federal Rural Utilities 
Service 

Since the 197O's, groups of city-owned electric utilities have established JPAs to pool resources to finance the 
construction of new generation facilities or to jointly purchase electric power supply Participating members of 
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JPAs are contractually obligated for power supply through take-or-pay and take-and-pay power sales 
agreements. These agreements are the underlying security for tax-exempt debt issued by JPAs. The power 
sales agreements are structured to have the same term as the debt issue. 

JPAs have unregulated rate-setting authority and their municipal utility participants can recover costs by 
independently raising retail rates The current median municipal scale rating of JPAs is A2 After a period of 
low debt issuance, JPAs have accelerated the pace of borrowing to finance ownership in new generation 
plants in order to assist their participant members in meeting demand growth and also to diversify their 
generation fuel mix 

The key rating factors Moody’s considers for JPA ratings include municipal utility participant credit quality, 
pricing power and market position, as well as governance structure and management abilities of these public 
sector organizations Financial position, capital spending, and structural features of borrowing instruments are 
also important. Key questions embedded in our analysis of these factors are“ 

;i 

9 

c 

How economic are power sales contracts relative to competitors? 

How are the power supply contracts structured, and what are the bond security provisions? 

What is the average weighted credit quality of participants? What are the demographic and economic 
characteristics of the service areas of the participating municipal electricity distributors? 

How do JPAs manage their balance sheet and plan for capital spending in order to position the JPA to 
meet future demand growth and competition? 

G 

The price of power the JPA supplies, and the reliability of the power supply, are among the most significant 
drivers of JPA credit ratings given the importance of these factors to their municipal utility participants. JPAs 
with the highest cost power are generally rated lower than those with more competitive price structures 

I 
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There have been significant increases in environmental expenditure estimates among G&T co-ops with 
significant coal fired generation in recent years as policymakers have mandated pollution control measures 
and emissions limitations in response to public concerns over carbon These expenditures are likely to 
continue to increase with the imposition of new and sometimes uncertain requirements with respect to carbon 
emissions G&T co-ops may have to implement substantial additional reductions in power plant emissions and 
could experience progressively higher capital expenditures over the next decade In the U S , the planned 
construction of several new coal plants have been cancelled or at least delayed as a result of opposition from 
regulators, political leaders, and the public or because cheaper alternatives appeared more compelling due to 
the significant increase in coal plant construction costs 

t s  rati 

In order to meet rising electricity demand as the U S slowly emerges from a recession, many G&T co-ops 
intend to purchase generating plants or plan to build additional peaking and base load generating capacity, 
while correspondingly taking steps to upgrade and/or add to transmission infrastructure As of end of 2008, 
the aggregate net property plant and equipment for rated G&P co-ops was approximately $12 billion with about 
an additional $8 billion of capital expenditures planned over the next five years For those G&Ts that elect to 
participate in the construction of large, highly capital intensive nuclear plants, which have not been built in the 
U S in many years, the challenges cotlld be particularly daunting and significantly pressure their credit quality. 

After a period of rate stability or rate decline throughout the 1980s and 199O's, G&T co-ops are increasing the 
wholesale rates that they charge their members. The impact of higher prices for fuel and purchased power 
has not been fully experienced by member co-ops because some purchase contracts have not yet been reset 
to new market levels 

G&Ts will likely impose large rate increases on co-op members when the G&Ts power purchase contracts 
expire if that coincides with a period of rising market prices or when a large new generating plant is being 
constructed. Very large increases could test the willingness of members to pay higher rates 

G&Ts who choose to defer increasing rates to their members in the face of sharply higher costs or who are 
unable to gain approval from regulators to do so when rate regulation applies will likely experience a 
deterioration in their key credit metrics Inability to obtain regulatory approval for rate increases has contributed 
to the bankruptcy of G&T co-ops in the past As an alternative to imposing a large rate increase at one time, 
most G&T co-ops try to pursue a strategy of smaller, more frequent rate increases to be phased in over a 
period of years. 

Rates charged by G&T co-ops need to be regionally competitive with rates charged by other power providers 
Rate competitiveness of G&T co-ops relative to other power providers is important because it affects the 
willingness of co-op members to accept rate increases when costs increase With most other power providers 
currently facing similar commodity cost volatility and capital spending requirements, as well as more expensive 
insurance and pension benefits, we do not expect that the rates that G&T co-ops charge their members will be 
less competitive than those charged by other power providers 
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en l  

G&T co-ops rely heavily on low cost loans from the Rural Utilities Service of the U S. Department of 
Agriculture (RUS) and from RUS guaranteed loans provided by the Federal Financing Bank (FFB), a 
government funding arm. 

In addition to the RUS, G&T co-ops also rely heavily on loans provided by cooperative financial institutions 
such as the National Rural Utilities Cooperative Finance Corporation (CFC; A I  senior secured; stable outlook) 
and CoBank, and local commercial banking institutions 

The RUS is the single largest provider of debt financing to the sector. Given the history of political support for 
the RUS loan program, our ratings reflect our assessment that the probability of systemic withdrawal of siich 
low cost funding is low. The ratings do, however, incorporate the RlJS decision not to provide loans for the 
construction of base load coal and nuclear plants. 

Some cooperatives have elected to repay all RUS loans or otherwise obtain lien accommodations in order to 
obtain more financial flexibility, which results in a greater reliance upon the capital markets as a source of 
funding However, the RUS requires that some of its borrowers obtain at least 30% of their financing from 
other sources Larger G&T co-ops, siJch as those in Moody's rated universe, have sought to increase financial 
flexibility by accessing the capital markets We anticipate that more G&T co-ops will do likewise in the future 
given the RUS decision not to lend for the construction of base load coal and nuclear plants. 
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U S Regulated Electric Utilities, Six-Month Update, July 2009 (1 18776) 

U S Investor-Owned Electric Utility Sector, JanLJafy 2009 (1 13690) 

EMEA Electric and Gas Utilities, November 2008 (1 12344) 

North American Natural Gas Transmission & Distribution, March 2009 (I 15150) 7 
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Regulated Electric and Gas Utilities (1 18481) 

Unregulated Utilities and Power Companies, August 2009 (1 18508) 

Regulated Electric and Gas Networks, August 2009 (1 18786) 

Moody's Approach to Global Standard Adjustments in the Analysis of Financial Statements for Non- 
Financial Corporations - Part I, July 2005 (93570) 

a 

c 

:: 

To access any of these reports, click on the entry above Note that these references are current as of the date ofpublication 
of fhis report and that more recent reports may be available All research may not be available to all cknts  

Credit Roadmap for Energy Utilities and Power Companies in the Americas, March 2009 (1 15514) 

Carbon Risks Becoming More Imminent for U S Electric Utility Sector (1 15175) 

New Nuclear Generation Ratings Pressure Increasing (1 17883) 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

ated March 14,2013 

March 28,2013 

Item 19) 

“the power market will steadily increase” and that it will ‘%easonably rebound. ” 

Referencing Big Rivers’ response to AG 1-58: State the basis fo r  the belief 

Response) Big Rivers believes coal generating units that are not currently in compliance 

with the proposed MATS standards, and those that do not have plans to come into 

compliance, will likely be coming offline by April 201 5. While some regulated utilities have 

chosen to build combined cycle gas generation to replace those generating units, niost 

merchant companies will decommission their coal plants and not replace that supply. This 

decline in supply should have a positive impact on wholesale market prices, but the extent to 

which it may have this effect is unknown at this time. Likewise, an improvement in the 

national economy and/or an increase in natural gas pricing will also have positive impacts on 

the wholesale price of power, if they occur. Rig Rivers believes a combination of these 

factors will likely occur to cause a steady increase in the wholesale market over the next few 

years. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-19 

Witness: Robert W. Berry 
Page 1 of 1 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

March 28,2013 

Item 20) Referencing Big Rivers’ response to AG 1-67(a), provide a copy of the cited 

‘2eneralLy accepted depreciation study procedures ’’ used by tlie utility industry and used by 

Burns & McDonnell in their depreciation study. 

Response) There is no single book, document, or manual that incorporates all the 

generally accepted depreciation study procedures widely used by the utility industry. 

Different (yet reasonable) methods and procedures can be approved by different state 

commissions and the Rural Utilities Service. Burns & McDonnell’s study was performed in 

accordance with Rural Utilities Service Bulletin 1767B-1 and utilized the same methodology 

as the prior depreciation study that was approved by the Kentucky Public Service 

Commission in Rig Rivers’ last rate case, Case No. 201 1-00036. Individual requirements and 

procedures will vary based on each cooperative’s specific depreciation situation and what tlie 

Rural Utilities Service and different state regulatory commissions require and approve. 

Witness) Ted J. Kelly 

Case No. 2012-00535 
Response to AG 2-20 

Witness: Ted J. Kelly 
Page 1 of 1 



JCATION OF BIG VERS ELECTRIC CO 
OR A GENERAL A 

CASE NO. 2022-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

Item 21) Please provide specific 

references to documents in Case No. 2011-00036 which identify these ‘process issues ” and 

their resolution. 

Referencing Rig Rivers’ response to AG 1-68: 

Response) 

Brief of Big Rivers Electric Corporation filed August 1 1 20 1 1 pp. 33. 

See Main Brief of KTUC filed August 1 1, 201 1 pp. 18- 19, and Post-Hearing 

Witness) John Wolfram 

Case No. 2012-00535 
Response to AG 2-21 

Witness: John Wolfram 
Page 1 of 1 



VERS ELECT RATION 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

VERS ELECT 
ENT IN RATES 

CASE NO. 2012-00535 

Response to the ffice of the Attorney General’s 
Supplemental Set of 

March 28,2013 

Item 22) Referencing Big Rivers’ response to A(; 1-72: The response to AG 1-72 and 

the related attachment appears to sliow $I 98,000 of legal rate case costs ($1 74,000 for 

Sullivan, Mountjoy and $24,000 for Qrrick, Herrington) have been included in tlie 

forecasted test period August 31, 2014, and the response to AG 1-73 shows a dqferent 

amount of legal rate case costs of $975,700 ($454,620 for Sullivan, Mountjoy and 

$521,080 for Dinsmore&Slzolzl) included in total rate case costs of $1,585,977 (which 

appears to agree to the response to PSC 1-54). And the 36-month total of rate case 

expense of $1,585,977 is addressed at Ms. Speed’s testimony at Tab 68, page 19. Address 

the following: 

a. Please reconcile the response to AG 1-72 legal expense of $198,000 versus 

AGI-73 and PSCI-54 legal expense of $975,700 (as well as reconciling the 

different amounts shown for  attorneys Sullivan, Mountjoy), and identqy 

wlziclt amount is included in the forecasted test period August 31, 2014 as 

rate case expense (or explain and i d e n t ~ ?  the portion of tlzese legal expenses 

that are not included in rate case expense, but are included in the forecasted 

test period as other professional fees that are not amortized). 

6. Explain if these amounts above represent the 3-year amortized portion, or 

the total amount before amortization over 3 years. 

c. Explain lzow “rate case legal fees” versus “otlzer legal fees” are identified 

and reflected in the forecasted test period and provide supporting 

documentation. 

d. In regards to (a) above, Ms. Speed’s testimony at Tab 68, page 19, line 10 

identifies total rate case costs of $1,585,980 (to be amortized over 36 

Case No. 2012-00535 
Response to AG 2-22 

Witness: DeAnna M. Speed 
Page 1 of 5 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 
Supplemental Set of 

March 28,2013 

months), although the response to PSC 1-54 and Ms. Speed’s testimony is 

susceptible to the interpretation that the entire amount of $1,585,980 is 

included in the forecasted test period August 31, 2014 (instead of just one- 

tJiird of the 36 month amortization). Please clarifv and provide the total and 

amortized portion of costs included in the forecasted test period, for  all legal 

fees and other professional costs. 

e. A61-72(a) requested an explanation of the services for  each attorney which 

was not provided with the response (although BREC objected to providing 

copies of legal invoices at AG1-72(6), it does not appear to have objected to 

explaining the services provided by attorneys). Regarding forecasted test 

period legal fees of $198,000 at AG 1-72 and $975,700 at AG 1-73 and PSC 

1-54, explain the purpose of these legal costs and provide supporting 

documentation. For example, provide: (i) the amount of these legal fees 

related to litigating the rate case; (ii) legal costs for other issues related to 

the rate case but not for litigating the rate case; (iii) legal fees related to 

other Kentucky regulatory issues and not this rate case (identifu by case 

number); legal costs related to the status of the smelters; and (v) other regal 

costs for  corporate matters unrelated to the rate case. 

Case No. 2012-00535 
Response to AG 2-22 

Witness: DeAnna M. Speed 
Page2of 5 



VERS ELECT 

ELECTRIC C N 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 

arch 28,2013 

1 Response) 

3 

4 

a. As stated in the title of the attachment to AG 1-72, the $198,000 represents 

forecasted payments to outside attorneys and legal representation during the 

forecasted test period, excluding expenses associated with this rate case 

proceeding. The $454,620 and $521,080 ($975,700 total) included in the 

attachments to PSC 1-54(b) and AG 1-73(a) for Sullivan, Mountjoy, 

Stainback & Miller, P.S.C. and Dinsmore & Shohl LLP, respectively, 

9 represent the total projected expenses for services performed by each of these 

10 

11 

12 

13 

firms in connection with this rate case proceeding. 

The amount provided in PSC 1-54(b), for projected costs associated 

with Sullivan, Mountjoy, Stainback& Miller P.S.C. related to this rate case 

proceeding, agrees to the amount provided in AG 1-73(a) ($454,620). Details 

14 

15 

16 52. 

17 

18 

19 

20 

21  

regarding the amount of rate case expenses included in the forecasted test 

period ending August 3 I ,  201 4 are provided in Rig Rivers’ Application at Tab 

b. The $198,000 included in the attachment to AG 1-72 represents projected 

expenses for outside attorneys and legal representation during the forecasted 

test period, excluding expenses associated with this rate case proceeding. 

This amount represents the amount expected to be incurred during the 

forecasted test period for legal expenses not related to rate case proceedings; it 

22 

23 

does not represent the amortization of any deferred legal expenses. 

The $1,585,977 included in the attachments to PSC 1-54(b) and AG 1- 

24 73(a) represents the total estimated cost associated with this rate case for 

Case No. 2012-00535 
Response to AG 2-22 

Witness: DeAnna M. Speed 
Page 3 of 5 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

C. 

d. 

e. 

third-party service providers (e. g. legal, engineering, and consulting). This 

amount represents the total estimated amount (i.e. not the annual amortization 

of these expenses during a specific period). 

Anticipated costs for “rate case legal fees” were developed based on a variety 

of factors including, but not limited to: (i) Rig Rivers’ experience in previous 

rate case proceedings; (ii) analysis of the various filing requirements and 

anticipated work loads; (iii) additional complexities associated with a rate case 

using a h l ly  forecasted test period; and (iv) hourly rate information provided 

by external service providers. 

Rate case fees are deferred and amortized over a 36 month period 

beginning September 1 , 20 13. Please reference Ms. Speed’s testimony at 

Application Tab 68, page 15, lines 16-22 and page 16, lines 1-10. 

The “other legal fees” are identified and reflected in the forecasted test 

period as expensed when anticipated to be incurred. 

As stated in Ms. Speed’s testimony at Application Tab 68, page 19, line 10: 

“The total estimated amount of these [rate case] costs is $1,585,980, or 

$44,055 per month when amortized over thirty-six months, beginning in 

September 2013.” As illustrated in the attachment to Tab 52 of Rig Rivers’ 

Application, the total amortized portion of these costs included in the 

forecasted test period is approximately $528,660 (Le. $44,055 per month x 12 

months in forecasted test period = $528,660). 

Rig Rivers’ objection also applied to the request to provide explanations for 

all services performed by each attorney during 2010, 201 1, 2012, 2013 YTD 

Case No. 2012-00535 
Response to AG 2-22 

Witness: DeAnna M. Speed 
Page 4 of 5 



VERS ELECT 

VERS ELECT 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental §et of Data Requests 

March 28,2013 

and all forecasted periods. 

waiving it, Big Rivers responds as follows. 

Notwithstanding this objection, and without 

As indicated in the title of the attachment to AG 1-72, the $198,000 of 

4 

5 

6 

7 

legal fees included in the forecasted test period represents estimated payments 

to outside attorneys and legal representation for general corporate matters, 

excluding expenses associated with this rate proceeding. Rig Rivers’ forecast 

in this case is based on its past experience (Le., historical trends for annual 

8 

9 

10 

11 

12 

costs) with corporate counsel. 

The $454,620 and $521,080 ($975,700 total) included in the 

attachments to PSC 1-54(b) and AG 1-73(a) for Sullivan, Mountjoy, 

Stainback & Miller, P.S.C. and Dinsrnore & Shohl L,L,P, respectively, 

represent the total projected costs for services to be performed by each of 

13 

14 

15 

these firms in connection with this rate case proceeding. These services 

include, but are not limited to, the planning and preparation of the application 

and testimony for this case, preparation and review of responses to the 

16  

1 7  

Commission’s first set of data requests, preparation and review of responses to 

the Commission’s second and Intervenors’ first sets of data requests, 

18 

19  

20 

preparation and review of the Commission’s third and Intervenors’ second 

sets of data requests, preparation for the hearing, the hearing itself, rebuttal 

testimony, post hearing briefs, and other assistance directly related to the 

2 1  

22 

current rate case. 

23 Witness) DeAnna M. Speed 

Case No. 2012-00535 
Response to AG 2-22 

Witness: DeAnna M. Speed 
Page 5 of 5 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 

March 28,2013 

Item 23) Referencing Big Rivers’ response to AG 1-73 (d): PZease clarifi ifrate case 

expense or any expense is included in the forecasted test period August 31,2014 related to 

BRBC’s prior rate case Case No. 2011-00036, and provide these amounts by consultant 

and show the related amortization of these costs by account number. 

Response) The forecasted test period ending August 31, 2014 includes a pro forma 

adjustment to reflect the amortization of rate case costs for Case No. 2011-00036. See 

Exhibit Wolfram-2.2, Reference Schedule 1.09, provided in response to PSC 2-36. The 

annual amount is $203,352, which reflects the amortization of the uncollected balance of rate 

case costs approved by the Commission in its Order on Rehearing dated January 29, 20 13. 

This is an adjustment for ratemaking purposes only; there are no Case No. 201 1-00036 rate 

case expenses included from an accounting standpoint in the forecasted test period. 

Witnesses) John Wolfram 

Case No. 2012-00535 
Response to A 6  2-23 

Witnesses: John Wolfram 
Page 1 of 1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

N 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

Item 24) Referencing Big Rivers’ response to AG 1-107 (e): Please provide the 

calculated net savings for idling the Wilson Station for the 2014-2016 timeframe and all 

workpapers and spreadsheets associated with this calculation. 

a. This calculation should ilzclude an itemization of the frxed costs saved, the 

variable costs saved, the additional costs due to running more expensive 

units to replace Wilson generation, the layup costs incurred and all other 

inputs and analysis used to derive these net saviizgs. 

6. Does this calculation include savings from depreciation or interest 

expenses? If yes, identifv such with specificity. 

Response) 

a. Please see response to PSC 3-16 for the fixed cost savings breakdown for idling 

Wilson Station during the 201 4-20 16 timeframe. Please see the following table 

displaying the variance in expenses between Wilson Station running and idled. 

Variable expenses were obtained from the PCM mn - Sens. 4 (please see 

response and CD attachment of PCM model runs to AG 1-236). The additional 

costs due to running more expensive units to replace Wilson generation have not 

been quantified. 

Case No. 2012-00535 
Response to AG 2-24 

Witness: Robert W. Berry 
Page 1 of 2 



cg: RAT 

Response to the Office of the Attorney General’s 
Supplemental Set of 

March 28,2013 

2 

3 

4 interest expense. 

5 

6 Witness) Robert W. Berry 

b. No, the calculation above does not include any savings from depreciation or 

Case No. 2012-00535 
Response to AG 2-24 

Witness: Robert W. Berry 
Page 2 of 2 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

ated March 14,2013 

March 28,2013 

Item 25) 

the Wilson Station: 

Referencing Big Rivers ’ response to A G 1-113 regarding the efforts to idle 

a. Is it Big Rivers’ position that this layup process will preserve the plant and 

save its useful life for the future? 

b. Is it Big Rivers’ position that this layup will extend the plant such that the 

33.5 years of useful life will be “suspended” until operation is once again 

commenced? If not, why not? 

Would Big Rivers agree that depreciation expenses related to the 33.5 years 

of useful life should also be suspended while the plant is idled? If not, why 

not? 

c. 

Response) 

a. The remaining usehl life of fossil fired steam generating assets is typically 

estimated based on expected hours of operation and anticipated number of 

thermal cycles. Rig Rivers believes that these types of assets, when idled 

using appropriate layup techniques and approved best practice preservation 

methods, will deteriorate less rapidly than similar assets that operate routinely. 

That being said, Big Rivers also understands that all deterioration and 

depreciation of these assets will not cease, and that appropriate maintenance 

activities must be sustained during the layup period in order to minimize the 

effects of oxidation, pitting, and corrosion fatigue. Big Rivers intends to apply 

Case No. 2012-00535 
Response to AG 2-25 

Witness: Robert W. Berry; BiUie J. Richert 
Page 1 of 2 
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FOR A GENE 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 

Dated March 14,2013 
Supplemental Set of 

March 28,2013 

1 

2 

3 

4 studies are performed. 

5 

6 

7 

8 c. No. Big Rivers expects that Wilson Station will remain in service and 

9 available to operate as needed to cover outages at other stations and to 

10 maintain its environmental permits. As such, Big Rivers will continue to 

11 incur depreciation expenses while the plant is idled, in a manner consistent 

12  with the RUS System of Accounts and accounting practices. Also please see 

13 the response to PSC 2-21 and AG 1-1 13. 

14 

15 Witnesses) Robert W. Berry; Billie J. Richert 

utility best practice procedures and innovative methods for protecting boiler 

and turbine equipment to its idled assets; the extent to which doing so affects 

the useful life of the assets will become known when future depreciation 

b. No. The determination of the useful life of the plant following any layup will 

be made in future depreciation and/or engineering studies. Please see the 

response to part (a) above, PSC 2-21(c), and AG 1-1 13. 

Case No. 20 12-00535 
Response to AG 2-25 

Witness: Robert W. Berry; Billie J. Richert 
Page 2 of 2 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 26) Referencing Big Rivers’ response to AG 1-132, please provide a detailed 

analysis which shows how Big Rivers determined the expenses recorded in the FERC 

accounts in question are ‘predominately demand related’’ alzd not related to variable use 

of the facilities. Response should ilzchde a detailed discussion of expenses in each 

account. For example, why are steam expenses (account 502) not related to production of 

steam (variable use related) and instead treated as fixed or demand related expenses? 

a. Provide references related to FERC rulings regarding the accounts in 

question. 

Response) Rig Rivers did not make the determination described in the question but 

instead adhered to FERC precedent. See attached. FERC’s Staff for a number of years has 

used the predominance method for classifying production O&M accounts. 

a. See, e .g., Arizona Public Service Co., 4 FERC 761,101, pp. 61,209-10 (1978); 

Illinois Power Co., 11 FERC 163,040, pp. 65,255-56 (1980), affd, 15 FERC 

761,050, p. 61,093 (1981); Kansas City Power & Light Co., 21 FERC 

763,003, p. 65,037 (1982), a f d ,  22 FERC 761,262 (198.3); Minnesota Power. 

& Light Co., Opinion No. 86, 11 FERC 761,312, pp. 61,648-49 (1980). 

Witness) John WoEam 

Case No. 2012-00535 
Response to AG 2-26 

Witness: John Wolfram 
Page 1 of 1 



FERC Predominance Method 
Classification of Production Expenses 

----- 
Demand 1 Energy -- - IJSoA - 

Acct # Description 
I 

Case No. 2012-00535 
Attachment to Response to AG 2-26 

Witness: John Wolfram 
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Case No. 2012-00535 
Attachment to Response to AG 2-26 

Witness: John Wolfram 
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Response to the Office of the Attorney General’s 
Supplemental Set of 

ated March 14,2013 

March 28,2013 

Item 27) Referencing Big Rivers’ response to AG 1-180: Please explain why Big 

Rivers does not know the coincident demand for Kenergy, Jackson Purchase, Meade 

County load and each smelter and why Rig Rivers as a transmission owner in MIS0 is not 

otherwise able to provide this information or data. To the extent that Rig Rivers does have 

this information, please provide it for each month since Big Rivers has been taking service 

under the MIS0 QATT. 

Response) Big Rivers understood that AG 1-1 80 pertained to the coincident demand for 

the member cooperatives and smelters shown on the monthly statement kom MIS0 for 

Network Integrated Transmission Service. As indicated in that response, those values are not 

included on the MIS0 statement, because the load and revenue credits offset one another. 

Also please see the responses to AG 2-28 and AG 2-29. 

Big Rivers does have the coincident demand for the member cooperatives and the 

smelters that is used by Big Rivers for wholesale billing purposes. See attached. 

‘Witness) Lindsay N. Barron 

Case No. 2012-00535 
Response to A 6  2-27 

Witness: Lindsay N. Barron 
Page 1 of 1 



Big Rivers Coincident Peaks (a t  Svstem Peak1 

Year Month Meade JP Kenergy Smelters Date Time 
2011 January 
2011 February 
2011 March 
2011 April 
2011 May 
2011 June 
2011. July 
2011 August 
2011 September 
2011 October 
2011 November 
2011 December 
2012 January 
2012 February 
2012 March 
2012 April 
2012 May 
2012 June 
2012 July 
2012 August 
2012 September 
2012 October 
2012 November 
2012 December 

109 
121 
82 
75 
88 
9 1  

101 
98 
99 
66 
78 
93 

101 
100 
84 
52 
81  

103 
106 
94 
83 
70 
9 1  
91  

128 
137 
106 
83 

130 
140 
160 
165 
145 
83 

104 
110 
127 
112 
92 

104 
130 
163 
160 
153 
137 
88 

1.11 
117 

373 
369 
312 
279 
357 
387 
40 1 
395 
390 
276 
296 
313 
347 
321 
294 
295 
346 
381 
395 
385 
354 
275 
309 
321 

741 
748 
744 
797 
798 
795 
780 
778 
794 
812 
845 
827 
847 
851 
867 
869 
866 
846 
853 
856 
845 
853 
867 
854 

1/12/2011 
2/10/2011 

3/1/2011 
4/1/2011 

513 112011 

7/11/2011 

9/2/2011 
10/21/2011 
11/29/2011 
12/12/2011 
1/12/2012 
2/13/2012 
3/5/2012 
4/2/20 12 

5/25/2012 

6/8/2011 

8/3/2011 

6/29/2012 
7/7/2012 
8/2/2012 
9/6/2012 

11/28/2012 
12/26/2012 

1013 1/20 12 

HE19 
HE07 
HE07 
H E07 
HE17 
HE17 
HE18 
HE18 
HE17 
H E07 
HE18 
HE07 
HE20 
HE07 
HE07 
HE18 
HE17 
HE17 
HE16 
HE15 
HE17 
HE07 
HE07 
HE18 
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Item 28) 

following questions: 

Referencing Big Rivers Response to AG 1-230 (a), please respond to the 

a. Is it Big Rivers’position that Kenergy Corp, Jackson Purchase Energy 

Corporation, and Meade County RECC would not be allowed to prcrchase 

transmission service under the MISO tarijj? I f  the answer is yes, please 

describe and reference specipc sections of the MISO OATT that would 

prohibit such a transaction. 

b. It appears that MISO has stated that the only MISO requirement for 

Kenergy Corp, Jackson Purchase Energy Corporation, and Meade County 

RECC to purchase MISO NITS under the MIS0 OATT would be to change 

reservation 76856899 to normal network contract service and this could be 

done with a mere 30-days’ notice (see response to IUUC 1-5p. 7). Please 

explain why Big Rivers responded to AG 1-230 (a) that this is not 

permissible under the MISO tarifJ and yet it appears MIS0 has stated that 

it would be relatively simple for these entities to obtain NITS under the 

MISO OATT. 

i ,Referencing MISO’S opinion that reservation 76856889 can be 

easily updated to normal network contract service: Provide an 

update of Wolfram Exhibit 3 that removes all costs that would be 

recovered under the Big Rivers MISO Attachment 0 spreadsheet 

i f  reservation 76856899 were converted to normal network 

contract service as contemplated by MISO. 

Case No. 2012-00535 
Response to AG 2-28 

Witness: John Wolfram 
Page 1 of 5 
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PLI OF N 

esponse to the Office of the Attorney General’s 
ental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

ii. Indicate where each cost under the current Wolfam Exhibit 3 

would be recovered in the Big Rivers MIS0 Attachment 0 
spreadsheet assuming reservation 76856899 was converted to 

“normal network contract service. ” 

c. Given that Big Rivers has said in its response to AG 1-224 that the smelter 

would be allowed to purchase firm transmission service from MISO, please 

explain why Kenergy Corp, Jackson Purchase Energv Corporation and 

Meade County RECC would not be allowed to purchase firm transmission 

from MIS0 regardless of power supply. Explanation should describe 

specific sections of the MISO OATT. 

d Please explain why Big Rivers could not simply charge the monthly 

Network service charge lkted in the Attachment 0 Spreadsheet to Kenergy 

Corp, Jackson Purchase Energy Corporation, and Meade County RECC 

for  example $1.424kWMo as shown in the 201 1 spreadsheet line 17page 

I provided in response to AG 2-181) and fully recover Big Rivers’ cost 

related to transmission service to these entities. Explanation should include 

a quantitative value and fully reference the Attachment 0 spreadsheets. 

a. Big Rivers has all-requirements wholesale power contracts with Kenergy 

Corp., Jackson Purchase Energy Corporation, and Meade County RECC 

(“Members”) through December 3 I ,  2043. The all-requirements contracts 

Case No. 2012-00535 
Response to AG 2-28 

Witness: John Wolfram 
Page 2 of 5 
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Response to the Office of the Attorney 
Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

require Rig Rivers to supply and deliver electricity to the Members; this 

includes the provision of the transmission service needed to supply that 

electricity. It is Big Rivers’ understanding that, under the MISO Tariff, the 

Members are treated as native load with bundled service under Network 

Integration Transmission Service (“NITS’y), which is provided by Big Rivers, 

who is both the Transmission Owner and the Market Participant under the 

MIS0 Tariff. 

Furthermore, it is Big Rivers’ understanding that, in order for a party 

to purchase transmission service from MISO and receive Financial 

Transmission Rights (“FTRs”) to manage congestion risk, the party must be a 

Market Participant under the MISO Tariff. The Members are not Market 

Participants and thus, even if the Members were not considered native load 

customers of Big Rivers, the Members would not be allowed to purchase 

transmission service at present under the MISO Tariff. See Modules A and B 

of the MISO Tariff available on the MIS0 website at 

https://www.midwestiso.org/Library/Tariff/Pages/Tariff,aspx 

b. Big Rivers does not agree with the interpretation of the response to KITTC 1-5, 

p. 7. In the email referenced on that page, MISO is not referring to a possible 

transfer of transmission reservations from Rig Rivers to the Members. MISO 

does not state that the only MIS0 requirement for the Members to purchase 

MIS0  NITS under the MLYO Tarzfl(emphasis added) would be to “change 

reservation 76856899 to normal network contract service and this could be 

done with a mere 30-days’ notice” as cited in this question. Reservation 

Case No. 2012-00535 
Response to AG 2-28 

Witness: John Wolfram 
Page 3 of 5 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Suppi~menta~ Set of Data Requests 

76856899 does not pertain at all to the transmission service for the Members’ 

native load noted in this question. Instead, the email from MIS0 refers to the 

option that Big Rivers has, as the Transmission Owner with bundled network 

load, either (i) to include certain schedules on the settlement statements as 

both a charge to network load and an equivalent, klly-offsetting credit to the 

Transmission Owner, or (ii) to not include these offsetting schedules at all 

since they net to zero. Changing from the latter to the former requires a 30- 

day notice to MISO. In either case, the Transmission Owner is Big Rivers, 

not the Members. The email from MIS0 makes no reference whatsoever to 

the possibility of the Members purchasing transmission service directly from 

MISO. 

i. The premise of this question is flawed. The referenced conversion 

would not change Rig Rivers’ transmission costs or the recovery of 

such costs under Attachment 0 in any way. 

See the response to parts (a) and (b)(i). ii. 

c. Big Rivers did not state in response to AG 1-224 that the smelter would be 

allowed to purchase fm transmission service from MISO. Notwithstanding 

this fact, please see the response to part (a). 

d. In theory, Rig Rivers could seek Commission approval to recover its 

transmission costs from the Members via an unbundled rate structure, as 

opposed to the bundled wholesale rate proposed in the instant filing. The 

potential change from a bundled rate structure to an unbundled rate structure 

would necessitate a change to Rig Rivers’ base rates, to remove the 

Case No. 2012-00535 
Response to AG 2-28 

Witness: John Wolfram 
Page4of 5 
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esponse to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

transmission demand cost component. However, Big Rivers did not propose 

to do so in this case. Big Rivers is not aware of any unbundled transmission 

rate structures that have been approved by the Commission for electric 

utilities in the Commonwealth. Furthermore, Rig Rivers has not attempted to 

identify any other requirements or approvals necessary for Big Rivers to seek 

to implement an unbundled transmission rate. 

Witness) John Wolfiarn 

Case No. 2012-00535 
Response to AG 2-28 

Witness: John Wolfram 
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Item29) 

following questions: 

Referencing Big Rivers’ response to AG 1-230 (e), please respond to the 

a. Provide all workpapers, input and calculations used in arriving at the 12 

coincident system peak values used to develop “divisors ” in the spreadsheets 

provided in response to AG 1-181 Cfor example those values listed as lines 8 

through 14 on page 1 of the 2011 Attachment 0 spreadsheet). 

b. For each of these values provide the 12 coincident peak allocation among 

Kenergy Corp, Jackson Purchase Energy Corporation and Meade County 

RECC. 

c. For each of these values provide the 12 coincident peak allocation among 

the “Rurals ”, “Large Industrials” and “Smelter ’’ customers. 

Response) 

a. The source for the 12 CP system peak values used in the Attachment 0 

spreadsheets provided in AG 1-181 is the Big Rivers Energy Management 

System (“EMS”). The load values are the total Big Rivers system load, which 

is calculated from the gross metered total system generation less 

auxiliaqdstartup load, less metered interchange, less HMP&L’s share of 

Station Two generation. The EMS uses real-time hourly data and there are no 

spreadsheets or workpapers available. 

Case No. 2012-00535 
Response to AG 2-29 

Witness: John Wolfram 
Page 1 of 2 
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CASE NO. 2012-00535 

ffice of the Attorney General’s 

March 28,2013 

1 

2 

3 

4 

5 

6 

7 Witness) John Wolfram 

b. The data in the EMS that is used to develop the Attachment 0 divisors is 

collected on a system-wide basis and is not compiled by summing the load 

data of the individual members. 

c. The data in the EMS that is used to develop the Attachment 0 divisors is 

collected on a system-wide basis and is not compiled by rate class. 

Case No. 2012-00535 
Response to AG 2-29 

Witness: John Wolfram 
Page 2 of 2 
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Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

1 Item 30) 

2 

3 

Referencing Big Rivers’ response to AG 1-236: Please explain in complete 

detail why Big Rivers did not ask ACES to perform a sensitivity run with “Green 1 and 

Green 2 idled and Century not operating. ’’ 
4 

5 Response) Rig Rivers did not request ACES to perform a sensitivity run with Green 1 

6 

7 

8 

9 

and Green 2 idled due to 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1  m 
22 

23 Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-30 

Witness: Robert W. Berry 
Page 1 of 1 
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Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

Item 31) Referencing Big Rivers’ response to AG 1-250 regarding the 2011 audited 

financial statements, page 4 shows that income for the defined beneJit plan has decreased 

from $2.6 m in 2008 to ($2.4 m): 

a. Explain why income on the defined beiieBt plan has declined over this 

period and provide all related supporting documentation. 

b. Explain if BREC has had to increase fundiitg for the defined benefit plan 

and explain this impact on funding and cash flow for 2011,2012 and 2013 

(although it appears that the defined &eneflt plans were closed to new 

salaried entrants effective January I ,  2008 and to new bargaining 

employees effective November 1, 2008, with a defined contribution plan 

established for  new entrants). 

c. Page 24 of the auditedfinancials states that BREC’s expense under the 

defined contribution plait for 2011 and 2010 was $4.5 m and $4.4 m, 

respectively, and 2012 expected contribution to pension plan is $.I million. 

Identify the amount of pension expense included in the rate case forecasted 

test period (by account) and compare to these amounts above, and explaiti 

the reasoits for all differences. 

Response) 

a. On December 31, 2007, Big Rivers adopted SFAS No. 158, Employers’ 

Accounting for Defined Benefit Pension and Other Postretirement Plans (now 

Case No. 2012-00535 
Response to AG 2-31 

Witness: James V. Haner 
Page 1 of 3 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

March 28,2013 

FAS ASC 71.5, Compensation - Retirement Benefits). Please see page 19 of 

the 201 1 financial statements attached to the response to AG 1-250. FAS 158 

(ASC 715) requires recognition of the funded status of pension and other 

postretirement plans as an asset or liability in the statement of financial 

position, and recognition of the changes in funded status through 

comprehensive income (Accumulated Other Comprehensive Income or 

“AOCI”). AOCI is a balance sheet account that includes the gains or losses, 

prior service costs or credits, and the transition asset or obligation remaining 

from the initial application of FAS 87, Employers’ Accounting for Pensions, 

and FAS 106, Employers’ Accounting for Postretirement Benefits Other Than 

Pensions, that have yet to be recognized as components of net periodic benefit 

cost pursuant to FAS 87 or FAS 106. The defined benefit plans referred to on 

page 4 of the 201 1 financial statements referred to above include the defined 

benefit retirement plans and the postretirement medical benefits. The $2.6 m 

and ($2.4 m) comprehensive income figures are the sulll totals of the 

respective annual changes in the prior service cost, unamortized actuarial 

gains and losses, and transition obligation components of AOCI. The $2.6 ni 

indicates a net decrease (credit to AOCI) in these unrecognized components 

(net deferred expense), whereas the ($2.4 m) indicates a net increase. These 

annual changes are actuarially determined and dependent on the numerous 

factors entering into the respective actuarial valuations. 

b. See the response to subpart (a) above. The change in AOCI is not a factor in 

the fimding of the defined benefit retirement plans. 

Case No. 2012-00535 
Response to AG 2-31 

Witness: James V. Haner 
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Commonwealth of ) 

County of ) 
) ss: 

makes oath and says 
(Name of officer) 

that he/she is of 

that if is hidher duty to have supervision over the books of account of the respondent and to control the manner in 
which such books are kept; that he/she knows that such books have, during the period covered by the foregoing 
report, been kept in good faith in accordance with the accounting and other orders of the Public Service 
Commission of Kentucky, effective during the said period; that hekhe has carefully examined the said report and 
to have the best of hisher knowledge and belief the entries contained in the said report have, so far as they relate 
to matters of account, been accurately taken from the said books of account and are in exact accordance 
therewith; that helshe believes that all other statements of fact contained in the said report are true; and that the 
said report is a correct and complete statement of the business and affairs of the above-named respondent during 
the period of time from and including 

) 

Jarnuacg I. ,20 41. , to and including f)@e ,20 II 

subscribed and sworn to before me, a 

the State and County named in the above this 

(Apply Seal Here) 

My Commission expires 

CaseNo 2012.00535 
Attachment for Response to AC ?-53(e) 

Witness: James V Haner 
Page 2 of I78 



I "OATH 

State of 1 

county of ) 
) ss. 

- 1- being duly sworn, states that he/she is . .  
~ :(Officer) , ,  1 .  

. !. - r I  ..&-.JP Accountink h :  lnterim CFO 
(Officer) ' (Title) 

I- /J7/.3 
(County) (Commission Exptres) 

I 

(Notary Public) 
Case No 2012-00535 

NOTE: ANY DIFFERENCE BETWEEN THE AMOUNT OF THE GROSS REVENUES Sl f@W'@#~~,~;&~",2; ;~  
pase30f 178 THE ANNUAL REPORT AND THE AMOUNT'APPEARING ON THIS STATEMENT MUST 

BE RECONCILER ON THE REVERSE OF THIS REPORT 



6. 

ues siness 

Case No 2012-00535 
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201 Third Street 
P.O. Box 24 
Henderson, KY 424 19-0024 

www. bigrivers. corn 
270-827-256 1 

April 27,201 1 

Jeff D, Cline 
Public Service Commission 

F r d o r t ,  KY 40602-06 1 5 

Dear Mr. Cline: 

Enclosed is an original notarized copy of Big Rivers Electric Corporation’s 201 1 
Financial and Statistical Report (Aqual Report) pursuant to Public Service Commission 
(PSC) Regulation 807 KAR 5:006, Section 3(1), and Kentucky Revised Statute KRS 
278.230(3). This report has also been submitted electronically via the PSC’s internet- 
based data collection system. A copy of Big River? 201 1 Audit Report is being provided 
in conjunction with this filing. 

If you have any questions, please feel free to contact either Donna Windhaus or me. 

Sincerely, 

BIG RIVERS ELECTRIC CORPORATION 

Mark A. Hite, CPA 
Vice President of Accounting & Interim CFO 

/msb 
Enclosure 

cc: MarkBailey 
Albert Yockey 
RaIph Ashworth 
Donna Windhaus 

b 
- 
-D - 

CaseNo 2012-00535 f=‘ b 
Attacliment for Response fa AG 2-53(e) >. 

Witness: lames V Haner i 
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EL c 
Notes to Financial Statt?ments 

December 31,201 I and 2010 

(Dollars in thousands) 

Big Rivers Electric Corporation (Big Rivers or thecompany), 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 3 1 , 2043. Rates to Big 
Rivers’ members %e 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 RIJS. 

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

Principles of ComsolidctiopP 

The hancial 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. 

ESaimates 

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. Actud results miry 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 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 pnbciples in the United States of America. 
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Notes to Financial Statements 

December 31,2011 and 2010 

@ollars in thousands) 

n 

Revenues generated from the Company’s wholesale power contracts are based on month-end meter 
readings and are recognized as earned. Prior to its tamioation, h 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 Mrirgin Payments (described in note 2). 

Utility Plant and Bepreciatkn 

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 qualifj4ng projects included in construction in progress. 

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 201 1, 
the study was completed and approved by the RUS and KPSC. The annual composite depreciation 
rates used to compute depreciation expense were as follows: 

Electrjc plant 
Transmission plant 
General plant 

Jan-Nov 2011 ee 2011 
1.60 - 2.47% 
1.76 - 3.24 
1.11 -5.62 2.84 - 17.12 

0.50 - 20.22% 
1.42 - 2.23 

For 201 1,201 0, 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. 

Impairment Review of Long-Lived Assets 

1,ong-lived assets are reviewed as facts and circumstances indicate that the carrying amount may be 
impaired. FASB ASC 360, Proper&, 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 impahent 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 mar@. 

. 

(& 
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e 
Notes to Financial Statements 

December 3 1 , 201 1 and 2010 
@ollars in thousands) 

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. 

estn'cfed Investmenlr 

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-tomaturity and are carried at amortized cost (see note 9). 

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 

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 
nomembers resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can meet 
fie 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 dlocations 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 diffkences between amounts reported for financial reporting 
purposes and amounts reported for income tax purposes. Defmed tax assets and liabilities are 
determined based upon these temporary differences ushg 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. 
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c e  
Notes to Financial Statements 
December31,2011 and2010 

(Dollars in thousands) 

(r) ~ a ~ ~ a ~ e  Cap 

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 
patronage-sourced income. 

(m) Derivatives 

Management has reviewed the requbements of FASB ASC 8 15, 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 Vdwe Measurements 

FASB ASC 820, Fair Value Measurernenls 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: 

e 

e 

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 

Level3 - 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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Notes to Financial Statenoents 

December31,2011 and2010 
@ollars in thousands) 

I 

(2) 
Big Rivers, LG&E and KU, Westem Kentucky Enefgy Corporation (WKEC), and LG&E Energy 
Marketing (LEM), closed effective July 17, 2009, a transaction resulting in a mutually acceptable early 
terminstion 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: 

lJnwin 
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 

Deferred lease income 
Deferred loss from termination of salelleaseback 
Deferred loss from LEM Marketing PaymenVSettlement Note 
Unwind transaction costs 
Other 

Recognition of (expenses) income: 

Gain on unwind transaction 

$ 506,675 

55,000 
23,074 
19,679 
980 

98,500 

(1 57,000) 
(60,856) 
(8,768) 

145,25 1 
15,440 

7, I87 
(73,829) 
(I 4,520) 
(I 8,99 I) 

156 
$ 537,978‘ 

The t a m s  of the LG&E Lease Agreement as or@nalIy 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 CaseNo 2012-00535 
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c e  
Notes to Financial Statements 

December 3 1,201 1 and 2010 

@ollars in thousands) 

requirements fiom 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 tams of the Lease 
Agreement were as follows: 

a. 

b. 

C. 

d. 

e. 

f. 

g- 

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

Big Rivers retained ownership of the generation facilities both during and at the end of the lease 
t m .  

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

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. 

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-detennined 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. 

LEM reimbursed Big Rivers the margins expected from the Al~mhum 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). 

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. 
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Notes to Financial Statements 

December31,2011 and2010 

@ollars in thousands) ’ 

h. 

1. 

j. 

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 mum, 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 d e f d  charge was amortized 
on a straight-line basis up to the Effective Date of the Unwind Transaction. 

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. 

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 
ofthe 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  1 I 
aIlllUally. 

In accordance with the power purchase agreement with IBM, the Company was allowed to purchase 
power in the open market rather than fiom 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 fiom 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 ARW Note; and the remaining value was 
retained by the Company. 
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Notes to Financial Statements 

December 3 1 , 201 1 and 201 0 

(I)ollars in thousands) 

At December 31,201 1 and 2010, utility plant is summarized as follows: 

201 I 2010 

Classified plant in service: 
Production plant 
Transmission plant 
General plant 
other 

Less accumulated depreciation 

Construction in progress 
Utility plant -'net 

$ 1,706,243 $ 1,689,024 
238,738 237,689 
33,744 18,937 

543 543 
1,979,268 1,946, I 93 
936,355 909,501 

1,042,913 1,036,692 
49,150 

$ 1,092,063 $ 

54,874 
1,091,566 

L 

Interest capitalized for the years ended December 3 1, 201 1, 2010, and 2009, was $548, $684, and $1 33, 
respectively. 

The Company has not identified any material legal asset retirement obligations, as defined in FASB 
ASC 4 10, Assel 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 , 201 1 and 201 0, the Company had approximately $41,449 and $38,000, respectively, related 
to nonlegal removal costs included in accumulated depreciation. 
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@ollars in thousands) 

A detail of long-term debt at December 31,201 1 and 2010 is as follows: 

2011 2010 

RIJS Sen'es 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 

RZJS Series B Promissory Note, stated amount of $245,530, 
no stated interest rate, with interest imputed at 5.80%, 
matwing December 2023 123,049 116,165 

County of Ohio, Kentucky, promissory note, fixed interest 
rate of 6.00%, maturing in July 203 1 83,300 83,300 

County of Ohio, Kentucky, promissory note, variable interest 
rate (average interest rate of 3.30% and 3.27% in 201 1 
and 2010, respectively), maturing in June 2013 58,800 58,800 

Total long-term debt 786,399 8 16,996 
Current maturities 72,145 7,373 

Total long-term debt - net of current maturities $ 714,254 $ 809,623 

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

Year: I 

2012 
2013 
2014 
2015 
2016 
Therafter 

(a) RUSNotes 

Total 

$ 72,145 
79,260 
21,661 
22,955 
23 1,882 
358,496 

$ 786,399 

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 ARW 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 $140,181, 
the RUS 2009 Promissory Note Series A is recorded at an interest rate of 5.84%. The RUS 2009 
Series B Note is recorded at an imputed interest rate of 5.80%. The RUS Notes are c o l l a t e r ~ ~ ~ ~ y ~ o ~ ~ - o o s ~ s  
substantially all assets of the Company and secured by the Indenture dated July 1 , 2&yTp"$e,ms&a v Hanm 

Company and U.S. Bank National Association. 
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@) ~ Q ~ ~ ~ Q ~  Control 

In June2010, the County of Ohio, Kentucky, issued $83,300 of Pollution Control Rehding 
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 203 1. 

The County of Ohia, 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 20 1 3. 

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 31,201 1 
interest rate on the Series 1983 Pollution Control Bonds was 3.25%. 

(c) Notes Payable 

Notes payable represent the Company’s borrowing OD 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 201 1,  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, 201 I. 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, 201 I 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 fiom 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 CoBarik line of credit bear interest at a variable rate and outstanding balances are payable in full 
by &e 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, 201 I ,  a $2,500 CFC line of credit, available to the 
company to finance storm emergency repairs and expenses related to electric utility operations, 
matured. 
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December 31,201 1 and 2010 

(Dollars in thousands) 

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 witb CFC and CoBank require Equity 
to Asset ratios of 12% and 15%, respectively. Big Rivers’ 201 1 MFIR was 1.12, its DSCR was 1.47 
and the Asset to Equity Ratio was 27%. 

(5) atters 

n e  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 gaerally based 
on each customer’s maximum demand during the current month. Effective September I ,  201 1, the 
Company received approval fiom the KPSC to base the member m a l  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 h accordance with the contract terms). The net effect of these 
tariffs is recognized as revenue on a monthly basis with a partial 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 WBS 
established with the funding of these B C C O W ~ ~ .  

b its order approving the Unwind Transaction, the KPSC stipulated that Big Rivers file a rate c a e  within 
three years of the Unwind Closing Date or by July 2012. On March 1, 201 I ,  the Campany filed 
application with the KPSC requesting, among other things, authority to adjust its rates for wholes& 
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 
fhings, 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, 
201 1). Big Rivers has also sought rehearing on certain matters raised in the order that could increase Big 
Rivers’ annual revenue by $2,735. 

fie wholesale rates established for the members nonsmelta large direct-served i n d u ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ !  
( h e  Large Industrial Rate) provide the basis for pricing the energy consumed by the Alumin~m Of ‘78 

. 

Case No 2012.00535 

171 in 



Notes to Financial Statements 

December 31,201 1 and 2010 
(Dollars in thousands) 

me 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). 

At December 31, 201 1, Big Rivers had a Nonpatron Net Operating Loss Canyforward of approximately 
$32,434 expiring at various times between 201 1 and 203 1 ,  and an Alternative Minimum Tax Credit 
carryforward of approximately $7,138, which carries fonvard indefinitely. 

n e  CBmpany has not recorded any regular income tax expense for the years ended December 31, 201 1, 
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 carryfirward, the 
Company would have recorded $3,613, $3,846, and $19,619 in current regular tax expense for the years 
ended December 3 1,201 1,2010 and 2009, respectively. 

n e  components of the net deferred tax assets as of December 3 I ,  201 1 and 201 0 were as follows: 

- 201 1 2010 

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 

Defmed 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 

$ 12,812 $ 16,730 
7,138 6,038 
10,326 10,324 
3,980 10,752 

. 19,689 14,767 
53,945 58,613 

- - 
(9 )  ( 8 )  

(9) ( 8 )  

53,936 58,605 

(58,605) 
- $ $ - 
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A reconciliation of the Company's effective tax rate for 201 1,201 0, and 2009 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 

MI0 2009 

35.0% 35.0% 35.0% 
4.5 4.5 4.5 
0.9 0.5 - 

(40.8) (38.8) (35.4) 

0.4 (1 4 (4.1) 
3.5 3.0 0.2 
3.5% 3 .O% 0.2% 

_1_1____ 

m e  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 201 1 and 1996 through 1997, due to unused 
net operating loss carryforwards. The major state tax jurisdiction currently open for tax examination js 
Kentucky for years 2004 through 201 1 and years 2001 through 2003, also due to unused net operating loss 
carryforwards. The Company has not recorded my unrecognized W benefits or liabilities related to federal 
or state income taxes. 

m e  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 201 1, 
20 IO, or 2009. 

(7) Power Purchased 
Prior to the Unwind Transaction and in accordance with the Lease Agreement, Big Rivers supplied all of 
fie 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 pacentage 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 amma] 
amounts of power fiom 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 3 1,2009, was $5 I ,592 and is included in power purchased and herchanged on the statement of 

I operations. 
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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. 

me salaried employees defined benefit plan was closed to new entrants effective January 1, 2008, 
and the bafgaining employees defined benefit plan was closed to new hires effective November 1, 
2008. The Company simultaneously established base contribution accounts in the defined 
contriiution thrift and 40 1 (k) savings plans, which were renamed as the retirement savings plans, 
n e  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 71 5 ,  Compensalion - Reiirement Benefits, including the 
requirement to recognize the hnded status of its pension plans and other postretirement plans (see 
note 11 - Postretirement Benefits Other Than Pensions). FASB ASC 715 defines the fimded 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 7 15 also requires an employer to measure the funded Status of a plan as of the date of its 
year-ead 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. Company’s 
pension and other postretirement.benefit plans are measured as of December 3 1,201 1 and 2010. 
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The following provides an overview of the Company’s noncontniutory defined benefit pension 
plans. 

A reconciliation of the Company’s benefit obligations of its noncontributory defined b e d i t  pension 
plans at December 3 1,201 1 and 201 0 follows: 

201 1 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 

Actuarial loss 845 1,460 

Benefit obligation - end of period $ 31,743 $ 28,804 

Benefits paid (481) (806) 

The accumulated benefit obligation for all defmed benefit pension plans was $25,482 and $21,977 at 
December 3 1,201 I and 2010, respectively. 

A reconciliation of the Company’s pension plan assets at December 31,201 1 and 2010 follows: 

2011 2010 

25,267 $ 22,270 
Actual return on plan assets 324 2,707 
Employer contributions 2,890 1,096 
Benefits paid (48 I )  (806) 

28,000 $ 25,267 

Fair value of plan assets - beginning of period $ 

Fair value of plan assets - end of period $ 

m e  funded status of the Company’s pension plans at December 31,201 I and 2010 follows: 

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

Funded status 

2011 2010 

$ (31,743) $ (28,804) 
28,000 25,267 

$ (3,743) $ (3,537) 
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Com
ponents of net periodic pension costs for the years ended D

ecem
ber 31, 201 1, 2010, and 2009 

w
ere as follow

s: 

Service cost 
Interest cost 
Expected return on plan assets 
A

m
ortization of prior service cost 

A
m

ortization of actuarial loss 
Settlem

ent loss N
et periodic benefit 
cost 

2011 
2009 

$ 
1,279 

$ 
1,289 

$ 
1,24 1 

1,296 
1,368 

1,466 
(1,737) 

(1,533) 
(1,332) 

14 
19 

19 
461 

584 
834 

-
 

1,690 

$ 
1,313 

$ 
1,727 

$ 
3,918 

A reconciliation of the pension plan am
ounts in 

ac~um
ulated other com

prehensive incom
e at 

D
ecem

ber 31,201 1 and 2010 follow
s: 

2011 
201 0 

Prior service cost 
$ 

(26) 
$ 

(40) 
U

nam
ortized actuarial 10s 

(1 1,151) 
(9,354) 

A
ccum

ulated other Com
prehensive incom

e 
$ 

(11,177) 
$ 

(9,3 94) 

~
n

 2012, $14 of prior service cost and $696 of actuarial loss is expected to be am
ortized to periodic 

benefit cost. 

m
e

 recognized adjustm
ents to other com

prehensive incom
e (loss) at D

ecem
ber 31,201 I and 2010 

follow
s: 

Prior service cost 
U

nam
ortized actuarial gain (lass) 

2011 
2010 

$ 
14 

$ 
19 

(1,797) 
297 
316 

P
 

O
ther com

prehensive incom
e (loss) 

$ 
(1,783) 

$ 

A
t D

ecem
ber 31,201 1 and 2010, am

ounts recognized in the balance sheets w
ere as follow

s: 

D
eferred credits and other 

201 1 
2010 

$ 
(3,743) 

$ 
(3,537) 
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A
ssum

ptions used to develop the projected benefit obligation and determ
ine the net periodic benefit 

cost w
ere as follow

s: 

20 11 
2010 

20 09 

D
iscount rate - projected benefit 

D
iscount rate - net periodic benefit 

Rates of increase in com
pensation 

Expected long-term
 rate of return on 

obligation 
4.26%

 
4.95%

 
5.59%

 

cost 
4.95 

5.59 
6.38 

levels 
4.00 

4.00 
4 .OO 

assets 
7.25 

7.25 
7.25 

The expected long-term
 rate of return on plan assets for determ

ining net periodic pension cost for 
each fiscal year is chosen by the Com

pany fiom
 a best estim

ate range detennined by applying 
anticipated long-term

 returns and long-term
 volatility for various asset categories to the target @

set 
allocation of the plans, as w

ell as taking into account historical returns. 

U
sing the asset allocation policy adopted by the Com

pany noted in the paragraph below
, we 

determ
ined the expected rate of return at a 50%

 probability of achievem
ent Level based on 

(a) forw
ard-looking rate of retun expectations for passively m

anaged asset categories over a 20-ye~
 

tim
e horizon and (b) historical rates of return for passively m

anaged asset categories. A
pplying an 

approxim
ately 80%

/20%
 w

eighting to the rates determ
ined in (a) and (b), respectively, produced an 

expected rate of return of7.28%
, w

hich w
as rounded to 7.25%

. 

B
ig Rivers utilizes a third party investm

ent m
anager for the plan assets, and has com

m
unicated 

thereto the Com
pany’s Retirem

ent Plan Investm
ent Policy, including a target”asset allocation m

ix of 
50%

 US. Equities (an acceptable range of 45%
-55%

), 
15%

 htem
ational Equities (an accepfable 

m
g

e
 of 10%

-20%
), and 35%

 fixed incom
e (an acceptable range of 30%-40%). 

A
s of D

ecem
ber 31, 

201 1 and 2010, the investm
ent allocation w

as 56%
 and 58%

, respectively, in U.S. Equities, 8%
 and 

Y/O, respectively, in International Equities, and 36%
 and 33%

, respectively, in fixed incom
e. n

e
 

objective of the investm
ent program

 seeks to (a)rndm
ke return on investm

ent, (b)m
inim

h 
volatility, (c) m

inim
ize com

pany contributions, and (d) provide the em
ployee benefit in accordance 

w
ith the plans. The portfolio is w

ell diversified and of high quality. The average quality of the fixed 
incom

e investm
ents m

ust be “A
” or better. The equity portfolio m

ust also be of investm
ent grade 

quality. The perform
ance of the investm

ent m
anager is review

ed sem
i-annually. 

Case N
o 2012-00535 

A
ttachm

ent for Response to A
G

 2-53(e) 
W

itnpss: Jam
es V Hancr 

Psgc 54 of 178 



§
E
 

C
C
 

N
otes to Financial Statem

ents 

December31,2011 and2010 
(D

ollars in thousands) 

A
t D

ecem
ber 31,201 1 and 2010, the fair value of B

ig Rivers' defined benefit pension plan assets by 
asset category are as follow

s: 

Cash and m
oney m

arket 
Equity securities: 

U
.S. large-cap stocks 

U
.S. m

id-cap stock mutual funds 
U

.S. sm
all-cap stock m

utual funds 
International stock m

utual funds 
Preferred stock 

TIPS bond fund 
U

S. governm
ent agency bonds 

Taxable U
.S. m

unicipal bonds 
US. corporate bonds 
Global bond fund 

Fixed: 

Cash and m
oney m

arket 
Equity securities: 

U.S. large-cap stocks 
U.S. m

id-cap stock m
utual funds 

U.S. sm
all-cap stock m

utual funds 
International stock m

utual funds 
Preferred stock 

TIPS bond fund 
U.S. govekent agency bonds 
Taxable U.S. m

unicipal bonds 
U.S. corporate bonds 

Fixed: 

ecem
 ber 3 1, 

L
evel 1

 
Level 2 

2011 

$ 
2,129 

$ 
-
 

$ 
2,129 

10,178 
-
 

10,178 
3,365 

-
 

3,365 
1,666 

-
 

1,666 
2,168 

-
 

2,168 
493 

493 
-
 

723 
723 

-
 

-
 

1,085 
1,085 

-
 

3,258 
3,258 

-
 

2,630 
2,630 

-
 

305 
305 

!$ 
20,722 

$ 
7,278 

$ 
28,000 

ecernber 31, 
L

evel 1 
Level 2 

2010 

!$ 
1,517 

!$ 
-
 

$ 
1,517 

9,73 1 
-
 

9,73 1 
2,926 

-
 

2,926 
1,448 

_
.
 

1,448 
2,194 

-
 

2, I94 
490 

490 
-
 

161 
161 

-
 

-
 

1,843 
1,843 

-
 

2,635 
2'63 5 

-
 

2,322 
2,322 

$ 
18,467 

$ 
6800 

$ 
25,267 

-L 
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Expected retiree pension benefit paym
ents projected to be required during the years follow

ing 201 1 
are as follow

s: 

ount 
Y

ears ending D
ecem

ber 3 1 : 
2012 
2013 
2014 
201 5 
2016 
2017 - 2020 Total 

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

$ 
25,962 

2012, the Com
pany expects to contribute $970 to its pension plan trusts. 

@
) 

D
efined C

onnibution Plans 

B
ig Rivers has tw

o defined contribution retirem
ent plans covering substantially all em

ployees who 
m

eet m
inim

um
 age and service requirem

ents. Each plan has a thrift and 401(k) savings section 
allow

ing em
ployees to contribute up to 75%

 of pay on a pre-tax and/or after-tax basis, w
ith em

ployer 
m

atching contributions equal to 60% of the first 6% contributed by the em
ployee on a pre-tax basis. 

A
 base contribution retirem

ent section w
as added and the plan nam

e changed fiom
 thiA

 and 401(k) 
savings to retirem

ent savings, effective January 1,2008, for the salaried plan and N
ovem

ber I , 2008, 
for the bargaining plan. The base contribution account is funded by em

ployer contributions based on 
graduated percentages of pay, depending on the em

ployee’s age. 

m
e

 CA
m

pany’s expense under these plans w
as $4,464 and $4,389 for the years ended D

ecem
ber 31, 

201 I and 2010, respectively. 

(e) 
D

eferred C
om

pensation Plan 
B

ig Rivers sponsors a nonqualified defeired com
pensation plan for its eligible em

ployees who are 
m

em
bers of a select group of m

anagem
ent or highly com

pensated em
ployees. The purpose of &

e 
plan is to allow

 participants to receive contn’butions or m
ake deferrals that they could not m

iv
e

 or 
m

ake under the salaried em
ployees qualified defined contribution retirem

ent savings plan (form
erly 

the thrift and 401Q
 

savings plan) as a result of nondiscrim
ination rules and other lim

itations 
applicable to the qualified plan under the Internal Revenue C

ode. The nonqualified plan also allow
s 

a participant to defer B percentage of his or her pay on a pre-tax basis. 

The nonqualified deferred com
pensation plan is unfunded, but the Com

pany has chosen to finance its 
obligations under the plan, including any em

ployee deferrals, through a rabbi trust. I\ttac 
Thf m

ent 
~

~
~

~
o

I
~

-
o

o
s

~
s

 
or 

e 
onse IO A

G
 ?-53(e) 

rem
ain a part of the Com

pany’s general assets, subject to the claim
s of its creditors. T

hal&
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esv 
H

~
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Notes to Financial Statem
ents 

D
ecem

ber 31,201 1 and 2010 
(D

ollars in thousands) 

em
ployer contribution w

as $58 and defm
ed com

pensation expense was $81. A
s of D

ecem
ber 31, 

201 1 , the trust asset w
as $283 and the deferred liability w

as $202. 

(9) 
m

e
 am

ortized costs and fair values of Big Rivers restricted investm
ents held for m

em
ber rate m

itigation at 
December 31,201 1 and 2010 are as follow

s: 

2011 
2010 

Ortized 
air 

Fair 
C

ost6 
values 

costs 
values 

Cash and m
oney m

arket 
$ 

12,765 
$ 

12,764 
$ 

12,812 
$ 

12,812 
D

ebt secun'ties: 
U

S. Treasuries 
62,073 

63,917 
60,94 1 

62,582 
U.S. governm

ent agency 
88,324 

88,485 
143,809 

143,922 
$ 

163,162 
$ 

165,166 
.$

 
217,562 

$ 
219316 

I
_

_
_

_
_

 
Total 

&
O

S
S

 
m

edized gains and losses on restricted investm
ents at D

ecem
ber31, 2011 and 2010 w

ere as 
follow

s: 

201 1 
2010 

L
osses 

G
abs 

h
6

S
e

6
 

G
ains 

-
 

$ 
-
 

$ 
-
 

$ 
-
 

Cash and m
oney m

arket 
$ 

D
ebt securities: 

1,843 
-
 

1,641 
-
 

U.S. Treasuries 
U

 .S . governm
ent agency 

161 
33 I 

21 7 
Total 

$ 
2,004 

$ 
-
 

$ 
1,972 

$ 
217 

I
 

-
5

 

D
ebt securities at D

ecem
ber 31, 201 1 and 2010 m

ature, according to their contractual term
s, as fol10W

s 
(actual m

aturities m
ay differ due to call or prepaym

ent rights): 

201 1 
2010 

costs 
V

alU
eS 

costs 
values 

- Am
Ortizsd 

Fair 
A

m
ortized 

Fair 

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 

$ 
163 162 

$ 
165,166 

$ 
217,562 

$ 
219316 

b
 

e?==&== 
Total 

Case No 2012.00535 
A

ttachm
ent for R

esponse lo A
G

 2-53(e) 
W

ilness: Jam
es V H

aner 
Page57of 178 



ee 
N

otes to Financial Statem
ents 

December 31,201 I and 2010 
(D

ollars in thousands) 

G
ross unrealized losses on investm

ents and the fair values of the related securities, aggregated by 
investm

ent category and lengtb of tim
e that individual securities have been in a continuous unrealized loss 

position at D
ecem

ber 3 1,20 1 1 and 20 10 w
ere as follow

s: 

201 1
 

2010 

Less than I2 m
onths 

6s than 12 m
onths 

Fair 
Fair 

L
psses 

values 
Lasses 

values 

$ 
D

ebt securities: 
-
 

$ 
-
 

-
 

-
 

217 
15,783 

$ 
-
 

U
.S

. Treasuries 
$ 

U
.S. governm

ent agency 
-
 

Total 
$ 

217 
$ 

15,783 
$ 

$ 
P

i
 

-
 

-
 

n
e

 unrealized loss positions w
ere prhady caused by interest rate fluctuations. The num

ber of 
investm

ents in an unrealized loss position as of D
ecem

ber31, 2011 and 2010 w
as zeio and one, 

respectively. Since the Com
pany does not intend to sell and w

ill m
ore likely than not m

aintain each debt 
security until its anticipated recovery, and no significant credit risk is deem

ed to exist, these investm
ents 

are not considered other-than-tem
porarily im

paired. 

(IO) 
Fair V

alue of Other Financial hstru 
FA

SB A
SC

 820 defines fair value, establishes a fram
ew

ork for m
easurhg fair value and expands 

disclosures about fair value m
easures. It applies under other accounting standards that require or perm

it 
fair value m

easurem
ents and does not require any new

 fair value m
easurem

ents. 

The carryjng value of accounts receivable, and accounts payable approxim
ate fair value due to their short 

m
aturity. A

t D
ecem

ber 3 I, the Com
pany's cash and cash equivalents included short-term

 investm
ents in an 

institutional m
oney m

arket governm
ent portfolio account classified as trading securities under A

SC
 320, 

Invfim
enis - D

ebt and Equity Securities, that w
ere recorded at fak value w

hich w
ere determ

ined using 
quoted m

arket prices for identical assets W
ithout regard to valuation adjustm

ent or block discount (a 
Level 1 measure), as follow

s: 

201 1 
2010 

Institutional m
oney m

arket govenunent portfolio 
$ 

44,844 
$ 

44,774 

It w
as not practical to estim

ate the fair value of patronage capital included w
ithin other deposits and 

investm
ents due to these being untraded com

panies. 

B
ig avers' long-term

 debt at D
ecem

ber 31, 201 I consists of R
U

S notes totaling $644,299, vm
'able rate 

$83,300 (see note4). The RU
S debt cannot be traded in the m

arket and, therefore, a value other ~
~

j
&

~
~

~
~

~
~

 
outstanding principal am

ount cannot be determ
ined. The fair value of the Com

pany's variable rate 

eN
 

2012-00535 
pollution control bonds in the am

ount of $58,800, and fixed rate pollution control bonds i~~~~~~~ 
A

G
 2-53(e) 



N
otes to Financial Statem

ents 
D

ecem
ber31,2011 and 2010 

(D
ollars in thousands) 

pollution control debt is par value, as each variable rate reset effectively prices such debt to the current 
m

arket. A
t D

ecem
ber 31, 201 1, the fair value of Big R

ivers' fixed rate pollution control debt was 
determ

ined based on quoted prkes in active m
arkets of identical liabilities (Level 1 m

easure) and totaled 
$86,399. m

ent Benefits O
ther 

B
ig Rivers provides certain postretirem

ent m
edical benefits for retired em

ployees and their spouses. 
G

enerally, except for generation bargaining retirees, Big R
ivers pays 85%

 of the prem
ium

 cost for all 
retirees age 62 to 65. The Com

pany pays 25%
 of the prem

ium
 cost for spouses under age 62. For salaried 

retirees age 55 to age 62, Big R
ivers pays 25%

 of the premium cost. Beginning at age 65, the Coxnpany 
pays 25%

 of the prem
ium

 cost if the retiree is enrolled in M
edicare Part B. For each generation bargaining 

retiree, Big Rivers establishes a retiree m
edical account at retirem

ent 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 
w

ith interest based on the 10-year treasury rate subject to a m
inim

um
 of 4%

 and a m
axim

um
 of 7%

. n
e

 
account is to be used for the sole purpose of paying the prem

ium
 cost for the retiree and spouse. 

n
e

 discount rates used in com
puting the postretirem

ent benefit obligation and net periodic benefit cost 
w

ere as follow
s: 

201 
2010 

ZOO9 

D
iscount rate - projected benefit obligation 

4.29%
 

4.96%
 

5.78%
 

D
iscount rate - net periodic benefit cost 

4.96 
5.78 

6.32 

The health care cost trend rate assum
ptions as of D

ecem
ber 3 1 , 20 I 1 and 20 10 w

ere as follow
s: 

Initial trend rate 
U

ltim
ate trend rate 

Year ultim
ate trend is reached 

2011 
201 0 

7.40%
 

7.60%
 

4.50 
4.50 

2028 
2028 

A
 one-percentage-point change in assum

ed health care cost trend rates w
ould have the follow

ing effects: 

201 1 
2010 

O
ne-percentage-point decrease: 

O
ne-percentage-point increase: 

Effect on total senrice and interest cost com
ponents 

$ 
(211) 

$ 
(20 1 1 

Effect on year end benefit obligation 
( 1,056) 

(5,131) 

Effect on total service and interest cost com
ponents 

254 
236 

Effect on year end benefit obligation 
1,226 

1,306 
C

ase No 
'2012-00535 

A
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EL 
N

otes to Financial Statem
ents 

D
ecem

ber 31,201 1 and 2010 
@

ollars in thousands) 

A
 reconciliation of the Com

pany’s benefit obligations of its postretirem
ent plan at D

ecem
ber 31,201 1 and 

2010 follow
s: 

201 1
 

2010 

Benefit obligation -beginning of period 
$ 

15,864 
$ 

13,864 
Senice cost - benefits earned during the period 

1,253 
1,313 

Interest cost on projected benefit obligation 
754 

743 
Participant contributions 

160 
85 

B
enefits paid 

(61 1) 
(313) 

A
ctuarial loss 

620 
172 

Benefit obligation - end of period 
$ 

18,040 
$ 

15,864 

A
 reconciliation of the Com

pany’s postretirem
ent plan assets at D

ecem
ber 3 1,201 1 and 201 0 follow

s: 

Fair value of plan assets - beginning of period 
Em

ployer contributions 
Participant contributions 
B

enefits paid 
Fair value of plan assets - end of period 

201 1 
2010 

$ 
-
 

-
 

$ 
45 1 

228 
160 

85 
(61 1) 

(31 3) 
_
.
 

$ 
-
 

$ 

The fim
ded status of the Com

pany’s postretirem
ent plan at D

ecem
ber 31,201 I and 2010 ~

O
~

~
O

W
S

: 

B
enefit obligation - end of period 

Fair value of plan assets - end of period 
Funded status 

201 1
 

2010 

$ 
(18,040) 

$ 
(15,864) 
-
 

-
 

$ 
(18,040) 

$ 
(1 5,864) 

n
e

 com
ponents of net periodic postretirem

ent benefit costs for the years ended D
ecem

ber 3 1 , 201 1 , 201 0, 
and 2009 w

ere as follow
s: 

Service cost 
Jnterest cost 
A

m
ortization of prior service cost 

A
m

ortization of actuarial (gain) 
A

m
ortization of transition obligation 

N
et periodic benefit cost 

201 1 
2010 

$ 
1,253 

$ 
1,313 

754 
743 

17 
17 

-
 

-- 
31 

31 
$ 

2,055 
!$ 

2,104 

2009 

$ 
878 
464 
17 
(17) 
3
L
 No 2012-00535 
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N
otes to Financial Statem

ents 

D
ecem

ber31,2011 and2010 
(D

ollars in thousands) 

A
 reconciliation of the postretirem

ent plan am
ounts in accum

ulated other com
prehensive income. (loss) at 

D
ecem

ber 3 1,201 1 and 201 0 follow
s: 

201 1 
2010 

Prior service cost 
$ 

(130) 
$ 

(147) 

Transition obligation 
(31) 

(62) 
Unamortized actuarial gain (loss) 

(385) 
235 

A
ccum

ulated other com
prehensive incom

e (loss) 
$ I 

(546) 
$ 

26 

In 2012, $18 of prior service cost, $0 of actuarial gain, and $31 of the transition obligation is expected to 
be am

ortjzed to periodic benefit cost. 

m
e

 recognized adjustm
ents to other com

prehensive loss at D
ecem

ber 31,201 1 and 2010 follow
s: 

Prior service cost 
Unamortized actuarial loss 
Transition ob1 igation 

O
ther com

prehensive loss 
$ 

(572) 
$ 

(1 24) 

At D
ecem

ber 3 I, 201 I and 20 10, am
ounts recognized in the balance sheets w

ere as follow
s: 

201 1 
2010 

A
ccounts payable 

$ 
(762) 

$ 
(600) 

D
eferred credits and other 

(1 7,278) 
(1 5,264) 

N
et am

ount recognized 
$ 

(18,040) 
$ 

(I 5,864) 

Expected retiree benefit paym
ents projected to be required during the years follow

ing 201 1 are as follow
s: 

o
u

t 

Y
ear: 
2012 
201 3 
2014 
2015 
2016 

$ 
76 1 
963 

1,148 
1,277 
1,383 

2017 - 2021 
8,754 

C
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N
otes to Financial Statements 

D
ecem

ber 31,201 I and 2010 
(D

ollars in thousands) 

addition to the postretirem
ent plan discussed above, in 1992 Big R

ivers began a postretirem
ent benefit 

plan, w
hich vests a portion of accrued sick leave benefits to salaried em

ployees upon retirem
ent or death. 

To the extent an em
ployee’s sick leave hour balance exceeds 480 hours such excess hours are paid at 20%

 
of the em

ployee’s base hourly rate at the tim
e of retirem

ent or death. The accum
ulated obligation recorded 

for the postretirem
ent sick leave benefit is $579 and $391 at D

ecem
ber 31, 2011 and 2010, respectively. 

The postretirem
ent expense recorded w

as $191 , $21, and $45 for 201 1,2010, and 2009, respectively, and 
the benefits paid w

ere $3, $5, and $78 for 201 1 , 2010, and 2009, respectively. 

For the years ended D
ecem

ber 31 , 201 1, 2010, and 2009, B
ig Rivers had tariff sales to its m

em
bers of 

$151,472, $151,001, and $125,826, respectively. In addition, for the years ended D
ecem

ber31, 2011, 
2010, and 2009, B

ig Rivers had certain sales to K
energy for the A

lum
inum

 Sm
elters and D

om
tar Paper 

loads of $306,420, $281,473, and $167,885, respectively. 

A
t D

ecem
ber 31, 201 1 and 2010, Big Rivers had accounts receivable from

 its m
em

bers of $40,314 and 
$36,636, respectively. 

(13) 
Commitments and Contingencies 
B

ig Rivers is involved in litigation arising in the nom
a1 course of business. W

hile the results of such 
litigation cannot be predicted w

ith certainty, m
anagem

ent, based upon advice of counsel, believes that the 
final outcom

e w
ill nat have a m

aterial adverse effect on the fm
ancial statem

ents. 

Big R
ivers plans to seek KPSC approval for its 2012 environm

ental com
pliance plan (ECP) in an A

pril 
2012 filing. This EC

P w
ill consist of $283,490 of capital projects, prim

arily for a new
 scrubber at the D

.B. 
W

ilson station and a new
 selective catalytk reduction facility at the R.D

. G
reen station, and certain 

additional operations and m
aintenance costs. The purpose of the ECP is to allow

 Big Rivers to com
ply, in 

the m
ost cost-effective m

anner, with 
the U

.S. Environm
ental Protection A

gency Cross-State A
ir Pollution 

Rule, and M
ercury and O

ther A
ir Toxics Standards. 

A
m

ong other things, the ECP filing w
ill seek to 

recover the costs of the ECP through an am
endm

ent to Big Rivers’ existing environm
ehtal surcharge tariff 

rider, an autom
atic cost-recovery m

echanism
 that is sim

ilar in function to the fuel adjustm
ent clause. n

e
 

regulatory process is expected to last six months after the filing date. 
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2 
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5 

6 

7 

8 

9 

C. 

Witness) 

N 

esponse to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

See the attached schedule of defined contribution and defined benefit pension 

costs by account for the forecasted test period. The $3.5 m defined 

contribution amount on the attached schedule is less than the $4.5 m and $4.4 

m amounts referred to above because of the anticipated reduction in the 

number of employees. The $2.3 m defined benefit amount on the attached 

schedule is the anticipated net periodic pension cost, whereas the $.l m 

referenced above is an expected contribution amount. The two are not related. 

James V. Haner 

Case No. 2012-00535 
Response to AG 2-31 

Witness: James V. Haner 
Page 3 of 3 



Attachment for Response to AG 2-3L(c) 

Defined Defined 
Account Benefit Contribution Total 

10700000 17,849 27,354 45,203 
5001 0000 
501 20000 
502 1 0000 
502 1 1000 
505 10000 
SO61 0000 
5 101 0000 
51 110000 
5 121 0000 
5121 1000 
5 121 2000 
5 121 4000 
5 13 10000 
5 1410000 
560 10000 
56020000 
56 1 10000 
5621 0000 
563 10000 
566 10000 
56620000 
568 10000 
56820000 
570 10000 
57 1 10000 
573 10000 
57320000 
908 10000 
9201 0000 
92010300 
935 10000 
Total 

185,808 
1 16,702 
2 16,928 
48,969 

2 19,445 
56,749 

169,103 
27,688 

233,632 
105,489 

8,009 
4.5 8 

53,774 
49,655 
13,958 
18,077 
39,587 
1 3,043 
2,s 17 
6,178 
8,695 

11,441 
11,441 
32,036 
40,73 1 

3,890 
5,263 
7,780 

416,923 
1423 30 

284,762 
178,853 
332,456 
75,048 

336,314 
86,972 

259,16 1 
42,434 

358,057 
161,669 
12,274 

70 1 
82,4 1 3 
76,100 
2 1,392 
27,705 
60,670 
19,989 
3,858 

13,326 
17,535 
17,535 
49,097 
62,423 

5,962 
8,066 

11,924 
63 8,96 1 
218,130 

9,469 

470,570 
295 ,5 5 5 
549,3 84 
124,O 17 
555,759 
143,721 
428,264 

70,122 
591,689 
267,158 
20,283 

1,159 
136,187 
125,755 
35,350 
45,782 

100,257 
33,032 
6,375 

15,647 
22,021 
28,976 
28,976 
81,133 

103,154 
9,852 

13,329 
19,704 

1,055,884 
360,460 

4,119 6,3 12 10,43 1 
2.288.267 3.506.922 5.795.189 

Case No. 2012-00535 
Attachment for Response to AG 2-31(c) 

Witness: James V. Haner 
Page 1 of 1 
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17 
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CASE NO. 2012-00535 

Response to the Office of t  
Supplemental Set o 

Attorney General’s 

Dated March 14,2013 

Item 32) Referencing Big Rivers’ responses to KIUC 1-8, page 12, which is an email 

dated November 13,2012 that includes the statement “Mark Hite had a few commentsfor 

this presentation, ” and AG 1-134 wliiclt states Mark Hite retired July 14? 2012, please 

explain: 

a. 

b. 

C. 

Response: 

a. 

b. 

C. 

Witness) 

Why Mark Hite would be commenting on presentations to the Board of 

Directors following his retirement; 

Wliat are Mark Hite ’s ongoing tasks and responsibilities at Big Rivers; and, 

On what basis is Mark Hite working for Big Rivers, and for what 

compensation ? 

The statement “Mark Hite had a few comments for this presentation” is 

referring to the prior year’s presentation made to the Board on the 

depreciation study completed for Big Rivers’ 2011 rate case, and does not 

refer to the presentation made by Ms. Richert to the Board on November 16, 

2012. 

None. 

Not applicable. 

Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-32 

Witness: Billie J. Richert 
Page 1 of 1 



C C  TION 

N 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

1 Item 33) Referring to page 8 of Big Rivers’ response to PSC 2-18: (BEGIN 

2 CONFIDENTL.1L/ 

3 a. 

4 

5 - 
6 b. 

7 C. 

8 

9 ,-I !END CONFIDENTUL] 

10 

11 Response) 

12 

13 

14 

15 

16 

17 1 
18 

19 

20 

21 

22 

23 

Case No. 2012-00535 
Response to AG 2-33 

Witness: Robert W. Berry 
Page 1 of 2 
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A 

esponse to the Office of the Attorney 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

1 

2 3 
3 

4 

5 

6 

7 Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-33 

Witness: Robert W. Berry 
Page 2 of 2 



VERS ELECT N 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

VERS ELECTRIC CORPORAT 
~ S T ~ E N T  IN 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 34) 

AG 1-181, please provide the following: 

Regarding the MIS0 Attachment 0 spreadslzeets provided in response to 

a. All Big Rivers Attachment 0 spreadsheets subsequent to the 2011 

spreadsheet as they become available 

Response) 

a. No subsequent Attachment 0 spreadsheet is currently available. Rig Rivers 

will update its responses as required by law, as ordered by the Commission, or 

as it otherwise deems appropriate. 

Witness) Chris Warren 

Case No. 2012-00535 
Response to AG 2-34 

Witness: Chris Warren 
Page 1 of 1 



TG ON 

N OF BIG RI EL 
A GENERAL ST 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

Item 35) If Big Rivers is able to sell any one or more generation facilities, would 

there be stranded costs for tliose facilities even after the sale? If so, how would Big Rivers 

recover those costs? 

Response) Big Rivers objects that the use of the term “stranded costs” is inappropriate in 

this context. This question cannot be answered without knowing the sale price(s) of any such 

transaction(s). 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-35 

Witness: Robert W. Berry 
Page 1 of 1 



G RS ELECTRIC CO 

ATION 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

tern 36) Does Big Rivers intend to offer an incentive pay plan during the future test 

year? If so, provide complete details, and explain why the ratepayers shouldfinance suciz a 

pay plan given the ‘;precarious ” financial position of the company, as Mu. Bailey testiped. 

2 

3 

4 

5 Response) 

6 

7 Witness) DeAnnaM. Speed 

Incentive pay is not included in the test period. 

Case No. 2012-00535 
Response to AG 2-36 

Witness: DeAnna M. Speed 
Page 1 of 1 
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CATION N 
A 

Response to the Office of the Attorney 
ntal Set of Data Requests 
ted March 14,2013 

Item 37) Reference Big Rivers’ responses to AG 1-213, AG 1-214, AG 1-215; KIUC 

1-25, KIUC 1-26; and Alcan 1-1. Please confirm that Big Rivers submitted to RUS a 

“Corrective Plan to Achieve Two Credit Ratings of Pnvestmerzt Grade” on or about March 

7,2013. 

a. Please confirm that this Corrective Plan is responsive to the requests for 

information referenced above. 

b. Please supply a copy of this Corrective Plan, together with any confidential 

version thereoJ 

Response: Confirmed. 

a. Confiied.  

b. A copy of this Corrective Plan is provided as an attachment to Commission 

Staffs Third Request for Information dated March 14,2013, PSC 3-9. 

Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-37 

Witness: Billie J. Richert 
Page1 of 1 



S ELECTRIC CO 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

ERS ELECTRIC CORP N 

12-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

Item 38) Reference Big Rivers’ responses to PSC 2-6 and 2-15. Do Big Rivers’ 

responses reflect and take into account tite additional changes to its application in Case 

No. 2012-00492, which were made via the testimony of Billie Richert during the hearing 

on February 28,2013? 

a. I f  not, please provide amended answers in light of tite above-referenced 

testimony. 

b. Wltat anticipated maintenance may be deferred as a result of titis reduced 

level of funding for  ordinary capital expenditures? 

Response) The amended application and the testimony of Billie J. Richert in Case No. 

2012-00492 are not expected to result in any revisions to the answers to PSC 2-6 or PSC 2- 

1s. 

a. Not applicable. 

b. Rig Rivers does not anticipate deferring additional maintenance as a result of 

the amended application in Case No. 2012-00492. 

Witnesses) Billie J. Richert; Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-38 

Witnesses: Billie J. Richert; Robert W. Berry 
Page 1 of 1 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

1 Item 39) 

2 

3 

4 Response) Please see the response to KIUC 2-49. 

5 

6 Witness) Billie J. Ricliert 

Reference Big Rivers’ response to PSC 2-11. Provide the audited statement 

of operating (income statement) when it becomes available. 

Case No. 2012-00535 
Response to AG 2-39 

Witness: RiIlie J. Richert 
Page 1 of 1 
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Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

arch 28,2013 

Item 40) Reference Big Rivers ’ response to RlTUC 1-63. Please provide a final version 

of the KPMG memo referenced during the February 28, 2013 hearing in Case No. 2012- 

00492. 

Response) Please see the KPMG memo that was provided to the Commission and 

intervenors, including the Attorney General, in the response to request number 1 of the 

March 4,20 13 Responses to Data Requests from Hearing on February 28,20 13 in Case No. 

20 12-00492. 

Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-40 

Witness: Billie J. Richert 
Page 1 of  I 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

1 Item 41) 

2 

3 

4 

5 referenced testimony. 

6 

7 Response) 

8 

9 

Reference Big Rivers’ response to PSC 2-13. Does Big Rivers response 

reflect and take into account the additional changes to its application in Case No. 2012- 

00492, wlticlt were made via the testimony of Billie Richert during the hearing on 

February 28, 2013? If not, please provide an amended answer in light of the above- 

The amended application and the testimony of Billie J. Richert in Case No. 

2012-00492 are not expected to result in any revisions to the answer to PSC 2-1 3. 

10 Witness) Billie J. Richert 

Case No. 2012-00535 
Response to AG 2-41 

Witness: Billie J. Richert 
Page 1 of 1 
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CASE Ne). 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 42) Reference Big Rivers’ response to PSC 2-1 8. Regarding the negotiations 

detailed in its response, would Big Rivers characterize itself as competitively advantaged or 

disadvantaged in these negotiations with the couizterparties referenced? Please explain in 

detail. 

Response) Big Rivers would characterize itself as well-positioned in the negotiations 

with the counterparties referenced in response to PSC 2-18. However, whether Big Rivers is 

competitively advantaged or disadvantaged is largely dependent upon the views, priorities, 

and risk tolerances of the counterparties. Those views may vary by counterparty. 

Big Rivers recognizes that there are advantages and disadvantages to its current 

position. One advantage is that Big Rivers is a low-cost provider of electricity, not only in 

the state of Kentucky, but in the nation. I f  Big Rivers is able to acquire load equivalent to 

current levels, Big Rivers’ costs are competitive or significantly better than most providers in 

the 7J.S. Please see the response to KIIJC 2-45(b). Another advantage is the close proximity 

of Big Rivers to many of the potential counterparties; this reduces the delivery cost and risk 

to those counterparties. One disadvantage, at least in the short term, is that current MIS0 

market prices are less than most providers’ all-in fixed and variable costs. 

Regardless of whether or not Big Rivers is competitively advantaged in its 

negotiations, Big Rivers remains committed to the implementation of the Load Concentration 

Analysis & Mitigation Plan, with the goal of alleviating the adverse impacts of the Century 

contract termination on Big Rivers’ remaining members. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-42 

Witness: Robert W. Berry 
Page 1 of 1 
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esponse to the Office of the Attorney General’s 
S ~ p p ~ e m e n t a ~  Set of Data Requests 

Dated March 14,2013 

Item 43) Referencing Big Rivers’ response to AG 1-166, which requested all 

correspondence, emails, etc. between Big Rivers and the smelters regarding provision 

of draft annual capital and operating budgets under Sections 3.4 (a) and 3.4 (e) of the 

Coordination Agreement: 

Response) 

a. 

6. 

It appears no correspondence is provided beyond the brief cover letters that 

accompany each budget. Please provide all correspondence, emails, etc. 

between Big Rivers and the smelters, or their respective representatives, 

during the period between provision of the draft andfinal annual budgets. 

Please provide a communications log of all communications between Big 

Rivers and the smelters or their respective representatives during the periods 

between the provision of the draft budget, artd the final budget to the 

smelters. 

Big Rivers objects to this request on the grounds that it is overly broad and 

unduly burdensome. Notwithstanding this objection, but without waiving it, Big Rivers 

states as follows. 

a. AG 1 - 166 asked Big Rivers to “provide a copy of each dra$ budget provided 

to the smelters under the terms of the smelter agreements since 2010 and to 

provide copies ofall correspondence, emails, etc. between Rig Rivers and the 

smelters regarding those draft budgets. ” The only known comrnunication 

Case No. 2012-00535 
Response to AG 2-43 

Witness: DeAnna M. Speed 
Page 1 of 2 



b. 

Witness) 

CASE NO. 2012-00535 

Response to the Office of the Attorney Genera 
Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

provided to the smelters regarding the draft budgets was given in response to 

AC 1 - 166, in the form of cover letters to the budget packages. 

All known communication regarding the draft budgets has been provided 

previously in response to AG 1 - 166. 

DeAnna M. Speed 

Case No. 2012-00535 
Response to AG 2-43 

Witness: DeAnna M. Speed 
Page 2 of 2 



CATION OF BI ATION 

Response to the ffiee of the Attorney General’s 
Supplemental Set of Requests 

Dated March 14,2013 

March 28,2013 

1 Item 44) 

2 

Referencing Big Rivers’ response to AG 1-166, comparing the “Budget 

Assumptions” for the draft and final budgets provided to the smelters for fiscal year 2013 

3 provide documents which show the basis for: 

4 

5 a. [BEGIN CONFIDENTIAL/ 

6 

7 b. 

8 I 

10 = 9 C. 

11 d. 

12 e. 

17 

18 1 
19 It. 

20 

21 i. 

22 - 
23 .i. 

Case No. 2012-00535 
Response to AG 2-44 

Witness: John Wolfram 
Page 1 of 3 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General's 
Supplemental Set of Requests 

Dated March 14,2013 

March 28,2013 

k. = 
r. 

(END CONFIDENTIAL]. 

Response) Section 3.4 of the Coordination Agreements states that Rig Rivers shall 

provide to each smelter for its review and evaluation (i) on or prior to the date 90 days prior 

to the end of each fiscal year (which Big Rivers interprets to mean by October 1st of each 

year), a copy of Big Rivers' then-current draft proposed annual capital and operating budget 

(the "Proposed Budget") for the following fiscal year, and (ii) any reasonably-requested 

supporting information with respect to the Proposed Budget or expenditures in excess of the 

budget. Big Rivers' budget development process typically calls for the Board of Directors to 

review and approve the budget in the November/December timeframe. Thus, it is expected 

that the Proposed Budget provided to the smelters is a draft and that advancement of that 

draft into a final budget ready for Board approval will continue after October 1st each year. 

With this in mind, Rig Rivers does riot log or document the specific changes in assumptions, 

values, or other budgetary inputs between the provision of the draft budget to the smelters 

and the provision of the near-final budget to the Board for its review and approval. All of the 

changes listed in the question generally result from the on-going revision, correction, and/or 

refinement of budgetary information that takes place in that timeframe, as data becomes 

available and through the normal course of business. 

Case No. 2012-00535 
Response to AG 2-44 

Witness: John Wolfram 
Page 2 of 3 



e c  RATION 

Response to the Office of the Attorney General’s 
Supplemental §et of Requests 

Dated March 14,2013 

March 28,2013 

1 

2 Witness) John Wolfram 

Case No. 2012-00535 
Response to AG 2-44 

Witness: John Wolfram 
Page 3 of 3 
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A P ~ ~ ~ ~ A ~ I O ~  OF BIG 
FOR A GENER 

CASE NO. 2012-00535 

Response to the Office Attorney General’s 
Supplemental S ata Requests 

Dated March 14,2013 

March 28,2013 

1 Item 45) 

2 

3 

Referencing Big Rivers’ response to AG 1-166, comparing the “Budget 

Assumptions”for the draft and final budgets provided to the smelters for fiscal year 2012 

provide documents which show the basis for: 

4 

5 a. 

6 

7 b. 

8 C. 

9 d 

10 e. 

11 

12 $ 

13 g* 
14 It. 

15 1. 

16 

17 

[BEGIN CONFZDEIVTU L/ 

[END CONFIDENTLAL] 

18 Response) Please see the response to AG 2-44. 

19 

20 Witness) John Wolfram 

Case No. 2012-00535 
Response to AG 2-45 

Witness: John Wolfram 
Page 1 of 1 
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17 

Response to the Office of 

Item 46) Referencing Big Rivers ’ Board of Director Minutes provided in response to 

AG 1-38 (page 855): (BEGIN CONFIDENTIAL] ,- 

_ _ _ _  

-[END CONFIDENTUL] 

Response) 

___- - 
Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-46 

Witnesses: Robert W. Berry 
Pagelof 1 
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CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

arch 28,2013 

Item 47) Provide all Board of Director Minutes, for both regular sessions and 

Executive Sessions, regardless of the nature of the meeting, for January and February 

2023. 

Response) Attached under a petition for confidential treatment are the regular session 

minutes of the January and February 20 13 board meetings. There were no Executive Session 

minutes. 

Witness) Mark A. Bailey 

Case No. 2012-00535 
Response to A 6  2-47 

Witness: Mark A. Bailey 
Page 1 of 1 
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Response to the Office of the Attorney General’s 

Dated March 14,2013 
Supplemental Set of 

March 28,2013 

Item 48) Referencing Big Rivers’ Board of Direct Minutes at AG 1-38 @age 869): 

[BE GIN CONFIDEN TIALI 

[END CONFIDENTIAL] 

Response) Page 869 of AG 1-38 does not reference the subject identified in this request. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-48 

Witness: Robert W. Berry 
Page 1 of 1 
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VERS ELECT 
FOR A GENERAL JSTMENT IN  RATES 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 49) Referencing the “Executive Session Minutes ”provided in response to AG 1- 

38, please explain how many of tlze minutes consist of approving tlze prior session’s 

minutes but there are no prior session minutes provided. See, e.g., pages 4-1 1. 

a. Provide all Executive Session Minutes from January 1,201 0 to present. 

Response) There is only one set of executive session minutes (the January 2010 minutes) 

where the prior session’s minutes were approved but not provided. The January 2010 

minutes noted the approval of the minutes of the December 2009 executive session. The 

December 2009 executive session minutes were not provided because the question asked for 

minutes beginning in 201 0. 

a. All such minutes were provided on the CONFIDENTIAL CD in response to 

AG 1-38. 

Witness) Mark A. Bailey 

Case No. 2012-00535 
Response to AG 2-49 

Witness: Mark A. Bailey 
Page 1 of 1 



1 Item 50) 

2 

3 

4 a. 

5 

6 

7 b. 

8 

9 

10 C. 

11 

12 

13 d 

14 

15 

16 

17 e. 

18 

19 

20 f. 
21 

22 

CASE NO. 2012-00535 

Response to the Office of the Attorney General9s 
Supplementa~ Sets of Data Requests 

ated March 14,2013 

March 28,2013 

Referencing Big Rivers’ Board of Direct Minutes provided in response to 

AG 1-38 

At Page 3: [BE6IN CONFIDENTIAL.] 

[END 

CONFIDENTU L] 

At page 400: [BEGIN CONFIDENTIAI,] ~- - [END CONFIDENTIAL.] 

At page 400: [BEGIN CONFIDENTIAL] 1- 

At page 427: [BEGIN CONFIDENTIALJ -1 

[END 

CONFIDENTIAL] 

At  page 444: [BEGIN CONFIDENTIAL.] 4; 

V E N D  CONFIDENTM 

At page 483:rBEGIN CONFIDENTIAL] - 
1- [END CONFIDENTUI;] 

Case No. 2012-00535 
Response to AG 2-50 

Witnesses: Mark A. Bailey; Counsel 
Page 1 of 4 
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10 
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13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

$3 

It. 

i, 

j-  

k. 

Response) 

CASE NO. 2012-00535 

ey General’s 
quests 

ated March 14,2013 

At page 504: [BEGIN CONFIDENTM/ -1 

j-[END CQNFIDENTM] 

At page 532: [BEGIN CONFIDENTIAL] 

[END 

CONFIDENTAL] 

At page 532: [BEGIN CQNFIDENTW] 

[END 

CQNFIDENTIAL] 

At page 838: [BEGIN CONFIDENTM] 1- 

~ ____ - __- - - 

[END 

CONFIDENTIAL] 

At page 864: [BEGIN CONFIDENTIAL] 

[END 

CQNFIDENTML] 

Rig Rivers objects to this request on the grounds that it does not provide 

information suficient for Big Rivers to identify much of the requested material. Many of the 

requests seek detailed explanations of oral discussions from more than a year ago, or 

documents related to those specific oral discussions. These discussions were not recorded. 

The minutes provided in response to AG 1-38 are the best documentation of these 

discussions. Due to the limited amount of available infomation and the passage of time, it is 

Case No. 2012-00535 
Response to AG 2-50 

Witnesses: Mark A. Bailey; Counsel 
Page 2 of 4 



IG 

e Attorney General’s 

1 

2 

often impossible to determine with any certainty the content of those oral discussions. 

Notwithstanding this objection, but without waiving it, Big Rivers states as follows. 

3 

4 a. 

5 

6 

7 

8 

9 

10 

11 b. 

12  

13 

14 

15 C. 

16 

17 

18 

19 d. 

20 

2 1  e. 

22 

Big Rivers objects to this request on the grounds that 

_ _ _ _ _ _ _ _ _ ~  - - 
Big Rivers objects to this request on the grounds that it does not provide 

infomation sufficient for Big Rivers to identify ~-1 

Big Rivers objects to this request on the grounds that it does not provide 

information sufficient for Big Rivers to identify -1 

-__- - 

Please see the attached document submitted under a petition for confidential 

treatment. 

Please see the attached document submitted under a petition for confidential 

treatment. 

Case No. 2012-00535 
Response to AG 2-50 

Witnesses: Mark A. Bailey; Counsel 
Page 3 of 4 



1 f. 

2 

3 g. 
4 

5 

6 h. 

7 

8 

9 

10 1, 

11 

12  

13 j .  
14 

15 

16 

17 

18 k. 

19 

20 

21 

22 Witnesses) 

Response to the Office of the Attorney General’s 
Supplemental Sets of 

Please see the attached document submitted under a petition for confidential 

treatment. - 
Rig Rivers objects to this request on the grounds that it does not provide 

infomation suffcient for Big Rivers to identify -1 

m 
Big Rivers objects to this request on the grounds that it does not provide 

information suffcient for Rig Rivers to identify ~-! 

Big Rivers objects to this request on the grounds that it does not provide 

information suEcient for Big Rivers to identify -~ - 
Big Rivers cannot provide the requested information because 

_ _ _  - 
Mark A. Bailey; Counsel 

Case No. 2012-00535 
Response to AG 2-50 

Witnesses: Mark A. Bailey; Counsel 
Page 4 of 4 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

13 

14 

15 

16 

17 

18 

19 

20 

2 1  

22 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 51) Referencing AGI-17 related to Financial Model “sensitivity” runs 

performed by BREC since August 2012, address the following: 

a. 

b. 

C. 

d. 

Response) 

Explain if BREC ltas run n Financial Model or sensitivity run with actual 

2012 calendar year amounts in the calculation of the revenue requirement 

and provide this sensitivity run with all related documentation, adjustments, 

and assumptions. 

If BREC has not run the sensitivity analysis in (a), please provide this 

sensitivity run. 

Regarding the sensitivity runs in (a) and (6) above, provide a sensitivity run 

with all adjustments used for  the forecasted test period in this filing (such as 

those shown at Tab 50 Attachment (page 7 of 7) and Mr. Wolfram’s 

testimony (Exhibit Wolfram-2, Schedules 1.01 through 1.12), except reflect 

these adjustments on an actual calendar year 2012 basis and provide 

supporting documentation. 

Regarding (a) and (b) above, identifu, explain and provide calculations 

supporting all other adjustments that BREC made to the actual calendar 

year 2012 sensitivity run to reflect this on a revenue requirementshate case 

basis. 

Case No. 2012-00535 
Response to AG 2-51 

Witness: John Wolfram 
Page 1 of 3 
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22 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

arch 28,2013 

a. No. Rig Rivers has not run a Financial Model or sensitivity run with actual 

2012 calendar year amounts as inputs. The Rig Rivers Financial Model is a 

tool that uses certain input data to project Rig Rivers’ overall financial values 

and metrics for future periods. The model is not designed to use actual data as 

inputs to the forecast model and simply recreate the past results. The model 

accepts input from the production cost model and from Big Rivers’ budgeting 

system Hyperion - data which differs from that reflected as actuals on the 

company’s books and records. The model is incompatible with the input of 

actual data in certain respects; for example, the model assumes perfect rate 

treatment (i.e. ignores regulatory lag associated with FAC, ES, and Non-FAC: 

PPA). The model calculates member revenues, FAC, ES , Surcharge, and 

Non-FAC PPA; it does not accept these terms as inputs. In order to accept 

2012 actual data as an input, the very structure of the model would have to be 

altered (Le. calculations would have to be over-written, linlts would have to be 

broken, etc.). The modifications to the model required in order to accept 

actual data as inputs to the model would render meaningless any comparison 

of model outputs to the information provided in the instant filing. 

Even if the use of 2012 actuals was limited to the determination of the 

revenue requirement (and did not apply to all model inputs), this would 

inappropriately combine historical and forecast values in the Big Rivers 

Financial Model. The revenue requirement based on 2012 actuals would be 

inconsistent with the production cost model output, payroll costs, and other 

Case No. 2012-00535 
Response to AG 2-51 

Witness: John Wolfram 
Page 2 of 3 



BIG RIVERS EL 

1 

2 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

assumptions in the model that correspond to the forecast. 

essentially invalidate the model. 

This would 

3 b. Please see the response to subpart (a). 

4 c. Please see the response to subpart (a). 

5 d. Please see the response to subpart (a). 

6 

7 Witness) John Wolfram 

Case No. 2012-00535 
Response to AG 2-51 

Witness: John Wolfram 
Page 3 of 3 
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Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

Item 52) 

CAPEX for 2013 and 2014, this response SJZOWS CAPEX budgets for 2013 and 2014 that 

are less than CAPEX amounts for 2013 and 2014 included in BREC’sfiling at Tab 25 

Attachment (Berry and Crockett). Address the following: 

Referencing A G 1-39 related to Management Business Plans and budgeted 

a. Explain which CAPEX budgets cited above should be relied upon for this 

rate case and the forecasted test period. 

6. Explain if BREC’s financial model and adjustments for the forecasted test 

period use the CAPEX plant amounts in (a) above (and explain which 

CAPEX amounts or budgets are used) to adjust expenses (i.e., depreciation 

expense, property taxes, aizd others), accumulated depreciation, deferred 

income taxes, and other amounts and costs in the forecasted test period. If 
the answer is ‘yes”, then show how all expenses and other costs in the 

forecasted test period are calculated based on the related CAPEX plant 

amounts that are assumed for the forecasted test period and provide all 

supporting calculations and workpapers. 

Response) 

a. The budget is the same for AG 1-39 and Tab 25 except that AG 1-39 is just 

referencing Production projects and excludes Administration, Information 

Technology and Transmission. The total of all Big Rivers Electric 

Case No. 2012-00535 
Response to AG 2-52 

Witness: Robert W. Berry 
Page 1 of 2 



VERS ELECT 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

1 

2 

3 

4 

Corporation CAPEX is attached in Tab 25 and should be relied upon for this 

rate case and the forecasted test period. 

b. For depreciation, accumulated depreciation, etc. please refer to AG 1-239. 

5 Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-52 

Witness: Robert W. Berry 
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Supplemental Set of Data Requests 

ated March 14,2013 

arch 28,2013 

Item 53) 

address the following: 

Referencing Big Rivers’ response to AG 1-75 related to payroll costs, 

a. 

b. 

C. 

d 

Per the attached spreadsheet AG 1-75(a), please reconcile and show where 

the expensed and capitalized payroll amounts for the base period ($49.9 m 

expenses, $. 9 m capitalized), forecasted test period ($45.4 expensed and $4 
m capitalized), and 2015 budget ($45.1 m expensed and $.4 m capitalized) 

are included in the Company’s financial model and rate case filing (provide 

specific references to rows and fields in spreadsheets), and explain the 

reasons for  all differences. 

Regarding the amounts in (a) above for the forecasted test period, explain if 
these amounts are before or after BREC’s adjustment at Schedule 1.10 to 

remove %on-recurring labor related to Wilson Layup”, and provide a 

reconciliation of these amounts, showing amounts before and after the 

Wilson Layup adjustment and all other adjustments to payroll costs. 

Confirm if the “YTD 2011 ” payroll expense of $48.1 m and capitalized of 

$. 7 m are actual 2011 calendar year payroll amount, or explain what these 

amounts represent because they do not agree with 2011 payroll costs of 

$47,854,574 at AG 1-245 (a). Provide an explanation and reconciliation 

between these amounts. 

Provide actual 2011 calendar year payroll amounts expensed and 

capitalized for  AG 1-75(a), (b),(c),(d) and (e). 

Case No. 2012-00535 
Response to AG 2-53 

Witness: James V. Haner 
Page1 of 4 
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Response to the Office of the Attorney General’s 
S ~ p ~ l e ~ e n t a l  Set of Data Requests 

ated March 14,2013 

1 

2 

3 

4 

5 

6 Response) 

7 

8 

e. Provide copies of RUS forms or form filed with regulatoiy agencies or 

otlzer entities that show 2011 and 2012 payroll costs, and explain and 

reconcile the differences between the 2011 and 2012 payroll amounts 

provided in response to AG 1-75(a) aPtdAG 1-76(a). 

a. The numbers shown in Big Rivers’ response to AG 1-75(a) are for wages and 

9 

10 

11 

12 

13 

14 

15 

salaries only, and do not include burdens, whereas the budgeted numbers (Le., 

in the financial model) do include burdens. Additionally, the wages and 

salaries shown in response to AG 1-75(a) are gross of the City of Henderson 

share. For total labor costs in the forecasted test period, 2013 portion of the 

base period, and 2015, please see the financial model, O&M tab, rows 137- 

169. Capitalized labor is not shown independently of capital projects within 

the Big Rivers’ capital budget. 

16 

17 

18 

19 

20 

b. Per the original response to AG 1-75(a), budget labor is unadjusted for the 

Wilson labor pro forma. The wages and salaries portion of the $2,595,458 for 

the Wilson labor pro forma, shown in the direct testimony of John Wolfram, 

Exhibit Wolfram-2, Schedule 1.10, is $1,558,742. Please refer to Big Rivers’ 

response to AG 2-60(a) for a breakdown of the $2,595,458 Wilson labor pro 

21 

22 

23 

forma. The reconciliation of the labor expense shown in the response to AG 

1-75(a) before and after the Wilson labor pro forma is as follows: 

Case No. 20 12-00535 
Response to AG 2-53 

Witness: James V. Haner 
Page2of 4 
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Response to the OMice of the Attorney Genera 
S u p p ~ ~ ~ e n t a I  Set of Data Requests 

1 

Forecasted test period wages and 
salaries expensed: 

$45,410,144 

Less Wilson labor pro forma: $1,558,742 
Forecasted test period wages and 
salaries after adjustment: $43,85 1,402 

7 

8 

9 

c. AG 1-24S(a) reflects gross payroll, which is regular hours, overtime, double- 

time, off-duty hours, and shift premiums. Alternatively, AG 1-75(a) reflects 

payroll and burden processing, which includes incentive payments and 

miscellaneous credits. A reconciliation of these amounts is as follows: 

Capitalized Labor $743,369 

Expensed Labor 48,095,286 

Total AG 1 -7Sfa) 48,838,655 

Total Gross Payroll AG 1-245(a) 47,854,574 

Difference 984,OS 1 

A breakdown of the difference is as follows: 

Incentive $993,462 

Miscellaneous credits (9,381) 
Total 984,OS 1 

d. This information was provided on AG 1-75(a), (b), (c), (d), and (e). These 

amounts have not changed. 

Case No. 2012-00535 
Response to AG 2-53 

Witness: James V. Haner 
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CASE NO. 2012-00535 

esponse to the Qffce of the Attorney General's 
Supplemental Set of Data Requests 

e. Copies of the RTJS Annual Supplement for 12/31/11 , and the KPSC Financial 

and Statistical Report (Annual Report) for 12/3 1 /11 , are attached. 

Reconciliation to AG 1 -75(a) and AG 1 -76(a) is as follows: 

AG 1-75(a), AG 1-76(a): 

Capitalized Labor $ 743,369 

Expensed Labor 48,095,286 

Total $48,838,655 

RUS 201 1 Report: 

Expensed $46,222,175 

Other 2,865,906 

Incentive (993,462) 

Account 10 103 1 1 6,7 667 

$48,095,286 

Capitalized $ 744,036 

Account 10103 116,7 (667) 

$ 743,369 

Accounts 10103 1 16, 10103 1 17, in the amount of $667, were included in the 

RUS capitalized amount. They were classified as expense in AG 1-75(a) and 

AG 1-76(a). The RUS expensed amount includes incentive payments, which 

are not included in AG 1-75(a) and AG 1-76(a). 

Witness) James V. Haner 
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Witness: James V. Haner 
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April 2,2012 

h&, Victor T. Vu 
Dirtctor, Pow& S'ufrpiy Division 
USDrnUS 
1400 Indepcndencc Avehw, SW, Stop 1568 
W&tagton, LbG 20250 1568 
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BIG RS EL 

ON 

Response to the Office of the Attorney General’s 
Supplemental Set of 

ated March 14,2013 

March 28,2013 

tem 54) Referencing Big Rivers’ response to AG 1-75(a) and AG 1-76(a): Explain 

and quantqy the primary reasons for the reduction in total payroll costs from $49.3 m in 

2012 to $45.8 m in the forecasted test period, and provide related calculations for the 

annualized impact of the removal of payroll costs related to the Wilson Layup and aM other 

reasons that exceed $1 00,000 per year. 

Response) Please see attached. 

Witness) James V. Haner 

Case No. 2012-00535 
Response to AG 2-54 

Witness: James V. Haner 
Page 1 of 1 



$ in millions 
2012 YTD Actual as of 12/31/12 $49.3 

Incentive Pay 
Wilson Difference as Annualized ' 
Extrapolated Estimate 
All Other 

(0.7) 
(4.5) 
1 .o 
0.7 

Forecasted Test Period (FTP) Budget" 

"Not adjusted for Filson L,ayup Labor Pro Forma 

$45.8 

Wages and Salaries related to Wilson Layup Pro Forma: 
Pro Forma Amount (included in FTP budget) $1.5 
Annualized ($1 .5 x 4) 6.0 
Difference $4.5 

Extrapolated Estimate of Wage & Salary Increase 
($45.8-(45.8 / 1.0225)) $1.0 

Reflects the difference between the annualized amount for Wages & 
Salaries related to the Wilson Layup Pro Forma and the mount  that is 
reflected in the FTP budget amount of $45.8. 

1 

Wage and Salary annual increase in the test period is extrapolated to 
provide an estimate. 

ase No. 2012-00535 
Attachment to Response for AG 2-54 
Witnesses: James V. Haner 
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CASE NO. 2012-00535 
FOR A GE 

onse to the Office of the Attorney General’s 
Supplemental Set of 

Dated March 14,2013 

March 28,2013 

Item 55) 

following: 

Referencing Big Rivers’ response to AG 1-77 and AG 1-75(a): Address the 

a. Explain why the forecast test period shows an increase in percentage of 

‘ fpayroll expensed” and a reduction in the percentage of ‘ fpayroll 

capitalized’’ for  the first time compared to the prior base period, 2012, and 

YTD 2011. 

b. Explain why the percentage of payroll capitalized would decrease in the 

forecasted test period (and other forecasted years) when the amount of 

CAPEX is expected to increase. 

Response) 

a. The numbers for 201 1,2012, and the base period all include labor costs in the 

capitalized category that include inventory or receivable projects, which are 

not capital projects. Big Rivers does not budget for these items separately 

since their timing is hard to predict. Also, the percentage of payroll 

capitalized varies from year to year, depending upon the number and amounts 

of more internal-labor-intensive projects. Please refer to the Direct Testimony 

of David G. Crockett, Tab 67, pages 5 and 6 for the derivation of capital costs 

included in the budget. 

Case No. 2012-00535 
Response to AG 2-55 

Witness: James V. Haner 
Page 1 of 2 



N 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

1 

2 

3 

4 

5 Witness) Janies V. Haner 

b. The total capital amount in the forecasted test period includes $55 million for 

environmental compliance projects, which will not be internal-labor-intensive. 

Also, please see response to subpart (a) above. 

Case No. 2012-00535 
Response to AG 2-55 

Witness: James V. Haner 
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onse to the Office of the Attorney 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

Item 56) 

regarding the “retention program ”: 

Referencing Big Rivers’ response to Ab; 1-78, address the following 

a. Provide a copy of BRECs retention program policy. 

b. Provide the amount of retention amounts paid to each employee for each 

year the program was in place, and show amounts expensed for the one- 

year period following the Unwind transaction (and provide that year), 2009, 

2010,2011,2012, and the forecasted test period 

c. Explain and provide the criteria used for determining payments under the 

retention program, and explain how this was used in regards to evaluating 

actual amounts paid to employees. 

d Show retention “targeu‘criteria ” and show the percent of “targef/criteria ” 

achieved for each year, and how this translated to the amount paid for 

retention bonuses to employees for each of the periods in (3). 

e. Explain the “target/criteria” related or tied to the Unwind Transaction and 

explain how this was used to determine the amount of related bonuses that 

were paid 

$ Explain how the retention program was implemented, who proposed this 
policy, how was it adopted, and provide copies of Board Minutes authorizing 

the retention program. 

Response) 

Case No. 2012-00535 
Response to AG 2-56 

Witness: James V. Haner 
Page 1 of 2 
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March 28,2013 

a. The retention program is described in AG 1-78. There is no written policy. 

b. The program provided a one-time payment in July 2010, following the one- 

year anniversary of the close of the unwind transaction. The retention bonus 

paid in 2010 is not included in Big Rivers’ revenue requirement in this Case 

No. 2012-00535, nor was it included in the Big Rivers’ revenue requirement 

in Case No. 201 1-00036. Consequently, to the extent that this request seeks 

additional information, this request is unduly burdensome and is not 

reasonably calculated to lead to the discovery of admissible evidence because 

the retention amounts are not contained in the revenue requirements. 

c-e.The retention “target/criteria” was to remain in the continuous full-time 

employment of Rig Rivers during the 12-month period following the close of 

the unwind transaction. For those meeting that “targethriteria,’,” the bonus 

was a percentage of starting base pay or cash compensation for hours worked. 

See response to AG 1-78. 

Executive management proposed the program for the reasons stated in AG 1- 

78. It was approved by Big Rivers’ Board of Directors in January 2008. A 

copy of the minutes authorizing the program is being provided pursuant to a 

petition for confidentiality. 

James V. Haner 

Case No. 2012-00535 
Response to AG 2-56 

Witness: James V. Haner 
Page2of 2 
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onse to the Office of the Attoreey General’s 

ated March 14,2013 

March 28,2013 

Item 57) Referencing Big Rivers’ response to AG 1-75(c),(d), and (e) and AG 1- 

76(c),(d), and (e) related to short and long-term incentive pay, SEW, and bonuses, address 

the following: 

a. 

6. 

C. 

d. 

e. 

f. 

Provide separately the amount of short and long-term incentive, 

bonus paid to each officer and management for 2011, 2012, base period, 

forecasted test period, and 201 5 budget. 

Provide the amounts in (a) for the I 2  months following the Unwind 

Transaction and identifi that period. 

For (a) and (b), explain why amounts paid in each category increased for 

each year and provide supporting documentation. 

Provide a copy of BREC’s short and long-term incentive program, SE-, 

and bonus policy. 

Explain and provide the criteria used for determining payments under the 

short and long-term incentive program and bonus program, and explain 

how this was used in regards to evaluating actual amounts paid to 

employees. 

Show “target/criteria ” and show the percent of “target/criteria ” achieved 

for short and long-term incentives and bonuses for each period in (a) and 

(6) for officers only, and how this translated to the amount paid for short 

and long-term incentives and bonuses for officers for each of the periods in 

(a) and (b). If necessary, show how the various “target/criteria” were 

Case No. 20 12-00535 
Response to AG 2-57 

Witness: James V. Haner 
Pagelof  7 
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March 28,2013 

g* 

Ia. 

i 

j -  

k. 

1. 

m 

n. 

weighted in determining the amount paid to each officer for the periods in 

(a) and (b). 

For each of the “targeu‘criteria”, explain how they were determined and 

who determined these. 

For each of the “targeu‘criteria”, explain how and why they were changed 

each year, and how the change in targetskriteria was determined 

For each of the “targeu‘criteria”, explain those which are beneficial to 

customers or provide benefits to customers and identijj those benefits. 

For each of the “targeu‘criteria”, explain which are related to safety, service 

qualily, Company profits or margins, the Unwind transaction, the current 

rate case, TIER, return on rate base, and other specijk goals. 

For each of the “targeu‘criteria”, explain which are considered %hart" term 

and which are considered “long” term, and explain why. 

Explain the “targeu‘criteria ” related or tied to the Unwind Transaction and 

explain how this was used to determine the amount of related bonuses that 

were paid. 

Explain the “targeu‘criteria” related to this pending rate case and explain 

how this was used to forecast amounts for short and long-term incentives, 

bonuses, retention pay, and other amounts in the forecasted test period. 

Provide copies of Board Minutes authorizing the current compensation 

program. 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
Page 2 of 7 
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%CA 
P 

esponse to the Office of the Attorney 
ental Set of Data Requ 

ated March 14,2013 

March 28,2013 

a. The attached schedule provides the data requested for the president and CEO, 

and the Vice Presidents. 

b. The 12 months following the unwind transaction are part of the period for 

which actual payroll detail is unavailable due to inaccessibility of the Oracle 

1 1 i information system environment provided by EON pursuant to a contract 

that terminated January 15, 201 1, at which time Big Rivers transitioned to 

Oracle 12. 

c. Changes in incentive pay are the result of changes in compensation and the 

incentive payout percentage. Incentive pay can increase or decrease from year 

to year. Changes in deferred compensation (SEW) are the result of changes 

in compensation, IRS limits with regard to qualified pension plans, and the 

non-discrimination test results for those plans. Deferred compensation can 

increase or decrease from year to year. Changes in Christmas bonus expense 

are primarily the result of changes in the number of employees, since the 

amount for each employee is the gross amount that will result in a net check 

of $100 per employee each year. 

d. See the responses to AG 1-258 and AG 1-78. There is no written Christmas 

bonus policy. 

e. The criteria for determining payments are based on the company’s 

performance in relation to the targets approved each year. The development 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
Page 3 of 7 
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of the plan is discussed in subpart (8) below. Payments are made if 

performance in a category falls between the minimum and maximum targets, 

in which case the payout percentage is extrapolated, but only if the company 

meets its loan covenants. 

See the attached schedules for the incentive pay awards paid in 2011 and 

2012. The award percentage is the same for all eligible employees. 

Big Rivers’ incentive plan is based upon budgeted targetdgoals that are 

developed each year and approved by the Board of Directors. No dollars are 

budgeted for payouts as the plan is designed to be self-funding by producing 

lower expenses or higher non-member revenues. The members receive 90% 

of the savings, and plan participants share 10% of the savings. For the 20 13 

plan, maximum payout is 6% for the eligible participants. The four 

measurement areas relate to Financial Performance, Safety, Plant 

Performance, and Transmission System Reliability. For the Financial 

Performance target, the company’s North Star calculation [(Total Expenses 

less Non-Member Revenues)/Member kWh)] in the Board-approved budget is 

the starting paint for the minimum payout. The North Star measurement 

funds the financial measurement and any other measurement that cannot fund 

itself. In the current plan, the North Star comprises 50% of the total payout 

and funds approximately 93% of the 6% maximum payout, with the Heat Rate 

measurement self-funding and EAF (Equivalent Availability Factor) partially 

self-funding. To achieve the maximum payout for Financial Performance, 

higher non-member revenues or lower expenses (or a combination of both) 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
Page 4 of 7 



s EL c c  N 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

APP N 

Response to the OEce of the Attorney General’s 
Supplemental Set of 

would have to be $13.7 million, with the members receiving $12.3 million and 

the plan participants receiving $1.4 million. The Safety targets are developed 

by management. Since it is difficult to quantify the savings related to safety, 

this measure is funded by North Star. The Plant Performance measure is 

comprised of EAF and Heat Rate results. The EAF target is established by 

management using planned outage schedules, historical performance, and unit 

availability in the production model outputs which are used to develop 

financial results and the Board-approved annual budgets. This measure can be 

self-funding as increased generation fiom a higher EAF increases the off- 

system sales volumes, but with low market prices in the current plan, this 

target could only fund 14% of its potential payout, with the remaining 86% 

being funded by North Star. The Heat Rate target is established based on 

historical performance, projected fbel quality, and production cost model 

outputs. This measure is self-funding as a lower heat rate (higher unit 

efficiency) provides he1 savings. The Transmission System Reliability 

targets (SAID1 or System Average Interruption Duration Index) comprise 

25% of the potential payout. The targets are developed by using a five-year 

average of each member system cooperative’s transmission system reliability 

measure. To ensure conservative targets are established, if the five-year 

average for any individual system is higher than the system-wide average, the 

system-wide average is adopted for that target. In addition, major outages 

such as the 2009 ice storm are excluded fiom the five-year average. To 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
Page5of 7 
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Attorney General’s 

March 28,2013 

achieve maximum payout for Transmission System Reliability, the company 

must achieve a 20% improvement in the five-year average. 

h. The financial targets are adjusted each year based on the Board-approved 

budgeted North Star and labor base of the plan participants. The Safety 

targets are established each year by management, with full payout for two 

fewer recordable incidents than the target and no lost time incidents. The 

EAF target changes based on planned outage schedules and projected unit 

performance. Heat Rate targets change based on fuel quality and unit 

efficiency. The SAID1 targets are modified each year based on a five-year 

average adjusted for major outages. 

i. The plan is designed to benefit the members (customers) significantly more 

than the plan participants. The fmancial performance targets are developed 

with the members receiving 90% of the benefit and the plan participants 

receiving 10%. This can be achieved by lowering expenses or increasing non- 

member revenues. Rig Rivers personnel work to maximize revenue from off- 

system sales and other non-member sources to lower the revenue requirement 

from its members. Safety performance is difficult to quanti@ financially, but 

safety records can impact the company’s insurance rates, medical expenses, 

and employee productivity. EAF performance has a direct relation to the 

amount of purchased power cost the company passes on to its members, as 

well as to the maximization of available power to sell in the off-system sales 

market in an effort to lower the revenue requirement from its members. Heat 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
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March 28,2013 

Rate directly impacts fuel costs that are passed along to the members. SAID1 

performance directly impacts customer satisfaction. 

j. There are no targets related to the unwind transaction, return on rate base, or 

the current rate case. The financial targets are developed to drive lower 

member costkwh. Safety targets are related to employee safety results. Plant 

performance and system reliability targets are related to service quality. 

k. Incentive award plans are developed and approved on an annual basis. The 

goal is to keep plan participants aware of, and in alignment with, the 

company’s strategic goals in the “short” term, and in turn have positive “long” 

term impact. 

1. There were no targets tied to the Unwind Transaction. 

m. There are no targets related to the pending rate case. 

n. A copy of the minutes approving the program is attached under a petition for 

confidential treatment. 

Witness) James V. Haner 

Case No. 2012-00535 
Response to AG 2-57 

Witness: James V. Haner 
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N 

ffiee of the Attorney General’s 
of Data Requests 

eh 14,2013 

March 28,2013 

1 Item 58) 

2 

3 

4 

Referencing Big Rivers’ response to AG 1-75(i) which states that the 

forecasted test period includes an adjustment related to the Wilson Station Layup for 92 

employees and related nonrecurring payroN costs of $1,558,742 for the period September 

2013 to November 2013, address tlze following: 

6 a. 

7 

8 

9 

10 

11 

12 6. 

13 

14 

15 

16 

17 

18 Response) 

19 

20 a. 

2 1  

22 

BREC’s adjustment for nonrecurring labor related to the Wilson Layup is 

identified as $2,595,458 at Tab 50 Attachment, page 7 of 7. Explain the 

reason for the difference between the amount of $1,558,742 cited at the 

response to AG 1-75(i) versus the adjustment of $2,595,458 at the 

Company’s filing and provide a reconciliation and all supporting 

documentation. 

Mr. Wolfram’s testimony (Exhibit Wolfram-2, Schedule 1-1 0) shows that 

127 budget employees and 35pro forma employees (total of 162 employees) 

are reflected in the Wilson Layup adjustment of $2,595,458, explain why 

this number of employees varies from tlze 92 employees cited at the response 

to AG 1-75(i) and provide a reconciliation and all supporting workpapers. 

Big Rivers’ adjustment for nonrecurring labor related to the Wilson Layup is 

$2,595,458. This includes wages and salaries of $1,558,742 as well as other 

payroll related costs, Le., overheads or burdens, of $1,036,716. Information 

Case No. 2012-00535 
Response to AG 2-58 

Witnesses: DeAnna M. Speed (a); John Wolfram (b) 
Page 1 of 2 



IG RIVERS ELJE 

EL 
JST 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

March 28,2013 

1 

2 

3 

4 

S 

6 

provided for AG 1-75(i) reflects only the wages and salaries portion of the 

nonrecurring labor in the amount of $1,558,742. 

b. Exhibit Wolfram 2, Reference Schedule 1.10 shows that the Headcount - 

Budget Total is 127 (row 17, column 8) and the Headcount - Pro Forma Total 

is 16 (row 18, column 8). This means that for ratemaking purposes, the 

budgeted number of 127 employees should be reduced to the pro forma 

7 number of 35 employees. Thus the numbers are not additive and do not result 

8 

9 

in a total of 162 employees; instead, the pro forma lieadcount should be 

subtracted from the budgeted headcount to show a total of 127 - 35 = 92 

10 

11 response to AG 1-75(i). 

1 2  

13 Witnesses) DeAnna M. Speed (a) 

14 John Wolfram (b) 

employees reduced, which reconciles to the number of employees cited in 

Case No. 2012-00535 
Response to AG 2-58 

Witnesses: DeAnna M. Speed (a); John Wolfram (b) 
Page 2 of 2 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20  

21 

22 

N 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

Item 59) Referencing Big Rivers’ response to Ad; 1-75(g) is confusing and states that 

no severance pay was allocated in the forecastedhudgeted periods, but severance pay of 

$4.6 million is deferred and amortized over 60 months in the budget beginning September 

2013 and is not reflected as part of payroll costs. Address the following: 

a. 

b. 

C. 

d. 

Response) 

Please clarify the con fusion regarding this response, explain if severance 

costs are included, or are not included, in the forecasted test period, 

If the answer to (a) is “yes”: (9 provide the amount of severance costs 

included in the forecasted test period and cite to amounts in the financial 

model (by field/ocation); and (ii) provide all calculations regarding the 

amount of severance costs including showing total severance costs, period 

of amortization, and amortized expenses in the test period. 

Explain and clarifjl if all severance costs are related to the Wilson Layup or 

identiB all severance costs by related event or conditions, including the date 

such events or conditions will begin and end. 

BREC’s response to AG 1-112 provides a brief explanation of severance 

costs, but clarify per the following and the response to AG 1-75(g) by 

providing the components included in severance pay of $4.6 million, 

including payroll costs, medical and dental insurance, and other 

components. 

Case No. 2012-00535 
Response to AG 2-59 

Witnesses: James V. Haner; DeAnna M. Speed 
Page 1 of 2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

ON 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

a. 

b. 

,. 
L. 

d. 

Witnesses) 

Severance costs of $4.6 million are deferred and amortized in the budget over 

60 months beginning September 2013. The forecasted test period contains 12 

months of amortization expense related to severance costs. However, the 

amortization thereof is not reflected as part of wages and salaries on the 

schedule in the response to AG 1-75(g). 

(i) The forecasted test period contains amortization of severance costs in the 

amount of $920,000. This is located in the financial model on the tab 

“Regulatory Charge’’ on row 47. (ii) Please refer to PSC 1-57 for 

calculations. 

The amortization of severance costs reflected in the forecasted test period is 

related to the Wilson Layup. 

Please refer to Direct Testimony of James V. Haner, Exhibit Haner-2, for 

components included in severance costs of $4.6 million. 

James V. Haner (subparts b(ii), c, and d) 

D e h a  M. Speed (subparts a and b(i)) 

Case No. 2012-00535 
Response to AG 2-59 

Witnesses: James V. Haner; DeAnna M. Speed 
Page 2 of 2 



VERS ELECTRIC C RATION 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1  

22 

23 

N 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

Item 60) Referencing Big Rivers’ response to AG 1-161 which asks for supporting 

documentation for the Wilson Layup adjustment. BREC’s response states that the 

forecasted test period beginning September 1, 2013, only includes budget labor for the 

Wilson plant for September, October, and November 2013 (and personnel reductions will 

not be complete until December 2013), and thus BREC’s Wilson Layup adjustment 

removes the September to November 2013 payroll costs from the rate case, and for that 

reason an adjustment of $2,595,458 was removed (Exhibit Wolfram-2, Schedule 1-1 0). 

Address the following: 

a. Allocate the amount of the adjustment of $2,595,458 between payroll, payroll 

overlzeadshenefits, severance costs, and all other costs by specific type. 

6. Identry the payroll benefits loadings factor used to allocated payroll overlieads 

for this adjustment, or provide what this payroll benefits loadings factor 

percentage would be and provide all supporting documentation. 

c. Explain if payroll costs for  specific employees were removed via the Wilson 

Layup adjustment, or explain if any (‘average” payroll cost for employees 

performing functions at the Wilson plant were removed, and provide supporting 

calculations for average costs. 

Response) 

a. Please see attachment for AG-2-60(a). 

b. Please see attachment for AG-2-60(b). 

Case No. 2012-00535 
Response to AG 2-60 

Witnesses: DeAnna M. Speed; John Wolfram 
Page 1 of 2 



RS ELF, 

March 28,2013 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  proportionate or “average” basis. 

13 

14 Witnesses) DeAnna M. Speed (a-b) 

15 John Wolfram (c) 

c. In general, average payroll costs for employees at Wilson rather than the costs for 

specific employees at Wilson were removed. Specifically, the payroll costs for 

each of the five areas shown in Exhibit Wolfram-S Reference Schedule 1.10 - 

namely Plant, IT, Safety, Budget, and Supply Chain - were scaled proportionately 

from the total costs associated with full Headcount - Budget levels to the lower 

Headcount - Pro Forma levels. For Wilson-IT and Wilson-Safety staff, pro forma 

headcount is zero, so all of the test year costs for these employees were removed, 

and averaging is not an issue. For Wilson-Plant, Wilson-Budget, and Wilson- 

Supply Chain staff, the h l l  budget cost is scaled by the ratio of pro-forma 

headcount to full headcount, by area, to determine the amount of cost to he 

removed. Thus for these three staff categories, costs were removed on a 

Case No. 2012-00535 
Response to AG 2-60 

Witnesses: DeAnna M. Speed; John Wolfram 
Page 2 of 2 



Big Rivers Electric Corporation 
Case No. 2012-00535 

esponse to AG 2-60(a) 

WILSON LAYUP ADJUSTMENT 

PAYROLL, 
401K PLAN 
DENTAL, INSURANCE 
GROUP LIFE INSURANCE 
LONG TERM DISABILITY INSIJRANCI 
MEDICAL, INSURANCE 
POST RETIWMENT MEDICAL (SFAS 
PENSION 
WORKERS COMP 
PAYROLL TAXES 
SEVERANCE COSTS* 

1,558,742 
64,042 
18,108 
1 1,365 
17,676 

365,132 
60,4 14 

328,891 
273 13 

143,775 
- 

TOTAL 2,595,458 

*Severance costs are not allocated to the pro forma adjustment for the Wilson Layup. 
Please see AG-1-59 for information regarding severance costs. 

Case No. 2012-00535 
Attachment for Response to AG 2-60(a) 

Witness: DeAnna M. Speed 
Page 1 of 1 



Big Rivers Electric Corporation 
Case No. 20 12-00535 

~ ~ t a ~ ~ ~ e n t  for esponse to AG 2-60(b) 

WILSON LAYUP ADJUSTMENT - PAYROLL LOADING FACTOR 

- $ Loading Factor 

401K PLAN 
DENTAL, INSURANCE 
GROUP LIFE INSURANCE 
LONG TERM DISABILITY INSTJRANC 
MEDICAL, INSURANCE 
POST RETIREMENT MEDICAL, (SFAS 
PENSION 
WORKERS COMP 
PAYROLL TAXES 

64,042 
18,108 
1 1,365 
17,676 

365,132 
60,4 14 

328,891 
27,3 13 

143,775 
1,036,716 

0.041 1 
0.01 16 
0.0073 
0.01 13 
0.2342 
0.0388 
0.21 10 
0.0175 
0.0922 
0.665 1 

Case No. 2012-00535 
Attachment for Response to AG 2-60(b) 

Witness: DeAnna M. Speed 
Page 1 of 1 
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11 
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13 

14 

15 

16 

1 ‘7 

18 

19 

TION 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

ated March 14,2013 

March 28,2013 

tem 61) Referencing Big Rivers’ response to AG 1-245 related to payroll costs, 

address the following: 

a. Per the Excel attachments to AG 1-24S(a), explain if the amounts shown on 

those attachments reflect actual 201 I payroll costs of $47,854,573, actual 

2012 payroll costs of $49,066,667, and actual January 2013 pajwoll costs of 

6,059,045, or provide the appropriate payroll costs for  these periods. 

b. Please confirm that BI(IEC’s financial model does not calculate or project 

payroll costs on a per employee basis as provided as shown at AGl-245 on 

an employee basis per actual payroll records. 

Response) 

a. The response to AG 1-245(a) reflects actual gross unadjusted payroll costs, 

which are regular hours, overtime, double-time, off-duty hours, and shift 

premiums. 

b. Confirmed. 

Witness) James V. Haner 

Case No. 2012-00535 
Response to AG 2-61 

Witness: James V. Haner 
Page 1 of 1 



VERS ELECT C CORPORATION 

4 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1  

22 

N 
A 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

tern 62) Referencing Big Rivers ’ response to AG 1-270 related to the environmental 

compliance plan (ECP) adjustment and amortization wJiicJi are cited to ScJiedule 1.02 of 

Exhibit Wolfam-2, address tJte following: 

a. Provide tJie monthly revenues and expenses (and all capital costs) in the 

same format shown at Scltedule 1.02 of ExJiibit Wolfram-2, except provide 

this information for eack actual month of calendar 2012 and provide related 

supporting documentation and explanations as necessary. 

b. Explain and sJtow how tJte $21.3 million of ECP revenues and expenses at 

ScJiedule 1.02 of Wolfram-2 reconcile to the amount of ECP cost recovery 

allowed by the Commission in the ECP tariff rider, and cite to the amounts 

and other documents in relevant Commission orders and explain the 

reasons for any differences, and provide related calculations and supporting 

documentation. 

c. SJtow the amount of ECP revenues and costs recovered under the ECP 

tariff rider in 2012 for eacJt month, and reconcile this to the amount of ECP 

cost recovery allowed by the Commission in tJte ECP tariff rider, and cite to 

tJie amounts and otJt er documents in relevant Commission orders. Explain 

the reasons for any d$,fereiices, and provide related calculations and 

supporting docunzentation. 

d. Explain tJte montJi and year wltich tJie ECP tariff rider was effective and 

first started collecting revenues. 

Case No. 2012-00535 
Response to AG 2-62 

Witness: John Wolfram 
Page 1 of 5 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

C C  N 

TION 

esponse to the Office 0 Attorney General’s 

March 28,2013 

e. 

f. 

11. 

Regarding (6) and (c) above, identijj) in detail the amount of all expenses 

(property tax expense, property insurance, interest expense, fuced 

departmental expense, labor/overliead, depreciation expense, etc.) and other 

costs (capital plant costs, deferred income tnxes, etc.) allowed for recovery 

per the ECP tariff rider arzd reconcile these amounts to speccjic amounts 

allowed for recovery in relevant Commission orders. Explain the reasons for 

any differences and provide related calculations and all supporting 

documentation. 

Regarding (e) above, reconcile these expenses to the expense amounts 

identcjied in the response to AG 1-105m. Explain the reasons for all 

differences and provide all calculations and supporting documentation. 

Explain i f  the amount of ECP revenues and costs recovered from the ECP 

tariff rider can be allocated between environmental costs related to the 

Wilson plant, the R.D. Green station, and any other plants. If the answer is 

“yes”, then provide these amounts by month for: i )  actual calendar year 

2012; and ii) the months September 2013 through August 2014 of the 

forecasted test period per Schedule 1.02 of Wolfram-2. 

Explain if BREC’s adjustnient to remove ECP revenues and expenses at 

Schedule 1.02 of Wolfram-2 will properly match up with the removal of 

costs related to the Wilson Layup or explain further adjustments that are 

necessary. 

Case No. 2012-00535 
Response to AG 2-62 

Witness: John Wolfram 
Page 2 of 5 



A CATION OF BIG N 

CASE NO. 2012-00535 
OR A GENERAL 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

Dated March 14,2013 

March 28,2013 

1 Response) 

2 

3 a. See attached. The data provided is reflected in Big Rivers’ monthly 

4 Environmental Surcharge (“ES”) filings with the Commission, in which all of 

5 the supporting calculations, workpapers, and documentations are provided. 

6 b. The $21.3 million of ECP revenues and expenses reflect the amounts that Big 

7 

8 

Rivers projects will be allowed by the Commission for recovery pursuant to 

Big Rivers’ ES Tariff. The Big Rivers Financial Model incorporates the 

9 methodology approved by the Commission in Case No. 2012-00063, with the 

10 

11 

exception of regulatory lag. (The Big Rivers Financial Model assumes perfect 

rate treatment of eligible ECP costs, while the actual ES tariff filings include a 

12 

13 c. Please see the response to subpart (a). Review of these amounts, including 

lag between expense month and service month.) 

14 

15 

any reconciliations, is undertaken by the Commission every six months and 

two years in formal proceedings, pursuant to KKS 278.183(3). The statute 

16 

17 

18 

19 

20 

21  

22 

23 Case No. 2012-00534. 

states in part that “At six (6) month intervals, the commission shall review 

past operations of the environmental surcharge of each utility, and after 

hearing, as ordered, shall, by temporary adjustment in the surcharge, disallow 

any surcharge amounts found not just and reasonable and reconcile past 

surcharges with actual costs recoverable pursuant to subsection (1) of this 

section. Every two (2) years the commission shall review and evaluate past 

operation of the surcharge.. .” A six-month review is currently underway in 

Case No. 2012-00535 
Response to AG 2-62 

Witness: John Wolfram 
Page 3 of 5 
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5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Response to the Office of the Attorney General’s 
Supplemental Set of Data Requests 

March 28,2013 

d. Rig Rivers first received Commission approval for an ECP tariff rider in 1994. 

See Case No. 1994-00032 In the Matter of Application of Big Rivers Electric 

Corporation to Assess a Surcharge lJnder KRS 2 78.183 to Recover Costs of 

Compliance with Environmental Requirements of the Clean Air Act, final 

Order dated August 3 1, 1994. Rig Rivers first billed under this mechanism in 

October 1995 for the July 1995 expense month. The ECP tariff rider was not 

in effect during the lease transaction that began in 1998. Rig Rivers re- 

implemented its ES Tariff in conjunction with the TJnwind Transaction in 

mid-2009 pursuant to the Commission’s Order dated March 6, 2009 in Case 

No. 2007-00455. ES revenues were collected in August 2009 for the service 

month of July 2009 and the expense month of June 2009. On April 2,2012, 

Big Rivers filed an application seeking approval of a new ECP and revisions 

to the ES Tariff in Case No. 2012-00063. The Commission approved the ES 

Tariff, which remains in effect at present, in its Order dated October 1,201 2. 

e. The requested data is considered in the Commission’s six-month and two-year 

reviews. See the response to subpart (c). 

f. See the response to subpart (c). 

g. Certain costs in the ECP can be categorized by plant. For 2012, see the 

monthly ES filings described in subpart (c). For the forecasted test period of 

September 2013 through August 2014, all of the ECP costs that can be 

categorized by plant (net of the City of Henderson) are found on the ECP tab 

(for capital costs) and PCM tab (for O&M costs) of the Big Rivers Financial 

Case No. 2012-00535 
Response to AG 2-62 

Witness: John Wolfram 
Page 4 of 5 
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2 

3 h. 

4 

5 

6 

7 Witness) 

O ON 
G 

CASE NO. 2012-00535 

Response to the Office of the Attorney General’s 
Supplemental Set of 

ated March 14,2013 

March 28,2013 

Model provided in response to PSC 1-57. Also see the files provided in 

response to AG 1 -267(i). 

The adjustment in Exhibit Wolfram-2.2, Reference Schedule 1.02, does reflect 

the idling of the Wilson plant as proposed in the instant case. Big Rivers is 

not aware of any further adjustments that are necessary. 

John Wolfram 

Case No. 2012-00535 
Response to AG 2-62 

Witness: John Wolfram 
Page 5 of 5 



Line 
## 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

ig Rivers Electric Corporation 
Case No. 2012-00535 

Attachment for Response to AG 2-62(a) 

2012 Environmental Surcharge Revenues and Expenses 

Year Month Revenue Expense 
(1) (2) (3 1 (4) 

2012 Jan $ 2,169,948 $ 1,912,876 
2012 Feb $ 1,650,224 $ 1,723,005 
2012 Mar $ 1,718,425 $ 1,864,316 
2012 APr $ 1,929,404 $ 1,640,416 
2012 May $ 1,724,275 $ 1,918,626 
2012 Jun $ 1,986,609 $ 1,949,804 
2012 Jul $ 2,001,891 $ 2,192,644 
2012 $ 2,093,906 $ 2,089,750 
2012 SeP $ 1,768,800 $ 2,045,245 
2012 Oct $ 2,103,181 $ 1,754,663 
2012 Nov $ 1,929,910 $ 2,032,618 
2012 Dec $ 2,089,081 $ 2,151,288 

TOTAL $ 23,165,654 $ 23,275,251 

Case No. 2012-00535 
Attachment for Response to AG 2-62(a) 

Witness: John Wolfram 
Page 1 of 1 
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9 

10 

11 

12 

esponse to the ffice of the Attorney 
Supplemental Set of 

tern 63) Referencing Big Rivers’ response to A 6  1-108 and PSC 2-18 mentioning 

the [BEGIN CONFIDENTLAL] - 
through the most recentperiod and on a continuing basis. 

CONFIDENTIAL] correspondence and related documents 

Response) No additions to the information provided in response to PSC 2-18 exist at this 

time. To the extent this request seeks continuous or ongoing updates, Big Rivers objects on 

the grounds that it is overbroad and unduly burdensome. Notwithstanding this objection, but 

without waiving it, Big Rivers states that it will only update its response as required by law, 

as ordered by the Commission, or as it otherwise deems appropriate. 

Witness) Robert W. Berry 

Case No. 2012-00535 
Response to AG 2-63 

Witness: Robert W. Berry 
Page 1 of 1 


