
DUKE ENERGY CORPORA 71oN 

VIA OVERNIGHT DELIVERY 

September 16,2010 

1.79 East Fourth Sfreef 

Cincinnatd OH 4520 1-0960 
Telephone: (513) 4 19- 1805 
Facsimile: (513) 419- 1846 

Kristen Cocanougher 
Sr. Paralegal 
E-mail: Kristen. cocanougher@duke-energy. corn 

p.0. BOX 960 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
21 1 Sower Blvd 
Frankfort, KY 40601 

Re: In the Matter of the Application of Duke Energy Kentucky, Inc. for an Order Authorizing 
the Issuance of Unsecured Debt and Long-Term Notes, Execution and Delivery of Long- 

of Interest Rate Management Instruments 
-- 

And 

In the Matter of the Application of Duke Energy Kentucky, Inc. for an Order to Enter into 
up to $25,000,000 Principal Amount of Capital Lease Obligations 
Case No. 2010- ..._____ 

Dear Mr. Derouen: 

Enclosed please find an original and twelve copies of the above-referenced Applications. 

Please assign a separate case number for each enclosed Application and file-stamp and return two 
extra copies of each in the enclosed overnight envelope. 

Feel free to contact me should you have any questions. 
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Sincerely , 
f 

cc: Hon. Larry Cook 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PIJBLIC SERVICE COMMISSION 
P 

In the Matter of the Application of Duke Energy ) 
Kentucky, Inc. for an Order Authorizing the ) 
Issuance of TJnsecured Debt aiid Long-Term ) 
Notes, Execution and Delivery of Long-Term 
Loail Agreements, and Use of Interest Rate ) Case No. 201 0- bb3-07 
Management Instruineiits. 1 

APPLICATION 

Piirsuant to KRS 278.300 and 807 KAR 5:OOl Sections 8 aiid 11, Duke Energy 

Kentucky, Inc. (Duke Energy Kentucky) respectfully requests that the Commission 

authorize Duke Energy Kentucky to, effective upon approval, issue securities, assume 

obligations and enter into all necessary agreements relating thereto, to issue and sell up to 

9; IO0 million principal amount, consisting of long-term debt that Duke Energy Kentucky 

may elect to issue pursuant to: (1) the Indenture between The Union L,ight, Heat and 

Power Company (n/k/a Duke Energy Kentucky) and Deutsche Bank Trust Company 

dated as of December 1, 2004, or any amendnieiits thereto (“the Deutsche Bank 

ladenture”); (2) the Indenture between The TJnion Light, Heat and Power Company 

(ii/k/a Duke Energy Kentucky) and The Fifth Tliird Bank (succeeded by The Rank of 

New York) dated July 1 ,  1995, or any amendments thereto (the BONY Iridenture); or (3) 

other long-term debt, including conversion of short-term borrowings into long-teiiii debt. 
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Duke Energy Kentucky also requests ability to borrow from Boone County 

Kentucky, or another authorized issuer of tax exenipt bonds in the State of Kentucky 

(Authority), for a term not to exceed forty (40) years, tlie proceeds of up to a maximuin 

of $26.72 million aggregate principal airiount of Authority tax exempt revenue bonds that 

may be issued in one or inore series (Authority Bonds).’ Duke Energy Kentucky proposes 

to enter into one or more loan agreements (L,oan Agreements) with the Authority to 

evidence and secure its obligations to repay sucli loan or loans. Duke Energy Kentucky 

will use the proceeds froni any sucli loans to refinance existing tax-exempt Authority 

Bonds. The proceeds from tlie issuance of tlie securities will be used to refund existing 

obligatiolis 011 currently outstanding tax exempt bonds, in particular, the $26,720,000 

County of Boone, Kentuclcy Pollution Control Revenue Refunding Bonds (Dike Energy 

Kentucky, Inc. Project): due August 1 , 2027, wliicli were issued as series 2006B on 

August 2, 2006 (tlie Boolie County Bonds). Duke Energy Kentucky requests sucli 

authority beginning upon approval by tlie Commission through the period eliding 

December 3 1, 20 12, unless amended by Coiiiniission Order. 

In support of this Application, Duke Energy Kentucky states as follows: 

1.  Address: Duke Energy Kentucky is a Kentucky corporation with its 

principal place of business at 525 W. Fifth Street, Suite 228, Covington, Kentucky 41 01 1 I 

Duke Energy Kentuclcy’s principal executive office is 1.39 East Fourth Street, Cincinnati. 

Ohio 45202. 
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2. Articles of Incorporation: Pursuant to 807 KAR 5:001, Section 8(3), 

Duke Energy Kentucl<y states that a certified copy of its Articles of Incorporation, as 

amended, is 011 file with this Commission in Case No. 2009-202 and is liereby 

incorporated by reference. 

7 
3 .  Statement of Business: Duke Energy Kentucky is a utility as defined in 

KRS 278.010(3)(a) and (b), engaged in providing retail gas and electric service to its 

custoiners in Nortliern Kentucky in various inunicipalities and unincorporated areas of 

Kenton, Campbell, Boone, Gallatin, Grant, and Pendleton Counties. Dulte Energy 

I<entucky is thus subject to the Conmission’s jurisdiction. 

4. 807 KAR 5:OOl Section 1 l(l)(a). As of June 30, 2010, the original cost 

of Duke Energy Kentucky’s property was $1,608,392,290. The Company’s principal 

properties consist of electric generating plants, and gas and electric distribution facilities. 

5 .  807 KAR 5:OOl Section l l ( l ) (b) .  Duke Energy Kentucky proposes, with 

the necessary consent and authority of this Commission, to issue and sell, from time to 

time over a period eliding December 31, 2012, up to $100 inillion principal amount of 

secured indebtedness (“Bonds”) or unsecured indebtedness (“Debentures”), or any 

coinbination thereof. Duke Energy Kentucky also requests permission to convert to long- 

term debt: (a) borrowings under the Company’s revolving credit facility; and (b) loans 

under the Utility Money Pool Agreement approved by tlie Commission in  Case No. 2005- 

00228. The foregoing types of debt are referred to collectively as tlie “Securities.” Duke 

Energy Kentucky also requests permission to borrow from time to time over a period 

ending December 31, 2012, up to $26.72 million principal aniouiit of proceeds of tax- 

exempt Authority Bonds issued for a term not to exceed forty (40) years. Duke Energy 
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I<entucl~y proposes to enter into one or more L,oan Agreements with tlie Authority to 

evidence and secure its obligations to repay such loan or loans. Duke Energy Kentucky 

will use tlie proceeds from any such loans to refinance existing tax-exempt financings. 

Method of Issuance. Duke Energy Kentiicky proposes to either: (a) sell the 

Securities to one or more purchasers or underwriters through negotiated offerings; (b) sell 

the Securities through a conipetitive bidding process; (c) convert to long-term debt and 

hold aniounts borrowed under tlie revolving credit facility or Utility Money Pool 

Agreement. If tlie Securities are sold tlirougli a negotiated offering, tlie terms of each 

offering of the Securities will be negotiated by Duke Energy Kentucky either with one or 

more underwriters/ma~iagiiig underwriters, with one or more purchasers, for direct sale or 

for sale through agents. If the Securities are sold tlirougli competitive bidding, the 

Securities will be sold to the bidder(s) whose proposal results in  tlie lowest annual cost of 

money, wit11 Duke Energy Kentucky having tlie right to reject any or all bids. Tlie 

bidders will be required to specify the coupon rate and tlie price, exclusive of accrued 

interest, to be paid for the Securities. After approval of the terms For each offering by 

Duke Energy Kentucky’s Board of Directors, or by persons authorized by Duke Energy 

Kentucky’s Board of Directors, it is anticipated that an agreement and other transaction 

documents setting forth the terms of the Securities would be concluded. 

Tlie Authority Bonds will be issued pursuant to one or more Indentures of Trust 

(“Indei~tures”) to be entered into between tlie Authority and the trustee to be determined, 

which Iiidentures establish the ternis of each series of tlie Authority Bonds. Tlie 

Authority Bonds will be special obligations payable solely out of revenues derived from 

tlie payinents by Duke Energy Kentucky under tlie Loa11 Agreements. 
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Pricing Parameters. Duke Energy Kentucky has developed paraiiieters under 

which the Securities and Authority Bonds are to be sold. The parameters, as set forth in  

Exhibit A, are designed to provide a reasonable allowaiice for potential changes in 

finaiicial market conditions between the time of Commission authorization and the actual 

sale of the Securities. The inclusion of the parameters witliiii the Order would allow 

Duke Energy Kentucky to sell the Securities or Authority Bonds at any time when it 

believes it is prudent to do so, provided the terlns are witlijn the paranieters. Exhibit B is 

a representative form of senior note. 

Duke Energy Kentucky proposes that the Comliiission issue its order authorizing 

Duke Energy Kentucky to execute and deliver the Loan Agreements prior to the time 

Duke Energy Kentucky and the uiiderwriters reach agreement with respect to the terms of 

the Authority Bonds. 

It is anticipated the uiiderwriters would offer the Authority Bonds to purchasers 

pursuant to one or more Official Statements. The proposed sale of the Authority Bonds 

will be exempt from registration under the Securities Act of 19.33, as amended. 

Security aiid Otlier Agreements. The Bonds will be issued under and secured by 

the Deutsclie Bank Indenture, the BONY Iiideiiture, or a new indenture or mortgage 

agreement with a trustee to be detemiiiied. If the Debentures are issued, they will be 

issued under the Deutsche Bank Indenture, the BONY Indenture, aiid to be supplemented 

by one or more supplemental indentures, or a new indenture with a trustee to be 

deteiiii i lied. 

Duke Energy Keiitucky’s obligations under the Loan Agreements will be to 

provide the Authority with sufficient revenues to enable it to pay the principal of’, 
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premium, if any, and interest on, the Authority Bonds as and when any and all payments 

are due. Duke Energy Kentucky may enter into letter of credit agreements to secure 

Duke Energy Kentucky’s obligations under the Loan Agreements. Alternatively, such 

Loan Agreement obligations may be unsecured. 

Duke Energy Kentucky would consider arranging an irrevocable letter of credit 

which would support future payments of interest and principal on the Authority’s Bonds, 

if needed. Duke Energy Kentucky would w e  such credit enhancenients if the projected 

interest savings from having such credit eiihancements would exceed the cost of the 

credit enhancement. Each Loan Agreement will stand alone, allowing Duke Energy 

Kentucky the option of providing or not providing security, letters of credit or other 

credit enhancements under each Loan Agreement. 

Accounting. Duke Energy Kentucky proposes to either credit premiunis or charge 

discounts, if any, aiid to charge the expenses to be incurred in connection with each issue 

to the proper deferred accounts and amortize such amounts over the respective lives of 

the Securities or Authority Bonds respectively, in equal annual amounts to current 

income. 

Request for Cominission Approval. Duke Energy Kentucky requests that the 

Commission issue its order authorizing the issuance and sale of the Securities, 

authorizing the borrowing of proceeds of the issuance and sale of the Authority Bonds, 

and the described L,oan Agreements as requested herein. The Coniiiiission’s 

authorization would not relieve Duke Energy Kentucky of its responsibility to negotiate 

and obtain the best terms available for the structure selected aiid, therefore, it is 
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appropriate and reasoliable for this Corniiiissioii to authorize Duke Energy Kentucky to 

agree to such terms and prices consistent with these pricing parameters. 

Use of Interest Rate Maiianeiiieiit Tecliniques. Duke Energy Kentucky requests 

that the Coiiii~iissio~~ grant Duke Energy Kentucky authority to continue to utilize interest 

rate niaiiageinent techniques and enter into interest rate inaiiagement agreements to 

manage its overall effective interest cost. Such authority will allow Duke Energy 

Kentucky sufficient alternatives and flexibility when striving to better inanage its interest 

cost. Such authority was previously granted in Case Nos. 2004-0043 5, 2006-00563, 

2008-1 18 and 2008-503. 

Description of tlie Interest Rate Manage~iient Agreements. The interest rate 

management agreements will facilitate products commonly used i n  today's capital 

markets, consisting of interest rate swaps, caps, collars, floors, options, or hedging 

products such as forwards or futures, or similar products, the purpose of which being to 

inanage interest costs. Duke Energy Kentucky expects to enter into these agreements 

with counterparties that are highly rated financial institutions. The transactions will be 

for a fixed period and a stated principal aino~i~it, and may be For underlying fixed or 

variable obligations of Duke Energy Kentucky. 

Pricing Parameters. Duke Energy Kentucky proposes that tlie pricing parameters 

for interest rate management agreements be governed by tlie parameters corresponding to 

tlie underlying obligation in effect at its original issuance as specified in tlie Order 

authorizing such obligation by this Cornmission, if applicable. 
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Net fees aiid commissioiis in connection with any interest rate inaiiagemeiit 

agreement will be in addition to the above parameters and will not exceed 10% of the 

amount of tlie underlying obligation involved. 

Accounting. Duke Energy Kentucky proposes to account for these transactions in 

accordance with generally accepted accounting principles. 

Request for Coinmission Approval. Siiice inarltet opportunities for these interest 

rate management alternatives are transitory, Duke Energy Kentucky inust be able to 

execute interest rate management transactions when the opportunity arises to obtain the 

most competitive pricing. Thus, Duke Energy Kentucky seeks approval to enter into any 

or all of tlie described traiisactioiis witliin tlie parameters discussed above prior to tlie 

time Duke Energy Kentucky reaches agreement with respect to the teiiiis of such 

transactions. 

The authorization of tlie interest rate management agreements consistent with the 

parameters does not relieve Duke Eiiergy Kentucky of its responsibility to obtain the best 

terms available for the product selected and, therefore, it is appropriate a id  reasonable for 

this Coinmission to authorize Duke Energy Kentucky to agree to such terms aiid prices 

coiisistent with said pricing parameters. 

Coiiversioii of Short-Term Debt Borrowed Under Revolving Credit Agreement. 

Duke Energy Kentucky is a borrower wider a revolving credit agreement for tlie 

purpose of short-terin borrowing. A copy of tlie revolving credit agreement was filed as 

an exhibit to the Duke Energy Corporatioii Form 8-K filed July 5 ,  2007 and an 

amendment thereto was filed as an exhibit to Duke Eiiergy Corporatioii Forin 8-I< filed 

March 12, 2008. 

.3 3 346 8 8 



-4pproval of this revolving credit agreeinelit by tlie Kentucky Public Service 

Commission was not required with respect to borrowings of less tliaii two years. Duke 

Energy Kentucky has not borrowed aiiy funds under the revolving credit facility for a 

period longer than two years. 

Request for Commission Approval. Duke Energy Keiitucky requests approval to 

convert borrowings under the revolving credit facility to long-term debt, if Duke Energy 

Kentucky deems it prudent to do so. Duke Energy Kentucky does not have any 

borrowings under tlie revolving credit facility at this time, but Duke Energy Kentucky 

seeks advance approval to convert aiiy such future borrowings to long term debt, in order 

to manage its financings in the most efficient manner. The authorization to make such 

conversions does not relieve Duke Energy Kentucky of its responsibility to obtain tlie 

best terms available for such borrowings because Duke Energy Kentucky may be 

required to demonstrate that the interest rates and traiisaction costs for such borrowings 

are reasoliable iii comparison to other available sources of long-term debt financing; 

therefore, it is appropriate and reasonable for this Coinmission to authorize Duke Energy 

Kentucky to enter into such transactions. 

Conversion of Short-Term Loans Under Utility Money Pool Agreement. 

Duke Energy Kentucky entered into a IJtility Money Pool Agreement, for the 

purpose of iiialting its funds available for short-term borrowing with its affiliated 

operating companies, and for borrowing funds from such affiliates. The Commission 

approved tlie Utility Money Pool Agreement in Case No. 200.5-00228. The agreement 

only allows for short-term borrowings. 
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Request for Coiiiinission Approval. Duke Energy Kentucky requests approval to 

convert borrowings under tlie Utility Money Pool Agreement to long-terni debt, if Duke 

Energy Kentucky deems it prudent to do so. Duke Energy Kentucky does not have any 

immediate plans to coiivert sucli borrowings to long-term debt, but Duke Energy 

Kentucky seeks advance approval to do so, in order to manage its finalicings in tlie most 

efficient manner. The authorization to make such conversions does not relieve Duke 

Energy Kentucky of its responsibility to obtain tlie best terms available for such 

borrowings because Duke Energy Kentucky may be required to demonstrate that the 

interest rates and transaction costs for such borrowings are reasonable in comparison to 

other available sources of long-term debt financing; therefore, it is appropriate and 

reasonable for this Coininissioii to authorize Duke Energy Kentucky to enter into sucli 

transactions. 

6. 807 KAR 5:001 Section 11 (l)(c). The Company seeks up to $100 millioii 

principal amount of finaiicitig authority tlirough December 3 1, 2012. The proceeds froin 

tlie issuance of the Securities are expected to be used: (a) to repay Duke Energy 

Kentucky’s short-term or expiring long-term indebtedness; (b) to redeem early long-term 

debt of Duke Energy Kentucky, if market conditions are favorable; (c) to fund estimated 

future capital expenditures related to its gas delivery and electric generation, transmission 

and distribution businesses of approximately $64 million in 20 I O ,  $126 iiiillioii in 20 I 1 

and $82 million in 2012; (d) for sucli additional expenditures as coiiteinplated by KRS 

278.300; or (e) for other lawful corporate purposes. 

The Company currently projects that it will need to issue approximately $70 

million in long-term debt by the end of 2012 in order to pay for planned capital 
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expenditures, in the normal course of the Company’s business. Exhibit C sets forth the 

Company’s projected capital expenditures during this period. 

The financing autliority requested herein is consistent with the proper 

performance by Duke Energy Kentucky of its services to the public, will not impair its 

ability to perform those services, and is reasonably necessary and appropriate for such 

purposes. As described above, the proceeds from the issuance of the Authority Bonds 

will be used to refund the Booiie County Bonds. 

Duke Energy Kentucky does not have any plans to acquire any specific property 

with tlie long-term debt financing authority that the Company seeks in this application. If 

the Coiiiniission grants Duke Energy Kentucky the financing authority it seeks, and if 

Duke Energy Kentucky later decides to acquire property and finance it by using such 

financing authority, Duke Energy Kentucky coininits that it will provide the Coiiiinission 

with the details of such traiisaction. 

7. 807 KAR 5:001 Section ll(l)(d). See Exhibit C concerning estimated 

capital expenditures, attached hereto, and made a part hereof. Duke Energy Kentucky 

does not have any plans to acquire any specific property with the long-term debt 

financing authority that the Company seeks in this application. If the Commission grants 

Duke Energy Kentucky the financing authority it seeks, and if Duke Energy Kentucky 

later decides to acquire property and finance it by using such financing authority, Duke 

Energy Kentucky coininits that it will provide tlie Coinmission with the details of such 

transaction. 

8. 807 KAR 5:001 Section l l ( l ) (e) .  Duke Energy Kentucky proposes to 

enter into one or more Loan Agreements with the Authority to eviclence and secure its 
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obligations to repay such loan or loans. Duke Energy Kentucky will use tke proceeds 

from any such loans to refinance existing tax-exempt Authority Bonds. The Booiie 

County Bonds were issued for their principal amount, $26,720,000. The proceeds of tlie 

sale of tlie Boone County Bonds were used to refund previously outstanding securities, as 

further described on page 1 of the Official Statement attached hereto as Exhibit D. Such 

description also provides the requested information with respect to tlie previously 

refunded bonds for wliicli the Boone County Bond proceeds were used. The Boone 

County Bonds were issued as auction rate securities, and therefore bear a rate of interest 

determined by tlie Auction Procedures described in Schedule C to the Official Statement. 

The Conipaiiy does not have any other present plans to discharge or refund any 

specific long-terni indebtedness or notes. 

9. 807 KAR 5:OOl Section 6 and Section ll(l)(f). In Case Nos. 2008-1 18 

and 2008-50.3 the Comriiission approved the issuaiice and sale of up to $100 millioii 

principal amount of Securities for general business purposes, for a period ending 

December 3 1,  201 0. In 2006, Duke Energy Kentucky issued the Boone County Bonds as 

insured auction-rate securities. In December 2008, Duke Energy Kentucky refunded $50 

iiiillion of tax-exempt auction-rate bonds through the issuance of $SO million of tax- 

exempt variable-rate demand bonds which are supported by a direct pay letter of credit. 

As tlie auctioii-rate market continues to remain closed, Duke Energy Kentucky believes 

that it is prudent financial iiiaiiageineiit to refund its remaining auction-rate bonds into 

tax-exempt securities of a different structure. 

On September 22, 2009, Duke Energy Kentucky utilized tlie existing financing 

authority to issue $100 million of 4.65% Debentures due to mature on October 1 ,  2019. 
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The Company seeks a renewal of the $1 00 ~iiillion principal amount approved in Case 

Nos. 2008-1 18 and 2008-50.3. 

10. 807 KAR 5:OOl Section 6 and Section 11(2)(a). Duke Energy I<entucky 

is filing the following information in Exhibit E, wliich is incorporated herein and made a 

part of this application: 

Exhibit E Description 
Page 

Financial Exhibit 

807 KAR 5:OOl 
Section Reference 

6 and 11(2)(a) 

1 Amount and kinds of stock authorized 6(1? 

1 Amount and kinds of stock issued and 6(2) 
outstanding 

1 Terms of preference or preferred stock 6(3) 

1 Brief description o f  each mortgage on property 6(4) 
of Duke Energy Kentucky 

1-2 Amount of bonds authorized and issued and 6(5) 
re1 at ed information 

2 Notes out st andi iig and re I at ed inform at i on 6(6) 

2-3 Other indebtedness and related informatio~i 6(7) 

1 
.3 Dividend information W) 

3-5 Detailed Income Statement and Balance Sheet 6(9) 

11. 807 I U R  5:OOl Section 11(2)(b). The requested deeds of trust or 

mortgage docunients indicated are provided with this application at Exhibit F: 

Indenture between The 1_1ni011 Light, Heat and Power Coinpany and Deutsche Bank Trust 
Company Americas. Trustee dated as of December 1,  2004, 

First Supplemental Iiidenture between The Union Light, Heat and Power Company and 
Deutsche Bank Trust Company Americas, Trustee dated as o f  March 7, 2006. 
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Indenture between The Union Light, Heat and Power Company (n/k/a Duke Energy 
Kentucky) and The Fifth Third Bank (succeeded by The Bank of New York) dated July 
1, 1995, and the two active amendments thereto. 

12. 807 KAR 5:OOl Section 11(2)(c). Duke Energy Kentucky does not have 

any plans to acquire any specific property with the long-term debt financing authority 

that the Company seeks in this application, If the Commission grants Duke Energy 

Kentucky the financing authority it seeks, and if Duke Energy Kentucky later decides to 

acquire property and finance it by using such financing authority, Duke Energy Kentucky 

commits that it will provide the Commission with the details of such transaction. 

WHEREFORE, Duke Energy Kentucky respecthlly requests that the 

Commission issue an order authorizing Duke Energy Kentucky to issue and sell up to 

$100 million principal amount of its Bonds or Debentures, or any combination thereoc to 

utilize Interest Rate Management Techniques; to convert short-term borrowings under the 

revolving credit agreement and Utility Money Pool Agreement, which shall be counted 

toward such principal amount; to include the ability to borraw the proceeds of tax exempt 

bonds from the Authority; to enter into one or more Loan Agreements with the Authority 

to evidence and secure its obligations to repay such loan or loans; and authorizing Duke 

Energy Kentucky to account for such transactions in the manner as herein set forth. 

DUKE ENERGY KENTUCKY. INC. 

I 
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Its Attorneys: 

Amy B. Spiller 
Associate General Counsel 
Duke Energy Kentucky, Inc. 
139 East Fourth Street 
P.O. Box 960 
Ciiicinnati, Ohio 45201 -0960 
Phone: (51.3) 419-1852 
Fax: (51.3) 419-1846 
Email: r0cco.d’ asecenzo~,d,duke-eiiergv.com 
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. .  . 

VERIFICATION 

State of North Carolina 1 
) ss: 

County of Mecklenburg ) 

Stephen G. Re May, being first duly sworn, states that he is Vice President and 

Treasurer of Duke Energy Kentucky, Inc.; that he has read the foregoing application; and 

that the contents are true to the best of his knowledge, information and belief. 

Subscribed and sworn to before me, this /o day o 

.c.-/ 
Notary Public 
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Duke Energy Kentucky 
Exhibit A 

Page 1 of I 

Principal 
Amount: 

Maturity: 

Purpose: 

Lead 
Underwriters: 

Underwriting 
Commissions or 
Agents’ Fees: 

Price to Public: 

Interest Rate: 

Security: 

Duke Energy Kentucky, Inc. 

Summary of BonddDebentures Pricing Parameters 

Up to $1 00 million of first mortgage bonds (the “Bonds”) or 
unsecured indebtedness (the “Debentures”), or any combination 
thereof, in one or more series. In addition, up to $26,720,000 of 
Authority’s Pollution Control Revenue Refuiding Bonds 
(‘Authority’s Bonds”) in one or inore series. 

Up to 40 years for tlie Bonds and tlie Debentures. 

To reftind outstanding obligations, for construction expenditures, 
or for other general purposes. Also, to refinance existing tax- 
exempt Autliori ty Bonds; $26,720,000 Couiity of Booiie, 
Kentucky, Pollutioii Control Revenue Refunding Bonds Series 
2006R. 

To be mined. 

Not to exceed 3.50% of tlie principal amount. 

No higher than 102% nor less than 98% of tlie principal amount, 
plus accrued interest, if any. 

Not to exceed those generally obtainable at tlie time of pricing or 
repricing of such Bonds and Debentures for securities having the 
same or reasonably similar maturities and having reasonably 
similar terms, conditions and features issued by utility conipanies 
or utility holding companies of tlie same or reasonably coniparable 
credit quality. 

The Authority’s Bonds may include credit enhancements such as 
letters of credit or other security. 
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Duke Energy Kentucky 
Exhibit B 

Page 1 of 2 

No. $ 

Duke Energy ICentucky, Inc. 

ClJSIP NO. 

Duke Energy Kentucky, Inc., a corporation duly organized and existing under tlie laws of the 
Com~nonwealth of Kentucky (herein called the "Company", which term includes any successor Person under 
tlie Indenture hereinafter refeired to), for value received, hereby promises to pay to 

, or registered assigns, tlie priticipal S L I ~  of ....... 
........................................................ [if the Security is to bear interest prior to sert: , and to pay 

duly provided for, ................... on ............ and ............ in each year, coniniencing ........., at the rate of .... YO per 
interest thereon fiom or fiom the most recent Interest Payment Date to which interest has been paid or 

annum, until the principal hereof is paid or made available for payment. Tlie interest so payable, and punctually 
paid or duly provided for, on any Interest Payment Date will, as provided in  such Indenture, be paid to tlie 
Person in whose nanie this Security (or one or more Predecessor Securities) is registered at the close of business 
011 tlie Regular Record Date for such interest, which shall be the ....... or ....... (whether or not a Business Day), 
as the case may be, next preceding such Interest Payment Date. Any such interest not so p~inct~ially paid or duly 
provided for will forthwith cease to be payable to the Holder on such Regular Record Date and may either be 
paid to the Person in whose name this Security (or one or more Predecessor Securities) is registered at tlie close 
of business on a Special Record Date for the payment of such Defaulted Intel-est to be fixed by tlie Trustee, 
notice whereof shall be given to Holders of Securities of this series not less than I O  days prior to such Special 
Record Date, 01- be paid at any time in any other lawful manner not inconsistent with the requirements of any 
securities exchange on which tlie Securities of this series may be listed, and upon such notice as may be 
required by such exchange, all as more fully provided in said Indenture]. 

[If tlie Security is not to bear interest prior to Maturity, insert: The principal of this Security shall not 
beat interest except in tlie case of a default in payment of pi incipal upon acceleration, upon redemption or at 
Stated Maturity and in such case tlie ovetdue principal and any oveidite premium shall bear intetest at tlie rate 
of .... YO pel annum (to tlie extent that the payment of such interest shall be legally enforceable), fiom the dates 
such amounts are due until they are paid or made available for payment. Interest on any overdue principal or 
premium shall be payable on demand. Any such interest on overdue principal or premiuni which is not paid on 
demand shall bear interest at the rate of ...... YO per annum (to tlie extent that tlie payment of such interest on 
interest shall be legally enforceable), from tlie date of such deinand until tlie amount so demanded is paid or 
made available for payment. Interest on any overdue interest shall be payable on demand.] 

Payment of the principal of (and premium, if any) and [if applicable, insert: any such] interest on this 
Security will be made at tlie office or agency of tlie Company maintained for that puipose in ............, i n  such 
coin or currency of the United States of America as at the time of payment is legal tender for payment of public 
and private debts [if applicable, insert: ;provided, however, that at the option of tlie Company payment of 
interest may be made by check mailed to tlie address of tlie Person entitled thereto as such address shall appeal- 
in the Security Register]. 

Any payinent on this Security due on atiy day which is not a Business Day in the City of New York 
need not be made on such day, but niay be made on the next succeeding Business Day with the same force and 
effect as if made on the due date and no interest shall accrue for the period fiom and after such date. 

fieference is hereby made to the ftii-tlier provisions of this Security set toitli on the reverse hereof, [if 
subordinated, insert: including, without limitation, provisions subordinating tlie payment of tlie principal hereof 
and any premium and interest hereon to tlie payment in full of all Senior Debt as defined in the Indentuie] 
which such further provisions shall for all purposes have the same effect as if set forth at this place. 
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Duke Energy Kentucky 
Ex h i bi t B 

Page 2 of 2 

Unless the cettificate of authentication hereon has been executed by the Trustee referred to on the reverse 
hereof by manual signature, this Security shall not be entitled to any benefit under the Indenture or be valid or 
obligatory for any purpose. 

In Witness Whereof, the Company has caused this instriiment to be duly executed. 

DUKE ENERGY I<ENTUCI<Y, INC. 
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Dulic Energy Kentucliy 
Exhibit C 

Page 1 o f  1 
Duke Energy Kentucliy 
Capital Expenditures 
($ in thousands) 

Sinart Grid $ 1,021 $ 16,600 $ 5 62 
Gas Distribution 25,298 12,254 17,387 
Total Gas Department $ 26,319 $ 28,854 $ 17,949 

Transtn ission Plant 
Distribution Iinprovernents 
Customer Service 
General 
Production Plant 
Sni ai- t Grid 
Software 

$ 1,787 $ 1,509 $ 1,443 
15,602 15,655 17,764 

297 
16,293 32,74 I 43,670 

1,526 47,392 507 

1 3 

Total Electric Department $ 35,221 $ 97,297 $ 63,681 

Common Plant 
Corninon Distribution 
Conirnon Software 

1,417 $ 1 1  $ 13 
2.56 9 I 1  
278 

Non-Utility 48 
Total Common Plant $ 1,999 $ 20 $ 24 

Total Forecast Capital Expenditures $ 63,539 $ 126,171 $ 81,654 

Notes: 
1 )  Includes all additions (account 107000) and I-etirements (account 1 OSOOO), including all AFUDC 
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Application 
Exhibit D New Issue-Book-En tl'y-ody 

$76,72O,OOO 
County of Boone, Keniticky 

Poiiution Control Revenice Refundiizg Bonds 
(2)uke Energy Kentucky, Inc. Projecr) 

$50,000,000 $26,720,000 
Series 2006A Series 2006B 

Due: Anpst 1, 2027 

Dtcfce Et2er~y Kmtt&y h c ,  
Funnent,of the principal of y d  inleresr m i  [lit Bonds. when due will be insured by separate bond insurance policies to be 

issued by Xi, Copitol Assurance Inc smrultarieotcslJ, witti file deftvei y of ?lie Dot7ds" 

CAPITAL ASSURAN(IF" 

The nierhod for determining [he inceresr rate IO be bonze by each series of the Bonds may be chon edfioiii aii /{ucfion Rate lo 
a Oaiiy Rate, Weekly Rule, Con?niercicrl Paper Rate or [i %i?rm Role 01 the titties arid in lhe manner sei f o r i $ h  tlirs Oficral Sluteinent. 

Prospective 7trchasers shoidd care$r//y,rmimv tlie Arction Procodivq described in his Ofj'cial Sfafenient and should nple Fay? a B d  or a Sefi Order conHilules a COMmlltVel?f lo purckose or sc$l Aucfron,~Olc ~ o n d s  bnsedzpon lhs restills of an Auctron, 
it) i:clior!s wzl1 De cowhic~ed fhrouglt !e fephonqoi- teIe m ~oni~n~~i~cutiu~s and (in s@lfl~wientj?u~ itrchases and sales \vi11 be nicide 

011 [he @isiness Day olfowing an Auclroir Aicc!ion Rak#Bonds ma be trav.&wJonb ursiranl 4 a.Bid or a Sell Order placed in 
an Ayction 01' lo or i$rough a Broker-Dealer. See also THE OOkDS - Auc[iori Rate &riod - Special Consrderatiorrs ReintiJig io 
Atidton Rate Bonds. 

Price: IOU% 

Srrb.ect lo conlitiuin coni liance cerluin .covenants arid the accit<ac I of cerlain representalions, in ihe ,o inion of 
TliotnpFon d n e  LLP Bond ditnseftinder existing low (I) mieresf on [he Bonds will de exciitdedfioni tlie gros~ 1ncon7e o] Ik owners 
/licroojj5r$?dc~al inkontc!o.y yco &es, a?d ir) ititemrt OJP ihe Jotids will nor hr on item of t m  pr.eferencefoYpitiposes of {he fideral 
alternative minimuni tax imnpo"%?.e8on i n d d h s  und corporulloizr. Bond Counsel IS also o j  the 0 wron that tinder exw/tn law, 
interest y n  /he Bonds is e~cluded~fi~ni mxs bicoty o the oivnew fhereuf fut $en/itcky jnrrcome h x  purpos& arid the Ban% tire 
exeniptjrom all ad valorem !axes i n  Ken i d w  See T/(x MATTERS" herein for jurther rrflarniatiol? andfor a descriplion of certain 
other,/cderal fax conscquewxs aticiir;: wkh ki,?ec/ /o /lie Bonds 

The Bonds am of%red when as arid I 'issued by rhe issuer andaccepfen' by fire Undew/ri/rr, sub.ecf to prkv sds wiVid;.clwl 
OY niodijicofion oJ the ojcr withoir/:no:ice, h e  appIovaI o legality by Thonipsoii Hine LLP. as Oond Cormsczl, and iertuin othet 
condbfions. Certoirr legal ,not(ela wil l  be passed i i p o t p  dilly 6Zery  Kentucky Inc h Robert L U C ~ S ,  Associate General Coimel 
f i r  Duke Energy Corporaaliori, and Tlieni son Kine L P, os round o the ConGony; $r the Issuer by 1R.  Schrandt Esr , Coun 
A/torney o the Issuet and S / I  Keenon !&den PLLC, os special Kenlrrc~ co![nseli andfor the llndertvrrter b I Squire! danders 2 
Denipsey [LP. 3r is iyc? !ha! dclive?y of fhe B ~ d r  in hoolr-en/pon y. fb in ) s i  I he made on Augilst 2, ?OO& in New York New 
York, against payment t iercfoi, 

MORGAN STANLEY 
Dsted: July 26.2006 



No dealer, broker, salesman or other person has been authorized by the County of Boone, Kentucky 
(the ‘‘Lwzm-”), The Union Light, Heat and Power Company (doing business as Duke Energy Kentucky, Inc.) (the 
“Company”), Morgan Stanley & Co. Incorporated (the “Undenvriter”) to give any information or to make any 
representation with respect to the Bonds, other than those contained in this Official Statement, and, if given or 
made, sucli other information or representation must not be relied upon as having been authorized by any of  the 
foregoing. Certain infoimation contained herein has been obtained fioni the Issuer, the Company, the Insurer 
and the IJndenvriter and other sources which are believed to be reliable. 

The information and expressions of opinion herein are subject to change without notice and neither 
the delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of the parties referred to above since the date hereof. 

The IJndenvriter has provided the following sentence for inclusion in this Official Statement. The 
TJnderwriter has reviewed the infomation in tflis Official Statement in accordance with, and as part of, its 
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this 
transaction, but the Undeiwriter does not guarantee the accuracy or completeness of such information. 

M CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITER MAY 

PRICES OF SUCH BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN 
THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY 
TIME. 

Neither the Issuer, its counsel, nor any of its members, agents, employees or representatives have 
reviewed this Official Statement or investigated the statements or representations contained herein, except the 
Issuer has reviewed the statements relating to the Issuer set forth under the caption “THE ISSUER.” Except with 
respect to the information contained under such caption, neither the Issuer, its counsel (provided ,that such 
counsel has not independently investigated the statements contained under such caption), nor any of its officials, 
agents, employees or representatives makes any representation as to the completeness, sufficiency and 
truthfulness of the statements set forth in this Official Statement. The officials of the Issuer and any other person 
executing the Bonds are not subject to personal liability by reason o f  the issuatice of the Bonds. This Official 
Statement is not to be construed as an agreement or contract between the Issuer and the purchaseis or holders of 
any Bonds. 

TABLE OF C O N T m  
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OFFICIAL STATEMENT 

$76,720,000 
County of Boone, Kentucky 

Polhition Control Revenue Refunding Bonds 
p u k e  Energy Kentucky, Inc. Projects) 

$50,000,000 $26,720,000 
Series 200614 Series 2006B 

INTROD‘IJCTORY STATEMENT 

This Official Statement, including tlie cover page and Appendices, i s  provided to 
b i s h  information in connection with the offer and sale by the County of Boone, Kentucky (the 
“Jsszael”’) of $50,000,000 aggregate principal amount of its Pollution Control Revenue Refkiding 
Bonds, Series 2006A (Duke Energy Kentucky, Inc. Project) (the “Series 20OGA Bonds”) and 
$26,720,000 aggregate principal amount of its Pollution Control Revenue Refuiiding Bonds, 
Series 2006B (Duke Energy Kentucky, Inc. Project) (the “Series 2006B Bo~ds”; together witli 
the Series 2006A Bonds, the “Bonds”), io be issued under separate, but substantidly identical, 
Trust Indentures, dated as of August 1, 2006 (each an “Xndentttre”; together the “Indentures“), 
between the Issuer and Deutsche Bank: National Trust Company, as trustee (the “Tr8rcstee”). The 
Registrar and Paying Agent will be Deutsche Bank National Trust Company and the initial 
Auction Agent will be Deutsche Bank Trust Conipany Americas, each located in New York, 
New Yark Terms used as defined term and not otherwise defined herein are used as defined in 
the Indentures. 

The proceeds of the Series 2006A Bonds will be applied by the Issuer to refund: (i) 
all of the Issuer’s outstanding Floating Rate Monthly Demand Pollution Control Revenue 
Refunding Bonds, Series 1985 A (The Cincinnati Gas & Electric Company Project) in the 
aggregate principal amount of $lG,OOO,OOO (tlie “1985 Bonds”), (ii) all of tlie Issuer’s 
outstanding Collaternlized Pollution Control Revenue Refunding Bonds, 1992 Series A (The 
Dayton Power a i d  Light Company Project), originally issued in the aggregate principal amount 
o f  $48,000,000 (the “1992 Bunds”) and currently outstanding in the aggegatc pi~icipd amount 
of $ I  2,720,000 and (iii) a portion of the Issuer’s outstanding Collateralized Pollution Control 
Revenue Refunding Bonds. 1994 Series A (Thc Cincinnati Gas & Electric Company Project) in 
the aggregate principal amount of $4&,000,000 (the “J994 Dorzds”, and together with the 1985 
Bonds and the 1992 Bonds, the “Rejiuded B017ds”). The proceeds of the Series 2006B Bonds 
will be applied to refind the remaining portion of the 1994 Bonds. The Refimded Bonds each 
were originally issued to r e h d  certain prior bonds of the Issuer originally issued to finonce the 
costs of cemin air and water pollution and solid waste disposal facilities (the “Project Facilities” 
or “Projec;”) located at the East Rend Generating Station (the “Genemti~zg S/utim7”) within the 
boundaries of the Issuer, now owned by The [Jnion Light, Heat and Power Conipany (doing 
business as Duke Energy Kentucky, Inc.) (tlie “Con~pynny”) See “APPLICATfON OF 
PROCEEDS .” 



The proceeds of the Bonds will be loaned by the Issuer to the Company pursuant to 
separate, but substantially identical, Loan Agreements, dated as of August 1,2006 (each a “Loan 
Agreement “; together, the “Loan Agree?nenb”), between the Company and the Issuer. The 
Coinpany will agree in each Loan Agreement to make payments su€ficient to pay when due the 
principal of and interest and any premium on the related series of the Bonds and any other 
amounts relathg thereto, including payment of the purcliase price. See “THE LOAN 
AGREEMENTS.” 

The Company’s obligations tinder the Loan Agreements will be unsecured Thew is 
no reqccirmwiti in the Zndenlures for t%e Compaily to provide or ddiiw m y  sectlyity for its 
obligations under !he Loan Agreements. 

The Bonds will be dated the date of their original issuance, will mature on August 1, 
2027, will be subject to optional and mandatory tender for purchase, and will be subject to 
optional and mandatory redemption, as provided in each Indenture and as fUrther described in 
this Official Statement. The Bonds will bear interest initially at an interest rate determined for 
the Auction Period ending on September 7, 2006, and thereafter will continue to bear interest at 
Auction Rates €or 35-day Auction Periods, unless changed in accordance with the Auction 
Procedures described herein or until a conversion to a different interest rate determination 
method or until the maturity of the Bonds. The initial Auction Date for the Bonds will be 
September 7,2006 and the initial Interest Payment Date will be September 8, 2006. 

[Jpon the issuance of the Bonds, XL Capital Assurance Inc. (the “Bond hsuret-”) will 
issue separate, but substantially identical, bond insurance policies (together tlie “Bond Inszirnnce 
Policies”) that will guarantee the payment when due of the principal of and interest on the related 
series of the Bonds when due and upon special mandatory redemption on a determination of 
taxability as hereinafter described. The Bond Insurance Policies will be issued pursuant to an 
Insurance Agreement between the Company and the Bond Insurer to he dated the date of 
issuance of the Bonds (the “lnsurance Agreement ’3. The Bond Insurance Policies will not 
insure payment of the purchase price of the Bonds subject to mandatory purchase or purchase on 
the demand of the bondholde~s thereof, losses suffered as a result of a bondholder’s inability to 
sell the Bonds at an Auction, or payment of the principal, premium or interest on tlie Bonds as a 
result of an accelexation, redemption (other than special mandatoIy redemption on dcterinination 
of taxability as hereinafter described) or other advancement of maturity. Certain infomiation 
with respect to the Bond Insurance Policies and the Bond Insurer is included in tlu’s Official 
Statement. See “THE BOND INSURANCE POLICIES” and Appendix F. So long as the Bond 
Insurer is not in default under the Bond Insurance Policies, the Indentures and Loan Agreements 
may not be amended or supplemented without the prior written consent of the Bond Insurer, in 
accordance with the provisions of the Indentures. Upon the occurrence o f  an Event of Default 
under the Indentures, the Bond Insurer will be entitled to control and direct the enforcement of 
all rights ‘and remedies granted to the bondholders or thc Trustee, See “THE INDENTURES -- 
Events of Default” and “- Rights of Bond Insurer.” 

The Bonds will be special and limited obligations of the Issuer, and will be 
payable solely from and secured exclusively by payments, revenues and other amounts 
pledged thereto prirsuant lo the related Indenture. The Bonds do not represent or 
constitute a debt or pledge of the faith and credit or taxing power of the Issuer or the 
Commonwealth of Kentucky (the “Stare”) or any political subdivision thereof and the 
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holders and owners of the Bonds will have no right to have laxes levied by the Issuer or the 
State or auy political subdivision or other taximg authority of the State for the payment or 
redemption price of, and interest on, the ]Bonds. 

Brief descriptions of the Issuer, the Bonds, the Bond Insurance Policies, &e Loan 
Agreements, the Indentuies and the Continuing Disclosure Agreements, dated as of August 1 , 
2006 (the L‘Contiiliziing Disclosttre Agreements’’), between the Conipaiiy and the Trustee, are 
iiicluded in this Official Statement. Certain information with respect to the Company is included 
as or incorporated by reference in Appcndix A hereto. Appendix B sets forth Certain 
Definitions; Appendix C describes the Auction Procedurcs for the Bonds; Appendix D describes 
the Settlement Procedures for the Bonds; Appendix E is the pioposed form of the opinion of 
Bond Counsel to be delivered in connection with the issuance and delivery of thc Bonds; and 
Appendix F is a Specimen Bond Insurance Policy. 

All references herein to tlie documents are qualified in their entirety by reference to 
such documents, and references herein to the Bonds are qualified in their entirety by reference to 
the definitive forms thereof included in etch related Indenture. Copies o f  certain of the financing 
documents will be available for inspection at the corporate trust office of the Trustee and, until 
the issuance of the Bonds, may be obtained froin the Underwriter. Except as described below, 
the information relating to the Issuer, the Bonds, the Loan Agreements and tile Indentures 
contained under the headings “INTRODUCTORY STATEMENT,” “THE ISSUER,” “THE 
BONDS,” ‘THE LOAN AGREEMENTS,” “THE INDENTURES,” “TAX MATTERS” and 
“LEGAL MATTERS” has been reviewed by Thompson Wine LLP, Band Counsel, who are of 
the opinion that such infoiniation is fairly summarized herein. Appendix A to this Official 
Statement and all information contained under the heading “APPLICATION OF PROCEEDS” 
has been finxished by the Company, and neither the Issuer nor Bond Counsel assumes any 
responsibility for the accuracy or completeness of such Appendix or information. The 
information contained under the hesding “THE BONDS--Book Enhy Only System” has been 
h i d i e d  by DTC, arid !lone of the Issuer, the Company, the 1Jnderwriter or Bond Counsel 
assume any responsibility for the accuracy OT coinpleteness of such infomiation. The 
information xelating to Bond Insurer and the Bond Insurance Policies contained under thc 
heading “THE BOND INSURER” and in Appendix F has been provided by the Bond Insurer 
and neither the Issuer, the Conipany, the Underwriter nor Bond Counsel assume any 
respoiisibjlity for the accuracy or completeness of such information. 

THE ISSUER 

The Issuer is a body corporate and politic duly created and existing as a de jure 
county and political subdivision under the constitution and laws of the State The Issuer is 
authorized by Section 103,200 to 103.285, inclnsive, of the Kentucky Revised Statutes (the 
“Act7’) (i) to issue Bonds, (ii) to lend proceeds thereof to the Company for tlie purpose of 
refunding the Refunded Bonds, and (iii) to enter into and perform its obligations under the Loan 
Agreements and the Indentures relating to the Bonds The Issuer, through its legislative body, 
the Fiscal Court, has adopted an ordinance authorizing the issiiance of the Bonds and the 
execution and delivery of related documents. 

Although the Issuer has consented to the use of this Official Statement in connection 
with tlie inarketiiig of the Bonds, the Issuer has not participated in the preparation of this Official 
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Statement and, except for the infomation appearing herein under the caption “THE ISSUER,” 
makes no representation as to its adequacy or accuracy. 

APPLICATION OF PROCEEDS 

IJpon issuance of the Bonds, the proceeds of tile Bonds will be deposited with the 
Trustee in the Refunding Fund created under the respective Indenture to be used, together with 
investment income thereon and other moneys provided by the Company, to redeem the 
Refunded Bonds within 90 days of the date of issuance of the Bonds. “lie Refimded Bonds will 
be redeemed at a redemption price of 100% of the principal amount thereof, plus accrued 
interest to the redemption date. The Company will yay fees and expenses of the Underwriter 
and otlier issuance costs and any other costs of refunding the Refunded Bonds. 

THE BONDS 

Each series of the Bonds will be isstred under a separate Indenture, although each 
Indenture contains substantially identical terms a id  provisions. n e  occurrence of nil event of 
defalilf with respect to one series of the Bonds wiN riot constitute an event of default with respect 
to the ot1m series of the Bonds. Redemption or coitve~sion of one series of the Bonds may be 
made in the manner described herein without the redemption or conversion of the Bonds of the 
other series. Funds pledged under an Indenlure to secure one series of the Bonds will not be 
available for or pledged to die other series of the Bonds. In the following sunzmary of terms of 
the Bonds, i-efirences to the Bonds, the Indenture, the Loaii Agreement, the Auction Agency 
Agreement, the Broker-Dealer Agreement, and other dejned terms shoidd be read as separately 
refirring to euch series of the Boizds and the related hdeiatwv, Loan Agreement, Auction Agency 
Agreement, Broker-Dealer Agreement and other rleflnet? terms, except as othemkse noted. 

General 

The Bonds will be issued under the Illdenture in the aggregate principal amount and 
mature on the date set forth on the cover page hereof, subject to optional and mandatory 
redemption and optional and mandatory tender prior to maturi!y as described below. The Bonds 
will be issuable as fully registered Bonds without coupons in Authorized Denominations. 

Auction Rate Period 

Auction Rates 

Interest on the Bonds will accrue from the date of issuance and delivery. For the 
Initial Interest Period, the interest rate will be the rate of interest per annuin that is the minimum 
rate necessar;y to sell the Bonds on the date of issuance of the Bonds at the principal amount 
thereof (without regard to accrued interest). After the Initial Interest Perioci, and prior to any 
subsequent selection of a new interest rate determination method, the Bonds wit1 be Auction 
Rate Bonds. The interest rate on Auction Rate Bonds (the “Auction Riite’;) for each Auction 
Period after the Initial Interest Period will, subject to certain exceptions described below, be the 
rate that the Auction Agent advises has resulted on the Auction Date from the implementation of 
auction pxoceduies set forth in Appendix C to this Official Statement (the “Aucfion 
Procedures ’7, in which persons determine to hold or offer to sell or, based on interest rates bid 

4 



by them, offer to purchase or sell Auction Rate Bonds. Each periodic implementation of the 
Auction Procedures is an ‘‘AIIclimi. ” Interest on Auction Rate Bonds will be computed on the 
basis of a 360-day year for tlic nuniber of days actually elapsed. 

The rate of interest on the Auction Ratc Bonds for each subsequent Interest Period 
will be the Auction Rate; provided that if, on any Auction Date, an Auction is not held for any 
reason, then the rate of interest for the next succeeding Interest Period will equal the Auction 
Rate in effect for the preceding Interest Period. In no event will the Auction Rate be an interest 
rate in excess of the Maximum Auction Rate on any Auction Date or the Maximum Interest Rate 
a t  any time. Notwitlistanding the foregoing, if: (a) the ownership of the Auction Rate Bonds is 
no longer maintained in the Book-Entry System, the rate of interest on the Auction Rate Bonds 
for any Interest Period commencing after the delivery of certificates representing Auction Rate 
Bonds will equal the Auctioii Rate in cffect for the preceding Interest Period; (b) a Payment 
Default occurs, Auctions will be suspended and the Applicabie Auction Rate Bonds Rate for the 
Interest Period commencing on or after such Payment Default and for each Interest Peiiod 
thereafter io and including the Interest Period, if any, during which, or cominencing less than the 
Applicable Number of Business Days after, such Payment Default is cured will equal the 
Maximum Auction Rate; or (c) if a failed conversion occurs following a proposed selection of a 
different method of determining interest on the Bonds, and tlie next succeeding Auction Date 
will be two or fewer Business Days after (or on) tlie effective date of any such failed conversion, 
then an Auction will not be lield on such Auction Date and the rate of interest on the Auction 
Rate Bonds for the next succeeding Interest Period will be equal to the Auction Rate in effect for 
the preceding Interest Period. Certain special provisioiis apply regarding the detemiination of an 
Auction Rate if Sufficicnt Clearing Bids have not been made or in the event of the failure to meet 
certain conditions required to (i) change the length of an Auction Period, (ii) adjust the 
percentages used to determine the Maximum Auction Rate or (iii) effect a change in the method 
of detennining interest on the Bonds. See “Auction Procedures .- Appendix C.” 

Aiiction Pet-iod,s am! Dates 

An Auction to determine the Auction Rate fol each Auction Period after the initial 
Auction Peiiod will OCCUT on each Auction Date. The Auction Date for each Auction Period wilt 
be the Business Day imrnediately preceding the first day of each Interest Period, other than: (a) 
each Interest Peiiod commencing after thc ownership of the Auction Rate Bonds is no longer 
maintained in book entry form by the Depositoiy; (b) each Interest Period commencing after the 
occurrence and during the continuance of a Payment Default; or (c) any Interest Period 
commencing less than thc Applicable Number of Business Days after the cme or waiver of a 
Payment Default It is presently anticipated that after the Initial Interest Period an Auction 
Period of  35 days will be maintained for the Bonds and, therefore, Auctions for the Bonds arc 
anticipated to be lielcl every fifth Thuisday, comneitcing Septeniber 7,2006. The Company may 
change the length of one 01. more Auction Periods or establish a different day as thc Auction 
Date €or future Auction Periods. See “Changes in the Auction Terms - C:linnges in the Attctio)? 
Dnte 
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Gecial Considerations Relating to Auction Rate B o d s  

- Securities and Exchanqe Commissioxi Inauides. On May 31, 2006, the U.S. 
Securities and Exchange Commission (the “$EC”) announced that it had settled its investigation 
of 15 firms, including Morgan Stanley & Co. Incorporated (the “Broker-Deder”) and its 
affiliated broker-dealer, Morgan Stanley DW Inc., that participate in the auction rate securities 
market regarding their respective practices and procedures in this market. The SEC alleged in 
the settlement that the firms had managed auctions for aucfion rate securities in which they 
participated in ways that were not adequately disclosed or that did not conform to disclosed 
auctian procedures. As part of the settlement, Morgan Stanley &, Co. Incorporated and Morgan 
Stanley DW Jnc. together agreed to pay a civil money penalty of $1,500,000. In addition, both 
Morgan Stanley & Co. Incorporated and Morgan Stunley DW Inc., without admitting or denying 
the SEC’s allegations, agreed to be censured, to cease and desist from violating certain 
provisions of the securities laws, to provide to custoniers written descriptions of their material 
auction practices and procedures, and to implement procedures reasonably designed to detect and 
prevent any failures by M‘organ Stanley & Co. Incorporated and Morgan Stanley DW Inc. to 
conduct the auction process in accordance with disclosed procedures. No assurances are given 
as to how the settlement may affect the market for auction rate securities or the Bonds. 

Bidding by Initial Broker-Dealer. Thc Broker-Dealer is permitted, but not obligated, 
to submit Orders in Auctions for its own account (including for its affiliated broker-dealers) 
either as 8 Bidder or a Seller and routinely does so in the auction rate securities market in its sole 
discretion. I€ the Broker-Dealer submits an Order for its own account (including for its affiliated 
broker-deakrs), it wouId likely have an advantage over other Bidders because the Broker-Dealer 
would have knowledge of some or all of the other Orders placed through the Broker-Dealer 
(including through affiliated broker-dealers) in that Auction and, thus, could determine the rate 
and size of its Order so as to ensure that its Order is likely to be accepted in the Auction and that 
the Auction is likely to clear at a particular rate. For this reason, and because the Broker-Dealer 
is appointed and paid by the Company to serve as the Broker-Dealer in the Auction, the Broker- 
Dealer’s interests in condiicting an Auction may differ from those of Existing EIoXders and 
Potential Holders who participate in Auctions. See “Auction Dealer Fees.” The Broker-DeaIer 
(including its affiliated broker-dealers) would not have lcnowledge of Ordeis submitted to the 
Auction Agent by any other firm that is, or may in the hture be, appointed to accept Orders 
pursuant to a Broker-Dealex Agreement. 

The Broker-Dealer may routinely place one or more Bids in an Auction for its own 
account, to acquire the securities for its inventory (or that of its affiliated broker-dealer), to 
prevent an Auction Failure Event (which would result in the Auction Rate being set at the 
Maximuni Auction Rate) or M Auction from clearing at a rate that the Broker-Dealer believes 
does not reflcct the market for the secuities. The Broker-Dealer may place siich Bids even after 
obtaining knowledge of some or a11 of the other Orders submitted though it (including through 
affiliated broker-dealers). When bidding for its own account, the Broker-Dealer may also bid 
outside or inside the range of rates that it posts in its Price TaUc See “Price Talk.” 

The Broker-Dealer also may routinely encourage bidding by others in Auctions, 
which may include to prevent an “auction failure event” or an Auction fi-om clearing at a rate 
that the Broker-Dealer believes does not reflect the market for the securities. The Broker-Dealer 
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may routinely encourage such Bids even after obtaining knowledge of some or all of the other 
Orders submitted through it (or through affiliated bioker-dcalers). 

Bids by the Broker-Dealei or by those it may encourage to place Bids are likely to 
affect (i) the Auction Rate - including preventing the Auction Rate from being set at the 
Maximum Auction Rate or otherwise causing Bidders to receive a higher or lower rate than they 
might have received had the Broker-Dealer not bid or not encouraged others to bid and (ii) the 
allocation of securities being auctioned - including displacing some Biddeis who may have their 
Bids rejected 01 receive fewer securities than they would have received if tlie Broker-DeaIer had 
not bid or encouiaged others to bid. Because of these practices, the fact that an Auction clears 
successfully does not mean that an investment in the securities involves no significant liquidity 
or credit risk. The Brolccr-Dealer is not obligated to continue to place such bids ox to encourage 
other Bidders to do so in any particular Auction to prevent an Auction from €ailing or clearing at 
a rate the Broker-Dealer believes does not reflect the market for the securities. Inrestors shouId 
not assume that the Bioker-Dealer will do so or assume that ‘‘auction failure events” will not 
occur. Investors should also be aware that Bids by Broker-Dealcr or by those it m y  encourage 
to place Bids may cause unfavorable Auction Rates to occur. 

In any particular Auction, if all outstanding securities are the subject of Submitted 
Hold Orders, the Auction Rate for the next succeeding Auction Period will be the A11 Hold Rate 
(suclr a situation is called an “All Hold Auction”) Whcn an All Hold Auction is likely, the 
Broker-Dealer may, but is not obligated to, advise Existing Holders of that fact, which might 
facilitate the submission of Bids by Existing Holders that would avoid the occurrence of an All 
Hold Auction. Tf the Broker-Dcab decides to inform existing holders of the IikcIiho~d of an AI1 
Hold Auction, it will make that information available to all of its customers that are Existing 
Holders at the same time. 

If the Broker-Dealer (or an affiliated broker-dealer) holds the securities for its own 
account on an Auctjon Date, the Broker-Dealer (or such affiliated broker-dealer) will submit a 
Sell Order into the Auction with respect ta such position in such securities, which would prevent 
that Auction from being an All Hold Ai~ction. The Broker-Dealer (ox such affiliated broker- 
dealer) may, but is not obligated to, submit Bids for its own account in that same Auction, as set 
forth above. 

Auction Dealei Fees, Poi many auction rate secunties, the Broker-Dcaler has been 
appointed by the issuers of the securities to serve as a dealer for the related auctions and i s  paid 
by those issuers for its services. With respect to the Bonds, the Broker-Dealer has been 
appointed to sewe as a dealer in the Auctions pursuant to the Broker-Dealei Agiecrncnt between 
the Auction Agent and the Braltei-Dealer. That i Z g ~  eernent provides tliat the Broker-Dealer will 
receive from the Company auction dealei fees at the annual ratc of .25% of the prjncipal amount 
of the Bonds sold oi successfully placed through the Broker-Dealcr. As a result, the Broker- 
Dealer’s interests in conducting Auctions may diEfer fionr those of investors who participate in 
Auctions. The Biolces Dealer may share a portion of the auction dealer fees it receives from Ihe 
Conipaiiy with other broker- dealers (including affiliated broker-dealeis) that submit Orders 
tllrough the Brolrer Dealer that the Bioker-Dealer successfully places in Auctions. 

Similarly, with rcspect to auctions for other auction rate securities €or which the 
Broker-Dealei does not serve as a dcalei, the other broker-dealers who serve as dealers in those 
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auctions may share auction dealer fees with the Broker-Dealyr for orders that the Broker- Dealer 
submits through those broker-dealers that those broker-dealers successhlly place in those 
auctions. 

Price Talk. Before the. start of an Auction, the Broker-Dealer may, in its discretion, 
make available to Existing Holders and Potential Holders, the Broker Dealer’s good faith 
judgment of the range of likely clearing rates for the Auction based on market and other 
information. This i s  known as “Price Talk.” Price Talk is not a guarantee, and Existing and 
Potential Holders are free to use it or ignore it. If the Broker-Dealer (or an affiliated brolcer- 
dealer) provides Price Talk, the Broker-Dealer (or such affiliated broker-dealer) wiIL make &e 
Price Talk available to all Existing Holders and Prospective Holders. The Broker-Dealer may 
occasionally update and change the Price Talk based on, for example, changes in issuer credit 
quality or macroeconomic factors that are likely to result in 8 change in interest rate levels, such 
as an announcement by the Federal Reserve Board of a change in the FederaI Funds rate or an 
announcement by the Bureau of Labor Statistics of unemployment numbers. The Broker-Dealer 
(or such affiliated broker-dealer) will make such changes available to all Existing I-lolders and 
Potential Holders that were given the original Price Talk. 

--- “All-or-Nothhff”_Bids. The Broker-Dealer (including any affiliated broker-dealer) 
does not accept “all-or-nothing” bids (Le., bids whereby the bidder proposes to reject an 
allocation smaller than the entire qtiantity bid) or any other type of bid that allows the bidder to 
avoid auction procedures that require the pro rata allocation of securities where there are not 
sufficient selII orders to fill aI1 bids at the clearing rate. 

No Assurances Repardins Auction Outcomes. The Broker-Dealer (including any 
affiliated broker-dealer) pkovides no assurmce as to the outcome of any Auction, nor provides 
any assurance that any Bid will be accepted or that the Auction will clear at a rate that a Bidder 
considers acceptable. Bids may be rejected or may be only partially filled, and the rate on any 
Bonds purchased or retained may be lower than the Bidder expected. 

Deadlines/Auction Periods. Each particular Auction has a fonnal time deadline by 
which all Bids must be submitted by the Broker-Dealer to the Auction Agent. This deadline is 
called the “Submission Deadline,” To provide sufficient time to process arid submit customer 
Bids to the Auction Agent before the Submission Deadline, the Broker-Dealer (and any affiliated 
broker-dealer) imposes an carlier deadline - called the “Internal Submission Deadline" - by 
which Biddeis must submit Bids to the Broker-Dealer (or such affiliated broker-dealer). The 
Internal Submission Deadline is subject to change by the Brolcer-Dealer (or such affiiiated 
broker-dealer). The Broker-Dealer may allow for correction of clerical enors after the Internal 
Submission Deadline and prior to the Submission Deadline. The Broker-Dealer (or such 
affiliated broker-dealer) may submit Bids for its own account at any time until the Submission 
Deadline. Some auction agents allow for the correction of clerical errors for a specified period of 
time after the Submission Deadline. 

Existing flolder’s Ability to Resell Auction Rate Securities Mav Be Limited. 
Existing Holders will be able to sell all oEthe Bonds that are the subject of submitted Sell Orders 
only if there are Bidders willing to purchase a11 those Bonds in the Auction. If sufficient clearing 
Bids have not been made, Existing Holders that have submitted Sell Orders will not be able to 
sell in the Auction some or all of the Bonds subject to such submitted Sell Orders. As discussed 
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above (see “Bidding by Initial Bioker-Dealer”), the Broker-Dealer niay submit a bid in an 
Auction to keep it from failing, but it is not obligated to do so. There may not always be enough 
bidders to prevent an Auction from failing in the absence of the Broker-Dealcr bidding in the 
Auction for its own account or encouraging others to bid. 

Betweeti Auctions, there can be no assurance tliat a secondary market for the Bonds 
will develop or, if it does dcvelop, that it will provide Existing Holders the ability to resell the 
Bonds on the terms or at the times desiicd by an Existing Holder. The Broker-Dealer (or an 
affiliated broker-deah) may, in its OWJI discretion, decide to buy or sell the Bonds in the 
secondary market for its own account to or from investors at any time and at any pricc, including 
at prices equivalent to, below, or above the par value of the Bonds. Howevcr, neither the Broker- 
Dealer (nor its affiliated broker-dealers) i s  obligated to make R market in the Bonds, and may 
discontintie trading in the Bonds without notice for any reason at any time. Existing Holders who 
resell between Auctions may receive less than par value, depending on market conditions. 

The ability to resell the Bonds will depend on various factors affecting the rnerket for 
the Bonds, including news relating to the Company or the Bond Insurei, the attractiveness of 
aIternative investments, the perceived risk o f  owning the Bonds (whether related to credit, 
liquidity or any othei risk), the tax or accountrng treatment accoided the Bonds (including recent 
clarification of U.S. generally acceptcd accounting principles as they apply to the accounting 
treatment of auction rate securities), reactions of market participants to regulatory actions (such 
as those described in “Securities and Exchange Commission Inquiries,’’ above) or press reports, 
financial. reporting cyclcs and market conditions generally. Demand for tlie Bonds may change 
without warning, and decfines in demand may be short-lived or continue for longer periods. 

The Auction Agency Agieement (desciibed below) provides that the Auction Agent 
may resign from its duties as Auction Agent by giving at least 45 days noiice to the Company 
and the Broker-Dealel, among others, and does not require, as a’condition to the effectiveness of 
such redgnation, that a replacement Auction Agent be in place. The Broker-Dealer Agreement 
provides that the Broker-Dealer thereunder may resign upon five days notice and does not 
require, as a condition to the eRectiveness of such resignation, that a replacement Broke1 -Dealer 
be in place, For any Auction Period during which there is no duly appoinied Auction Agent, or 
durhg which theie is no duly appointed Broker-Dealer. it will not be possible to hold auctions, 
with the result tliat the interest rate on thc Bonds will be determined as described in Appeiidix C 
- “Auction Procedures.” 

Broker-Deob 

As described above, the initial Broker-Dealer for the Bonds is Morgan Stanley 6r. Co. 
Incorporated (together with any successor or other entity entering into a Broker-Dealer 
Agreement, tlie “Broker-Detzler-” and collectively, the “Brolcei=Deulela ”) ‘The Auction Agent 
will enter into separate, but substantially identical, zgreernents with the Broker-Dealer with 
respect to each series of the Bonds and, from time to time, may enter into similar agreements 
(each, a “Buoker-Dealer Agreement” and, collectisely, \lie “Broker-Dealer Agreements”) with 
one or mole additional Broker-DeaIers, at the written direction o f  the Conipany with the 
approval of the Keniaiketing Agent (which approval will not be unreasonably withheld) which 
provide for their participation in Auctions. The Company niay elect to designate a new Brolcer- 
Dealer for the Series 2006B Bonds prior to, or shortly following, the end of the Initial Inferest 
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Period for the Series 2006B Bonds. The Auction Agent will pay to each Broker-Dealer after each 
auction, from funds provided by the Company, a service charge that will. be based on a rate equal 
to the percentage of the stated value of the Bonds held by such Broker Dealer and such Broker- 
Dealer’s customers upon settlement in an Auction calculated on an annualized basis. See 
“Special Gorwideratiom Re/a!i~tg lo Rzrction Rate Bonds - Auction Dealer Fees” above. A 
Broker-Dealer may share a portion of such fee with non-participating broker-dealers that submit 
Bids to the Broker-Dealer that are fUlfilled at an Auction. In the event that there is more than 
one Broker-Dealer, the Company will specify which Broker-Dealer is to perform certain 
fknctions under the Indenture. 

Merest Payinelit Dates 

Interest on the Auction Rate Bonds initially will be payable on the first Business Day 
after the end of’ each Auction Period. It is presently anticipated that each Auction Period for the 
Bonds will. be 35 days, in which case the Interest Payment Dates after the initial Interest Payment 
Date (September 8,2006) generally will be every fifth Friday. 

The determination of any interast rate by the Remarketing Agent in accordance with 
the Indenture or by tIze Auction Ageht in accordance with the Auction Procedures will be 
conclusive and binding upon the Issuer, the Trustee, the Paying Agent, the Auction Agent, the 
Remarketing Agent, the Company, all Broker-Dealers and the registered and beneficial owners 
of Auction Rate Bonds. Failure of the Remarketing Agent, the Paying Agent, the Trustee, the 
Auction Agent or DTC or any DTC Parricipant to give any of the notices described in the 
Indenture, or any defect therein, will not affect the interest rate to be borne by any Auction Rate 
Bonds nor the applicable Auction Period. 

In no event will the Auction Rate be more than the Maximum Auction Rate on any 
Auction Date or the Maximum Interest Rate at any time. 

i h t i o n  Apency A,preement 

The Company will enter into separate, bnt substantially identical, agreements (each 
an “Auction Agency Agreemeizt” and, collectively, the “Auction Agency Agreements ”) with 
respect to each series of Bonds with Deutsche Banlc Trust Company Ameitcas (together with any 
successor bank or trust company or other entity entering into a similar agreement with the 
Company, the “Auction Agefit ”) which provide, among other things, that the Auction Agent wili 
follow the Auction Procetlures for the purposes of dctermining the Auction Rate so long as the 
Auction Rate is to be based on the results of an Auction. See “Auction Procedures - Concervring 
the Atiction Agent. ” 

Rernnuketin,a Agreemiit 

The Company will enter into separate, but substantially identical, Remarketing 
Agreements (the “Remm lieting Agreements ‘ I )  with Morgan Stanley 2k Co. Incorporated with 
respect to each series of Bonds (together with any successor as reinarketing agent under the 
Indenture, the “Remmketing Agent”), which sets forth the Remarketing Agent’s duties and 
responsibilities and provides for the rcniarlceting of Bonds bearing an interest r@e other than an 



Auction Rate, For each Rate Period, the interest rate for the Bonds will be determincd by the 
Remarketing Agent in accordance wit11 the Indenture; provided that, the interest rate or rates 
borne by the Boxids may not exceed the lesser of (a) 13% per annuin, (b) the maximum rate of 
interest pennitted under State law, or fc) in the case of Bonds bearing interest at a Variable Rate, 
the maximum rate of interest permitted by any Liquidity Facility then in effect (the “Maxintimr 
Ztzterest Rate”). See also ’THE INDENTURES - Remarketing Agent.” 

Liquiditv Fociliw 

TJnder the Indenture, upon conversion to a Rate Period that provides for either 
optional or mandatory tender for purchase of Bonds piior to maturity, a Liquidity Facility 
accepfalile to the Bond Insurer must be delivered to the Trustee to provide for the payment of 
purchase price of Bonds tendered for optional or mandatory purchase, unless the requirement to 
deliver a Liquidity Facility is waived by the Bond Insurer. No Liquidity Facility will be provided 
in coiznectiori with Auction Rate Bonds. As a consequence, certain provisioiis in the ‘Indenture 
that would be applicable to the Bonds if a Liquidity Facility were delivered are not described in 
this Official Statement. If, at the option of the Company, a Liquidity Facility is delivered with 
respect to the Bonds, the Bonds will be subject to mandatory tender for purchase at a purchase 
price equal to 100% of the principal amount thereof on the date o f  the delivery of the Liquidity 
Facility. 

Depository 

Unless a successor securities depository is designated pussuant to the indenture, or 
unless the Company otherwise directs, DTC will act as the Depositoiy for its members and 
participants (the “DTC Partz’cfpmLs’’) with respect to Auction Kate Bonds. On the date of 
delivery of Auction Rate Bonds offered hereby, the Auction Rate Bonds will be issued in a 
global Bond in the denomination equal to the aggregate principal amount of Auction Rate Bonds 
authorized pursuant to the Indenture. It is anticipated that sucli Bond will be registered in the 
name of Cede & Co., a norninee of DTC. The global Bond will bear a legend to the effect that 
Such global Bond is issued subject to the provisions restricting transfers of Auction Rate Bonds 
contained in the Indenture. Stoptransfer instructions will be issued to the Paying Agent. DTC 
or its nominee will be the holder of record of all issued and outstanding Auction Rate Bonds and 
beneficial owners of such Auction Rate Bonds may not obtain physical possessiorz of Auction 
Rate Bonds beneficially owned by them. 

Payment of principal, interest and premium, if any, on Auction Rate Bonds will be 
made io DTC or its nominee, Cede Jt. Co,, as registered owner of Auction Rate Bonds. IJpon 
receipt of moneys, the current practice of DTC is to credit immediately the accounts of thc DTC 
Participants in accordance with their respective holdings shown on the records of DTC. 
Payments by DTC Participants to beneficial owners are governed by standing instructions and 
customary practices, as is now the case with rnunicipal securities held for the accounts of 
customers in bearer fonn or registered in “street name,)’ and will be the responsibility of such 
DTC Participants and not of DTC, the Issuer, the Trustee, the Paying Agent, the Auction Agent 
or the Company, subject to any statutoiy and regulatory requirements as may be in effect from 
time to time. No assurances can be provided that in the event of bankruptcy or insolvency of 



DTC or a DTC Participant through which a beneficial owner holds its interest in Auction Rate 
Bonds, payment will be made by DTC or the DTC Participant on a timely basis. 

The Issuer, the Trustee, the Paying Agent, the Company and the Remarketing Agent 
will recognize DTC or its nonunee as the registered owner of Auction Rate Bonds for all 
purposes, including notices and consents. Conveyance of notices and other communications by 
DTC to DTC Participants and by DTC Participants to Beneficia1 Owners will bc governed by 
arrangements among them, subject to any stahltory and regulatory requirements as may be in 
effect from time to time. 

Bond certificates are required to be issued in exchange for a global certificate ancl 
registered in such names of the Beneficial Owner ancl in Authorized Denominations as the 
Depositoiy, pursuant to instructions from the Participants or otherwise, will instruct the Trustee 
under the following ckcumstances: 

(a) The Depository determines to discontinue providing its service with 
respect to the Bonds and no successor has been appointed within 90 days after the 
Company receives notice thereof. Such a deteimination may be made by a Depository 
at any time by giving notice to the Company, the Issuer, the Tnistee, the Auction 
Agent, the Registrar and the Paying Agent and discharging its responsibilities with 
respect thereto under applicable law. 

(1)) The Company determines that continuation of the system of Boolc- 
Entry transfers through the Securities Depository is not in the best interests of the 
Beneficial Owners. 

(c) The Renimketing Agent has notified the Issuer, the Company, the 
Auction Agent, the Registrar, the Paying Agent and the Trustee that the Auction Rate 
Bonds should not be maintained in the Book-Entry System. 

(d) The Depositoxy is no longer registered or in good standing under the 
Securities Exchange Act or other applicable statute or regulation and no successor has 
been appointed within 90 days after the Company receives notice thereof. 

DTC, which is a New York-chartered, limited purpose trust company, performs 
services for its participants (including the DTC Participants), some of  whom (and/or their 
representatives) own DTC. DTC maintains lists of its participants and will maintain the 
positions (ownership interests) held by each DTC Participant in Auction Rate Bonds, whether as 
an Existing Holder for its own account or as a nominee for another Existing Holder. Each 
Beneficial Owner of Auction Rate Bonds must make arrangements with its DTC Participant or 
Broker-Dealer to receive notices and payments with respect to Auction Rate Bonds. 

Beneficial Owners of the Bonds may wish to take certain steps to augment thc 
bransrnission to them of notices of significant events with respect to the Bonds, such as 
redemptions, tenders, defaults and proposed amendments to the Bond documents. Beneficial 
Owners of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has 
agreed to obtain and transmit notices to Beneficial Owners, or in the alternative, Beneficial 
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Owners may wish to provide their names and addresses to the Registrar and request that copies 
of notices be provided directly to them. 

THE ISSUER, THE COMPANY, THE TRUSTEE, THE REGISTRAR, THE 

REMARKETlNG AGENT HAVE NO RESPONSIBILITY WITH RESPECT TO (I) THE 
ACCURACY OF T I E  RECORDS OF DTC OR ANY DTC PARTICIPANT AS TO THE 
BENEFICIAL OWNERSHIP OF AIJCTION RATE BONDS; (XI) THE DELIVERY OF 
EITHER NOTICES OR PAYMENT TO ANY PARTY OTHER THAN DTC OR ITS 
NOMINEE AS REGISTERED OWNER OF AUCTION RATE BONDS; 011) ANY CONSENT 
GIVEN OR OTHER ACTION TAKEN BY DTC OR ITS NOhENEE AS THE HOLDER OF 
RECORD OF ALL ISSUED AND 071TSTANLXNG AUCTION RATE BONDS; OR (XV) THE 
SELECTION BY DTC OR ANY DTC PARTICIPANTS OF ANY BENEFICIAL OWNERS 
TO RECEIVE PAYMENT IN THE EVENT OF A PARTIAL REDEMPTION OF AUCTION 
RATE BONDS. 

PAYING AGENT, THE AtJCTION AGENT, THE BROKER-DEALER AND THE 

See “Book-Entry-Only System” below for firther infomtgon about DTC and its 
procedures. 

Auction Procediires 

Auction and Setllemeiit Procedures. A summary or the Auction Procedures is set 
forth in Appendix C to this Official Statement. 

A summary of the Settlement Procedures (as set forth in Exhibit A to the initial 
Broker-Dealer Agreement) to be used with respect to Auctions is sei forth as dppem’ix D to this 
Official Statement. 

Coizceniiizp the Auction Aneizt. Deutsclie Rank Tiust Company Americas is the 
initial Auction Agent Thc Auction Agent is acting as agent for the Conipany in connection with 
Auctions. In the absence ofwillfd misconduct or negligence on its part, the Auction Agent will 
not be liable for any action taken, suffered or omitted or for any error of judgment made by it in 
the performance of its duties under the Auction Agency Agreement and will not be liable for any 
error of judgment made in good faith unless the Auction Agent has been negligent in 
ascertaining (or failing to ascertain) thc pertinent facts necessary to make sucli judgment. 

The Auction Agent may terminate the Auction Agency Agreement upon notice in 
accordance with the. Indentuie. The Auction Agent may be removed at any time by the 
Company, with the consent of the Bond Insurer (such consent not to be unreasonably denied), or 
the holders of a majority o f  the aggregate pijncipal anomif of the Auction Rate Bonds iipon at 
least 45 days’ written notice to the Auction Agent, the Paying Agent, the Registrar, the Issuer, 
the Broker-Dealers, the Bond lnsilrer and the Remaxketing Ageni. If the Auction Agent should 
resign or be removed, the Company is obligated under the Remarkcting Agreement to use its best 
efforts to appoint a successor Auction Agent and enter into an agreement with R successor 
Auction Agcnt, subject to the consent of the Bond Insurer, containing subsCltntially the same 
teinis and conditions as the Auction Agency Agreement. 



Changes in the Auctioat Teams 

Changes in an Auction Period. The Company may change the length of one 01 more 
Auction Periods (and will make a corresponding change in the Interest Payment Date) in order to 
conform with then current market practice with respect to similar securities. The Company may 
also change the length of one or more Auction Periods (and may make a corresponding change in 
the Interest Payment Date) in order to accommodate economic and financial factors that may 
affect or be relevant to the length of the Auction Period and the interest rate borne by the Auction 
Rate Bonds. 

The Company will initiate the change in the length of one or more Auction Periods by 
giving written notice to the Trustee, the. Paying Agent, the Auction Agent, the Remarketing 
Agent, the Issuer and the Depository in the form required by the Indenture at least five days prior 
to the Auction Date for such Auction Period. 

Any such changed Auction Period may not be less than seven days and must be an 
integral multiple of seven days. 

The change in the length of one or more Auction Periods will not be allowed unless 
Sufficient Clearing Bids existed at both the Auction before the date on which the notice of the 
proposed change was given and the Auction immediately preceding the proposed change. 

The change in length of one or more Auction Periods will take effect only if (A) the 
Paying Agent, the Remarketing Agent and the Auction Agent receive, by 1I:OO a.m., New York 
City time on the Business Day before the Auction Date for the first such Auction Period, a 
certificate from the Authorized Company Representative in substantially the form required by 
the Indenture, authorizing the change in the length of one or more Auction Periods specified in 
such certificate and (B) Sufficient Clearing Bids exist at the Auction on the Auction Date for 
such first Auction Period. If the condition referred to in (A) above is not met, the Applicable 
Auction Rate Bonds Rate for the next Auction Period will be determined pursuant to the Auction 
Procedures and the Auction Period will be the Auction Period determined without reference to 
the proposed change. If the condition refened to in (A) is met but the condition referred to in (B) 
above i s  not met, the Applicable Auction Rate Bonds Rate for the next Auction Period will be 
the Maximum Auction Rate and the Auction Period will be the Auction Period determined 
without reference to the proposed change. 

Changes in the Azrch’on Date. The Company may specih an eailier Auction Date 
(but in no event more than five Business Days earlier) than the Auction Date that would 
otheiwise be determined in accordance with the definition of “Auction Date” with respect to one 
or more specified Auction Periods in order to conform with then current market practice with 
respect to similar securities. The Compaiiy, in order to accommodate economic and financial 
factors that may affect or be relevant to the day of the week constituting an Auction Date and the 
interest rate borne on the Auction Rate Bonds, may specify an earlier Auction Date (but in no 
event more than five Business Days earlier) than the Auction Date that would otherwise be 
determined in accordance with the definition of “Auction Date” with respect. to one or more 
specified Auction Periods. The Authoiized Company Representative will provide notice of any 
determination to specify an earlier Auction Date for one or more Auction Periods by means of a 
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written notice delivered at least five days prior to the proposed changed Auction Date to the 
Trustee, the Paying Agent, the Auction Agent, the Remarketing Agent, the Issuer and the 
Depository. Such notice will be substantially in the form of, or contain substantially tlie 
infomiation required by, the Indenture. 

Notice Reaar-didina Chaiiaes. Pursuant to ffie Auction Agency Agreement, the Auction 
Agent will mail to the Existing Holders within two Business Days of its receipt thereof: (1) any 
notice of a change in the Auction Period and (2) any certificate authorizing the adjustment of the 
All Hold Rate and/or the Applicable Percentage used to determine the Maximum Auction Rate. 
EXISTING HOLDERS TO WHOM ANY OF THE FOREGOING NOTICES HAVE BEEN 
DELIVERED SHOULD CONTACT THEIR BROKER-DEALER TO BE GIVEN 
INFORMATION REGARDING ANY OF THE FOREGOING CHANGES. 

Interest Rate Determination Methods 

Detemiiiution o fhteresl Rates and Rate Periods fotiier l‘lmn Aziction R&, Following 
Conversion from an Auction Rate Period, each interest rate to be determined by the Remarketing 
Agent will be the lowest rate of interest which, in the judgment of the Remarkehg Agent, would 
cause the Bonds to have a market value an the commencement date of such Rate Period equal to the 
principal amount thereof plus accrued and unpaid interest, if any, under prevailing market 
conditions as of the date of detexmination. Ji no event will the Variable Rate be an interest rate in 
excess of the Maximum Interest Rate. All determinations of Variable Rates, jlicluding Commercial 
Paper Rate Periods and Term Rate Periods, pursuant to the Indenture will be conclusive and binding 
upon the Issuer, die Company, the Trustee, t l ie Paying Agent, the Liquidity Facility Issuer and the 
holders of the Bonds. The Variable Rate in effect for Bonds during any Rate Period will be 
available to Holders on the date such Variable Rate is determined, between 1:OO p m  and 5:OO p.m”, 
New York City time, from the Remarketing Agent or tlie Trustee at their principal offices. lJnder 
the Indenlure, the Bonds may be in different Rate Periods at any one time and the provisions of the 
Indenture will separately apply with respect to each portion ofthe Bonds. 

During any transitional period for a conversion fiom the Comuercial Paper Rate Period 
to a Daily or Weekly Rate Period in which the Remarketing Agent is setting different Coimnercial 
Paper Rate Periods in order to effect an orderly transition of such conversion, Bonds bearing interest 
at tbe Commercial Paper Rate will be governed by the piovisions of the Indenture applicable to 
Conmercial Paper Rate Periods and Comniercial Paper Rates, and Bonds bearing interest at the 
Daily Rate or Weekly Rate, as applicable, will be governed by tfie provisions of the Indenttrre 
applicable to such Daily Rates and Daily Rate. Periods or Weekly Rates and Weelcly Rate Periods, 
as the case may be. 

Coinnmcial Paper Rnfe and Coinmercicil Pawr- Rate Period The Conmercial Paper 
Rate Period for each Bond will be determined separately by the Remarketing Agent on or prior to 
the first day o f  such Commercial Paper Rate Period as being tlie Commercial Paper Rate Period 
w11idi~ in the judgment of tlie Remarketing Agent, will, with respect to each Bond, ultiniately 
producc the lowest overall interest cost on the Bonds dining the CoinmerciaI Paper Rate Period; 
provided that each Commercial Paper Rslte Period will be froin one day to 270 days in length, will 
begin on a Business Day and end on a day preccding a Business Day or the day preceding tlie 
Maturity Dale. The Conxiiercial Paper Rate for each Commercial Paper Rate Period will be 
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effective from and including the commencement date of such period and remain in effect to and 
including the last day thereof Each such Commercial Paper Rate will be determined by the 
Remarketing Agent no later than 1:00 pm., New York City time, on the first day of the Commercial 
Paper Rate Period as the minbnuin rate of interest necessary, in the judgment of the Remarketing 
Agent, to enable the Remarketing Agent to sell such Bond on that day at a price equal to the 
principal amount thereof. If the Remarketing Agent has received notice of any conversion to a 
Term Rate Period, the remaining number of days prior to the Conversion Date or, if the 
Remarketing Agent has received notice of any conversion from a Commercial Paper Rate Period to 
a Daily or Weekly Rate Period, tlie length of each Commercial Paper Rate Period for each Bond 
will be determined by the Remarketiug Agent to be either (i} that length of period that, as soon as 
possible, will enable the Conmercial Paper Rate Periods for all Bonds to end on the day before the 
Conversion Date, or (ii) that length of period which, based on the Remarketing Agent's judgment, 
will best promote an orderly transition to tlie next Rate Period. If a Liquidity Facility is then in 
effect, no Commercial Paper Rate Period may be established which is longer than a period equal to 
the maximum number of days' interest coverage provided by such Liquidity Facility minus 15 days 
or which extends beyond the remaining term of such Liquidity Facility minus I5 days. 

Rate and Daily Rate Perkd. Daily Rate Periods will commence on a Business 
Day and will extend to, but not include, the next succeeding Business Day. The Daily Rate for each 
Daily Rate Period will be effective ftom and including the commencement date thereof and will 
remain in effect during that Daily Rate Period. Each such Daily Rate will be determined by the 
Remarketing Agent no later than 1O:30 am., New York City t h e ,  on the Business Day which is the 
commencement date of the Daily Rate Period to which it relates. 

Weelclv Rnte and Weekly Rate Period. Weekly Rate Periods will comnience on 
Wehadayof  each week and end on Tuesday of the following week, except that (i> in the case of a 
conversion to a Weekly Rate Period, the initial Weekly Rate Period for Bonds will commence on 
the C!onversion Date and end on Tuesday of the following week; and (ii) in the case of a conversion 
from a Weekly Rate Period to a different Rate Period, the last Weekly Rate Period prior to 
conversion will end on the last day immediately preceding the Conversion Date. The Weekly Rate 
for each Weekly Rate Period wilI be effective fiom and including the commencement date of such 
period and wilI remain in effect through and including the last day thereof; Each such Weekly Rate 
will be determined by rhe Remarketing Agent no later than 1O:OO a.m., New York City time, on the 
commencement date of the Weekly Rate Period to which it relates. 

Term Rnte atid Temr Rate P a d .  Term Rate Periods will commence either on a 
Conversion Date (including a conversion fkom a Tenn Rate Period to a Term Rate Period of a 
different duration) or, if then in a Term Rate Period, the commencement date of an immediately 
successive Term Rate Period of the same duration and extend to but not include either the 
coinmencement daie of an imniediately successive Tenn Rate Peiiod (of whatever dumtion) or the 
Conversion Date on whicli an Auction, Daily, Weeldy or Commercial Paper Rate Period becomes 
effective. The Term Rate for each Term Rate Period will be effective from and including the 
commencement date of such period and remain in effect through and including the last day thereof. 
Each such Tern1 Rate will be determined by the Remarketing Agent not later than 12:OO noon, New 
York City time, on the Business Day immediately preceding the conunencemexit date of such 
period. The duration of each successive Term Rate Period will be the same as tlie then current Term 
Rate Period until the Company elects to convert the Term Rate Period to an Auction, Daily, Weekly 
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or Conu-nercial Paper Rate Period, or to a Term Rate Period of a different duration, all as provided 
in the Indenture. 

Failwe ofRemarket&.~geAael2b to Set Rate. If the Reniarketing Agent fails for any reason 
to deternine h e  rate for my Rate Period, then the Bonds will bear such interest at the last effective 
rate established for such Rate Period, except as otherwise set forth in the Indenture. 

Conversions 

Conversions Behieen Rate Periods. At the option of the Company, the Bonds may be 
converted from one Rate Period to another, incliiding a conversion from one Term Rate Period to 
another Terni Rate Period of a different dWdtiOn. The Conversion Date must he an Interest 
Payment Date for the Rate Period from which the conversion is to be made; provided, however, that 
(i) if the conversion is fiorn a Term Rate Period to another Rate Period, including a Term Rate 
Period of a different dmalion, the Conversion Date must be limited to any Interest Payment Date 
upon which the Bonds are subject to optional redemption pursuant to the Indenture or the last 
Interest Payment Date of that Terni Rate Period, as the case may he; (ii) if the conversiori i s  from a 
Daily Rate Period to a Weeldy Rate Pcriod, or fiom a Weekly Rate Period to a Daily Rate Period, 
the Conversion Date may be any Wednesday, regardless of whether the Wednesday is an Interest 
Payment Date; and (iii) if the conversion is &om a Conunercial Paper Rate Period, the Conversion 
Dale milst he the last Interest Payment Date on which interest is payable for all Bonds bearing 
Comnercial Paper Rates theretofore established; provided, however, that if the conversion i s  from a 
Cormneicial Paper Rate Period to a Daily or Weekly Rate Period, there may be more than one 
Conversion Date in accordance with the Indenture atid in that case the Conversion Date with respect 
to each Bond must be an Interest Payment Date for such Bond. 

Not fewer than I5 days prior Eo the Conversion Date in the case of conversions from 
Auction, Daily, Weekly and Commercial Paper Rate Periods, and not fewer than 30 days prior to 
tlie Conversion Date in the case of a conversion from a Term Rate Period, and not fewer than 30 
days prior to the last Business Day before the commencement of a new Tenn Rate Period, the 
Trustee will mail by fust class mail a written notice of the conversion or of the comrneiicement of 
sitcli new Term Rate Period to each holder stating: (i) in the case of a conversion, the type of Rate 
Peiiod tn whid1) the conversion will be made and the Conversion Date, (ii) that the Bonds will be 
subject to mandatory tender for purchase on the Conversion Date or on the Business Day 
immediately succeeding the last day of a Term Rate Period, as the case may be, and the purchase 
price of the Bonds, and (iii) if the Bonds are no longer in book-entry form and are therefore in 
certificatcd form, information with respect to required delivery of bond certificates and payment of 
tlie purchase price pmsunnt to the Indenture. 

___I__ Co~ditions Precedent to Corwersions. Any conversion (i} from an Auction, Daily, 
Weclcly or Commercial Paper Rate Pcriod to a Term Rate Period, (ii) &om a Term Rate Period to an 
Auction, Daily, Wedcly or Commercial Paper Rate Period, 01 (iii) to a Term Rate Peiiod from a 
Term Rate Period (on a date other than the date originally scheduled as the last Interest Payment 
Date of tlie then current Term Rate Period) will be subject to the condition that on or before the 
Conversion Date, the Conipany will bave delivered to the Issuer, the Trustee, Ihe Auction Agent, 
the Paying Agent, the Bond Insurer and the Remarketing Agent an Opinion of Bond Counsel to the 
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effect that the conversion is authorized under the Indenture arid the Act and will not adversely affect 
tlie exclusion &om gross hcorne of interest on the Bonds for fedemf income tax purposes. 

As a condition to any conversion fxom the Auction Rate Period to a Rate Period that 
provides for either optional or mandatoxy tender for purchase of Bonds prior to maturity, unless the 
Bond Insurer otherwise consents, a Liquidity Facility acceptable to the Bond Insurer must be 
delivered to the Trustee. The Liquidity Facility, if any, to be held by the Trustee aRer the 
Conversion Date must be sufficient to cover the principal of and accrued interest on the outstanding 
Bonds for the maximum Interest Period permitted for that particular Rate Period plus 15 days, and, 
if a Liquidity Facility is to be held by the Trustee after the Conversion of the Bonds to a Term Rate 
Period, that Liquidity Facility must also extend for the entire Term Kate Period plus 15 days. If a 
Liquidity Facility is in effect and die purchase price of the Bonds under the Indenture includes any 
premium, such conversion will be subject to the condition that the Trustee will have confixmed prior 
to mailing notice to the holders of such conversion that the Trustee is  entitled to draw on that 
Liquidity Facility in an aggregate amount sufficient to pay the applicable purchase price (including 
such premium). Notwithstanding anything in the foregoing, if an Event of Default involving a 
payment default on the part of the Company has occurred and is continuing, the Bond Insurer will 
succeed to the rights of the Company to requcst or direct a change in the Rate Period, provided that 
such payment default has occurred and is continuing for a period of 35 days from tlie date of such 
payment default. 

Faihre of Cmversion If fox any reason a condition precedent to a conversion of the 
Bonds is not met, tlie convemion will not be effective (although any mandatory tender pursuant to 
the Indenture will be made on such date if the notice required under the Indenture has been sent to 
holders stating that the Bonds would be subject to mandatory purchase on that date), and the Bonds, 
except as otherwise provided and sihject to the conditions set forth in the Lndenture, generally will 
be converted to a Weekly Rate Peiiod and bear interest at the Weekly Rate determined by the 
Remarketing Agent as o f  the dare on which the conversion was to occm. 

Optional Tenders 

Pirrchase Ptice and Purchuse Dates. The holders of Bonds bearhg interest for a Daily 
or Weekly Rate Period niay elect to have their Bonds or portions thereof purchased at a purchase 
price equal to 100% of the principal amount of such Bonds (or portions thereof), plus any interest 
accrued .from the immediately preceding Interest Payment Date and unpaid. There is no optional 
tender right while the Bonds are in a Commercial Paper Rate, ‘Term Rate or Auction Rate Period. 

DaiZv Rate. Bonds bearing interest at Daily Rates may be tendered for purchase at. a 
price payable in imnlediately avaiIabIe funds on any Business Day, upon telephonic or electronic 
notice of tender given not later lhan I1:OO a.m., New Yorlc City time, on the pwchase date to the 
Paying Agent. Any telephonic notice must be promptIy confirmed by the holder to the Paying 
Agent in writing. 

Weekly Rate. Bonds bearing inteiest at Weekly Rates may be tendered for purchase at a 
pfice payable in immectiately available f b d s  on any Business Day, upon delivery of written or 
electronic notice of tender to the Paying Agent not later than 5:OO pm., New York City time, on a 
Business Day not fewer than seven days prior to the purchase date. 



Notice of Te&. Wtien a book-entty-only system is in effsct, a Beneficial Owner 
through its Direct Participant of that book-enhy-only system may tender its interest in a Bond (or 
portion of Bond) by delivering notice, in the ~nanner and by the time set forth above, to the Paying 
Agent stating the principal amount of the Bond (or portion of Bond being tendered), payment 
instructions for the purchase price and the purchase date. The Beneficial Owncr will effcct delivery 
of such Bonds by causing such Direct Participant to transfer its interest in the Bonds equal to such 
Beneficial Owner’s interest on the records of DTC to the participant account of the Paying Agent 
with DTC. When a book-entry-only system is not in effect, a holder of a Bond may tender the Bond 
{or portion of Bond) by delivering a notice, in the manner and by tlie time set forth above, to the 
Paying Agent which states (A) the principal amount of the Bond or Bonds to which the notice 
relates, (B) that the holder irrevocably demands purchase of such Bond or Bonds or a specified 
portion thereof in an amount equal to the lowest denomination then authorized or an integal 
multiple of such lowest denomination, (C) the date on which such Band or portion is to be 
purchssed, and (D) payment instructions with respect to the purchase price. 

Mandatory Tenders 

Commercial Paper Rate Periodx. Each Bond bearing interest at a Commercial Paper 
Rate will be subject to mandatory tender for purchase, on the Interest Payment Date applicable to 
such Bond, at a purchase price equal to 100% of the principal amount thereof, without premnitlm 

Conversion Dates. On any Conversion Date (other than a Conversion Date &om a Daily 
Rate Period to a Weekly Rate Period or %om a Weeltly Rate Period to a Daily Rate Period), the 
Bonds will be subject to mandatory tender for purchase on such Conversion Date at a purchase price 
equal to 100% of the principal amount thereof or, in the case of Bonds bearing interest at a Term 
Rate which are tendered on a day on which those Bonds are subject to optional redemption at a 
redemption price of more than 100% of the principal amount redeemed, at a purcliasc pricc equal to 
that redemption price 

Term Rule Periods. On tlie Business Day immediately succeeding the last day of each 
Term RatePeriod, the Bonds will be subject to mandatory tender for purchase on such date at a 
purchase price equal to 100% of the principal amount thereof. 

Notices of Mandatory Tenders. Not fewer than 15 days prior to the Conversion Date in 
the case of conversions from Ructjoa, Daily, Weekly and Coinmercial Paper Rate Periods, and not 
fewer than 30 days prior to the Conversion Date in the case of a conversion From a Term Rate 
Period and not fewer than 30 days prior to the last Business Day befose the commencement of a 
new Term Rate Period, the Trustee will mail by first class mail a written notice to each holder, 
setting forth those matters iequired by the Indenture, including a sfafmnent that the Bonds will be 
subject to mandatory purchase on the Conversion Date or on the Business Day immediately 
succeeding U x  last day of the cturent Term Rate Period. No notice will be given in connection with 
the mandatory purchase of a Bond bewing interest at a Commercial Paper Rate on an Interest 
Payment Date applicable to such Bond. 
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Reniarlceting anad Purchase of Tendered Bonds 

The Indenture provides that, unless otherwise instructed by the Company, the 
Remarketing Agent will offer for sale and use its best efforts to find purchasers for Bands for wbich 
notice of tender has been received or which are subject to maidatoiy tender for purcliasc. ‘The 
Remarketing Agent will not seII any Bond as to which a notice of conversion from one type of Rate 
Period to another has been given by the Trustee, unless the Remarketing Agent has advised the 
person to whom the sale is made of the conversion. There will be no purchase of Bonds if an 
acceleration has been declared under the Indenture due to any Event of Default described under 
“THE INDENTIJREiS - Events of Default,” and there will be no remarketing of Bonds if there has 
occurred and is continuing an Event of Default or a Default under the Indenture, except in the sole 
discretion of the Remarketing Agent. 

The purchase price of Bonds tendered for purchase wiIl be paid by the Paying Agent 
from the fallowing funds in the priority indicated (i) proceeds of the remarketing af such Bonds by 
the Remarketing Agent to persons other than the Company, its affiliates or the Issuer, (ii) proceeds 
o f  the Liquidity Facility, if any, and (iii) proceeds of the remxketing of such Bonds by the 
Remarkethg Agent to the Company, its affiliates or the Issuer. 

Payment of Purchase Price 

When a book-entry-only system is in effect, the requirement for physical delivery of the 
Bonds will be deemed satisfied when the ownership rights in the Bonds are transferred by Direct 
Participants on the records of DTC to the participant account of the Paying Agent. 

When a book-entry-only system is not in effwt, all Bonds to be purchased on any date 
must be delivered to the Principal Office of the Paying Agent at or before (i) 1200 noon, New York 
City the, on the purchase date hi the case of Bonds accruing interest at Auction or Weekly Rates; 
(ii) 1:OO pm., New Yorlc City time, on the purchase date in the case of Bonds bearing interest at 
Daily or Commercial Paper Rates; or (ili) 3:OO p.m,, New York City time, on the purchase date in 
the case of Bonds beaikg interest at a Term Rate. If the holder of any Bond (or portion thereof) 
that is subject to purchase fails to deher  such Bond to the Paying Agent for purchase on the 
purchase date, and if the Paying Agent is bi receipt of the purchase price, the Bond will be 
purchased on the day fixed for purchase and ownership of such Bond (or portion thereof) will be 
transferred io the purchaser. If 0x1 the purchase date the Paying Agent is in receipt of the purchasc 
price for all Bonds to be purchased on that purchase date, the holder of any such Bond will have no 
further rights thereunder except the right to receive the purchase price thercaf and, if the puchase 
date coincides with an Interest Payment Rate and if such holder was the holder o f  tlie Bond on the 
Regular Record Date pertaining to the Interest Payment Date, such rights as the holder niay have to 
interest acciued to and unpaid on such Intemt Payment Date. 

Redemption 

Optional Redernptioiz. The Bonds will be subject to optional redemption by the Issuer 
at the direction of the Compcmy, UI whole or in pat, as follows: 
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(i) Dilring any Auction, Daily or Weekly Rate Period, on any Interest Payment Date, 
at a redemption price equal to 100% of the principal amount thereof, plus accrued and unpaid 
interest, if any, to tlse redemption date. 

(ii) During any Co~nmerciaI Paper Rate Period for a Bond, on tlie Interest Payment 
Date for that Bond, at a redemption price equal to 100% of the principal amount thereof, plus 
accrued and unpaid interest, if any, to the redemption date. 

(jii) During a Temi Rate Period, on any date which occurs on or after the fist day of 
the optional redemption period, and at the redemption prices, expressed as a percentage of the 
principal amount being redcemed, plus accrued and unpaid interest, if any, to the redemption date, 
as follows: 

Length of Term First Day of Optional 
Rate Period BdemDtion P e 6 d  

More than 15 years Tenth anniversary of 
cornmencenient of Tern 
Rate Period 

More than 10, but not 
inore than 15 years 

Eighth anniversary of 
conmencement of Term 
Rate Period 

More than 5, but not 
more than 10 years 

Fifth anniversary of 
commencement of Term 
Rate Period 

Redemption Price 

100% 

100% 

100% 

5 years or less Noli-callable Non-callable 

If at the time of the Company’s notice to the Trustee of a conversion to a Term Rate 
Period (including a conversion iiom a Term Ratc Period to a Term Rate Pcriod of a different 
duration), the Company satisfies ce1tai.n conditions, including provision o f  an Opinion of Bond 
Counsel that a change in the redemption provisions of the Bonds will not adveisely affect the 
exclusion from gross income of interest on the Bonds for federal income tax purposes, the 
redemption periods and redemption prices may be revised, effective as of the date of such 
conversion 

E x ~ t - a o i - a ~ i ~ u r y _ O ~ ~ i o ~ ~ ~  Redemptjorz Durizg n Tern Rute P a d .  Duting a Tem Rate 
Period, the Bonds are subject to redemption by the Issuer iti whole a t  a redemption price of 100% of 
?he principal ainoimt redeemed, plus accrued and unpaid interest Lo die redemption date in whole 
upoil the occurience of tlie event described below in paragraph (c) and in part upon the occurrence 
of the other events described below in accordance with tlie applicable provisions of the Indenture. 

(a) The Project Facilities or the Generating Station are damaged or destroyed to 
such an extent that ( I )  the Project Facjlities or the Generating Station cannot 
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reasonably be expected to be restored, within a period of six consecuhve months, to 
the condition thereof immediately preceding such damage or destruction or (2) the 
Company is reasonably expected to be prevented from canying on its normal use 
and operation of the Project Facilities or the Generating Station for a period of six 
consecutive months. 

(b) Title to, or the temporary use of, a31 or a significant part of the Project 
Facilities or the Generating Station is taken under the exercise of the power of 
eminent domain to such an extent that ( I )  the Project Facilities or the Gexierating 
Station cannot reasonably be expected to be restored wifhin a period of six 
consecutive months to a condition of usefulness comparable to that existing prior to 
the taking or (2) the Company is reasonably expected to be prevented from carrying 
on its naxmal use and operation of the Project Facilities or the Generating Station for 
a period of six consecutive months. 

(c) As a result of any changes in the Constitution of the State, the Constitution 
of the United States of America or any state or fecteral laws or as a result of 
legislative or administrative action (whether state or federal) or by final decree, 
judgment or order of any court or administrative body (whether state or federal) 
entered after any contest thereof by the Issuer or the Company in good faith, the 
Loan Agreement becomes void or unenforceable or impossible of performance in 
accordance with the intent and purpose of the parties as expressed in the Loan 
Agreement. 

(d) Unreasonable burdens or excessive liabilities are imposed upon the Issuer or 
the Company with respect to the Project Facilities or the Generating Station or the 
operation thereof, inchding, without limitation, the imposition of federal, state or 
other ad valorem, pi'operty, income or other taxes other than ad valorem taxes at the 
rates presently levied upon privateIy owned property used for the same general 
putpose as the Project Facilities or the Generating Station. 

(e) Changes in the economic availability of raw materials, operating supplies, 
energy sources 01' supplies or facilities (including, but not limited to, facilities in 
connection with the disposal of industrial wastes) necessary for the operation of the 
Project Facilities or the Generating Station occur or technoiogical or other changes 
occur which the Company c m o t  reasonably overcome or control and which in the 
Company's reasonable judgment lender the Project Facilities or the Generating 
Station uneconomic or obsolete for the Project Purposes. 

( f )  Any court or administrative body enters a jud,ment, order or decree, or takes 
administrative action, requiring the Company to cease all or any substantial part of 
its operations served by the Project Facilities or the Genemting Station to such extent 
that the Company is or will be prevented from carrying on its normal operations at 
the Project Facilities or the Generating Station for a period of six consecutive 
months. 

(g) The termination by the Company of opemlions at the Generating Station. 
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Mnndnton/ Redemption Upon a Determination of Taxobilitx. The Bonds are subject to 
mandatory redemption by the Issuer at a redemption price of 100% of the principal amount thereof, 
plus interest accrued to the redemption date, at the earliest practicable date selected by the Trustee, 
after consuItation witb the Company, but in no event later than 1 80 days followjng the receipt by the 
Trustee of notification of a Detetmination of Taxability, as defined below. Such redemption will be 
either in whole or, if in the Opinion of Bond Counsel the Determination of Taxability will not apply 
to Bonds remaining outstanding after such redemption, in part. 

A “Determination of Taxability” means witten notice from the Company of the 
OccuiTence of a final decision, ruling or technical advice by any federal judicial or adninistrative 
authority to the effect that, as a result of a failure by the Company to observe or perform any 
covenant, agreement or obligation on its part to be observed or performed under the Loan 
Agreement or tlie inaccuracy of any representation made by the Cornpany in the Loan Agreement, 
interest on any Bond is or was includabIe in the gross income of the owner o i  that Bond for federd 
income tax purposes, other than an owner who is a “substantial user” of ffie Project or a LrreIated 
person” as those terms are used in Section 147(a) of the Internal Revenue Code of 1986, as 
amended (the “Code“); provided that, DO decision by any court or decision, ruling or technical 
advice by any administrative authority will be considered final (a) unless the owner involved in the 
proceeding or action giving rise to such decision, ruling or technical advice (i) gives the Company 
and the Tnistee pxompt notice of the commencement thereof and (ii) offers the Company the 
opportunity to control the contest thereof, provided that tlie Company has agreed to bear all 
expenses in connecfion therewith and to indernni@ the owner- against a11 liabilities Hi connection 
therewith, and (b) until the expiration of all periods for judicial review or appeal. A Detcrmination 
of Taxability will not result from the biclusion of interest on any Bond in the computation of the 
alteinative minimum tax imposed by Section 5.5 of the Code, the branch profits tax on foreign 
corporations imposed by Section 884 of the Code or the tax iniposed on net excess passive income 
of certain S corporations under Section 1375 of the Code. 

If the Indenture has been released in accordance with its terms prior to &e occumnce of 
a Determination of Taxability, the Bonds will not be subject to mandatory redemption. 

Notice of R e d e m D s  The Trustee will give notice of’ the redemption on behalf of the 
Issuer by mailing a copy of the redemption notice by first class mail, postage prepaid, at least 30 
days but not more than 90 days prior to the redemption date, to the owner of each Bond subject to 
iedeniption in whole or in part mcl to the Auction Agent and the Bond Insurer. Failue to receive 
any such notice, or any defect tlierein in respect of any Bond, will not affect the validity of the 
redemption of any Bond. If at the time of mailing of the notice of redemption there has not been 
deposited with the Trustee moneys sufficient to redeem all Bonds called for redemption, such notice 
may state that it is conditional, subject to the deposit of moneys sufficient for the redemption. If 
either (A) unconditional riotice ofredemption was nailed or (B) conditional notice was mailed and 
the moneys sufficient to redeem all Bonds on the redemption date have been deposited with the 
Trustee, &en in either event, the Bonds and portions thereof called for redemption will become due 
and payable on the redemption date, and upon presentation and sui~erider thereof at the place or 
places specified in that noticc, wilI be paid at the redemption price, plus interest accrued to ffic 
redemption date. 
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So long as Cede & Co., as nominee of DTC, is the registered owner of the Bonds, all 
notices of redemption will be sent only to Cede & Co., and delivery of notice of redemption to the 
Direct Participants, if any, will be solely the responsibility of DTC. 

Book-Entry-Only System 

Portions of the fillowittg information concerning DTC and DTC ’s book-eiztiy-only 
system have been obtained porn DTC. The Issuer, fhe Company, Bond Couvlsel and the 
Unclerwriter inalce no representation as to lhe accuracy ofsuch information. See “THE BONDS 
-I Auction Rate Period - Deposi20ry’~ for information about DTC and its procedures relating to 
Auction Rate Bonds. 

The Depositoiy Trust Company (“DTC”), New York, New Yorlc, will act as securities 
depository for the Bonds. The Bonds will be issued as fully-registered bonds registered in the 
name of  Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an 
authorized representative o f  DTC. One fully-registered Bond certificate wjlf be issued for each 
series of Bonds, in the aggregatc principal amount of such scries, and will be deposited with DTC 
or its custadian. 

DTC, the world’s largest securities depository, is a limited-purpose bust company 
organized under the New Yorlc Banking Law, a “banking organization” within the meaning of the 
New York Banking Xmv, a member of the Federal Reserve System, a “clearing corporation” 
within the meaning of the New York Uniform Coinmercial Code, and a ‘%learing agency” 
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. 
DTC holds and provides asset servicing for over 2.2 million issues of U S .  and non-U.S. equity 
issues, corporate and municipal debt issues, and money market instruments from over 100 
countries that DTC’s participants (“Direct Participants ”> deposit with DTC. DTC also facilitates 
the post-wade settlement among Direct Participants of sales and other securities transactions in 
deposited securities, through electronic computerized book-entry transfers and pledges between 
Direct Participants’ accounts. This elhinates the need for physical movement of securities 
certificates. Direct Participants include both 1J.S. and non4J.S. securities brokers and dealers, 
banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly- 
owned subsidiary of The Depository Trust & CIearing Corporation (“RTCC“). DTCC, in turn, is 
owned by a number of Direct Participants of DTC and Members of the National Securities 
Clearing Corporation, Fixed Income Clearing Coi poration, and Emerging Markets Clearing 
Corporation (NSCC, FXCC and EMCC, also subsidiaries of DTCC), as well as by the New York 
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of 
Securities Dealers, Inc. Access to the DTC system is also available to others such as both U.S. 
and non-tJ.S. securities brokers and dealers, banks, trust companies, and clearing corpoiations 
that clear through OX maintain a custodial relationship with a Direct Participant, either directly or 
indirectly ( “lndirccl Participcrrils ”). DTC has Standard & Poor’s highest rating &I. The DTC 
Rules applicable to its Participants are on file with the Securities and Exchange Commission. 
More information about DTC can be found at wl?.w.dtcc.com and m.d tc .o rg .  

Purchases of Bonds under the DTC system niust be made by or through Direct 
Participants, which will receive a credit for the Bonds on DTC’s records. The awnership interest 
of each actual purchaser of each Bond (“BeneJ?cinl Owner“) is in ium to be recorded on the 
Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation 
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from DTC of thcir purchase. Beneficial Owners are, however, cxpected to receive written 
confirmations providing details of the transaction, as well as periodic statements of their holdings, 
from the Direct or Indirect Participant though which the Beneficial Owner entered into the 
transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries made 
on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial 
Owners will not receive certificates representing their ownership interests in Bonds, except in the 
event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent kansfers, all Bonds deposited by Direct Participants with 
DTC are registered in the name of DTC’s partnerslip nominee, Cede & Co., or such other name 
as may be requested by an authorized representative of DTC. The deposit of  Bonds with DTC 
and their registration in the name of Cede 6t Co. or such other DTC nominee do not effect any 
clmge in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the 
Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts such 
Bonds are credited, which may or may not be thc Beneficial Owners. The birect and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

Conveyance of notices and other comniunications by DTC to Direct Participants, by 
Direct Participants to Indirect Pahcipants, and by Direct Participants and Indkect Participants to 
Beneficial Owners will be governed by arrangements among them, subject to any statutory or 
regulatory requirements as may be in effect from time to time. 

Redemption notices shall be sent to DTC. If less than all of the Bonds within an issue 
are being redeemed, DTC’s practice is to determine by lot the amount of the interest o f  each 
Direct Participant in such issue to be redeemed. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with 
respect to Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures. 
Under its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as possible after 
the record date. The Omnjl~us Proxy assigns Cede 6t Co.’s consenting or voting rights to those 
Direct Participants to whose accounts Bonds are credited on the record date (identified in a listing 
attached to the Omnibus Proxy). 

Payments of principa1 of and interest on the Bonds will be made to Cede Lk Co., or 
such other nominee as may be requested by an authorized representative of DTC. DTC’s practice 
is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail 
information from the Issuet‘ or Paying Agent, on payable date in accordance with their respective 
holdings shown on DTC’s records. Payments by Participants ta Beneficial Owners will be 
governed by standing instructions and customary practices, as is the case with securities held for 
the accounts of customers in bea,er form or registered in “street nane,” and will be the 
responsibility of such Participant and not ofDTC nor its nominee, the Paying Agent, the Issuer or 
the Company, subject to any statutory or regulatory requirements as may be in effect from time to 
tinie. Payment o€ principal of and interest on the Bonds to Cede & Co. (or such other nominee as 
may be requested by an authorized representative of DTC) is the responsibility of the Issuer or 
Paying Agent, disbursement or such payments to Direct Participants will be the responsibility of 
DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility of‘ 
Direct and Indirect Participants. 
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A Beneficial Owner may give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Paying Agent, and will effect delivery of such Bonds by causing the 
Direct Participant to transfer the Participant’s intcrest in the Bonds on DTC’s records to the 
Paying Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC’s records. 

DTC may discontinue providing its services as depositoiy with respect to the 
Securities at any time by giving reasonable notice to the Issuer or Paying Agent. Under such 
circumstances, in the event that a successor depository is not obtained, Bond certificates are 
required to be printed and delivered. 

The Issuer may decide to discontinue use of the system of book-entry transfers through 
DTC (or a successor secudks depository). In that event, Bond certificates will be printed and 
delivered. 

The information in this section conceinhg DTC and DTC’s book-entry system has 
been obtained from sources that the Issuer believes to be reliable, but the Issuer takes no 
responsibility for the accuracy thereof. 

So long as Cede & Co., as nominee o f  DTC, is the registered owner of  any of the 
Bonds, the Beneficial Owners of such Bonds will not receive or have the right to receive physical 
delivery of the Bonds, and references herein to the registered owners o f  such Bonds will mean 
Cede & Co. and wjll not mean the Beneficial OwneIs of such Bonds. 

THE ISSUER, THE COMPANY, THE PAYING AGENT, THE REGISTRAR, THE 
TJNDERWRITER AND THE TRUSTEE CANNOT AND DO NOT GIVE ANY 
ASSURANCES THAT THE DIRECT PARTICIPANTS OR THE INDIRECT PARTICIPANTS 
WILL DlSTRlBLJTE T O  THE BEmFICIAL OWNERS OF THE BONDS (1) PAYMENTS OF 
PRINCIPAL OF OR INTEREST AND PREMIUM, IF ANY, ON THE BONDS, (2) 
CERTIFICATES REPRESENTING AN OWNERSHIP INTEREST OR OTHER 
CONFIRMATION OF BENEFICIAL OWNERSHIP INTERESTS IN THE BONDS, OR ( 3 )  
NOTICES OF REDEMPTION OR OTHER NOTICES SENT TO DTC OR ITS NOMTNEE, 
CERE s( CQ., AS THE REGISTEED OWNER OF THE BONDS, OR THAT THEY WILL 
DO SO ON A TIMELY BASTS OR THAT DTC, DIRECT PARTICIPANTS OR INDIRECT 
PARTICWANTS WILL SERVE AND ACT TN THE MANNER DESCRIBED IN THIS 
OFFICIAL STATEMENT. THE CIIRRENT “RULES” APPLICABLE TO DTC ARE ON 
FILE WITH THE SEC, AND THE CURRENT “PROCEDURES” OF DTC TO BE 
FOLLOWED IN DEALING WTI-I PARTICIPANTS MAY BE OBTAINED FROM DTC. 

THE ISSUER, THE COWANY, THE PAYING AGENT, TEIE REGISTRAR, THE 
UNDERWRITER AND TI-IE TRUSTEE WIL,L NOT HAVE ANY IBSPONSIBILITY OR 
OBLIGATIONS TO ANY DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS OR 
TI-IE PERSONS FOR W O M  THEY ACT WITH RESPECT TO: (1) THE ACCURACY OF 
ANY RECORDS MAINTAINED BY DTC OR ANY SUCH DIRECT PARTICIPANT OR 
INDIRECT PARTICIPANT; (2) THE PAYMENT BY ANY PARTICIPANT OF ANY 
AMOUNT DTJE TO THE BENEFICIAL OWNER TN RESPECT OF THE PRINCIPAL OR 
REDEMPTION PRICE OF OR TNTEREST ON THE BONDS; (3) THE DELJVERY BY ANY 
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DIRECT PARTICIPANT OR INDII?ECT PARTICIPANT OF ANY NOTICE TO ANY 
BENEZICIAL OWNER THAT IS REQUIRED OR PERMITTED UNDER THE TERMS OF 
THE INDENTURE TO BE GIVEN TO BC)NnHOL,DERS; (4) THE SELECTION OF THE 
BENEjFICIAL OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL 
REDEMPTION OF THE BONDS; OR (5 )  ANY CONSENT GIVEN OR OTHER ACTION 
TAKEH BY DTC AS BONDHOLDER. 

Tlie book-entry-only system for registration of the ownership of the Bonds may be 
discontinued at any time if: (i) DTC determines to resign as securities depository for the Bonds; 
or (ii) the Company determines (and notifies the Issuer in writing of its determination and the 
Issuer provides 30 days’ notice of such discontinuation to the Tnistce and DTC) to discontinue 
the system of book-entry transfers through DTC (or through a successor securities depositotory). 
Upon occurreiice of either such event, the Issuer may, at the request of the Company, aneinpt to 
establish a securities depository book-entry relationship with another securities depository. If the 
Issuer does riot do so, or is unable to do so, and aftcr the Issuer has notified DTC and upon 
surrender to the Trustee of the Bonds held by DTC, the Issuer will issue and the Trustec will 
authenticate and deliver die Bonds in registered certificate form in authoiized denominations, at 
the expense of the Company, to such Pcrsons, md in such matlirities and principal ainowirs, as 
may be designated by DTC, but without any liability on the part of the Issuer, the Company or 
the Trustee for the accuracy of  such designation. In any such event (unless the Issuer appoints a 
successor securities depository), the Bonds will. be delivered in registered certificate form to such 
persons, and in such maturities and principal amounts, as may be designated by DTC, but 
without any liability on the part of the Issuer or the Trustee for the accuracy of such designation. 
Whenever DTC requests the Issuer or the Trustee to do so, the Issuer or the Trustee will 
cooperate with DTC in taking appropriate action after reasonable notice to arrange for another 
securities depository to maintain custody of certificates evidencing the Bonds. 

Revision of Book-Entry-Only System; Replacement Bouds 

In the event that the Issuer or the Tnistce deterrnities that DTC is incapable of  
discharging its responsibilities described in the Indenture and that it is in the best interest of tlie 
Beneficial Owners o f  tlie Bonds that they be able to obtain certificated Bonds, the Issuer or the 
Trustee will (i) appoint a successor Depository, qualified to act as such under Section 17A of the 
Securities Exchange Act of 1934, as amended, notify DTC and Participants, identified by DTC, 
of the appointment of such successor Depository and transfer one or more separate Bonds to 
such successor Depository or (ii) notify DTC and Participants, idcntifjed by DTC, of the 
availability through DTC o f  Bonds and transfer one or more separate Bonds to Participants, 
identified by DTC, having Bonds credited to their DTC accounts. In such event, the Bonds will 
no longer be restricted to being registcred in thc registiation books of the Trustee in the name of 
Cede & Co., as nominee of DTC, but may be registered in the name of the successoi Depositoiy, 
or its nominee, or in whatever name or naines Bondholders Iransfen-ing or exchanging Bonds 
designate, in accordance with the provisions of the Indenture. 

Upon the written consent o f  100% of the Beneficial Owneis of the Bonds, the Trustec 
will withdraw the Bonds from DTC, and authenticate and deliver Bonds fully registered to the 
assignees of DTC or its nominee. If the iequest for such withdrawal js not the result of any 
Issue1 actjon OJ inaction, such withdrawal, authentication and delivery will be at the cost and 
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expense (including costs of printing, preparing and delivering such Bonds) of the persons 
requesting such withdrawal, authentication and delivery. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in Authorized Denominations. Bonds may be transferred 
or exchanged in Authorized Denominations upon surrender of such Bonds at the principal office 
of the Trustee, accoinpanied by an assignment satisfactory to the Trustee, duly executed by the 
Owner or the Owner’s duly authorized attorney-in-fact. Neither the Issuer nor the Tmstee will 
be required to make any such transfer or exchange of any Bond during the period b e g h h g  at 
the opening of business 15 days immediately preceding the mailing of a notice of Bonds selected 
for redemption and ending at the close of business on the day of such mailing, or, with respect to 
a Bond, afier such Bond or any portion thereof has been selected for redemption. TIE Issuer or 
the Trustee may make a charge to the Owner for eveiy transfer or exchange of a Bond sufficient 
to reimburse it for any tax or other governmental charge required to be paid with respect to such 
transfer or exchange, and may demand that such charge be paid before any new Bond is 
delivered. 

Insurance Agreement with Company 

The following stimrnarizes certain provisions of the Insurance Agreement, to which 
reference is made for the detailed provisions tlzeveof: 

The Bond Insurer has agreed to issue the Bond Insurance Policies pursuant to the 
Insurance Agreement. TJnder the Insurance Agreement, the Cotnpany is obligated to reimburse 
the Bond insurer, immediately and unconditionally upon demand, for all payments made by the 
Bond Insurer under the teims OF the Bond Insurance Policies. The Company is also obligated to 
comply with certain financial covenants specified in the Insurance Agreement. The Company 
may not, without the prior written consent of the Bond Insurer, directly or indirectly, create any 
Lien (as defined in the Insurance Agreement) upon any of its property or assets, except as 
permitted thereunder; provided, that &e Company may create a Iden on any of its property or 
asscts to secure indebtedness so long as concurrently with creating such Lien it causes the 
Company’s obligations under the Tnsmnce Agreement to be secured by such property or assets 
on a parity with such indebtedness. The Insurance Agreement includes certain events ofdefai&., 
including the failure of the Comp<my to pay amounts owed thereunder to the Bond Insurer and 
certain breaches by the Campany of representations and warranties set forth therein. If any such 
event of default should occur and be continuing, the Bond Insiirer may, among other things, 
notify the Trustee of such an event of default which would result in an “Event of Default” under 
the Loan Agreements and the Indentures. See “THE LOAN AGREEMENTS - Events of 
Default and Rerncdies” and “THE INDENTIJRES - Events of Default.” 

THE BOND INSURER 

Vie i~rjot mation relating to XI. Capital Assiir-ance Inc contninerl he? ein Itas been 
fitrnished solely by XL Capital Assurance hzc. No representation is made by the [Jndenun’ter, 
the lierinrketing Agent, the Isszier, Bond Counsel or the Company as to the accuracy or 
adequacy of such infomintion or us to the absence of material adverse changes in the condition 
of .;yL Capitnl Assurmce Inc. subseqrieat to the date hereof: The following discussion does nol 
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prrport to be conzykte and is quaI$ed in its entirely by reference to the Bond Insurance 
Policies, a specimen of the form of which is attached hereto a$ Appendix I;. The Bond Insurer 
nccepts no responsibility for tlie acctrracy or completeness of this Uficial Stutemenl or any other 
iizforrnatiori or disclosure contained herein, or omitted Izerefiorn, other than with respect to the 
accirracy of the informulion regurding the Rond lnsurer and its nfjilintes set forth under this 
hending. In addition, the Bond Irrsurer makes IZO repressntatiott regarding the Bonds or the 
advisability of investing in the Bonds. 

General 

XL Capital Assurance Inc. (the “Bord Insurer” or “ZCA”) is a monoline fmancial 
guaranty insurance company incorporated under the laws of the State of New York. The Bond 
Insurer i s  currently licensed to do insurance business in, and is subject to the insurance regulation 
and supervision by, all 50 states, the District of Columbia, Puerto Rico, the 11,s. Virgin Islands 
and Singapore. 

The Bond Insurer is an indirect wholly owned subsidiary of XL Capital Lid, a 
Cayman Islands exempted company (“XL Capital Ltd”). Through its subsidiaries, XL Capital 
Ltd is a leading provider of insurance and reinsurance coverages and financial products and 
services to industrial, commercial and professional service finns, insurance companies and other 
enterprises on a worldwide basis. The ordinary shares of XL Capital Ltd are publicly traded in 
the United States and listed on the New York Stock Exchange (NYSE: XL). XI, Capital Ltd is 
not obligated to pay the debts of or claims against the Bond Insurer. 

The Bond Insurer was fonnerly known as The London Assurance of America Inc. 
(“London”), which was incorporated on July 25, 1991 under the laws of the State of New York. 
On Febniaiy 22, 2001, X L  Reinsurance America Inc, (“txz, Re”) acquired 100% of the stock of 
L,ondon. XL Re merged its former fmancial guaranty subsidiary, known as XL Capital 
Assurance Inc. (foimed September 13, 1999) with and into Londbn, with London as the 
surviving entity. London immediately changed its name to XL Capital Assurance Inc. All 
previous business of London was 100% reinsured to Royal Indenlnity Company, t l ie  previous 
owner at the time of acquisition. Effective July I ,  2006, XL. Re transferred its ow~iership in 
XLCA to XL Insurance (Bermuda) Ltd. 

XI, Capital Ltd ailuounced on April 7, 2006 that Security Capital Assurance Ltd 
(‘‘SCA”), a newly-created holding company for XI, Capital Ltd’s financial guaranty insurance 
and I ehisurance businesses conducted thnough XLCA and XL Financial Assurance Ltd. 
C‘,XLFA”), had filed a registration statement on Form S-1 (the “Registration Statement”} with the 
Securities and Exchange Coinmission (the “Con~mission’’) relating to a proposed initial public, 
offering ofa  portion of its coinnio1? shares. For further infomation, investors should refer to the 
Registration Statement 

IJhder the Registration Statement, a portion of SCA’s shares will be issued and sold 
by SCA and a portion will be sold by SCA’s parent, XL Insurance (Bermuda) Ltd, as selling 
shareholder. After the consummation of the offering, XL Capital Ltd is expected to beneficially 
own approximately 65% of SCA’s outstanding shares. 
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SCA expects to use the proceeds it receives from the offering primarily for capital 
contributions to its financial guaranty subsidiaries to support fume business growth. SCA 
intends to apply to have its shares listed 011 the New York Stock Exchange under the ticker 
symbol “SCA”. 

A copy of tlie Registration Statenletit is available on the Commission’s website at 
- WWW.S~C.ROV under Filings RC Forms (EDGAR). 

Reiusurauce 

The Bond Insurer has entered into a facultative quota share reinsurance agreement 
with XLFA, an insurance company organized under the laws of Bermuda, and an affiliate of the 
Bond Insurer. Pursuant to this reinsurance agreement, the Bond Insmer expects to cede LIP to 
75% of its business to XLFA. The Bond Insurer may also cede reinsurance to third parties on a 
transaction-specific basis, which cessions may be any or a combination of quota share, first loss 
or excess of loss, Such reinsurance is used by the Bond Insurer as a risk management device and 
to comply with statutory and rating agency requirements and does not alter or limit the Bond 
Insurer’s obligations under any financial guaranty insurance policy. With respect to any 
transaction insured b y . X C A ,  the percentage of risk ceded fo XLFA may be less than 75% 
depending on certain factors including, without limitation, whether XLCA has obtained third 
party reinsurance covering the risk. As a result, there can be no assmance as to the percentage 
reinsured by XLFA of any given financial guaranty insurance policy issued by XLCA, including 
the Bond Insurance Policies. 

Based on the audited fmancials of XLFA, as of Deceinber 31,2005, XLFA had total 
assets, liabilities, redeemable preferred shares and shareholders’ equity of 8 1,394,081,000, 
$704,007,000, $39,000,000 and $651,074,000, respectively, deternined in accordance with 
generally accepted accounting principles in the ‘CJnitecl States (“US GAAP”). XLFA’s insurance 
financial strength is rated “Am” by Moody’s Investors Service, Inc. (“Moody’s”) and “AAA” by 
Standard & Poor’s Ratings Services (“S&P”) and Fitch Inc. (“Fitch”). In addition, XLFA has 
obtained a financial enhancement rating of“AAA” fiom S&P. 

The rating agencies have taken certain actions with respect to XI, Capital Ltd and 
various insurance operating subsidiaries of XL Capital Ltd, as described below. On November 
22,2005, Moody’s downgraded the senior debi rating of XL Capital Ltd from “A2” to “A3” and 
downgraded the other insurance financial strength ratings of various insurance operating 
subsidiaries of XL Capital Lid {other than XLCA and XIJ?A) from “Aa2” to “Aa3”. On 
November 28,2005, S&P downgraded the senior debt rating of XC Capital Ltd from “A” to “A-” 
and downgraded the counterparty credit and financial strength ratings of various insurance 
operating subsidiaries of ,yL Capital Ltd (other than XLCA and %FA) from “&I-” to “A+”. 
On February 28,2006, Fitch revjsed the long term issuer rating of XL Capital Ltd from “A-” to 
“‘h”. On October 26, ZOOS, Fit& downgraded the Bond Insurer financial strength ratings of 
various insurance operating subsidiaries of XL, Capital Ltd (othcr than XLCA and XIPA) &om 
“AX’ tQ ‘‘U-’’. 
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The ratings of XLFA or any other member of the XL, Capitai Ltd group of companies 
are not recomendatioas to buy, sell or hold securities, including the Bonds and are subject to 
revision or withdrawal at any time by Moody’s, S&P or Fitch. 

Notwithstanding the capital support provided to the Bond Insurer described in this 
section, the Bondholders will have direct recouixe against the Bond Insurer only, and XZPA will 
not be directly Jjable to the Bondholders. 

Financial Strengfh and Financial Enhancement Ratings o f  X I X A  

The Bond Insurer’s insurance frnancial strength is rated “Aaa” by Moody’s and 
“AAA” by S&P and Fitch. In adclition, XLCA has obbined a financial enhancement rating of 
“M’ from SSCP. These ratings reflect Moody’s, S&P and Fitcli’s current assessment of the 
Bond Insurer’s creditworthiness and claims-paying ability as well as the reinsurance arrangement 
with XLFA described under “Reinsurance” above. 

The above ratings are not recoinmendations to buy, sell ox hold securities, including 
the Bonds and are subject to revision or withdrawal at any time by Moody‘s, S&P or Fitch. Any 
downward revision or withdrawal of these ratings may have an adverse effect on the mwket 
price of the Bonds. The Bond Lnsurer does not guaranty the market price of the Bonds nor does 
it guaranty that the ratings on the Bonds will not be revised or withdrawn. 

Capitalization of the Bond Insurer 

Based on the audited financials of XLCA, as of December 3 1,2005, XLCA had total 
assets, Iiabilities, and shareholder’s equity of $953,706,000, $‘726,758,000, and $226,948,000, 
respectively, determined in accordance with U.S. GAAP. 

Based on the audited statutory financial statements for XLCA as of December 3 1, 
2005 filed with the State of New York Insurance Depastment, XLCA has total admitted assets of 
$325,231,000, toral liabilities of $139,392,000, total capital and surplus of $1 88,839,000 and 
total contingency reserves of $1 3,03 1,000 detennined in accordance with statutory accounting 
practices prescribed or permitted by insurance regulatory authorities (“SAP“). 

Incorporation by Reference of Finaiicials 

For fuxtlier information concerning XLCA and XLFA, see the financial statements of 
X C A  and XL,FA, and the notes theieto, incorporated by reference in this Official Statement. 
The financial statements of XICA and XLFA are included as exhibits to the periodic reports 
filed with the Conmission by XI, Capital Ltd and may be reviewed at the EDGAR website 
maintained by the Commission. All fmancial staternenls of XLCA and XLFA included in, or as 
exhibits to, documents filed by xt Capital Ltd pursuant to Section 13(a), 13(c), 14 or 15fd) of 
the Securities Exchange Act of I934 on OT prior to the date of this Official Statement, or after the 
date of this Official Staternent but prior to termination of the offering of the Bonds, shall be 
deemed incorporated by reference in this Official Statement. Except for the financial statements 
of XLCA and XLFA, no other infomiation contained in XL Capital Ltd’s reports filed with the 
Commission is incorporated by reference. Copics of the statutory quarterly and annual 
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statements filed with the State of New York Insurance Department by XLCA are available upon 
request to the Slate of New York Insurance Department. 

Regulation of the Bond Insures 

Tile Bond Insurer is regulated by the Superintendent of Tnsirrance of the State of New 
York. Xn addition, the Bond Insurer is subject to regulation by the insurance laws and regulations 
of the other jurisdictions in which it is licensed. As a financial guaranty insurance company 
licensed in the State of New York, the Bond Insuter is subject to Article 69 of the New York 
Insurance Law, which, among other things, limits the business of  each insurer to financial 
guaranty insurance and related lines, prescribes minimum standards of solvency, including 
minimum capital requirements, establishes contingency, Ioss and unearned premium reserve 
requirements, requires the maintenance of minimum surplus to policyholders and limits the 
aggregate amount of insurance which may be written and the maximum size of any single risk 
exposure which may be assumed. The Bond liisurer is aIso required to file detailed annual 
financial statements with the New York Insurance Department and similar supervisory agencies 
in each of Ihe other jurisdictions in which it is licensed. 

The extent of state insurance regulation and supervision varies by jwisdiction, but 
New York and most other jurisdictions have laws and regulations prescribing permitted 
investments and governing the payment of dividends, transactions with affiliates, n~ergers, 
consolidations, acquisitions or sales of assets and incurrence of liabilities for borrowings. 

THE FINANCIAL GUARANTY XBSIJRANCE POLICIES ISSUED BY THE 
BOND IPJS‘CJRER, INCLUDING THE BOND INSIJRANCE POLICIES, ARE NOT 
COVERED BY THE PROPERTY/CASUALTY INSURANCE SECURITY FUND 
SPEC?FIED IN AHTICLE 75 OF THE NEW YOIPK INSIJRANCE LAW. 

The principal executive offices of the Bond Insurer are located at 1221 Avenue of the 
Americas, New York, New York 10020 and its telephone number at this address is (212) 478- 
3400. 

THE LOAN AGREEMENTS 

Earh Loan Agreement is separatefi.uin and will operate irzdependeiit/y of the othe7 Loan 
Agreement, and the occurretice of an Event qf Refiult wider one Loapi Agreeinent will not, iu and of 
ifseif; constifuie an Event of De$& under the other Loan Agreement. The Loun Agreements 
corttuins stcbstcintiully identical twirls and provisions. All refirences in this summmy to the Bunds, 
the Issuer, the hderiture, the Loan Agreemeni and other defined temw shordd he rean as refirring 
separzltely to ench series ofthe Bonds and the related Indentitre, Loan Agreernent and other deflited 
terms. Reference is macle to each Loan Agreement f i r  the detuiiedprovisions lhereoJ 

Loan of Proceeds 

The Laan Agreenient provides for the refinancing by the Issuer of die Project, 
construction of wflicli has been completed. Under the h m  Agreement, the Issuer will loan the 
proceeds of the Bonds to the Company to be used to pay a portion of the cost of redeeming the 
Refunded Bonds. See “APPLICATION OF PROCEEDS.” 
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Ilcban Payniehts 

The Company is obligated to make Loan Payments under the Loan Agreement which 
correspond, as to the,  and are equal in arnount, to h e  amount then payable as principa1 of and 
premium, if any, and interest on the Bonds. All payments under the Loan Agreement related to the 
Loan will be assigned to the Trustee, and the Company will make such payments directly to the 
Trustee for the account of the Issuer and for deposit in the Bond Fund created under the Indenture. 

Qbligdion to Purchase Bonds 

The Company will agree to pay or cause to be paid to the Trustee or the Paying Agent, 
on or before each day on which Bonds may be or are required to bo tendered for purchase, amounts 
equal to &e amounts to be paid by the Trustee or the Paying Agent with respect to the Bonds 
tendered for purchase 011 sucli dates pursuant to the Indenture; provided, however, that the 
oldigation of tlie Company to make any such payment will be reduced by the amount of (A) moneys 
paid by the Remasketing Agent as proceeds of the remarketing of such Bonds by tlie Remarketin:: 
Agent, (B) moneys drawn under a Liquidity Facility, if any, for the purpose of paying such 
purchase price and (C) other moneys niade available by the Company. 

Term of Loan Agreement 

The Loan Agreement will remain in full force and effect until such time as (i) all oftlie 
Bonds are fully paid (or provision has been made €or such payment) and the Indenture has been 
released pursuant to the terms thereof and (5) all other sums payable by die Company under the' 
Loan Agreement have been paid. 

Maintenance and Modification 

During the term of the I,oan Agreement, the Company will use its best efforts to keep 
and maintain the Project in good repair and good operating condilion so tliat tlie Project will 
continue to constitute Pollution Cofit-z-01 Facilities (as defined in the Loan Agreement) for the 
purposes of the operation thereof. 

Subject to certain conditions, the Company lias the sight, fkom time to time, to remodel 
the Project or make additions, inodifications and improvements thereto, the cost of which must be 
paid by the Company. The Company also has the right, subject to certain conditions, to substitute 
or remove any portion of the Project. 

Maintenance of Existence 

The Conipany will agree that during the term of tlie Loan Agreement it will maintain its 
existence, will not dissolve or otherwise dispose ofall or substantially all of its assets and will not 
cotisoIidate with or mm-ge into atlother coiporation or other entity or pernlit one ox more olher 
corporations or other entities to consolidate with or mergc into it; provided that the Company may 
consolidate witli or merge into another corporation or otlies entity, or pennit one or more othcr 
entities to consolidate with or merge into it, or sell or otherwise transfer to another entity all or 
substaiitially all of its asscts BS an entirety and thereafter dissolve, provided the surviving, resulting 
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or transferee entity, as the case niay be (if other than the Company), is a corporation or other entity 
organized and existing under the laws of one of the states of the TJnited States, and assumes in 
writing all of the obligations of the Company under the Loan Agreement and, if not organized under 
the laws of Kentucky, is qualified to do business h the State. 

Tax Covenant 

The Company will covenant and represent hi the Loan Agreement that it has taken and 
caused to be taken and will take and cause to be taken all aclions that may be required of it for the 
interest on the BOIIQS to be and remain excluded eon tlie gross income of the owners thereof for 
federal income tax purposes, and that it has not taken or permitted to be taken on its behalf, and it 
will not take or permit to be taken on its behalf, any action which, if taken, would adversely affect 
that exclusion under the provisions of the Code. 

Assignment by Company 

Notwithstanding any other provisions of the Loan Agreement, the I,oan Agreement may 
be assigned in whole or in part by Ule Company and the Project may be sold or conveyed by the 
Company without the necessity o f  obtaining the consent of either the Issuer or the Trustee and after 
providing written notice to the Issuer but, subject, however, to each of the following conditions: 

(a) the Company must provide the Trustee and the Remarkeling Agent with an 
Opinion of Bond Counsel that such action will not affect the exclusion of interest on 
the Bonds for federal income tax purposes; 

(b) the Company must, within 30 days after the execution thereof, furnish or cause 
to be fiunislied to the Issuer and the Trustee a true and complete copy of each such 
assignment together with any instrument of assumption; and 

(c) Any assignment &om bic Conipany may not materially inipair fUlfillment of the 
Project Pmposes to be accomplislied by operation of the Project as provided in the Loan 
Agreement. 

Events of Default and Remedies 

The Loan Agreement provides that the occurrence of each of tlie following events will 
constitute an “event of default”: 

(a) 
under “THE INDENTURES--Events of Default”; 

(b) Failure by the Company to observe aid perfom any other agreement, term or 
condition contained in the Loan Agreement, other than a failure as has resulted in an 
event of default described in (a) above, whicli failure continues for a period of 90 days 
after notice by the Issuer or the Trustee, or for such Ionger period as ttle Issuer and the 
Trustee agree to in Writing; provided, that such failure will not constitute an event of 
default so long as the Company institutes curative action within the applicable period 
and diligently pursues that action to completion within 150 days after the expiration of 

The occurrence of an event of default described in paragraphs (a), (b), (c) or (d) 
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the initial 90 day cure perjod or withhi such longer period as the Issuer and the Trustee 
may agree to in writing; 

(c) 
of default has occu-red and is continuing under the Insurance Agreement; and 

(d) 
reorganization or receivership with respect to the Company. 

A Mure  by the Company described in paragraph (b) above will not be a default if it 
occurs by reason of certain events of “force majeure” specified in tlie Loan Agreement not 
reasonably within the control of tlie Company. 

The receipt by the Tmstee of written notice &om the Bond Insuier that an event 

The occurrence of certain voluntary or involuntary events of bmdmptcy, 

Whenever any event of default under the h n n  Agreement has happened and is 
subsisting, either or both of the following remedial steps may be taken by the Issuer os the Trustee: 

(a) Have access to, inspect, examine and mdce copies of the books, records, 
accouits, and fmancial data o f  tlie Company, only, however, insofar as they pertain to 
the Projecl; or 

(b) Pursue all remedies existing at hw or in equity to recover all amounts then due 
and thereafter to becotne due uider the Loan Agreement or to enforce performance and 
observance of any other obligation or agreement of the Company under the Loan 
A greetnent . 
Any amounts collected pursuant to action taken upon the happening of an event of 

default will be paid into the Bond Fund and applied pursuant to the Indenhire. 

Arnendnieut to the Lom Agreement 

The Indenture provides that die Loan Agreement may be amended without the consent 
of or notice to the holders of the Bonds only as may be requbed (i) by the provisions of the Loan 
Agreement or the Indenture, (ii) for the purpose o f  curing any ambiwity, inconsistency or foimal 
defect or omission therein, (iii) in connection with an amendment of the Tndenture not requiring the 
consent of holders, or (iv) in coimection with any other change therein which, in the judgment of the 
Tiustee, is not to the prejudice of the Trustee or the holders of the Bonds. The Loan Agreement 
may be amended, but only witli the consent of the holders of all ofthe outstanding Bonds, to change 
the amounts or times as of which Laan Payments under the Loan Agreement ase required to be 
made Any other amendments to the L,om Agreement may be made only with the written approval 
or consent of the holders of iiot less than a majority in aggregate principal amourit of the Bonds 
outstanding. No amendment to the Loan Ageeinent will be effective without the consent o f  &e 
Bond Insurer (such consent not to be unreasonably denied). 

Before the Issuer and the Tnistee may coiisent to any amendmcnt to the Loan 
Agreement, there must be delivered to the Trustee an OpSon of Bond Counsel stating that such 
amendnient is authorized or permitted by the Act and is autharized under the hidenture, that such 
amendment will, upon ?.he execution and delivery thereof, be valid and binding in accordance with 



its terms, and that such amendment will not adversely affect the exclusion from gross income of die 
interest on the Bonds €or federal income‘ tax purposes. 

THE INDENTURES 

Each Indenture is separate ?om and will operate independently of the other Indentitre 
and tke occurrence of an Event of Default under one Indenture will not, in and of itself, constitute 
an Event of Defadt under the other hdeizhire. The Indentiires contains substantial@ idenlical 
terrns and provisions. All references in this stinzmary do the Bonds, the Issuer, the Indenture, the 
Loan Agmmeizt, the Bond Insurance Policy and other dejned iems should be read as referring 
sepnrately to each series of the Bonds and the related Indenture, Loan Agrement, Bond Insurance 
Policy and other dejned terms Refirenca is r ide  to each Indentirrc? for the detailed provisions 
thereoyf 

Pledge of Revenlies 

Pursuant to the Indenture, all right, title and interest o f  the Issuer in and to the 
“Revenues” (as dehed  below) and under the Loan Agreement (except for certain rights of the 
Issuer), will. be pledged or assigned to the Trustee to s ecm the payment of the principal or 
redemption price of and interest on the Bonds. 

“Revetzzies” are defined to mean: (a) the Loan Payments, e) all other moneys received 
or to be received by the Issuer (excluding any fees paid to the Issuer and all Unassigned Issuer 
Rights) or the Trustee in respect of repayment of the Loan including, without lhnitation, all moneys 
and investments in the Bond Fund, (c) any moneys and investnients in the Refunding Fund, and (d) 
all income and profit Erom the investment of the foregoing moneys. The term “Revenuesy7 does not 
include any moneys or investments in the Rebate Fund or the Bond Purchase Fund as those terms 
are defmed in the hdenture. 

Applicatioa of Proceeds 

The proceeds from the initial sale of the Bonds will be deposited in the Refunding Fund, 
established with the Trustee, to refinance the Project and, together with the proceeds of the 
investment thereof and other moneys provided by the Company, will be applied to refknd and 
redeem the Refimded Bonds. See “APPLICATION OF PROCEEDS.” 

Bond Fund 

A Bond Fund will bc established with the Issuer and inaintained by the Trustee as a trust 
h i d  under the Indcnture. The aniounts with respect to the payment of principal of and premium, if 
any, and interest on the Bonds derived under the Loan Agreement and certain other amounts 
specified in the fndenbue will be deposited in the Bond Fund. Wliile the Bonds are outstanding, 
moneys in the Bond Fund will be used solely for the payment of the principal or redeniption price of 
and interest on the Bonds as they become; due on m y  Interest Payment Date or at stated maturity, by 
redemption or upon acceleration. 
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Bond Purcliase Fund 

A Bond Purchase Fund will be established and niaintained by the Paying Agent for the 
deposit of amounts to be used to pay the purchase price of Bonds. Moneys in the Bond Purchase 
Fund will be used solely for tlie payment of the purchase price of Bonds. Moneys in the Bond 
Purchase Fund will not Be pledged to the payment of the principal of or interest or any p r e d m  on 
the Bonds and wil1 not be invested. 

Investments 

Any inoneys held as a part of the Refunding Fund, the Bond Fund and the Rebate Fund 
will be iiwestcd and reinvested by the Trustee as provided in the Indenture. Any such investments 
will be held by or under the control of the Trustee and will be deemed at all times a part of the 
respective Fund. 

Events of Default 

So long as the Bond Instirance Policy is in esfect, the Bond Insurer will be entitled to 
control and direct the e??fnrcemerzt of all: rights and remedies granted to the Bondholders and the 
Tmstee for the beriejt of the Bondholders, including, without limitation: (i) the right to 
accelerate the principal ojthe Bonds mid (ii) the right to annzd any declaration of acceleration, 
and the Bond Insuver a Is0 will be entitled io approve all waivers of events of default. 

The Inclenture provides that each of the following events will constitute an ‘‘Event of 
Default,’ theieunder: 

(a) 
payable; 

(b) Payment of the principal or redemption price of any Bond is not made when it 
becomes due and payable, whether at stated maturity, by redemption, by acceleration 
or otherwise; 

(c) 
provisions of the Indenhi~e is not made when due and payable; 

(d) Failure by tlie Issuer to observe or perform my other covenant, agreement or 
obligation on its part to be observed or performed contained in the Bonds or the 
Indenture (other than a failure described in paragraphs (a), (b) or (c) above), which 
failure has contiriued for a period of 90 days after written notice (or for such longer 
period as the Tniske may agree fo in witing), by registered or certified m i l ,  to the 
Issuer and the Coinpany given by the Trustee, either in its discretion or at the written 
request of the holders of not less than 35% in aggregate pkcipal amount of Bonds then 
outstanding; provided, that failule will not constitute an Event of Default so long as 
the Issuer institutes curative action within the applicable period and diligently pursues 
that action to completion within 1 SO days after the cxpimtion of the initial cure period 
as determined above, or withiu such longer period as the Trustce may agree to in 
writing; or 

Payment of any interest on any Bond is not made when it becomes due and 

Payment of the pruchase price of any Bond tendered for purchase pursuant to the 



(e) 
paragraphs (b), (c) or (d) under “THE LOAN AGREEMENTS -Events of Default.” 

The occurrence and continuance of an event of default as described in 

Remedies 

Upon the occurrence and continuance of  any Event of Default described under “Events 
of Default” above, (i) at the written direction of the Bond Insurer or (ii) upon the written request of 
the holders of not less than 35% in aggregate principal amount of Bonds then outstanding and with 
the written consent of the Bond Insurer, in either event, the Trustee, by written notice to the Issuer 
and the Company, must declare the principal of all Bonds then outstanding (if not then due and 
payable), and the accrued and unpaid interest thereon, to be due and payable immediately, 

interest on the Bonds will accrue at the rates per annum borne by the Bonds to the date 
determined by the Trustee for the tender of payment to the holders pwsuant to that declaration; 
provided, that interest on any unpaid principal of Bonds outstanding will continue to accrue from 
the date determined by the Trustee for the tender of payment to the holders of those Bonds until that 
principal amount has been paid or made available to the Trustee for the benefit of the holders. The 
Trustee will give immediate written notice of such declaration by mail to the holders of all Bonds 
then outstanding. 

The provisions above are subject to the condition that if at any time after declaration of 
acceleration and prior to the entry of a judgment in a court for enforcement (after an opportunity for 
hearing by the Issuer and nhe Company), all sums payable (except the principal of and interest on 
Bonds which have not reached their stated maturity dates but which are due and’payable solely by 
reason of that declaration of acceleration), plus interest to the extent permitted by law on any 
overdue installments of interest at the rate then borne by the Bonds, have been duly paid or 
provision therefor having been made by deposit with the Trustee or Paying Agent and all existing 
Events of Default have been cured, then such payment or provision for payment will constitute an 
automatic: waiver of the Event of Default and its consequences and will constitute an automatic 
rescission and annulment of that declaration. 

If an Event of Default occurs and is continuing, the Trustee, before or after the principal 
of the Bonds becomes immediately due and payable, may pursue any available remedy to enforce 
the payment of principal 0% premium, if any, and interest on the Bonds OT the observance and 
performance o f  any other covenant, agreement or obligation under the Indenture, the Loan 
Agreement or any other instrument providing seciuity for the Bonds. If, upon the occurrence and 
continuance of an Event of Default, the Trustee is directed so to do by the Bond Insurer or requested 
so to do by the holders of at least 35% in aggregate principal amount of Bonds outstanding and with 
the written consent of the Bond Insurer, the Trustee will be required to exercise any rights and 
powers conferred by, and subject to, the Indenture. 

The Bond Insurer will have the right or, with the consent of the Bond Insurer, the 
holders of a majority in aggregate principal amount of Bonds then outstanding will have the right at 
any time to direct, by an instnunent or document or instrunients or documents in writing executed 
and delivered to the Trustee, the time, method and place of conducting all proceedings to be taken in 
connection with the enforcement of the terms and conditions of the Indenture or any other 
proceedings thereunder; provided, that (i) any direction may not be other than in accordance with 
the provisions of law and of the Indenture, (ii) the Trustee must be indemnified as provided in the 
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Indenture, (iii} the Tmtee may take any other actio 
inconsistent with the direction and (iv) the Bond In 
against the Bond Insuier. 

and which is not 

All nioneys received under the Indenture 
of Default (provided that moneys received under th 
payment of principal of and interest then due on th 
the costs and expenses of the proceedings res 
and expenses incurred by the Trustee, and 
Fund and applied to the payment o f  the prhc 
in the manner and in the priorities set forth 
against the trust estate, payable prior to debt service 
received under the Bond Insurance Policy will be 
interest then due on the Bonds. 

No hoIder of any Bond will have any right 
tlie enforcement o f  the Indenture or for the exercise of 
(i) an Event of Default has occurred and is 
notice of the same, (3) the holders of not less than 35 
outstanding Bonds have made written request to 
reasonable opportunity to proceed to exercise the 
Indentme or to instifule a suit, action or proc 
satisfactory indemnity as provided in the 
refuscd to exercise the remedies, rights and powers granted under the 
action, suit or proceeding in its own name. Notwithstanding the fore 
will have a riglit to enforce the payment of 
Bond held or owned by that holder at and 
and in the manner expressed in said Bond. 

Supplemental lndelntiires 

deemed to have 

holder of a Bond 

The Issuer and the Txustce may, wiih the consent of the Bond Insurer (such consent not 
to be unreasonably denied) and without the consent of, or notice to, any holder of a Bond, enter into 
supplemental indentures which will not, in the opinion of the Issuer and tile Trustee, be inconsistent 
with tlie Indenture for any one or more ofthe foIlowing purposes: 

(a) 
Indenture; 

(b) To grant to or confer upon the Trustee far the benefit of the holders of the Bonds 
any additional rights, remedies, powers or authority that lawfully may be granted to or 
confend upon the holders or the Trustee; 

(c) To assign additional revenues under the Indenture; 

(d) To accept adclitional security and inslnunents and docwnents of further 
assurance with respect to the Project, including without limitation, first mortgage bonds 
of the Company; 

To cure any ambiguity, inconsistency or formal defect or omission in the 

! 
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(e) To add to the covenants, agreements and obligations of the Issuer under the 
Indenture, other covenants, agreements and obligations to be observed for the protection 
of the holders of the Bonds, or to surrender or limit any right, power or authority 
reserved to or conferred upon the Issuer in the Indenture; 

( f )  To evidence any succession to the Issuer and the assumption by its successor of 
the covenants, agreements and obligations of the Issuer under the Indenture, the Loan 
Agreement and the Bonds; 

(g) To permit the exchange of Bonds, at the option of the holder or holders thereof, 
for coupon Bonds payable to bearer, if the Trustee has received an Opinion of Bond 
Counsel to the effect that the exchange would not adverseIy affect the exciusion from 
gross income for federal income tax purposes of the interest on the Bonds outstanding; 

(h) To permit the transfer of Bonds fkom one Depositary to another, and the 
succession of Depositories, or the withdrawal of Bonds issued to a Depository for use in 
a book entry system and the issuance of replacement Bonds in fully registered form to 
others than a Depository; 

(i) To permit the Trustee to comply with any obligations imposed upon it by law; 

0) To specifi M e r  the duties and responsibilities of, and to define further the 
relationship among, the Trustee, the Registrar, the Bond Insurer, the Auction Agent, the 
Remarketing Agent and any authenticating agents or Paying . . _  Agents; 

(k) To achieve compliance of  the Indenture with any applicable federal securities or 
tax law; 

(1) To make amendments to the provisions of the lndenture relating to arbitrage 
matters under Section 148(f) of the Code, if, in the opinion of Band Counsel, those 
amendments would not adversely affect the exclusion froin gross income for federal 
income tax purposes of the interest on the Bonds outstanding; 

(m) 
the delivery of any Liquidity Facility; 

(n) Prior to, or concurrently with, the conversion of the Bonds &om a Daily, 
Weekly, Commercial Paper, or Term Rate Period to an Auction Rate Period, to make 
any amendments appropriate or necessary with respect to the Auction Rate 
Procedures and any deftnitions or provisions in the Indenture or exhibits thereto in 
order to provide for or facilitate the marketability of Auction Rate Bonds; and 

(0) 
the prejudice of the Trustee or the holders of the Bonds. 

Exclusive of such supplemental indentures, the holders of not less than a majority in 
aggregate principal amount of the Bonds then outstanding, with the written consent of the Bond 
Insurer (such consent not to be unreasonably denied) and, if required by the Indenture, of the 

To make any amendments appropriate or necessary to provide for or facifitate 

To pcmLit any other amendment which? in the judgment of the Trustee, is not to 
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ve any supplemental indenture, except that no 

1 0 7 1  oi the maturity of the principal of or the date for payment of 
principal amourit of any Bond or the rate of 

hireon, a reduction in the purchase price of any Bond or an 
or payment of the purchase pricc of any Bond without the consent 

c f privilege or priority of any Bond or Bonds ovei any other Bond 
t i  tmn in the aggregate principal amount of the Bonds required for 

tal indenture, without the consent of the holders of all of the 

: xdenture which affects the rights or obligations of the Company 
oi‘tlic Company. Before the Issuer and the Tiustee may enter into any 
* iwst be delivered to the Trustee an Opinion of Bond Counsel stating 

e is authorized or permitted by the Act and is authorized under the 
t : ) c m j  iridaihrre will, upon the execution and deliveiy thereof, be valid 

its terms, and that such supplemental indenture will not adversely 
mome of interest on the Bonds for federal income tax pqoses .  

i: by thc Indenture will be discharged when the Issuer pays or causes to be 
V ~ X  IS paid, to or for the holders of the Boiids the principal, premium, if any, 

1 ’  + iiecn:ns due thereoil and provision is also made for the payment of all othei 
I O  l l x  ;xuvisions of the hidenture and the Loan Agreement 

4 will be deemed to have been paid and discharged wittiin the meaning 

1 

( 1  i )I*r coinmitted thereto, sufficient moneys, or 
Thc ‘rrr:\iee as paying agent and any Paying Agents have received, in trust for 

nprepayable Government OlAigations which are certified by an 
accounting firm of national reputation (with a copy of the 

cielivercd to the Rating Agencies) to be of such maturities or 

r the principal amount thereof or the inteiest earnings therefrom, for 

ay of such Term Rate Period) at their 
ay be; provided, that if any of such Bonds are 

!IC rcdcemed prior to maturity, notice of such redemption must have been duly given 
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or jrrevocable provision satisfactory to the Trustee must have been duly made for the 
giving of such notice. 

“Government Obligations ” are defined to mean (a) T I S .  Treasury Certificates, Notes 
and Bonds (including State and Local Government Series - (SLGs); (b) direct obligations of the 
1J.S. Treasury which have been stripped by the IJS. Treasury itself; (e) securities of the 
Resolution Funding Corp. (REFCORP) provided that only the interest component of REFCORP 
strips which have been stripped by request to the Federal Reserve Bank of New York in book 
entry form are acceptable; (d) pre-refunded niunicipal bonds rated “Aaa” by Moody’s and 
“hhh” by S&P provided however that if the issue is only rated by S&P (Le., there is no 
Moody’s rating) then the pre-refunded bonds must have been pre-refunded with cash, direct U.S. 
ar  U.S. guaranteed obligations, or AAA rated pre-refunded municipals; and (e) obligations 
issued by the following agencies which are backed by the fit11 faith and credit of the US.: (i) 
US. Export-Import Bank (Eximbank) direct obligations or l l l y  guaranteed certificates of 
beneficial ownership; (ii) Farmers Home Administration (FmHA); (iii) Federal Financing Bank; 
(iv) General Services Administration participation certificates; (v) U.S. Maritime Administration 
Guaranteed Title XI financing; and (vi) US. Department of Housing and tlrbari Development 
(HvD) project notes, local authority bonds, New Communities Debentures - US. government 
guaranteed debentures, and U.S. Public Housing Notes and Bonds - U S .  government guaranteed 
public housing notes and bonds. 

Notwithstanding anything herein to the contrafy, in the event that the principal and/or 
interest due on the Bonds shall be paid by the Bond Insurer pursuant to the Bond Insurance 
Policy, the Bonds will remain outstanding for all purposes, not be defensed or otherwise satisfied 
and not be considered paid by the Issuer, and the assignment and pledge of the trust estate and all 
covenants, agreements and other obligations of the Issuer to the registered bondholders will 
continue to exist and will run to the benefit of the Bond Insurer, and the Bond Insurer will be 
subrogated to the rights of such registered bondholders. 

Liquidity Facility 

The Company may deliver a Liquidity Facility to the Trustee on any Interest Payment 
Date upon which the Bonds are subject to optional redemption or, if the Bonds are in a Term Rate 
Period, the last Interest Payment Date for that Term Rate Period. Any such Liquidity Facility is 
required to provide for direct payments to or upon the order of the Trustee of the principal and 
purchase price of and interest OR the Bonds when due. The Bond Insurer must consent in writing 
to the delivery of any Liquidity Facility or waive in writing any requirement to deliver a 
Liquidity Facjlity (such consent or waiver not to be unreasonably denied). Any Liquidity 
Facility will be subject to the prior written consent of the Bond Insurer (such consent not to be 
unreasonably denied). 
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nights of Bond Insurer 

The Indenture grants certain rights to the Rond Insurer. In addition to those rights, the 
Bond Insurer will, to the extent it males paynent of principal of or interest on the Bonds, become 
subrogated to the rights of the recipients of such payments in accordance with the terns of the Bond 
Instarance Policy. If an Event of Default occurs, the Bond Insurer will have the right to institute any 
suit, action or proceeding at law or in equity under the same terms as a Bondholder may institute 
any action under die hidenture. 

To the extent that the Indenture confers upon or gives or grants to the Bond Insurer any 
right, remedy or claim under or by reason of the Indenture, the Bond Insurer is explicitly recognized 
under the Indenture as being a third-party baieficiaiy thereof and may enforce any such right, 
remedy or claim conferred, given or granted thereunder. 

As long as the Bond insurance Policy is in hll force and effect with respect to the Bonds 
and the Bond Insurer is not in default thereunder: (a) any provision of the Indenture expressly 
recognizing or granting rights in or to the Bond Insurer may not be amended in any manner which 
affects the rights of .the Bond Insurer thereunder wifliout the prior written consent of the Bond 
Insurer; (b) my action under the lndeniure wbich requires the consent or approval of Bondholders 
will, in addition to such approval, be subject to the prior witten consent of the Bond Insurer; (c) 
upon occmence and continuance of an Event of Default, and subject to certain indemnification 
provisions, the Bond Insurer will be entitled to control and direct the enforcement of all rights and 
remedies granted to the Bondholders or tlie Trustee for the benefit of the Bondholders under the 
hidenture including, without limitation, (i) the riglit to accelerate the principal of the Bonds md (ii) 
the right to annul any declaration of acceleration, and the Bond Insurer will also be entitled to 
approve all waivers of Events of Default; and (d) the Bond Insurer will be entitled to receive copies 
of notices, certificates and other dociments received by the Trustee pursuant to the Indenture and 
notification of any failure to provide any such document as required by the Indenture or the Loan 
Agreement. 

Notwithstaiding anything in the Indenture to the contrary, in the event that the principal 
or interest due on the Bonds is paid by the Bond Insurer pursuant to the Bond Insurance Policy, the 
Bonds will reniain outstanding for all purposes, not be defeased or otherwise satisfied and not be 
considered paid by the Issuei, and the assignment and pledge of the trust estate and all covenants, 
agreements and other obligations of the Issuer to the Bondholders will continue to exist and run to 
the benefit of the Bond Insurer, and the Bond Insurer will be subrogated to the rights of the 
Bondholders, 

No Personal Liability of Xssiier’s Officinis 

No covenant, stipulation, obligation or agreement of the Issuer contained in the 
Indenture will be or he dcemed to be a covenanr, stipulation, obligation or agreement of any present 
or hture  member, officer, agent or employee of the Issuer in other than his or her official capacity. 
No official of the Issuer executing the Bonds, the Indenture or the Loan Agreement (or amendments 
or supplements to either) will be liable personally on the Bonds or be subject to any personal 
liability or accountability by reason of the issuance thereof or the execution of the Indentwe or the 
Loan Agreement (or atnendments or supplements to either). 
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The Trustee 

Except for any period during which an Event of Default, of which the Trustee has been 
notified. or is deemed to have knowledge, has occurred and is continuing, the Trustee (i) will 
undertake to perform only the duties specificdly set forti in the Indentuxe and (ii) in the absence of 
bad faith on its part, may rely conclusively upon the tnifh of the statements and the correctness of 
the opinions finished to it pursuant to the Indenture. In case an Event of Default has occurred and 
is continuing (of which the Trustee has been notified or is deemed to have notice), the Trustee will 
exercise the rights and powers vested in it by the Indenture and will use the same degree of care and 
skill as a prudent person would use under the circumstances in the conduct of his or her own affairs. 
The Trustee will not be required to expend or risk its o m  funds in perfonnmg its duties mder the 
Indenture and will be entitled to compensation and the reimbursement of its expenses. 

The Trustee may resign at any time from the trusts created by the Indenture by giving 
written notice of the resignation to the Issuer, the Company, the Registrar, any Paying Agents, the 
Reinaketbig Agent, the Auction Agent, the Bond Insurer and any authenticathgpagents and by 
mailing written notice thereof to the holders of the Bonds. The resignation will take effect only 
upon the appointment of a successor Trustee acceptable to the Bond Insurer. 

The Trustee may be removed at any time by tbe holders of not less than a majority in 
aggregate principal amount of the Bonds then outstanding. The Trustee also may be removed at any 
t h e  for any breach of trust or for acting or proceeding in violation of, or for failing to act or 
proceed in accordance with, any provision of the Indenture with respect to the duties and obligations 
of the Trustee by my court of competent jurisdiction upon the application of the Issuer, upon i t s  
own voiition or at the request of &e Company or the holders of not less than 35% in aggregate 
principal amount of the Bonds then outstanding under the Indenture. The removal will take effect 
only upon the appointment of a successor Trustee accepfable to the Bond Insurer. 

Every successor Trustee appointed pursuant to the Indenture (i) must be a trust 
company or a bank having the powers of a trust company, (ii) must be duly authorized to 
exercise trust powers, (iii) must have a reported capital and surplus of not less than $75,000,000, 
(iv) so long as rhe Bonds are rated by Moody’s, must be otherwise acceptable to Moody’s, (v) so 
long as the Bonds are rated by S&P, must be acceptable to S&P, and (vi) must be acceptable to 
the Bond Insurer. 

Remarketing Agent 

The Reinarlceting Agent’s principal office is at Morgan Stanley & Co. Incorporated, 
1221 Avenue of the Ameiicas, New York, New York 10020, Attention: Remarketing 
Coordinator. The Remarketing Agent will determine the Variable Rates and the Commercial 
Paper Rate Periods for the Bonds and will remarlet Bonds subject to optional or mandatory 
tender. The Remarketing Agent must have a capitalization of at least $50,000,000 and be 
authorized by law to perform all the duties imposed upon it by the Indenture. Any successor 
Reniarlceting Agent must be rated at least Baa3/P-3 or othcrwise be acceptable to Moody’s and 
must have been approved in writing by the Bond Insurer (such approval not to be unreasonably 
denied). 
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If at any time the Remarketing Agent is unable or unwilling to act as a Remarketing 
Agent, the Remarketing Agent may resign upon the earlier to occur of (i) the twentieth day 
following receipt by the Company, the Issuer, the Trustee, the Auction Agent and the Paying 
Agent o f  written notice of resignation and (ii) the day of appointment by the Company of a 
successor Remarketing Agent pursuant to the Indenture and acceptance of such appoi~itmerit by 
such successor Remarlceting Agent. The Remarketing Agent may be removed at any time by the 
Company upon five days’ written notice signed by the Company and delivered to the 
Remarketing Agent, the Issuer, the Trustee, the Bond Insurer, the Auction Agent and the Paying 
Agent. 

TAX MATTERS 

Federal Tax Matters 

As described herein under the captions “INTRODUCTORY STATEMENT” and 
“APPLICATION OF PROCEEDS,” the Bonds are issued to refund and redeem the entire 
outstanding principal aniount of the Refunded Bonds, which each were originally issued to 
refitnd cerlain prior bonds originally issued to finance the cost of certain air and water pollution 
and solid waste disposal facilities under Section 103 of the Internal Revenue Code of 1954, as 
amended (the “1954 Code”). Section 103 of the 1954 Code provides generaIIy that interest on an 
issue of industrial development bonds substantially all the proceeds of which are used to provide 
air and water pollution control 01 solid waste disposal facilities, or to refund such bonds, will be 
excludable from gross income for federal income tax purposes. Section 13 13 of the Tax Reform 
Act of 198G (the “1986 Tax Act”) provides that the provisions of Section 103 of the 19.54 Code 
will continue to apply to any bond the proceeds of which are used exclusively to refund a bond 
issued before August 16, 1986 (a “qualified bond”) (or a bond which is part of a series of 
refundings of a qualified bond), provided that the refunding bonds satis@ the requirements of the 
1954 Code as well as certain additional requirements imposed by the 1986 Tax Act and the 
Code. 

Subject to continuing compliance with certain covenants and the accuracy of certain 
representations, in the opinion of Thompson Hine LLP, Bond Counsel, under existing law 
interest on the Bonds wiII be excIudabIe from gross inconic for federal income tax purposes, 
except that during the period when any Bond is held by a person who is a “substantial user” of 
the Project Facilities or by a “related person,” within the meaning of Section 103(b)( 13) of the 
19.54 Code, interest on such Bond will be includable in the gross income of such person. 

Bond Counsel is also of the opinion that under existing law, interest on the Bonds will 
not be an item of tax preference for purposes of the federal alternative minimum tax imposed on 
individuals and corporations. However, interest on the Bonds is includable, pursuant to Section 
55 of the Code, in adjusted curreilt earnings in determining the alteinative minimum taxable 
income of corporations for purposes of determining such corporations‘ liability for the aitemative 
minimum tax. 

In concluding that the interest on the Bonds will be excludable from gross income for 
federal income tax purposes, Bond Counsel will rely on (i) representations of the Issuer and the 
Company, (ii) certificates and certified piowedings of public officials furnished to Bond 
Counsel, (iii) certifications by oflicials of the Company, (iv) representations of the Company 
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with respect to the use of the proceeds of the Refunded Boids and the bonds refunded by the 
Refunded Bonds, as well as certain material facts relating to the design, scope, fimction, use, cost 
and economic useful life of the Project Facilities, and (v) covenants of the Company with respect 
to the use of the proceeds of the Bonds. 

The Code prescribes a number of qualifications and conditions for the interest on state 
and local government obligations to be and remain excluded from gross income for federal 
income tax purposes, some of which require future OT continued compliance after issuance of the 
obligations in order for the interest to be and continue to be so excluded from the date of 
issuance. Noncompliance with these requirements with respect to the Bonds could cause interest 
on the Bonds to be included in gross income for federal income tax purposes and to be subject to 
federa1 income tax retroactively to their date of issuance. The Company has agreed in the Loan 
Agreements for the Bonds to take such actions that may be required of it for the interest on the 
Bonds to be and remain excluded from gross income for federal income tax purposes, and not to 
take any actions that would adversely affect that exclusion. If interest on the Bonds does become 
includable in gross income, the Bonds are subject to mandatory redemption without premium. 
See “THE BONDS -I Redemption - Ma~lclatory Redemption Upon a Detevmination of 
Tuxubility.” 

Under the Code, interest on the Bonds earned by certain foreign corporations doing 
business in tlie United States could be subject to the branch profits tax imposed by Section 884 
of the Code, and interest on the Bonds could be subject to the tax imposed by Section 1375 of the 
Code on excess net passive income of certain S corporations. 

Under the Code, the receipt of interest excluded from gross income can have ceiiain 
collateral federal income tax consequences, adversely affecting itcms of iricome, deductions, or 
credits for certain taxpayers, including financial institutions, property and casualty insurance 
companies, recipients of Social Security and Railroad Retirement benefits, taxpayers who are 
deemed to incur ox continue indebtedness to acquire or carry tax-exempt obligations, and 
individuals otherwise eligible fox the earned income credit. The applicability and extent of these 
or other federal consequences will depend upon the particular ta?t status or other items of income 
and expense of the owner of the Bonds. Bond Counsel expresses no opinion regarding such 
consequences. 

Purchasers of Bonds at other than their original issuance at tlie respective prices indicated 
on the cover should consuIt their own tax advisors regarding other tax considerations, such as the 
consequences of market discount. 

Bond Counsel will express no opinion regarding federal tax consequences arising with 
regard to the Bonds other than the opinions referred to in the second and third paragraphs of this 
section. 

From time to time, legislative proposals are pending in Congress that would, if exiitcted, 
alter or amend one or more of the federal tax matters referred to above or below 51 certain 
respects or would adversely affect the market value of the Bonds. It cannot be predicted whether 
or in what form any of such proposals, either pending or that may be introduced, may be enacted 
and there can be no assurance that such proposals will not apply to the Bonds (and hook entry 
interest in the Bonds). 
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State Tax Matters 

Bond Counsel is also of the opinion that, under existing law, interest on the Bonds is 
excluded from gross income of the owners thereof for Kentucky income tax purposes and the 
Bonds are exempt from all ad valorem taxes in Kentucky. No opinion is expressed regarding 
taxation of interest on the Bonds under any other provision of Kentucky law. 

The tax consequences arising with respect to the Bonds may be different under the 
applicable state and local tax laws of states other than Kentucky. Each purchaser of the Bonds 
should consult his or her tax advisor regarding the taxable status of the Bonds in a particular 
local jurisdiction other &an Kentucky. 

THE FOREGOING IS NOT INTENDED AS A DETAILED OR COMPREHENSIVE 
DESCRIPTION OF ALL POSSIBLE TAX CONSEQUENCES OF BtTYING OR HOLDING 
THE BONDS. PERSONS CONSIDERINCi TI% PURCHASE OF THE BONDS SHOULD 
CONSULT THEIR TAX ADVISORS AS TO THE CONSEQUENCES OF BWING OR 
I-IOL,DI[NC THE BONDS lN THEIR PARTICULAR CIRCUMSTANCES. 

CONTTMJING DISCLOSW AGREEMENTS 

?%e Company will enter into separate, but substantially identical, Contini&g 
Disclosure Agreemen& relating to each series of the Bonds. AN references in the summary below to 
the Bonds and the Continuing Disclosure Agreement and other de$ned tsnns should be rend as 
rejbring separately to each series of the Bonds and the related Continuing Disclosure Ageement 
aid 0 t h -  &@zed terns. Certain provisions of the Continuing Disclosure Agreements are 
described below, Re$reizce is rmde to each Continuing Disclosure Ageetnenl for the detailed 
provisions thereof. 

The Company will agree, in a Continuing Disclosure Agreement (the “Continuing 
Disclosure Agreentent”) for the benefit of the holders and beneficial owners from time to time of the 
Bonds, in accordance with, and as the only obligated person with respect to the Bonds under, Ride 
15~2-12 (the “RuZe”) of the Securities and Exchange Commission (the ‘LCoJ?imissiorz”), to provide 
or cause to be provided such financial information and operating data oE the Company (collectively, 
“Annual Iiforvzation”), audited financial statements and notices, in such manner, as may be 
required for purposes of paragi-aph (h)(S)(i) of the Rule, including specifically the following: 

(a) To each nationally recognized municipal securities information repository 
designated froin time to time by the Commission (“NRMSIR’), to any state 
information depository ( , ,SIP) and to the Trustee: Arxnual fnformation for each 
fiscal year of the Company, ending on or aflei December 31,2006, not later than the 
120”’ day of following the encl of the fiscal year, consisting of (i) if the Company 
fila reports with the Commission on Form 10-K or a successor form, such ieports 01 
(if thc Company‘s direct or indirect parent Hes such reporfs with the Cornmissioii 
and such reports provide separate hnnual hiformation with respect to the Company) 
such reports filed by the Company’s direct or indirect parent, or (ii) if tlie Company 
no longer is required 10 file such ieports on Form 10-K or a successor form, 
information concerning the Company’s selected financial and operating data, 
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together with the Company’s audited fmancial statements prepared in accordance 
with genera1l.y accepted accounting principles. 

As described in Appendix A under “Available Information,” the Company no longer 
is required to file reports on Fom 10-K with the Commission. Therefore, clause (ii) 
above is currently applicable with respect to the Company. The Company will agree 
to provide, as “Annual Information” under the Continuing Disclosure Agreement, 
selected fmancial and operating data of the type included under the caption ‘The 
Company” in Appendx A to the Official Statembnt and in the Company’s unaudited 
Condensed Financial Statements for the Quarter ended March 3 1,2006 (included as 
part of Appendix A), together with the Company’s audited financial statements. 

The Company also will agree to file with the NRMSIR’s, any SID and the Trustee 
unaudited quarterly financial statements (to the extent that such quarterly financial 
statements are otherwise available) not later than the 60’ day following the end of 
each fiscal quarter of the Company (other than the last quarter of any fiscal year). 

To each NRh4SIR or to the Munjcipaf Securities Rulemaking Board (“‘MSW), and 
to any SID, in a timely manner, notice of: 

(1) 

(b) 

The occurrence of any of the following events, within the meaning of the 
Rule, with respect to the Bonds, if material: 

(i) principal and interest payment delinquencies; 
_. - -. 

(ii) nonpayment related defaults; 

(iii) unscheduled draws on debt service reserves reflecting financial 
difficulties; 

(iv) unscheduled draws 011 credit enhancements reflecting fmancial 
difficulties; 

substitution of credit or liquidity providers, or their failure to 
perform; 

adverse tax opinions or events affecting the tax-exempt stabs of the 
Bonds; 

(v) 

(vi) 

(vii) modifications to rights of holders or beneficial owners; 

(viii) Bond calls for the Bonds; 

(ix) defeasances; 

(x) release, substitution, or sale of property securing repayment of the 
Bonds; and 

(xi) rating changes for the Bonds. 
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Although enumerated in the Rule, the events described in subparagraphs (iii) 
and (x) above currently are inapplicable with respect to the Bonds. 

The Company's failure to provide the Annual Information within the time 
specified above. 

The termination of the Continuing Disclosure Agreement. 

(2) 

(3) 

The Continuing DiscIosure Agreement may be amended, and any of its provisions may 
be waived, if such amendment or waiver is supported by a legal opinion of independent counsel 
who is expert in federal securities laws to the effect that such amendment or waiver would not, in 
and of itself, violate the Rule. If the amendment or waiver will materially impair the interests of 
Bondholders or beneficial owners, then the Trustee must also obtain the approval of the holders. 

The Continuing Disclosure Agreement is solely for the benefit of tlie holders and 
beneficial owners from time to time of the Bonds. The exclusive remedy for any breach of the 
Continuing Disclosure Agreement is limited to a right of holders and beneficial owiers to cause to 
be instituted and maintained, proceedings in equity to obtain the specific performance by the 
Company of its obligations under Uie Continuing Disclosum Agreement. Any individual holder or 
benefjcjal owner may Fnsritute and maintah, or cause to be instituted and maintained, such 
proceedings to require the Company to provide a pertinent filing if such a filing is due and has not 
been made. Any such proceedings to require the Company to perfoim any other obligation under 
the Continuing Disclosure Agreement (including any proceedings that contest the sufficiency of any 
perihent filing) may be itistiiQted and mainlairled only by the holders and beneficial owners of not 
less than 35% in principal amount of the Bonds then outstanding or their agent, 

Any failure by the Company to comply with any provision a€ the Continuing Disclosure 
Agreement wjU not consiitute a failure or a default, or an event of default, under the Loan 
Agreements or the Indentures. 

The Continuing Disclosure Agreement will remain in effect only for such period that 
my of the Bonds are ontstanding in accordance rvitli ffieir terms and the Company remains an 
obligated person with respect to the Bonds within the meaning ofthe Rule. 

The Company has not previously entered into any continuing disclosure agreements for 
die purposes of the Rule. 

The followhg NRMSIRs exist at this h e :  Bloomberg Municipal Repository, Skillman, 
New Jersey; DPC Dah Inc., Fort Lee, New Jersey; and FT Interactive Data and Standard & Poor's 
Securities Evaluations, Inc., each of New York, New York. No SID has been designated by the 
Commonwealth of Kentucky. 

LEGAL RIATTERS 

Legal niatters inc;ident to the authorization and issuance of the Bonds are subject to 
the approving opinion of Thoinpsori I-fine LLP, Bond Counsel. The form of such opinion is 
included as Appendix E hereto. In rendering the approving opinion as Bond Counsel, Thompson 
Him LLP has relied upon theopinion of Stoll Keenon Ogden PLLC, special Kentucky 
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counsel, with respect to certain matters governed by Kentucky law. Ceitain legal matters in 
cannection with the issuance of the Bonds will be passed upon for the Issuer by J.R. Schrand, 
Esq. County Attorney and Stoll Keenon Ogden PLLC, as special Kentucky counsel. Certain 
legal matters will be passed upon for the Company by Robert Ltlcas, Associate General Counsel 
of Duke Energy Corporation and Thompson Wine LLP, as counsel for the Company. Certain 
legal matters will be passed upon for the Bond Insurer by an Assistant General Counsel. Certain 
legal matters will be passed upon for the Underwriter by Squire, Sanders & Dempsey L.L.P. 
From time to time, Squire, Sanders & Dempsey L.L.P. has represented affiliates of the Company 
or its predecessors in various matters. 

The various legal opinions to be delivered concurrently with the delivery of the 
Bonds express the professional judgment of the attorneys rendering the opinions as to the legal 
issues explicitly addressed therein. By rendering a legal opinion, the opinion giver does not 
become an insurer or guarantor of that expression of professional judgment, of the transaction 
opined upon, or of the future performance of parties to such transaction. Nor does the rendering 
of an opinion guarantee the outcome of any legal dispute that may arise out of the transaction. 

The remedies available to the bondholders upon a default are in many respects 
dependent upon judicial actions which are often subject to discretion and delay. Under existing 
constitutional and statutory law and judicial decisions, including specifically Title 11 of the 
United States Code (the federal banlmptcy code), the remedies may not be readily available or 
may be limited. 

The various legal opinions to be delivered concurrently with the delivery of the 
Bonds will be qualified as to the enforceability of the various legal instruments by limitations 
imposed by the valid exercise of the constitutional powers of the Issuer, the State of Indiana and 
the United States of America and bankruptcy, reorganization, insolvency or other similar laws 
affecting the rights of creditors generally, and by general principles of equity (regardless of 
whether such enforceability is considered in a proceeding in equity or at law). 

These exceptions would encompass any exercise of federal, State or lacal police 
powers (including the police powers of the Issuer), in a manner consistent with the public health 
and welfare. 

UNDERWRITING 

Under the terms of a Bond Purchase Agreement, the Underwriter will agree, subject 
to the approval of certain legal matters by counsel and to certain other conditions, to purchase the 
Bonds from the Issuer ab it price of $76,720,000 (representing 100% of the aggregate principal 
amount of the Bonds). The Company also will agree to pay the Undeiwriter $268,520 as an 
underwriting fee and to reimbulse the TJndenvriter for certain expenses. The TJnderwriter will 
agree to purchase all of the Bonds, if any of the Bonds are purchased. After the Bonds are 
released for sale to the public, the offering price and other selling ternis may from time to time 
be varied by the IJndeiwriter, and such Bonds may be offered and sold to certain dealers 
(including dealers depositing such Bonds into investment accounts) and others at prices lower 
than the public offering price set forth on the cover page hereof. 



The Company will agree to indemnify the Underwriter and the Issuer against certain 
liabilities, including certain liabilities under federal securities laws. 

Morgan Stanley 22, Co. Incorporated also will act as a Broker-Dealer during the 
Auction Rate Period and will be compensated for its services as Broker-Dealer pursuant to the 
terms of the Broker-Dealer Agreement. Morgan Stanley & Co, Incorporated has been appointed 
to serve as Remarketing Agent and will be separately cornpensated by the Company pursuant to 
the terms of the Remarketing Agreement. 

In the ordinary course of its business, the Underwriter and certain of its affiliates have 
engaged, and may in h e  future engage, in investment banking or other transactions with the 
Company and its affiliates. 

This Official Statement has been duly authorized, executed and delivered by the 
Company. 

THE UNION LIGHT, HEAT AND POWER 
COMPANY (doing business as DUKE 
ENERGY KENTUCKY, INC.) 

By: Is/ Steuhen De Mav --- 
Assistant Treasurer 
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APPENDIX A 

THE UNION LlC€lT, HEAT AND POWER COMPANY 
doing business as 

DUKE ENERGY KENTUCKY, INC. 

Pie ir$onrration contained herein as Appendix A to the OfJiciul Stateinerzt relates to and 
has been supplied by The Union Light, Heat and Power Conzpaiiy, doing business as Duke 
Energy Keztidy, Inc. (the “Company ’3. TIIc de!iver)y of tlzis Oficial Statement shall not create 
any implication that there has been no change in the affiirs of the Company since the date 
hereof; or that the iiforinaiion contained, referred to or incorporaled by refirence in this 
Appendix A is correct as of any time subsequent to i ls  date, The Issuer makes no representation 
or wurranty as to the accitracy or completeness of /he i$orniatio,z contuined or incorporated by 
refirence in this Appeizdix A. Unless indicaled o flzerwise, or t?te coprtext ofiremise requires, 
references ilz this Appendix A to “we,” “ws and “our” or similar terms are to the Company- 

TEE COMPANY 

The following infoimution is jiizrnished sorely to provide limited introdzrctoiy inforwation 
abort( the Company aid does riot purport to be comprehensive. LYucl? irtfonation is qtdijieQ in 
their entirety by refireizce to detailed iifornration and Jinancial statements appearing in the 
docunients referred tu or incorporated herein by refirence or elsewhere in this Appendix A and, 
!herefire, sirch informalion should be read together with this Oflcial Statenwit. See ‘;llvaiIable 
Information I’ and “Incorporation of Certain Docitments by Refirence ’’ below and the Company’s 
unuudited Condensed Pinancial Statements fir the Quarter Ended March 31, 2006, included cis 
part of this Appendix A 

The Company, a Rentucky corporation, is an electric and gas utility. We are primslrily 
engaged in the generation of electric energy and in the transnlission, distribution, and sale of 
electric energy and the sale and transpottation of natural gas in Northern Kentucky. The area we 
serve covers approximately 500 square miles, has an estimated population of 345,000 people, and 
includes the cities of Covington, Florence and Neuport in Kentucky. 

The Company is a wholly-owned subsidiary of The Cincinnati Gas & Electric Company, 
doing business as Duke Energy Ohio, Inc. (“CG&E”). CG&E is a wholly-owned subsidiary of 
Cinergy Corp., which in turn is an inckect, wholly-owned subsidiary of Duke Energy Corporation. 

Our principal executive offices are located at 139 East Fourth Street, Cincinnati, OH 
45202. Our telephone number is (513) 421-9500. 

Recent Developments 

On January 25, 2006, the Canipany completed the acquisition of CG&E’s approximately 
69 percent ownership interest in the East Bend Station, located irl Boone County, Kentucky, the 
Woodsdale Station, located in Bullcr County, Ohio, and one gencrating unit at the four-unit Miami 
Fort Station, located in Hamilton County, Ohio (totaling approximately 1,100 MWs of gcnerating 
capacity), and associated tmisactians. In connection with the transfer of these assets, die 
Company assumed certain liabilities of CG&E, including, among other items, all payment, 
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performance, and other obligations of CGPrE with respect to the bonds being rehnded with the 
proceeds of the Bonds being offered by this Official Statement. See note l(a) to the Company’s 
unaudited Condensed Financial Statements for the Quarter ended March 3 1,2006, included as part 
of this Appendix A and incorporated herein. 

In May 2006, the Company filed an application for an increase in its base electric rates. 
The application, which seeks a1 increase of $67 million, or approximately 28 percent, was filed 
pursuant to the Kentucky Public Service Conmission’s 2003 Order approving the transfer of 1,100 
MW of generating assets from CG&E to the Company, described above. In that Order, the 
Kentucky Public Service Commission required the Company to Eile a general rafe application such 
that the effective date will be J<muary 1, 2007. See note 6(b) to the Company’s unaudited 
Condensed Financial Statenleiits for the Quarter ended March 31, 2006, included as part of this 
Appendiu A aid incorpomted herein, for a discussion of the electric rate case and the Company’s 
gas base rate case filed in 2005. 

SELECTED FINANCIAL INFOrUMATTON 

The following table shows selected fuiancial information of the Company. The 
information as of December 2005 does not reflect the trarisfer of generating station assets by 
CG&E to the Company effective as of January 1,  2006, as described under ‘%e Company - 
Recent Developments” above. The transfer of those assets is reflected in the information below as 
of March 3 1 , 2006. This information is derived from our historical results and is qualified in its 
entirety by reference to the fniancial statements appearing in the documents incorporated herein by 
reference or elsewhere in this Appendix A. See “Incorporation of Certain Documents by 
Reference” below and the Company’s unaudited Condensed Financial Statements for the Quarter 
eiided March 3 1,2006, inciuded as part of this Appendix A. 

Selected Inconre Information (in 000’s) 
Quarter Ended 

__-_-___ March 31, ___ ”__ 12 Months Ended December 3 1. 
a 6  2005 

2005 2004 2003 ( u n a u d i t e d r  ____I- - .-- 
Operating Revenues ................................ $128,802 $1 12,359 $388,127 $354343 $332,153 
Operating lncome ....................................... $ 18,920 $ 10,350 $ 26,434 S 33,380 $ 31,376 
hterest Charees ....................................... $ 3,739 $ 1,745 $ 6,903 % 5,179 $ 6,127 
Net hcome ............................................... $ 10,358 S 6,195 % 14,645 S 18,438 $ 19,029 
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Capitalization 
Outstanding as of 
March 3 1.2006 

(unaudited) 

Outstanding as of 
--- Dccember 31,2005 -- 

% of % of 
Amount Capitalization Amount Capitalization 

(thousm1ds) (thousands) 
Total Debt(1) .......... ..."".: ........................... $297,775 46.2% $136,513 41.0% 
Common Stock Equity ............................. $346.672 $196.459 m 0  

'Total Capitalization ............................... lif&l&U k!!LO% li3Z252 m.i% 
(1) Capita1 leases in the amount of $12,025 and $12,327 arc: included in the total debt numbers. 

DTSCL08URE ABOUT FORWARD-LQOIUNG STATEMENTS 

This Official Statement contains, refers to or incorporates by reference statements that do 
not directly or exclusively relate to historical kcts. These types of statements are forward- 
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. 
They represent our intentions, plims, expectations, assumptions and beliefs about future events. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be 
materially different fxoin the results predicted. Factors that could cause actual results to differ 
are often presented with forward-looking statements, In addition, other factors could cause 
actual results to differ materially from those indicated in any forward-looking statement. These 
include: 

0 

0 

0 

0 

9 

0 

0 

Factors affecting operations, such as: 

e Unusual weather conditions; 

o 1 Jnscheduled generation outages; 

Unusual maintenance or repairs; 

0 Unanticipated changes in costs; 

Environmental incidents; and 
e 

Legislative and regulatory initiatives and legal developments including costs of 
compliance with existing and future environmental requirements. 

Additional competition in electric ox gas markets and continued indilst-ry 
consolidation. 

Financial or regulatory accounting principles. 

Cliangjag market conditioiis and other factors rclated to physical energy and financial 
trading activities. 

The perfoiinance of projects undertaken and the success of efforts to invcst in and 
develop new opportunities. 

Availability of, or cost of, mpital. 

Electric transmission or gas pipeline system constraints. 
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o Employee workforce factors. 

e Delays and other obstacles associated with mergers, acquisitions and investments in 
joint ventures. 

Costs and effects of legal and administrative proceedings, settiements, investigations 
and claims. 

These and other factors are discussed in our reports previously filed with the Securities and 
Exchange Commission. We are not required to revise or update forwariLlookhg statements 
(whether as a result of changes in actual results, changes in assumptions or other factors affecting 
the statements). Our forward-loolii.ng statements reflect our best beliefs as of the time they are 
made and may not be updated for subsequent developments. 

0 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING IzmRl 

The financial statements and financial statement schedule as of December 3 1 , 2005 and 
2004, and for each of the three years in the period ended December 3 1,2005, incorporated in this 
Official Statement by reference from the Company’s Annual Report on Form 10°K for the year 
ended December 32, 2005, have been audited by Deloitte and Touche LLP, an independent 
registered pubIic accounting fm, as stated in their report dated February 17, 2006 relating to the 
financial statements and financial statement scliedde of the Company (which report expresses an 
unqualified opinion on tlie Company’s financial statements and incIudes an explanatory paragraph 
referring to the Company’s adoption of Financial Accounting Standards Board Interpretation No. 
47, “Accounting for Conditional Asset Retirement Obligations” in 2005 and adoption of Sfatement 
of Financial Accounting Standards No. 143, “Accounting for Asset Retirement Obligations,” in 
2003) which i s  incorporated herein by reference. 

AVAILABLE INFORMATION 

The Company previously filed reports and other information with the Securities and 
Exchange Commission (the “Cotnmission”) pursuant to the Securities Exchange Act of 1934, as 
amended (the “Exchange Act”). Certain information concerning directors and officers, their 
remuneration, and any material interest of such persons in transactions with the Company, as of 
particular dates, was disclosed in the Company’s Annual Report on Form 10-IC filed on March 2, 
2006, with the Commission for the period ending December 31, 2005. Such reports and other 
infomation can be inspected and copied at the public reference facilities maintained by the 
Commission. The Commission maintains a Web site that contains reports, proxy and 
infoimation statements and other information regarding issuers, such as the Company, that file 
electronically with the Commission and the address of such Web site is hitp://www.sec.gov. 
Copies of such mateiial can also be obtained at prescribed rates &om the Public Refeience 
Section of the Commission at its principal office at 100 F Street, NE, Washington, D.C. 20549. 
Such material can also be inspected at the offices of the New York Stock Exchange. 

As of May 8, 2006, the Company ceased to be subject to the reporting requirements of 
Section i3(a) or 1 S(d) of the Excharlge Act. The Company has iliscontinued filing reports and 
other information with the Commission under such sections. 
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The principal executive and business office of the Company is located at 139 East Fourth 
Street, Cincinnati, Ohio 45202 (telephone 5 13-421-9500). 

INCQRPQFUTION OF CERTAIN DOCUMENTS BY REFERENCE 

The following documents filed by the Company with the Commission pursuant to the 
Exchange Act are hereby incorporated in this Official Statement by reference: 

(a) 

(b) 

(c) 

Current Report on Form 8°K dated March 16,2006; 

Current Report on Form 8-K dated January 3 1,2006; and 

Financial Statements and Financial Statement Schedule as of December 31, 2005 and 
2004, and for each of the three years in the period ended December 31,2005, included in 
the Atmual Report on Fom 10.K for the year ended December 3 1 , 2005. 

The Company hereby undertakes to provide without charge to each person to whom a 
copy of this Official Statement has been delivered, upon the written or oral request of any such 
person, a copy of any or all of the documents referred to above which have been incorporated in 
this Official Statement by reference, other tlian exhibits to such documents. Requests for such 
copies should be directed to the Investor Relations Department, 526 S. Cburch Streef, Charlotte, 
Noith Carolina 28202-1 803, (telephone: 800-488-3853). 

CONTINUING D I S C I , O S m  

The Company will enter into substantially identical Continuing Disclosure Agrcements 
with respect to the Boiids under which the Company will agree to provide certain annual and 
quarterly financial information (to the extent such quarterly financial statenients are otherwise 
available). The Conipany will agree under the Contiiiuing Disclosure Agreements to provide, as 
“Annual Information” thereunder, selected financial and operating data of the type included 
under the caption “The Company” in this Appendix A and in the Company’s unauditcd 
Condensed Financial Statements for the Quarter ended March 3 1, 2006 (included as parf of this 
Appendix A), together with the Conxpmy’s audited financial statements. See “Continuing 
Disclosure Agreements” in this Official Statement. As rioted above cuider “Available 
Information,” the Company is no longer subject to the reporting requirements under Section 
13Ca) or 15(d) of the Exchange Act and the1 efore no longer files reports with the Commission. 

A-5 





Duke Energy Kentucky 
Exhibit E 

Page 1 of 5 
FINANCIAL EXHIBIT 

(1) Amount and kinds of stock authorized 

1,000,000 shares of Capital Stock $1 5 par value aniountii~g to $15,000,000 par value. 

(2) Amount and kinds of stock issued and outstanding 

585,333 shares of Capital Stock $1 5 par value amounting to $8,779,995 total par value. Total 
Capital Stock and Additional Paid-in Capital as of Julie 30, 201 0: 

Capital Stock and Additional Paid-in Capital 
As of 6/30/20 1 0 
($ per 1,000) 

Capital Stock $8,780 
Premiums there011 18,839 
Total Capital Contributions from Parent (since 2006) 8,594 
Coiitributioii from Parent Company for Purchase of Generation Assets 140,OG 1 

Total Capital Stock and Additional Paid-in-Capital $176.274 

(3) Terms of preference o r  preferred stock whether cumulative o r  participating, or  
on dividends o r  assets o r  otherwise. 

There is no preferred stock authorized, issued or outstanding. 

(4) Brief description of each mortgage on property of applicant, giving date of 
execution, name of mortgagor, name or  mortgwee, or  trustee, amount of 
indebtedness authorized to be secured thereby, and the amount of indebtedness 
actually secured, together with any sinking fund provision. 

Duke Energy Kentucky does not have any liabilities secured by a mortgage. 

(5) Amount of bonds authorized, and amount issued, giving the name of the public 
utility which issued the same, describing each class separately, and giving the 
date of issue, face value, rate of interest, date of maturity and how secured, 
together with the amount of interest paid thereon during the last fiscal year. 

3.32468 
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The Company lias four outstaiiding issues of uiisecured senior debentures issued under an 
Indenture dated Deceiiiber 1 , 2004, between itself and Deutsclie Bank Trust Coiiipaiiy 
Americas, as Trustee, as supplemented by two Suppleniental Indentures. The Indenture 
allows the Coinpany to issue debt securities in an unlimited amount from time to time. The 
Debentures issued under the Indenture are tlie following: 

Principal 
Amount Pr i nc i pa I 

Su~~ len ien ta l  Date of Authorized Amount Rate of Date of Interest Paid 
1 .  

Indenture Issue arid Issued Outstanding Interest Maturity Year 2009 
Not Atmlicable 12/9/2004 40,000.000 40.000,OOO 5.000% 1 2 1  5/20 14 2,000,000 , ,  , .  1 1  

1 '' Suppleinental 3/10/2006 50,000,000 50,000,000 5.750% 311 0/20 16 2,875,000 
1 Suppleniental 311 0/2006 6.5,000,000 65,000,000 6.200% 311 0/203G 4,030,000 

255,000,000 8,905.000 
2"" Suppleniental 9/22/2009 100,000,000 100,000,000 4.65% 10/1/20 19 0 

(6) Each note outstanding, giving date of issue, amount, date of maturity, rate of 
interest, in whose favor, together with amount of interest paid thereon during 
the last fiscal year. 

Not applicable. 
(7) Other indebtedness, giving same by classes and describing security, if any, with 

a brief statement of the devolution o r  assumption of any portion of such 
indebtedness upon o r  by person or  corporation if the original liability has been 
transferred, together with amount of interest paid thereon during the last fiscal 
year. 

The Company lias two series of Pollutioii Control Revenue Refhdiiig Bonds issued under a 
Trust Indenture dated as of August 1 , 2006 and a Trust Indenture dated as of Deceniber 1 ,  
2008, between tlie County of Boone, Kentucky arid Deutsche Rank Natioiial Trust Coiiipany 
as Trustee. The Company's obligation to niake payments equal to debt service on tlie Bonds 
is evidenced by a Loan Agreenieiit dated as of August 1, 2006 and Deceinber 1 , 2008 
betweeii tlie Couiity of Boone, Kentucky and Duke Energy Kentucky. The Bonds issued 
under tlie Indentures are as follows: 

Principal 
Amount Principal 

Date of Authorized Amount Rate of Date of Interest Paid 
1 ndenture Issue and Issued Outstanding Interest Maturity Year 2009 

Series 2008A 1211 112008 .50,000,000 50,000,000 3 %  ( I )  8/ 112027 178,76 1 
Series 2006B 8/2/2006 26,720,000 26,720.000 3.63%''' 8/1/2027 968.654 

76,720,000 1.147,415 
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( I )  The interest rate represents the average floating-rate of interest 011 the boiids for 2009. 
The interest rate 017 the bonds resets every 7 days through a remarketing process. 

(2) The interest rate 011 the boiids resets every 35 days through an auction process. 
The variable-rate debt was swapped to a fixed rate of 3.86% for the life of the debt. 

The Company has issued and has outstanding as of June 30, 2010 tlie following capital 
leases: 

Principal 
Amount Principal 

Date of Authorized Amount Rate of Date of 
Series 

200 1 
2002 
2003 
2004 
2005 
2006 
Erlanger 
2007 
2009 
2010 

Issue 
121201200 1 
12/20/2002 
12/2012003 
12/25/2004 
121301200.5 
12/28/2006 
121.3012006 
1 Z . 3  1 12007 
0412 1 12009 
061 1 8120 1 0 

and Issued outstanding 
1,41 1,952 335,507 
1,074,18 1 
2,068,445 
2,0 17,084 
2,079,03 1 
2,406,336 
2,l00,000 
.3,066,95.5 
3,429,432 

95S,06 1 
20,608,477 

355,987 
907,785 

1,088,63 1 
1,309,722 
1,734,670 
1,705,004 
2,474,32 1 
3,110,551 

955,061 
13,977,239 

Interest 
5.997 
4.481 
4.740 
5.0 I O  
4.893 
5.000 
8.634 
5.1 15 
4.82 1 
3.330 

Maturity 
09120120 10 
09120/201 1 
09120120 12 
09/25/20 13 
12130120 1 4 
121.30120 1.5 
0913012020 
1213 11201 6 
0412 1 120 1 8 
0G/1 8/20 I9 

The Company also has outstaliding as of Julie 30, 2010, long term debt in  the amount of 
$85 1,494 associated with the July 3 1,2007 sale of a gas storage cavern carrying an interest 
rate of 4.77% and a maturity date of July 3 1, 2027. 

(8) Rate and amount of dividends paid during the last five (5) previous fiscal years, 
and the amount of capital stock on which dividends were paid each year. 

DIVIDENDS PER SHARE 

Year Ending Per Share Total No. of Shares Par Value of Stock 

December 3 1. 2005 17.03 9,96.5,52 1 5 85,3 3 3 8,779,995 
December 3 1 ~ 2006 0.00 0 5 8 5,3 3 3 8,779,995 
December 3 I ,  2007 0.00 0 5 85,3 3 3 8,779,995 
December 3 I ,  2008 5 1.2.5 30,000,000 5 8 5,3 3 3 8,779,995 
December .3 I ,  2009 0.00 0 5 8 5,3 3 3 8.779,995 

(9) Detailed Income Statement and Balance Sheet 

See the attached pages for the detailed Income Statement for tlie twelve ~nonths ended June i0 ,  
201 0 and the detailed Balance Sheet as of Julie 30, 2010. 

332468 



Duke Energy Kentucky Inc. 
Condensed Statenients of Cash Flows 

(Unaudited) 
(In thousands) 

Six Months Ended 
June 30, 

2010 2009 
Cash Flows from Operating Activities 

Net Income $ 20.520 $ 16,550 
Adjustments to reconcile net income to net cash provided by operating activities 

Depreciation and amortization 26,672 2 1,976 
Deferred income taxes (2 13) 30,943 
Contribution to company sponsored pension plan (13,554) 
Accrued pension and other postretirement benefit costs 1,446 639 
(Increase) decrease in 

Net realized and unrealized mark-to-market and hedging transactions ( $ 8 )  529 
Receivables 9,558 17,083 
Inventory 8.483 (2,330) 
Other current assets (2,4 10) 9,120 

Increase (decrease) in 
(14,550) Accounts payable 

Taxes accmed (3.646) (23,132) 
Other current liabilities 423 (1,587) 

Regulatory asseVliability deferrals (79) (4.072) 
Other, assets 3.030 4,861 
Other, liabilities (777) (5,814) 

- Net cash provided by operating activities 50,879 36,662 

Cash Flows from Investing Activities 

(12.1 10) 

Capital expenditures (27.843) (30,826) 
Notes due from affiliate. net (41,874) (7.923) 
Sales of Emission Allowances 11 22 
Other 99 7 

Net cash used in  investing activities (69,607) (38,720) 

Cash Flows from Financing Activities 
Proceeds from the issuance of long-term debt 955 3,429 
Payments for the redemption of long-term debt (842) (925) 
Notes payable to affiliate, net (3.24 1) 

Net cash provided by (used in) financing activities 113 (778) 

Net decrease in cash and cash equivalents ( 18.61 5) (2,836) 
Cash and cash equivalents at beginning of period 26,883 1 1,768 
Cash and cash equivalents at end of period $ 8.268 !3 8,932 

Other (41) 

See Notes to Unaudited Condensed Financial Statements 
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DUKE ENERGY KENTUCKY, INC 
CONDENSED STATER.IISNTS OF COMbION STOCKIIOLDER’S EQUl I Y A N D  CORIIWFIIENSIVI~. INCORlF 

(Unaudited) 
(In thousands) 

Common Additional Retained 
Stock paid-ln caplral Earnings Total 

Balance at I)ecember31.2008 S 8,780 5 167,494 S 217,751 S 394,025 

Net income and total comprehensive income 16,550 16,550 

Balance at June 30.2009 S 8,780 S 167,494 S 234,301 S 410,575 

Balance a1 December 31.2009 S 8,780 S 167,494 S 245,819 S 422,093 

Net income and total comprehensive income 20.520 20,520 

Balance at June30,2010 S 8,780 S 167,494 S 266,339 S 442,613 

See Notes lo {Jnaudiled Condensed Financial Statements 
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Ken t u  c ky 

4.65% Debentures due 2019 

O F F E R I N G  M E M O R A N D U M  S T R I C T L Y  C O N F I D E N T I A L  

$100,000,000 

Duke Energy Kentucky, Inc is offering $100,000,000 aggregate principal amount of 4 65% Debentures due 
2019 (the "Debentures") We will pay interest on the Debentures at a rate of 4 65% per annum, payable 
semi~annually in arrears on April 1 and October 1 of each year, beginning April 1, 2010 T h e  Debentures 
will be unsecured and will rank equally with all of our other unsecured senior indebtedness from time to  time 
outstanding. T h e  Debentures will mature as to principal on October 1 ,  2019 

We may elect to  redeem the Debentures a t  any time and from time to time, a t  a redemption price, plus 
accrued and unpaid interest, if any, to the date fixed for redemption, as described in this offering 
memorandum under the caption "Description of the Debentures-Optional Redemption '' 

Issue Price:  99.626% plus accrued in t e re s t ,  if a n y ,  from S e p t e m b e r  22,  2 0 0 9  

T h e  offering and sale of the Debentures have not been registered under the Securities Ac t  of 193.3, as 
amended (the "Securities Act"), or the securities laws of any jurisdiction. W e  are offering the Debentures 
only to "qualified institutional buyers" as defined in Rule 144A under the Securities Ac t  Prospective 
purchasers that are qualified institutional buyers are hereby notified that the seller of the Debentures may be 
relying on the exemption from the provisions of Section 5 of the Securities Ac t  provided by Rule 144A 
thereunder. We have no obligation to register the Debentures with the Securities and Exchange Commission 
for resale and have no plans to  d o  so For a description of certain restrictions on transfers of the Debentures 
please read the information provided under the caption "Notice to Investors; Transfer Restrictions " 

Investing in the Debentures involves risks. See "Risk Factors" beginning on 
page 8. 
T h e  Debentures will not be listed on any national securities exchange T h e  Debentures are a new security and 
there is no public market for the Debentures 

T h e  initial purchaser expects to deliver the Debentures to investors through the book-entry delivery system of 
T h e  Depository Trust  Company on or about September 22, 2009 

SOLE B O O K - ~ ~ U U N I N G  MAUAGEII 

KEYRANC CAPITAL MARKETS 

T h e  date of this offering mcriiorandwn IS September 17, 2009 

-1 
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In making your investment decision, you should rely only on the information contained in this 
olfering memorandum. Neither we nor the initial purchaser have authorized anyone t o  provide you 
with any other information. If you receive any other information, you should not rely on it. We are not, 
and the initial purchaser is not, making an offer of the Debentures in any state where the offer is not 
permitted. The information contained in this offering memorandum speaks only  as of the date of the 
offering memoranclum or such other date as may be specified in this offering memoranclum. The terms 
"Duke Energy Kentucky," "our," "us" and "we" as used in this offering memorandum refer to Duke 
Energy Kentucky, Inc. and the term "initial purchaser" refers to ICeyBanc Capital Markets Inc. I n  
addition. references to the "Debentures" refer to the 4.65% Debentures due 2019. 
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OFFERING MEMORANDUM 

THIS OFFERING IS AVAIL.ABLE ONLY TO INVESTORS WHO ARE QIJALIFIED 
INSTITUTIONAL, BIJYERS UNDER R1JL.E 144A. 

We have prepared this offering memorandum solely for use in connection with the proposed sale 
of the Debentures described in this offering memorandum. We and the initial purchaser reserve the 
right to reject any offer to purchase, in whole or in part, for any reason, or to sell less than the amount 
of Debentures offered hereby This offering memorandum is personal t o  each offeree and  does not 
constitute an offer to any other person or t o  the public generally to subscribe for or otherwise acquire 
securities. Distribution of this offering memorandum to any other person other than the prospective 
investor and any person retained to advise such prospective investor with respect to its purchase is 
unauthorized, and any disclosure of any of the contents of this offering memorandum, without our 
prior written consent, is prohibited. Each prospective investor, by accepting delivery of this offering 
memorandum, agrees to the foregoing and agrees not to make any photocopies of this offering 
niemorandum o r  any documents referred to in this offering memorandum. 

dealer, salesperson or other person has been authorized to give any information or to make any 
representation not  contained i n  this offering meniorandum a n d ,  if given or  made, such information or 
representation must not be relied upon as having been authorized by us, any of our alfiliates or the 
initial purchaser. 

merits and risks of investing in the Debentures. You may contact us if you need any additional 
infoi-mat ion. 

We have prepared this offering memorandum and we are solely responsible for its contents. No 

You are responsible for making your own examination of us and your own assessment of the 

By purchasing a n y  Debentures, you will be deemed to have acknowledged that: 

you have reviewed this oflering memorandum; 

you have h i i d  a n  opportunity to request any additional information that you need from us; and 

the initial purchaser is not responsible for, and is not making any representation to you 
concerning, our luture performance or the accuracy or conipleteness of this offei ing 
ni emora ndu i n .  

We are n o t  providing you with any legal, business, tax or other advice in this offering 
~i ie i i i~i ;~i idt i i i i .  You should consult with your own advisors as needed to a t you i n  making your 
investment tlecision and ;idvise you whether you are legally permitted to purchase the Debentures 

oller 01 sell ;iny Debentures o r  possess o r  disti ibute this offering memorandum. You must also obtain 
a n y  consents o r  approviils t h ~  y o u  need in order to purchase any Debentures. Neither we nor the 
initial purc1i;isei a i  e responsible lor your compliance with these legal requirements. 

the Securities Act. These exemptions apply to oPters and sales of securities t h a t  do  not involve ;I public 
siile. The Delxntures liiive not heen reconiniended by any lederal, state or foreign securities 
autlioiities, including the SEC. nor lime tiny such authorities cleterinined tliat this offering 
m e m o r a n d ~ ~ m  is iiccuI;ite o r  complete. Any representntion to the contrary is ;I criminal of‘fense. 

Investoi s; Transtei- Restrictions” section of this offering meniorantlum antl  may not  be iesoltl o r  
translrri et1 except ;IS permitted under the Securities Act ant1 the iipplicable state securities I;i\vs 
pursuant to iegistiation o r  a n  exemption therelroni We have no obligation t o  register the Debentures 
lo1 resiile 01 cxt:li;inge registered securities loi the Debentures iintl have no plans to (lo so. By 
piiicli;ising the Debentuies. y o u  will be deemed to have niatle certain acknowletlginents. representations 
ant l  agreements ;IS tlrscribetl under the caption “Notice to Investors; Transfer Restrictions“ i n  this 

Y ~ L I  must comply with ; i l l  I;tws and regulations that apply to  you i n  any place i n  which you buy, 

We ;ire ollei ing the Dehentures i n  reliance on exemptions from the registration requirements of 

The Debentures are subject to restrictions on resale nnd transfer a s  tlescribecl in the “Notice to 
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offering memorandum. You may be required to bear the financial risks of investing in the Debentures 
for a n  indefinite period of time. 

T h e  laws of certain jurisdictions niay restrict tlie distribution of this offering memorandum and tlie 
offer  and sale ol the Debentures. Persons into whose possession this offering memorandum o r  any of 
the Debentures conie must inform themselves about, and observe, any such restrictions. Neither we nor 
our representatives, nor the initial purchaser or its representatives, are making any representation to  
you regarding the legality of any investment in  the Debentures by you under applicable legal 
investment o r  similar laws or regulations 

This ollering nieniorantluni contains summaries we believe to be accurate with respect to certain 
documents, but we refer you  to the ;tctual tlocuments for more complete information regarding the 
terms o f  those documents All such summaries are  q ~ ~ t l i f i e d  in their entirety by such reference to  the 
actual rlocuments. Copies ol documents referred to herein (excluding confidential information 
containetl therein) will be rnittle available to you upon request to  us or tlie initial purchaser. The  
information i n  this offering niemor:induni is current only a s  of the date on the cover (or such earlier 
date  if specifically provided) and our  business or financjal condition and other information in this 
offering memorandum niay change after that date 

Notice to New Hampshire Residents 

Neither the fact that a registration statement o r  an  application for a license has been filed under 
Chapter 421-B of the New Hampshire Uniform Securities Act (“RSA 421-B”) with the State of New 
Hampshire nor the fact that a security is effectively registered or a person is licensed in the State of 
New Hampshire constitutes a finding by the Secretary of State of New Hampshire that any document 
filed under RSA 421-B is true, complete and not misleading. Neither any such fact nor the fact lhat an 
exemption or exception is available for a secnrity or a transaction means that the Secretary of State of 
New Hampshire has passed in any way upon the merits or  qualifications of, or recommended or given 
approval to, any person, security or transaction. 11 is unlawful to make, or cause to be ntade, to any 
prospective purchaser, customer or client any representation inconsistent with the provisions of this 
paragraph. 
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AVAILABLE INFORM ATION 

We ale no longer required to file reports with the SE,C under the Securities Exchange Act of 1934, 
a s  amended (the "Exchange Act"), including Forms 10-K, lo-Q and 8-I< and proxy statements o r  
information statements. While w e  are no longer subject to such requirements and have ceased to file 
annual, quarterly and current repoits and other information with the SEC, we agree to furnish to 
beneficial owners of the Debentures and prospective purchasers of the Debentures, upon request, the 
information required to  be delivered pursuant to Rule 144A(d)(4) under the Securities Act, to permit 
compliance with Rule 144A in connection with the resale 01 the Debentures. In addition, without 
limiting the loregoing, we agree t o  furnish t o  benelicial owners of the Debentures and prospective 
purchasers 01 tlie Debentures, upon request, our annual ;iudited financial statements and related 
reports of o u r  independent auditors t o  the extent reasonably available. You may request a copy of such 
information by writing us at  tlie lollowing ~idtlress o r  telephoning one of the following numbers: 

Investor Relations Department 
Duke Energy Corporation 

PO. Box 1005 
Cliarlotte, North Carolina 25201 

(704) .3S?-3S53 oi (SOO) JSS-.3S.% (toll-lree) 

Financial and othei information is made availnble 10 the public, its sooii iis reasonably practicable, 
through Duke Energy's web site a t  I t r r~~c l l i v i v i~~ t l r r l t e -e~ ie rg .  corn The information on Duke Energy's 
website is n o t  ;I part of this olf'ering meniorandum 

, 
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This offering memorandum includes foiwnrtl-looking statements within the meaning of Section 2712 
of the Securities Act ol I933 and Section 21 E of the Exchange Act. Forw;irtl-looking statements are 
based on manage men t ’s be I ie Is antl iissii nip t ions These fonvard -1ooki ng stii tern en t s a re ide n t i f ied by 
terms and phrases such as “anticipate,” “believe,” “intend,” “estimate,” “expect,“ “continue,” “should,” 
“could,” “may,” “plan,” “project,” “predict,” “will,” “potential,“ “forecast,” ”target,” and siniilar 
expressions. Forward-looking statements involve risks antl uncertainties that niay cause actual results to 
be materially cliffei,ent from the results predicted. Factors t h a t  could ciiuse actual results t o  differ 
materially lrom those indicated in  any forward-looking statement include, but  are not limited to: 

State and federal legislative and regulatory initiatives, including costs o f  compliance with existing 

State and federal legislative and regulxtory initiatives and rulings t h a t  affect cost and investment 

Costs and effects of legal and administrative proceedings, settlements, investigations antl claims; 

Industrial, commercial and residential gi owtli i n  our service territoiy; 

Additional competition in electric markets and continued industry consolitlation; 

Tlie influence o f  weather and other natural phenomena on our operations, including the 
economic, operational antl other effects of storms, hurricanes, droughts and tornados; 

* The timing and extent of changes in commodity prices and interest rates; 

l.lnscheduled generation outages, unusual maintenance or relxiirs and electric transmission 

The performance of electric generation I 

The results ol linancing eflorts, including our ability to obtain financing on lavorahle terms, 
which can be allected by various fxctors. inclutliiig our credit ratings ; t i id  Senera1 economic 
conditions; 

and future environmental reqiiii.ements; 

recovery or have an impact on rate structures; 

system constraints; 

Declines i n  the market prices of equity securities and resultant cx l i  lunding requirements of o u r  

The level of credit worthiness ol countei pni ties to our trmisoctions; 

E,mployee worklorce factois, including the potential in;ibility to attract and retain key personnel; 

The effect of accounting piOii[)tincements issued pel iodically h y  iiccounting st;intl;iitl-settinp 

I n  light of these risks, uncertainties and assumptions, the events tlescriheil i n  the foiw;trd-looking 
statements might not  occur or might occur t o  it tlilferent extent o i  ; i t  ;I clillerent time tlian we have 
described We undertiike no ohlig;rtion to update o r  I evisc any loiwar(l-loo~iiig stiiteniciits. whether iis 

;I result of new inl‘ormation, future events o r  othenvise 

parent comp;iny‘s delined benefit pension plans; 

and 

bodies 
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Our Company 

Duke Energy Kentucky is a combination electric and gas public uti l i ty company that provides 
service in northern I<entucky. Our principal lines of business include generation, transmission and 
distribution of electricity lis well iis the sale of and/or transportation of natural gas. Duke Energy 
Kentucky’s common stock is wholly owned by Duke Energy Ohio, Inc. (“Duke Energy Ohio”), wliicli is 
wholly owned by Cinergy Corp. (“Cinergy”). Cinergy is ii wholly owned subsidiary of Duke Energy 
Corporation (“Duke Energy”). 

people, and includes the cities of Covington, Florence and Newport in Kentucky. 

tlie year ended December 31, 2005, we sold 4,041,377 megawatt-hours (MWh) of electricity and 
13,516,360 thousand cubic feet (Mcf) of gas to retail customers 

We operate two coal-liied stations, East Bend and Miami Fort Unit 0, w i t h  ii combined net 
capacity of 577 megawatt (MW) a n d  one combustion turbine peaking station, Woodsdale, with ii  net 
capacity of 501 MW. Duke Energy Kentucky owns 69% of the East Bend generating station, which is 
jointly owned with Dayton Power 6( L.ig1it. 

In  addition, as of December 31, 200S, we owned appioxiniately 100 conductor miles of electric 
transmission lines of 69 kilovolts. We also owned approximately 2,900 contluctor miles ol electric 
distribution lines, including 2,100 miles ol overliead lines and 800 miles of underground lines 21s of 
December 31, 2008 ;ind ;ipproxiiiiately 1,400 miles ol gas mains and service lines. As or December 31, 
2008, the electric transmission and disti ibution systems had approximately 40 substations. 

Tlie effective dates of our most recent rates nre Janiiniy 1. 2007 for eleclric and January 1, 2006 
for gas. On .July I, 2009, we liled an ;ipplication 101- :in increase ol appiosimiitely $17.5 million i n  base 
natural gas rates. We also proposetl to implement it new rate design l o r  residential customers, which 
involves nioving more of tlie fixed charges of providing gas service, such as capital investmenl i n  pipes 
and regulating equipment. hilling and melei reading. from the per u n i t  charges to tlie monthly charge. 
Tlie application is pending and, i i l  this time, we c;iniiot pretlic~ !lie oiilcome of this proceeding 

We i i i  e ii Kentucky corportirion. Our pi incipal executive ollices are located ;I\ 139 E,ast Fourth 
Street, Cincinnati. Of1 45702 Our telephone number is ( j l .3)  47-1-0500. 

Tlie area we serve covers approximately 500 scluare miles, has an estimated population of 345,000 

As of December 3 1,  2008, we served approximately I ,35,000 electric and 06,000 gas customers. For 

i 
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Issuer. , , I 1 I . I . I I . I I . . I , . 
Securities Offered I . . I . , . . . . . 

Matur i ty . . ”  I . .  ” . .  . I.. . I . 

Interest Rate . , . I I . . , I . . , 

Interest Payment Dates . . , I . . . 

Optional Redemption . 

Ratings i . I ” I . . I . ” . . . 

R;i n k  i ng 

Negative Pledge 

The Offering 

Duke Energy I<eiitucky, Inc. 

We are  offering $l00,000,000 aggregate principal amount of 
4.65% Debentures due 2019. 

The Debentures will mature on October I ,  2019 

I 

1 

I 4.65% per year 

Interest on the Debentures shall be payable semi-annually in 
arrears on April 1 and October 1 of each year, beginning on 
April 1, 2010. 

The Debentures are redeernable at  tlie option of Duke Energy 
Kentucky at  any time and from time to t h e ,  in whole or in 
part, a t  a redemption price equal to the greater ol ( I )  100% 
of the principal amount of the Debentures being redeemed 
and (2) the sum of the present values of tlie rernaining 
scheduled payntents of principal and interest on tlie 
Debentures being i edeenietl (exclusive of interest accrued to 
the redemption date), discounted to such redemption date on 
a semi-annual basis (assuming a 360-day year consisting of 
twelve 30-day months) a t  the Treasury Rate plus 25 basis 
points, plus accrued and unpaid interest on tlie Debentures 
being redeemed to such redemption date. See “Description of  
the Debenttires-Optional Redemption” for a description of 
how tlie redemption price is calculatetl 

We expect t h a t  tlie Debentures will be rated “Baal” by 
Moody’s Investors Service, Inc. antl “A - ” by Standard & 
Poor’s Ratings Services, a division of The McGraw-I-fill 
Companies, Inc. A security rating is not a recomniend;ition to 
buy, sell or hold securities ant l  mny be subject to revision or 
witlidrawal ;it any time by tlte assigning rating organization 
Each rating should be evaluated independently ol any other 
rating . 

The Debentures will be senior unsectired intlebteclness antl 
will rank equally with all ol our other senior unsecurecl and 
unsubordin~ttet1 debt As of lune  30, 2009, we had 
qpwsimntely $342 million of senior unsecured inclebtedness 
(including nppi oximately $74 million of indebtedness payable 
under Duke E,nergy Col pol ation’s master credit facility and 
approximately $16 million of capits1 leases) that wi l l  rank 
eq1121114’ i n  priority with respect t o  the Debentures Our 
Intlentiire contiiins no iestrictions on the nmount o f  atltlitional 
intlebteclness t l i t i t  we may issue under i t .  

The Indeniuie governing the Debentures contains a coven;int 
t h a t  limits our tihility t o  cieiite cei ta in  liens on o u r  ;issets. See 
“Description ol the Debeittitrer;-Neg~itive Pledge” l o r  
add i t ion a I in I orm at  ion I 

. 

. 
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Further Issues . . . . . . . . . . . . . 

Use of Proceeds I I . , I . . ” ” , . 

N o  Sinking Fund , . I . . I I I . 
Transfer Restrict ions . . I I I . . 

N o  Prior Market 

Risk Fxtois  . . . , ” ”  . . .  

Governing L ;iw 

Ti tistee 

We may from time t o  time, without notice to or the consent of 
the registered holders of the Debentures, create and issue 
additional debt securities having tlie same terms as, antl 
ranking equally and ratably with, tlie Debentures in all 
respects, with certain exceptions. 

Tlie aggregate net proceeds from tlie sale of the Debentures, 
after deducting tlie initial purchaser’s discount and related 
offering expenses, will be approximately $95.9 million. The net 
proceeds froin the sale of tlie Debentures will be used (i) to 
repay our portion of outstanding borrowings under Duke 
Energy Corporation’s mister credit facility; (ii) replenish cash 
used to repay a t  maturity the $20 million principal amount of 
our 7.575% Debentures due September 15, 2009; and (iii) for 
general corporate purposes. As ol September 16, 2009, we had 
approximately $74 million of indebtedness payable under 
Duke Energy Corporation’s master credit facility, with a 
weighted average interest rate of approximately 0.5 125%. 

Tlie Debentures do not have tlie benefit of ii sinking fund. 

We have not registered the ofler or sale of the Debentures 
under tlie Securities Act or any state or other securities laws, 
and the Debentures are subject to restrictions on transfer. We 
are not obligated to register resales of the Debentures or 
exchange registered securities for tlie Debentuies See “Notice 
to Investors; Transfer Restrictions.” 

Tlie Debentures will be new securities for which tlieie is no 
inarltet. Tlie Debentures will not be listed on any securities 
exchange or on any automated dealer quotation system. 
Although the initial purchaser has informed us that i t  i n tends  
to make a maiket in tlie Debentures, it is not obligated to do 
so and may discontinue iiinrltet-iiiakirig at any time without 
notice. Accordingly, we cannot assure you tliat a niarkei for 
tlie Debentures will develop or be niaint;iined See “Plan of 
Distribution.” 

Yoti should c:irefully consider the inloi ni;itioii set lo1 tli in tlie 
section entitled “Risk Factors” arid tlie other intormation 
inclutled in this offering iiiemoranduiii i n  deciding whether to 
purcliase tlie Debentures 

Tlie Intlenture a n t l  [lie Debentures will be governed by and 
construed i n  ;ic(:oitlance wi th  the laws ol rhe State o f  New 
York 

Deutsclie Bxiik Trust Conip>iny Aniericx 
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RISK FACTORS 

You slioiild ccireflilly corisicler /lie I Oks dero-ibccl below, US well a r  oilier i~iforrmtiut~ coritnirlerl in illis 
uffeeririg 17ieniurmIiini, before hyir ig  u r i y  Debcr~iirre~. The risks clewibed i r i  this sectioti are illore that  we 
corisider tu lie the rr~ost ~igiiifjc~ri~ 10 )mrr dccisiori whetlier t u  itli~est iri uiir Deberitwrs. I f  my uj the ever it^ 
described below occiir~, 0 1 1 1 ‘  /?iis-itie,r~s, finfrrlcin/ coriditiuri ur r e d i s  qf uperritiorir cuiild be r?iciteri[i/]y 
I~cirnied. 111 udditiuri, ccv 111c1y riot be rihle to 17i(i/(e pciymerits on the Debetitirres, c i n d  th i s  cuiilcl resirlt in 
yurii loririg (ill 01’ por t  11f)~o~ir  i r i i w t t r i e r i t  Frirtl~ern~ote, uclditiuriril tisks ilia/ w e  do not kriorv cihorit or tlicit 
ive ci1rretrtly view (1s irr~nitrtericrl rnuy cilso i17ipic1 o11r blisiriess or ~di~erse ly  ~ f e c t  o w  cibility tu i71cil;e 

pciynletll!, 0 1 1  rlre Deberlrllres 

Risk Factors Relating to Duke Energy Kentucky 

Our electric arid gas reveriiies, eaniirigs arid resiilts are deperiderit on federal arid state legi,slation arid 
regidation that affect electric generation, transmission, rlistribiition arid related activities und gas sales arid 
trarisportatioti, rvhicli may liniit oiir ability to recover cost,s. 

Our franchised electric and gas businesses are  regulated on a cost-of-service/rate-of-return basis 
subject to  the statutes of Kentucky and the Kentucky Public Service Cornmission (“ICPSC”) rules and 
proceclures. If our 1r;incliisetl electric and gas earnings exceed the returns established by the ICPSC, our 
retail rates may be subject to review by the ICPSC and possible reduction, which may decrease our 
future earnings. Additionally, if  regulatory bodies do not allow recovery of costs incurred in providing 
service on a timely basis, our future earnings could be negatively impacted. 

Ow biisiriess ir .sribject to extemive regiilatiori that will aflect our operations atid costs. 

We are subject to regulation by the Federal Energy Regulatoi-y Commission (“FERC”) and by 
federal, state and locnl authorities under environmental laws and by the KPSC under laws regulating 
our businesses Regulation affects almost every aspect of our businesses, including, among other things, 
our ability to: take funtlamental business management actions; determine the terms and rates of our 
Cranchised electric and gas services; make acquisitions; issue debt securities; engage in transactions with 
our affiliates; :ind pay dividends to our ultimate parent, Duke Energy. Changes t o  these regulations are 
ongoing, and we cannot predict the luture course of changes i n  this regulatory environment o r  the 
ultimate ellect t h a t  this changing regulatory environment will have on our businesses. However, 
changes i n  regulation can cause del:iys i n  or allect business plmining and transactions and can 
substan t i ii I l y i ncreiise o u r  costs. 

NCIV laws or regirlntioris cord1 haw a negative itripact on oiir resiilts of operatioris, cash Jlows or 
finnncial positiori. 

Ch ii nges i n  I iiws ;I nd regu I ;i t ions ;iff ect i ng us, incl u tli  ng new ;iccoti n t i ng st ii nd;ir (1s COLI Id chi1 nge the 
w;iy we are required to record revenues, expenses, assets and liabilities. These types ol regulations 
could have ii negiitive impact on our results of operations, cash Ilows o r  financial position or access t o  
cii pi t ill 

L)eregiilatiori or re.strirctiirir~g in the electric irid1rstrg may re,s~ilt in iricreaserl con1petition atid 
rinrecovered corts that coiild adver,sely alfcct 0111’ re,srrlts of operatioris. cadi ,Jloa?s or financial positiori arid oiir 

iitilities ’ biisilic~rtes. 

Incre;ised cornperition iesulting Irom deregulation o r  iestritcttiring ellorts could have :I significant 
adverse lin;incial impact on us and consequently on O U I  results ol operations. cash flows or financial 
position. Incie~isetl competition could ;iIso result in incre;isetl pressure to lowet- costs, including the cost 
01  electricity We cannot predict the extent ai;d timing of entry by adtl i t ioni i l  competitors into the 
electric niiirkets We c;innot predict when we will he suhject to changes i n  1egisl:ition o i  regulation. nor 

s 

T 
D u k e  Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250” X 10.750” Copy Dim: 38. X 54.3 File: DA45901A.;9 



M E R R l l  1 CORPORATION SLY Ul3OM//l7-SEP-09 I5:14 DISK 135:[09%DG I 09ZI~C-15901]DA459~IA ;9 
rnrtl-1008 fint Free: 50D*/120D Fool: OL>/ OD V I  RSeq: 2 CIK 0 
DISKO24:[PAGER PSTYLES]UNIVERSAL l3S1-:75 5 C Cs: 55158 

can we predict tlie impact of these changes on our results of operations, cash flows or financial 
position. 

We iiirist imet our lenders’ credit qrralify standards arid there is no asstirance that we will niaiiztain 

Our senior unsecured long-term debt is rated investment grade by various rating agencies. We 

If  tlie rating agencies were t o  rate us below investment grade, our borrowing costs would increase, 

iirvestrneirt grade credit ratings. 

cannot be sure that our senior unsecured long-term debt will continue t o  be rated investment grade. 

perhaps significantly. In addition, we would likely be required to pay a higher interest rate in future 
financings, and our potential pool o f  investors and funding sources would likely decrease. Any 
downgrade or other event negatively affecting our credit ratings could also increase Cinergy’s or Duke 
Energy’s need to  provide liquidity in the form of capital contributions or loans, thus reducing the 
liquidity and borrowing availability of tlie consolidated group These events also could reduce our 
profitability and have a material adverse effect on our results of operations, cash flows or financial 
position. 

llQ rely on access to short-term irrterconrparty borrowingc nrrd longer-term capital market,s to fiiinnce o w  
capital requirements and support o w  liqtiidity needs, and oiir acces.s to those rnarkets can De adversely 
affected by a nronber of conditions, rrrarry of rvhictr are beyond o w  control. 

Our business is financed to a large degree through debt and tlie maturity and repayment profile or 
debt used to finance investments often does not correlate to cash flows from our assets. Accordingly, 
we rely on access to short-term borrowings vi;) Duke Energy’s money pool arrangement and financings 
from longer-term capital markets as a source of liquidity for capital requirements not satisfied by tlie 
cash flow from our operations and to fund investments originally financed through debt instruments 
with disparate maturities. If we are no1 able 10 ;iccess capital ;it competitive rates or we cannot obtain 
sliort-term borrowings via the money pool arrangement, our ability to finance our operations :ind 
implement our strategy could be atlversely affected 

or more financial markets Such disruptions could include: economic tlownturns; tlie bnnltruptcy of an 
unrelated energy company; capital market conditions generally; niarltet prices for electricity antl gas; 
terrorist attacks or 1hreatened ;ittircks on our or Duke Energy‘s facilities or unrelated energy 
companies; o r  the overall hedth of tlie energy industry. Restrictions o n  o w  ability to access financial 
markets may also affect our ability to execute o u r  business plan iis scheduled. An inability to access 
capital may limit our ability to pursue improvements 01’ acquisitions tha t  we may otherwise rely on lor 
future growth. 

Our ultim;ite parent, Dulte Energy, maintnins revolving credit kicilities to provide back-up lor 
commercial pitper programs and/or letteis ol ci-edit a t  v;irious entities These fnc 
linancial covenants which l imi t  the amount of debt that can be outstanding ;is ii percentage of tlie total  
capital for the specific entity. Failure to maintaiii these covenants iit ;I particular entity could preclude 
that  entity from issuing commercial paper o r  letters of credit or hori-owing under tlie revolving credit 
lacility and could require otlier ol o u r  tilli1i;ites to immediately pay down any outstanding drawn 
amounts under otlier revolving credit agreements 

Market disruptions may increase our cost ol borrowing or adversely affect our ability to access one 

Crcrrent level? of rItarkef vobfility rtrigli u&ct our liqiiidi(y. 

The capitd and credit markets htive been experiencing increased volatility and disruption. I n  some 
cases. tlie marltets lime exerted downwxtl pressure on credit capacity foi certain issuers. I f  current 
levels of marltet disruption a n t l  volatility continue o r  worsen, we may be lorced to meel our otlier 
I iquitl i ty needs hy f u rt lie r cl r w  i ng II pon con I ract tiii I ly coni m i t t ed I en d i iig agree men t s pr inim i l  y provide t l 
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by global banks, although there is no assurance that the commitments made b,y lenders under Duke 
Energy’s master credit facility will be available if needed due to the recent turmoil throughout the 
financial services industry. This could require us to seek other funding sources. However, under such 
extreme market conditions, there can be no assurance other funding sources would be available or 
sufficient. 

If@ are exposed to credit risks of ciistoiriers arid coiiiiterparties with tvlioni rve do brisiiiess. 

Adverse economic conditions affecting or financial difliculties of customers and counterparties with 
whom we do business could impair the ability of these customers and counterparties to pay for our 
services or fulfill their contractual obligations, including loss recovery pnyments under insurance 
contracts or cause them to delay such payments or obligations We depend on these customers and 
counterparties to remit payments on a timely basis. Any delay or d e f m l t  in payment could adversely 
affect our results of operations, cash flows or financial position. 

Poor irivcstriieiit perforrriance of Ciriergy’s pension plan holdings arid oflier,factors iiripacting peiision 
plan costs coiild unjavorably irnpact oiir liqiiidity arid resiilts of operatioris. 

We participate in certain employee benefit plans sponsored hy our parent, Cinergy. We are 
a l l ~ c t i t ~ d  costs and obligations related to these plans. Cinergy‘s costs of providing non-contributory 
defined benefit pension plans are dependent upon a number o f  factors, such a s  the rates of return on 
plan assets, discount rates, the level of interest rates used to measure the reqtiired minimum funding 
levels of the plans, future government regulation and required or voluntary contributions made to the 
plans. While Cinergy has complied with the minimum funding requirements as of December 31, 2008, 
Cinergy’s qualified pension plans had obligations which exceeded the V:IIUK o f  plan assets by 
approximately $882 million. Without sustained growth i n  the pension investments over time to increase 
the value of plan assets and depending upon the other ftictors impacting Cinergy’s costs as listed above, 
we could be required to fund our parent’s plans with signilicant iiniouiits of cash. Such cash funding 
obligations could hwe a material inipact on our results of operations, cash Ilows oi financial position. 

We are subject to riiirrieroiis envirorimental Iatw arid regrilntioris that require signiJcarit capital 
expeiiditiires, can increase our cost of operations, arid ivliicli riia,p itripact or limit oiir bnsirie.ss plaris, or 
expose 11s to eiivironmental liab 

present and future operations, including air emissions (such ;IS reducing nitrogen oxide, siillur dioxide 
and mercury eniissions or potential future control of greenhouse gas emissions), water quality, 
wastewater discharges, solid waste ;ti id haznrdous w;isle These liiws and regulations can restilt in 
increased capital, operating arid other costs. These liiws and regulations generally require us to obtain 
and comply with a wide variety of environnientol licenses. permits, inspections a n d  other iipprovals. 
Compliance with environmental Inws ant1 regu1;itioiis can require signilicant expenditures, including 
expendilures lor clean up costs and clamages arising out 01 c~ntiiiiiiiiiitetl propei ties. and lailure to 
comply with environmental regulations may result i n  the  imposition 0 1  fines, penalties and injunctive 
nieitsures affecting operating assets. The steps we take to ensure t h i i l  our lacilities are in compliance 
could be prohibitively expensive. As :I resull. W K  m y  he required to shut down o r  alter the operation 
of our facilities, which may cause LIS to incur losses Further. our regu1;itory rate structure and our 
contritcts with customers may n o t  necessarily ;illow LIS to iecover c;tpit;il costs we incur to comply with 
new environmental regtrlations Also, we may no( he able lo olmin o r  i i i i i intain liorn tiine to lime a11 
required environmental regulatory approvds lor o u r  oper;itiiig assets o r  tlevelopment lirojects. I1 there 
is ii delay i n  obtaining any required enviIotinieiiti11 regu1;ttory ~tppiov;~ls, il we hi1 to obtain and comply 
with them or if environment:il 1:iws or regular ions change ant1 I~ecotiic i n o i e  stringent, then (lie 
operation of our facilities 01 the tlevelopmeiit 01 new 1;icilities coiild he pievented, d~l:iyed o r  become 

We are subject to numerous environmental 1;iws nnt l  regulations aflecting many aspects 01 our 

I O  
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subject to additional costs. Although it is not expected that tlie costs of cornplying with current 
environmental regulations will have a material adverse effect o n  our results of operations, cash flows or 
financial position, no assurance can be made that the costs of complying with environmental regulations 
in the future will not have such an effect. 

There is growing consensus that some form of regulation will be forthcoming at the federal level 
with respect t o  greenhouse gas emissions, including carbon dioxide (CO2), and such regulation could 
result in the creation of substantial compliance costs. 

associated with the environmental condition of our  power generatio 
which we have acquired or developed, regardless 
known or unknown. In connection with some acq 
required to  provide, indemnification against some environmental liabilities. I f  we incur a material 
liability, or the other party to a transaction fails to meet its indemnification obligations to us, we could 
suffer material losses. 

In addition, we are generally responsible for on-site liabilities, and in some cases off-site liabilities, 
s and natural gas assets 
and whether they are 
we may obtain, or be 

I+% are involved iii iiiiiiieroiis legal proceedings, the oritcomes of ivhich are iincertairi, and resoliitiori 

We are subject to numerous legal proceedings. Litigation is subject to many uncertainties and we 

adverse to i i s  coiild iiegatively affect o w  resrilt,s of operations, cadi flows or fiiiaiicinl po.sition. 

cannot predict the outcome of individual matters with assurance. It is reasonably possible t h a t  the final 
resolution of some of the matters in which we are involved could require us to make additional 
expenclitures, in excess of established reserves, over an extencled period of time and in a range of 
amounts that could have a material effect on our results of operations and cash flows. Similarly, i t  is 
reasonably possible that the terms of resolution could require us to change our business practices and 
procedures, which could also have a material effect on o u r  results of operxtions, cash flows or financial 
position. 

O w  results of operations may be negalively a ffecled by sir daiiierl doivntiirm or shiggislrne.ss in the 
econoniy, ivliicli are be,yorid our control. 

Sustained downturns o r  sluggishness in the economy generally affect tlie markets in which we 
operate and negatively influence o u r  operations. Declines i n  demand lor electricity and gas as ;I result 
of an economic downturn in our  franchised service territories will reduce electricity and gas sales and 
lessen oui cash flows, especially as  our industrial customers reduce pioduction anti. tlierelore, 
consumption of electricity and gas. Although o u r  franchised electric and gas businesses are subject to 
regulated allowable rates of return and recovery of fuel and gas costs under adjustment clauses, 
declines in  electricity and gas sold I result of ;in economic tlownrurn oi recession could reduce 
revenues and cash flows, thus tliniinisliing results of operations. Atltlitionally, prolonged economic 
downturns that  negatively impact our results of operations and cash flows could result in future 
mnterial inipairment charges being recorded to write c lown  tlie carrying value ol certain assets to their 
respective fair values 

are able to sell electricity are as follows: 
Factors that could impact sales volumes, generation ol electricity ant1 market prices at which we 

weatliei conditions, including abnormally mild winter 01- suninier weather that  cause lower 
energy usage for heating or cooling purposes. respectively. and periods ol low r:tiiiliilI that 
tiecrease o u r  ability t o  operztte OLII facilities i n  a n  wotiomic tiiaiiiiei; 

supply of and  cleinontl lor energy coniniotlities; 

I 1  

--I- 
Duke Energy Kentucky, Inc. 144A Pro]: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250" X 10.750" Copy Dim: 38. X 54.3 File: DA45901 B.;8 



M ER1III.L. C ORPOIIA 1-ION SL YUUOMii 17-SEP-09 IS: I4  DISK I35:[09ZDG I 09ZDG4590 I]DA4590 I B ;8 
mr11_100K hnt Free: S0I)*/I20D 1:oot: OD/ OD VJ RSeq: 5 Clr: 0 
DISKO24:[I'AGER PSTYI. ESJUNIVERSAL 13S1:75 5 C Cs: 384 

general economic conditions, including downturns in the U S .  or  other economies which impact 
energy consumption particularly i n  which sales to industrial or large commercial customers 
comprise a significant portion of total sales; 

* avail;tbility of energy-efficient equipment which reduces energy demand; 

natural gas prices; 

ability to procure satisfactory levels of fuel supplies and inventory, such a s  coal and natural gas; 

capacity and transmission service into, or out of, our markets; 

natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent 
they affect our operations and markets, as well as the cost and availability of insurance covering 
such risks; and 

federal and state energy and environmental iegulation and legislation 

Our operating resrrlts niay jlricfirafe on a seasonal and qiiarterly basis. 

Electric power generation is generally a seasonal business. In most parts of the LJnited States and in 
markets i i i  which we operate, demand for electricity peaks during the warmer summer montlis ;ind 
demand for natural gas peaks during the cold winter months, with market prices also peaking during the 
warmer summer months for electricity and cold winter months for natural gas. Further, extreme weather 
conditions such as heat waves or winter storms could cause these seasonal fluctuations to be more 
pronounced. As it result, in the future, the overall operating results of our businesses niay fluctuate 
substantially on ;I seasonal and quarterly basis and thus make period comparisons less relevant. 

Potential terrorist activitie~s or in ditary or other actions coirld adversely affect oiir business. 

The continued threat of terrorism and the impact of retaliatory military and other action by the 
United States and its allies may lead to increased political, economic ancl financial market instability 
and volatility i n  prices for natural gas a n d  oil which may materially adversely affect us in ways we 
ciiiinot pietlict ;it this time. In addition, future acts of terrorism and any possible reprisals as 21 

consequence of action by the United States and its allies coulcl be directed against companies operating 
i n  (lie United States Infrastructure and generation facilities could be potential targets of terrorist 
activities. The potential for terrorism has subjected our operations to increased risks ancl could have it 
material adverse effect on our business. In particuiar, we may experience increased capital and 
operating costs to iniplement increased security Tor our plants, such a s  atltlitionnl pliysical plant 
security, atltlitional security personnel o r  additional capability following a terrorist incident. 

The insurance industry has also been disrupted by lhese events. As a result, the availabilily of 
insurance covei ing risks t h a t  we and our competitors typically insure against may decrease. In iiddition. 
the insurance we are able to obtain may have higher deductibles, liiglier premiums and more restrictive 
pol icy I el-ins. 

Atlditionnl I isks a n d  uncertainties not currently known to us or that we currently deem to be 
insignilicant also may adversely affect our results of operations, cash flows or finiincial position 

Risk Factors Relating to the Debentures 

Oiir ability to .sati,sfy oiir obligatioris witli respect to the Deberitiirer will depeiid oii oiir Jiitiire operatiiig 
pcr/i;rii~ciiice, rerrrlts of operations, cash ,florvs arid ,fiiiaricial position. 

Oui future opei atiiig perlormince, results of operations, cash Ilows and financial position itre 
suhjecl. in  p i i t ,  to factors beyond o u r  control, including interest rtites. comniocliiy pi-ices, generiil 
economic conditions iind linancial and business conditions. I I  we are unable to gener;ite sullicient 
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operating cash flows to service our debt, including the Debentures, we may be required to obtain 
additional financing o r  take other actions to generate sufficient funds, which could have a material 
adverse eflect on o u r  linancial position, I esults of operations or cash flows. 

The Debentiires corild be inipacted b,y various transactions. 

The indenture under which ilie Debentures will be issued does not prohibit us from entering into 
various transactions, including acquisitions, change of control transactions, refinancings, 
recapitalizations or other highly leveraged transactions that could increase the amount of our 
outstanding indebtedness, or adversely affect our capital structure or credit ratings, or otherwise 
adversely alfect holders o f  the Debentures. As a result, we may enter into a transaction even though 
the transaction could increase the total amount of our outstanding indebtedness, adversely affect our 
capital sti ucture or credit ratings or otherwise adversely affect the holders of the Debentures. 

7 % ~  Debentiires isill be new securities for ivhicl? arrrently there is no established trading market. We do 
not intend to apply .for listing of the Debentiires on any seciirifies exchange and sales or other transfers of the 
Debentrires are replated by federal seciirities law. 

Your ability to rrtinsfer the Debentures may be limited by the absence of a trading market and 
restrictions on t i  anslers under applicable securities laws. The Debentures will constitute a new issue ol 
securities without an established trading market. Although the initial purchaser has informed us that i t  
currently intends to make a market in the Debentures, the initial purchaser is not obligated to d o  so. In 
acldition, the initial purchaser may discontinue any such market making at any time without notice. The 
liquidity of any market lor the Debentures will depend on the number of holders of the Debentures, 
the interest of securities denleis in making a market for the Debentures and other factors. Accordingly, 
we can provide no iissuriince as to the development 01 liquidity of any market for the Debentures. The 
Debentures ai e being offered and sold pursuant to an exemption from registration under fecleral and 
applicable state securities laws. Therefore, you niay transfer or resell the Debentures in the United 
States only in ;I transaction registered undei, o r  exempt from the registration requirements of, federal 
and npplicable s t a ~  securities laws, and you niay be required to bear the risk of your investment for an 
indefinite period of time. I’leiise read “Notice to Investors; Transfer Restrictions.” 
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CAPITAL1 ZATlON 

Tlie following table sets forth our  historical capitalization as of June 30, 2009, and our 
ciipitalization as adjusted to reflect the issuance and sale oI $100 million aggregate principal amount of 
tlie Debentures conteniplated by this offering nieniorandum and our application of tlie net proceeds in 
tlie manner clescribed under “Use of Proceeds ?’ You sliould read this table in conjunction with our 
financial statements and related notes included in this offering memorandum. 

As o f  June 30, 2009 As Adjusted 
(Tlioosands, exccpl perceii1:iges) 

Short-term Debt I I . , I I . . . “ . . ” “ ^ . .  $ - 0.0% $ - 0.0% 
Long-term Debt (includes current maturities) . I . I . . I 341,164 45.4% 347,647 45.9% 
Common Stockholder’s Equity . . . . I . . I I . . . . . I I . . I I 410,575 54.6% 410,575 54.1% 
Total Capitalization (includes current maturities) . I . . . . . . $751,739 100.0% $758,222 100.0% 

~ ~ ~ _ _ _  

~~~- 
~~~~ 

RATIO OF EARNINGS TO FIXED CHARGES 

Tlie following table sets forth our ratio of earnings to  fixed charges for tlie periods indicated. 

Six hloatlis 
Ended 

.lune 30, Year Ended December 31, 
2009 2008 2007 2006 2005 2004 

Ratio of Earnings to Fixed Charges I I I . . I . , 4.1 3.9 3.7 1.9 3.8 5.8 

The r i i l i o  of e;irnings io fixed c1i;irgcs is c;ilcul;iied hy di\’iding e;irnings by fixed ch;irges For 11iis purpose earnings iiieiins income 
belore i i ic~nie ~ i i x e s  :inti fixed charges Fixed c1i;irges nie:iiis  lie siiiii o f  11ie lidlowing: ( i i )  inieresi expensed ;mil c;ipii:ilized. 
(11) ;inioriizetl prcniiunis. ~ ~ S ~ O L I I I I S  :ind c;ipit:ilizcd expenses reI:iied IO indebicdness. a n d  ( c )  ;in estiiii;ite of the inierest with in  
renliil expense 

USE OF PROCEEDS 

The aggregate net proceeds Ironi ilie sale 0 1  the Debentuies, after deducting tlie initial purchaser’s 
discount and related olfering expenses. will be approxim;itely $98.9 million. Tlie net proceeds from tlie 
sale of the Debentures will he used (i) to iepay our  portion of outstanding borrowings under Duke 
Energy’s master credit facility; (ii) replenish cmli used to repay ;it maturity tlie $20 million principal 
m i o u n t  of o u r  7 87.5% Debentures cliie Septemher 1.5. 7009; and (iii) for general corporate purposes. 
As 01 September 16, 200‘9, we lied q~pruxiiiiately $74 million of indebtedness payable under Duke 
Energy’s mxster credit l x i l i t y ,  with ii weiglitetl wei a ~ e  interest rate ol ;ipproximately 0 51 25% 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 

INTRODUCTION 

This Management's Discussion and Analysis should be read in conjunction with the Audited 
Financial Statements 

RESULTS OF OPERATIONS 

Results of Operations and Variances 

Summary of Results (in thousands) 

Operating revenues I . . . I . .  . . I  , . I . " .  . 
Operating expenses . . I . I . . . . . " I . I 

Gains (losses) on sales o f  other assets and other, net I 
Operating income I . 1 . . .  
Other income and expenses, net . . . I I I I . 
Interest expense . I . I I I . I " .  . . . I . I . . I I 

Income before income taxes . I . . I I . . "  " 

Income tax expense . I I I I I I I . I I I . . . . 

Net Income 

" . , . .  

Ye:irs cndecl 1)eccniber 31, 
2008 2007 Increase 

$502,427 $492,654 $9,743 
412,169 427,351 4,515 

70..323 65,283 5,040 
4,553 4,052 801 

17,669 17,414 255 
57,507 51,921 5,556 
20,026 15,452 1,574 

$ 37,481 $ 33,469 $4,012 

_ _ _ _ ~ -  

65 (50) 2 
~~ 

~ _ _ _ _ _ _ _  

~ _ _ _ _ _ _ _ _  

~~- -- ~ - 

Net Income 

The $4 million increase in o u r  net income was primarily due to the lollowing factors: 

Opcr~/~ing R c i w ~ ~ c ~ r  The increlise wiis clue primarily to: 

An $18 million increase i n  regulated luel revenues driven mainly by higher natura l  gas costs; 

A $2 mill ion increase i n  wholes;ile powei- revenues. net o l  sharing 

~ i n d  

Partially offsetting tliese increases were: 

An $8 million tleci ease due to  o u r  recording ii provision lo1 revenue reduction in response 
to ii n unfavorable court r u l  ing rega rtl i ng the re lu ntl 01 acce Ir rated in it i ii replace men t 
progrmii rider revenues; 

2007; and 

the wen ke ii i ng econoniy . 

9 A $2 million tlecreose rel:itetl l o  nxtive load due to milder weiillier i n  ZOOS compared to 

A $2 million tlecrease in retail electric reventies resul[iiig froin lo\ver retail volumes due to 

Opctr i i ig Eipcmcs  The increase w;is due primarily to: 

A $ I5 million increase i n  regulated luel expense primarily due l o  higher n a l u i a l  gas costs 

I .i 
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Partially offsetting this increase were: 

A $4 million decrease in  operating and maintenance expenses primarily due to a decrease in 
other post-eiiiployment benefits clue to an adjustment to the liability recorded for  these 
benefits; 

A $4 million decrease i n  property taxes primarily due to a positive valuation settlement with 

A $3 million decrease i n  regulatory amortization of our demand side management costs 

the Kentucky Department o f  Revenue; and 

Inconze 72r.r E,rperw~ Tlie increase was primarily the result of higher pre-tax income 

Matters Impacting Future Results 

Sales, especially in tlie industrial sector, were impacted by the economic downturn in 2008. We 
expect this trend to continue for some period into 2009, and perhaps beyond, until the economy begins 
to recover. Our current strategy is focused on maximizing the returns and cash flows from our current 
operations. Our results are sensitive to changes in power supply, power dernand and weather. 

DESCRIPTION OF THE DEBENTURES 

We will issue the Debentures under our Indenture, dated iis of December 1, 2004, between us and 
Deutsche Bank Trust Company Americas, iis trustee, a s  amended and supplemented from time to time, 
including by the Second Supplemental Indenture, to be dated iis of September 22, 2009 (iis so amended 
iind supplemented hereinafter, collectively, relerred to iis tlie “Indenture”). The 4.65% Debentures due 
2019 are sometimes called the “Debentures” in this offering memoraiiduni. The trustee under the 
Indenture is sometimes called tlie “Trustee” in this offering meniorantlum. The term “Securities” refers 
to all securities from time t o  time issued under the Indenture, including the Debentures. 

Tlie information we are providing you in this onering memorandum concerning the Debentures 
and tlie Indenture is only ;I summary of the information provided i n  the Intlenture. The Indenture 
contains the full text of the matters described in this section Because this section is ii summary, i t  does 
not describe every aspect ol the Debentures o r  tlie Indenture. This summary is subject to ant1 qwlilied 
in its entirety by relerence to all the provisions of the Indenture, including definitions ol terms used in 
the Indenture. Whenever we reler t o  particiilar sections or delinetl tei m s  01 tlie Intlentuie. these 
sections or defined terms are incorporated by ieference herein You may request ii copy ol tlie 
Indenture as provided under "Available Information.” 

General 

We are issuing $100,000,000 of Debentures. which wi l l  mature on October I ,  2019 The Deben\ui-es 
will be issued :is a separate series of senioi unsecured deht securities untlei- tlie Intlenture The amoun t  
of unsecured debt securities that we m a y  issue under tlie liitlenture is unlimitecl suhject to t l i e  
provisions stated below untlei- the caption “-Furtiiei Issues.” 

service charge for ;my translers o r  exchanges of the Debentures. We may. however. ieqtiire payment to 
cover any tax or other governmental charge pay;ible i n  connection with any transler 01 est:h;inge 
Transfers and exchanges of the Debentures n iny  he ni;i(le at tlie corporate trust oflicc ol tlie Ti ustee. o r  
;it any other oflice ni;tintainecl by us lor such puipose. We may. upon prompt written notice to the 
Trustee a n d  the holtlers 01 tlie Debentures, tlesign;ite one o r  more :idtlition;il pliiccs. o r  ch;inge the 
place o r  places pieviously designated, for iegistration ol translei, and  exchange (11 the Dclicntures 

Debentures will be exc1iange;ihle ;IS between authorized tlenomin~itions 

We will issue the Debentures o n l y  in fully registered lorni without coupons and (here will he no 

Tlie Deben~ur-cs will be issu;ible in deiioriiiii;iii,)ii~ ol $1,000 and integral rii~iltiplrs 01 $1.000 l-he 

I h 
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As used in this offering memorandum, “business day” means, will1 respect to the Debentures, any 
clay other than a Saturday or Sunday that is neither a legal holiday nor a clay on wliicli banking 
institutions in New York, New York are authorized or required by law, regulation o r  executive order to 
close 

Interest 

We will pay interest at an annual rate of 4.65% on the Debentures on April I and October 1 of 

The amount of interest payable foi any period will be computed based on a 360-day year of twelve 

each year commencing April 1, 2010. Interest will accrue from September 22, 2000. 

30-clay months. As long as tlie Debentures are registered in the name o f  The Depository Trust 
Company (“DTC” or tlie “Depository”) or its nominee, tlie record date for interest payable on any 
interest payment date shall be tlie close ot business on the business day immecliately preceding such 
interest payment date. 

on the next business clay. No add$ional interest or other payment will be paid due to the delay. 

Optional Redemption 

time, at  a Redemption Price equal to the greater of (1 )  100% of the principal amount of the 
Debentures to be redeemed and (2) tlie sum of  the present values of tlie remaining schetluletl 
payments of principal and interest on such Debentures being redeemed (exclusive of interest accrued to 
such redemption date), discounted to such redemption date on ii semi-annual basis (assuming a 300-day 
year consisting of twelve .30-day months) at the Treasury Rate plus 2.5 basis points, plus accrued and 
unpaid interest on tlie Debentures being recleemed to such redemption date. 

Agent ;is having t i n  actual or interpolaleti maturity comparable 10 llie remaining term of the 
Debentures to  be retleemecl that  would be utilized, at the time 01’ selection and in accordance with 
customary financial practice, in pricing new issues of corporate debt Securities ol comparable maturity 
to the remaining term of such Debentures 

“Comparable Treasury PI ice” meiiiis with respect to any redemption (late for the Debentures, 
(1) the average of the Reference Treasury Dealer Quotations lor such retleniptioii date, after excluding 
the highest and lowest such Reference Trexury Dealer Quotations, or (7) i f  fewer than l ou r  such 
Reference Treasury Dealer Quotations are obtained, the werage of all such Reference Treasury Dealer 
Quotations. 

If any interest payment date is not a business day, then interest payable on that  date will be paid 

We will have the right to redeem the Debentures, in whole oi in part a t  any time ;ind from time to 

“Comparable Treasury Issue” means tlie United States Treasury security selected by the Quotation 

“Quotation Agent” means one of tlie Reference Treasury Dealers appointed by us 

“Relerence Treasury Dealer” means each of four I’iiiancinl institutions appointed by us ;it tlie time 

“Reference T ~ e w i r y  Dealer Qtiota~ions” nieiiiis, with respect to each Reference Treasury Dealer 

ol any redemption which are primary U S .  Government securities dealers in the United States. 

anti any redemption date, tlie average, a s  tletei mined by the Quotation Agent, 01 tlie bid and  xltetl 
prices for the applic;ible Comparable Treasury Issue (expiessed i n  excli case its ii percentage of its 
priiicipl ;iinouni) quoted i n  writing t o  the Quotntion Agent by siicli Reference Treasury Dealel ;it 

5:OO p.m , New Yorlc City time, oii tlie thii tl business ckiy  preceding such retleniption date. 

“Treasury Raie” means, with respect to any redemption date, tlie rate per tinnuin equal to tlie 
semi-~innual equiviilent yield to malurity or interpolared matui-ity (on :I clay count b 
Coiiilxii able Treasury Issue lor tlie Dehentiires being retleeiiietl. assuming ii price for such Conip:irtihle 
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Treasury Issue (expressed as a percentage of its principal amount) equal to the applicable Comparable 
Treasury Price for sucli redemption date. 

Redemptioii Procedures 

any Redemption Date to each holder of Debentures to be recleemed. If less than all the Debentures 
are to be redeemed a t  our option, tlie Trustee sliall select, in such manner as i t  sliall deem fair a n d  
appropriate, tlie Debentures to be redeemed in whole o r  in part. 

interest will cease to accrue on the Debentures or portions thereof called for redemption. 

Notice of any redemption will be mailed by us a t  least 30 days but not more than 60 days before 

Unless we default in payment of tlie Redemption Price, on and after any Redemption Date, 

Ranking 

unsubordinated debt and  other obligations from time to time outstanding. As of June 30, 2009, we had 
approximately $342 million of senior unsecured indebtedness (including approximately $74 million o f  
indebtedness payable under Duke Energy Corporation's master credit racility and approximately 
9;lh million of capital leases) that will rank equally in priority wi th  iespect to the Debentures. See "Use 
of Proceeds." 

The Debentures will be unsecured and will rank equally with all of our unsecured and 

Negative Pledge 

exist, any mortgage, lien, pledge, security interest or other encumbrance upon any of our property, 
whether owned on or acquired after tlie date o f  tlie Second Supplemental Indenture, to seciiie any 
indebtedness l o r  our  borrowed money, unless tlie Debentures then outstanding are equally and ratably 
secured for  so long as any such indebtedness is so secured. 

While any of the Debentures remain outstanding, we will not create, or permit to be created or to  

The foregoing restriction does not q ~ p l y  with respect to, among other things: 

0 liens on pioperty that  existed when we acquired or constructed the property or were created 

liens on property rhat secure paymciit of :ill or part of tlie purchase price or construction cost of 

within one year after tha t  time; 

the property, including the extension of any liens to repairs o r  improvements iiixle on tlie 
property; 

the pledge of any bonds or other secuiities at  any time issued Lindei any ot [he liens permitted 
by tlie above-listed items; 

t;is liens, ;issessments ; ind other governniental charges oi requirements which are n o t  delinquent 
or whicli Lire being contested in good faith and by appropriate proceedings o r  of which at  least 
ten business days notice has not been given to our general counsel or to such other peison 
clesignnted by us to receive such notices; 

meclian ics', wor kine n 's, repai rme n.s, mate I ial men's. ware 110 use men's :in (1 ca ri ie rs' I iens, ot hei 
liens incitlent t o  constiuction, liens or privileges ol any o1 our employees for salary or wages 
enrnetl, but not yet payable, and o[licr liens, including withotit lirnikilion liens for worker's 
compensation ;iw;irrls. arising i n  tlie ordinaiy course 01 business lor charges o r  requirements 
which are not clelinquent or whicli ;ire being contested i n  good faith : t i i d  by qqiropiiate 
proceedings oi ol which ;it 1e;ist ten business days notice has not been given 10 w r  general 
counsel or to such oihei person tlesignntetl by us to i eceive such notices; 

spccilietl jutlgment liens :ind prep;iid liens: 
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easements, leases, reservations or other rights of others in, and defects in title to, any of oui 

liens securing indebtedness o r  other obligations relating to real property we acquired for 

properly; 

specified generation, transmission, distribution or communication purposes or for tlie purpose of 
obtaining rights-of-way; 

specified leases and leasehold, license, franchise and permit interests; 

liens resulting lrorn law, rules, regulations, orders or  rigli~s of governmental authorities and 
specified liens required by lnw or governmental regulations; 

liens securing industrial revenue or pollution control bonds issued to finance o u r  pollution 
control, sewage ant l  solid waste disposal facilities; 

liens to secure public obligations; rights of others to take minerals, tinibel., electric energy or 
capacity, gas, water, steam or other products produced by us or by others on our property; 

rights and interests of persons other than us arising out of agreements relating to tlie common 
ownership or joint use of property, and liens on tlie interests of those Persons in the property; 

restrictions on nssignmenl and/or requirements of any assignee t o  qualily :IS ;I permitted assignee 
and/or public uti l i ty or public services corporation; and 

liens which have been bonded for tlie lull amount in dispute or for  tlie payment of which other 
adequate secui ity arrangements have been made. 

In  ;iddition, Duke Energy Kentucky may create or assume any other mortgage, lien, pledge, 
security interest or otlier encumbrance not excepted in the Indenture without Duke E,nergy Kentucky 
equally and ratably securing tlie Debentures, if immediately after that creation or assumption, the 
principal amount of inclebtedness foi borrowed money of Duke Energy Kentucky that all such other 
mortgages, liens, pledges, security interests and other encumbrances secure does not exceed a n  amount 
equal io 10% of Duke Energy Kentucky's total assets as shown on its balance sheet for tlie accounting 
period occui ring immediately before tlie creation or assumption of that mortgage, lien, pledge, security 
interest o r  other encumbrance. 

Further Issues 

We niay from time t o  time, without notice to or the consent ol tlie registered holders of tlie 
Dehentuies. creaie and issue additional debt securities having the same terms as, antl ianliing equally 
iind rotably with. the Debentures in ;dl respects (or in nil respects except for the payment of interest 
;ic(:ruing prior i o  the issue date of such atltlitional debt securities o r  except for the first payment of 
interest following the issue date of such additional debt securities) Any additional debt secui ities 
Iiwing such simi1;tr teiins. logetliei with the Debentures, will constitute it single series 01 debt securities 
under tlie Intlent tire 

Payment and Paying Agents 

whose nilme the Debentui e is registered at  the close of business on the regular record date for the 
interest payment. 

Principal 0 1  and any premium and interest on the Debentures will he payable iit the corpoi ate 
trusi ollice of the Trustee i n  the City of New York However, we may elect to pay inteiest by check 
mailed to the atltlress 01 tlie 1x1-son entitled to tlie payment ;it tlic adtliess appearing i n  tlie security 
register We may tit any time t1esign;ite additional paying agents or rescind the designaiion ol any 
p;iying agent or approve ;I change i n  the ollice through which :in\' paying agent iicts, except that we will 
he recluired to n i x i n t ~ i i n  ;I paying agent in each p1;ice of p;~ymeni 101 tlie Debentures 

Payment o f  interest oii ;I Debenture on a n y  interest payment date will be made to the person i n  
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All moneys paid by us to a paying agent foi the payment of the principal of or any premium or 
interest on the Debentures which remain unclaimed at the end o f  18 months after the principal, 
premium o r  interest has become due and payable will be repaid to us, and the holder of the 
Debentures thereafter may look o n l y  to us for payment. 

provicled under  the caption “Book-Entry, Delivery and Form-Depository Procedures” below. 
For information relating to payments on book-entry Debentures, please see the information 

Sinking Fund 

There is n o  provision for a sinking fund applicable to the Debentures 

Consolidation, Merger, and Sale of Assets 

or into any other entity, sell or convey all or substantially all of our assets to any person or entity or 
otherwise engage in restructuring transactions, provided that the successor entity assumes clue and 
punctual payment of the principal, premium, if my, and interest on the unsecurerl debt securities. 

The Indenture does not contain any provision that  restricts our ability to merge or consolidate with 

Events of Default 

Each of the following is defined as ;in event of default under the Indenture with respect to the 

failure t o  pay principal of (including ilie Redemption Price) or  any premium on the Debentures 

failure t o  pay any interest on the Debentiires when due, continued for 30 clays; 

failure to perform nny other of o u r  covenants in tlie Indenture (other than a covenant included 
in the Indenture solely lor the benefit of a series other than the Debentures), continuing for 
90 days after written notice has been given by the Trustee, o r  the holders of at  least 35% i n  
aggregate principal amoun t  of the outstanding Debentures, as provided in the Indenture; and 

Debentures: 

when due; 

certain events of bankruptcy, insolvency o r  reorganization 

If an event of default (o the i  t1i;in ii hnnltruptcy, insolvency or reorganization event of default) with 
respect t o  the ouistanding Debentui-es occii i-s a n d  is continuing, either the Ti ustee o r  the holders of a t  
least .15% in iiggregate principii1 iimouiit of the outstanding Debentures by notice 21s provided in the 
Indenture may declare the principal amount o f  the Debenlures to be due and payable immer1i;itely I1 21 

bankruptcy, insolvency o r  reorganizntion event of tlefnult with respect to the outstanding Debentures 
occuis, the principal :tinotint 01 ;ill the Dehentuies will autoinntically, and without any action by the 
Trustee o r  any holder, hecome inimedi;itely clue and  payable. Alter any such acceleration, but before ;I 
judgment or decree based on acceleration, the holders of ii majority in aggregate principnl amount of 
the o u  t st ii  nding Dehe n t ti res m y ,  11 iiiler cerl ii  i n  circumst ;I x e s .  I escind and annul  the accelera t ion  if  al I 
events ol default, oilier than the non-payment ol accelei atetl principal, have been cured or waived as 
provided in the Indenture For inlormiition as to waive1 of defnults, see “Modification iind Waiver”” 

Subject to the piovisions ol the Intlenture ielating t o  the duties of the Trustee, if a n  event ol 
del;iult occiii s. the Trustee \vi\/ he under no obligotioii to exei cise ;my of its rights o r  powers under the 
Indenture iit the request or direction of any ol the holtlers, unless the holders shall have offered to the 
Ti ustee iexon; ihly wtislactoiy intlemnity Subject to these provisions f o i  the indeiiinific;itioii of tlie 
Trtlsiee, ilie Iioltlers ol ii majorily i n  aggregate principal amount of the oiitstantling Debentures will 
hiive the right to direct the time. method a n d  pl;ice 01 conducting any proceeding for m y  remedy 
;wailable to the Trustee. or exercising any trust o r  power conlet red on the Trustee, \villi respect to the 
Dehentures. 

-r 
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No holder of Debentures will have any right to institute any proceeding with respect to the 
Indenture, or for the appointment of a receiver or a trustee, or for any other remedy thereunder, 
unless: 

tlie holder has previously given to tlie Trustee written notice of a continuing event of default 
with respect to the Debentures; 

the holders of at least 35% in aggregate principal amount of the outstanding Debentures have 
made written request, and have offered reasonably satisfactory indemnity, t o  the Trustee to 
institute a proceeding ;is trustee; and 

the Trustee has failed to institute a proceeding, and has not received from the holders of a 
majority in aggregate principal anioiint of the outstanding Debentures a direction inconsistent 
with such request, within 60 days alter receipt by the Trustee of the initial notice, written request 
and offer of indemnity. However, these limitations do n o t  apply to a suit instituted by a holder 
of Debentures for the enforcement of payment of the principal of or any premium o r  interest on 
the Debentures on or after the applicable due date specified in the DehKntilreS. 

We will be required to furnish to the Trustee annually a statement by certain of our  officer 
whether or not we, to our knowledge. are in t l ~ f : i i i i t  i n  the performance or observance of any of the 
terms, provisions and conditions of the Intlenture and, if  so, specifying ail known dKfaultS. 

Modification and Waiver 

Modifications and aniendments of the Indenture may be niatle by us and the Trustee with the 
consent of the holders of not less than a majority in aggregate principal amount of the outstanding 
Securities of all series affected by the modification or amendment; provided, however, no modification 
or  amendment may, without the consent of the holder of each outstanding Debenture: 

change the stated maturity of the principal of, or any installment of principal of or interest on, 

reduce tlie principal amount of, o r  any premium o r  interest on, the Debentures; 

reduce the amount of principal pnyable upon acceleration of the maturity of tlie Debentures; 

change the place or currency of pnyinent ol principal of. or any premium or interest on, the 

affect tlie applicability ol the subordination provisions to the Debentures; 

9 impair the right to institute suit lo] the enlorcement of a n y  payment on or with respect to the 

reduce the pel-centage in ;iggreg;ite principal ;iiiiount ol outstanding Debentures, the consent of 

reduce the percentage in aggregate principal amount of outstanding Debentures necessaiy ror 

the Debentures; 

Deben tures; 

Debentures; 

whose holders i s  iequirecl for motlilication oi amendment of the Intlenture; 

waiver ol conipliitnce with certain piovisions ol the Indenture or for waiver of cKrt:liii clelaults; 
o r  

with certain exceptions, motlify the provisions iel;iting tu modification :t i id waiver 

The holders 01 not less th i in  ;I niiijority i n  ;iggreg;ite princip;il itniotint ol the outstanding 
Dehentures may waive, wi th  respe(:l to the Delxntures. o u r  compliance with certain restrictive 
provisions of the Indenture. The holdei s ol ii ni;ijoritp i n  aggregate principal i i i i i o i in t  of the ou~standing 
Debentures may waive. with respect to t he  Dohentures. ; iny past tlef'uult iinder the Inclenture, except 21 

default in tlie piiyiiien~ ol princip;il. pi eniiuni. o r  intercst and certain coven;ints and provisions ol the 

? I  
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Indenture which cannot be modified or amended without the consent of the holder of each outstanding 
Debenture. 

Generally, we will be entitled to set any day as a record date for the purpose of determining the 
holders of outstanding Debentures entitled to give or take any direction, notice, consent, waiver, or 
other action under tlie Indenture, in the manner and subject t o  the limitations provided in tlie 
Indenture. In certain limited circumstances, the Trustee will be entitled to set a record date for action 
by holders. If a record date is set for any action to be taken by holders, the action may be taken only 
by persons who are holders of outstanding Debentures on the record date. To be effective, the action 
must be taken by holders of the requisite aggregate principal amount of the Debentures within 
180 days following the record date, or such other shorter period as we (or the Trustee, if  i t  sets the 
record date) may specify. 

Defeasance and Covenant Defeasance 

The Debentures will be subject to defeasance and covenant defeasance :IS provided in the 
Indenture. We will be discharged from all our  obligations with respect to the Debentures (except for 
certain obligations to exchange or register the transfer of Debentures, to replace stolen, lost or 
mutilatecl Debentures, to maintain paying agencies and to hold nioneys for payment in trust) upon the 
deposit with the Trustee in trust for  the benefit of the lioltlers of the Debentures of money or 
U.S. Government Obligations, or both, which will provide money sufficient to pay the principal of and 
any premium and interest on the Debentures as they become due. This defeasance or discharge may 
occur only if, among other things, we have delivered to tlie Trustee an opinion of counsel to tlie effect 
that we have received from, or there has been published by, the United States Internal Revenue 
Service it ruling, o r  there has been a change in tiix law, in either case to the effect that Iiolders of the 
Debentures will not recognize gain or loss for federal income tax purposes its a result 01 [lie deposit, 
defeasance, and discharge and will be subject t o  federal income tiix on the same amount, in the siime 
manner and at the same time 
n o t  occur. 

would lime been tlie case if tlie deposit, deleasance antl discharge (lid 

Defi.fis(iilce OJ CeI"l(iii7 ~01~eilfl171S. 

We have the riglit to omit to comply with certain restrictive covenants that may be described under 
the Inclenture, and tlie occurrence of certain events ol t1ef;tult with respect to those restrictive 
covenants will no longer be applicable to the Debentures. I n  order to exercise this option, we will be 
required to deposit with the Trustee, in trust for the benefit of the Iiolders of the Debentures, money 
or t7.S. Government Obligations, or both, which will provide money sullicient tu pay the principal of 
and any premium and interest on the Debentures as they become d u e  We will also be required, among 
other things, to  deliver to the Trustee an opinion ol counsel to tlie e l l ~ c t  tha t  holders of the 
Debentures will not recognize gain o r  loss for leiler;tl income tax purposes its ;I result of such deposit 
and defeasance of certain obligations and will he subject to federal income tax on the same iimouiit, i n  
the Same manner antl at the siinie times its would have been the c;ise if such deposit ;ti id tleleasance 
did not occur. If we were t o  exercise tliis option with respect to tlie Debentures and the Debentures 
subsequently were declared due and payable because of the occurrence of tiny event of default, tlie 
amount of money and LIS" Government 0blig;ttions deposited i n  trust would he sullicient to pay tlie 
zimount due on the Debentures a t  the time o f  their ~ t ~ t t t ~ l  miiturity hut might not be sullicient to pay 
the ainount due upon acceleration resulting Irom the event ol tlel~iult. I n  that case. we would ieniain 
liable for  that payment 

1- 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250" X 10.750" Copy Dim: 38. X 54.3 File: DG45901 B.;8 



M E R R I L L  CORI’ORATION Sl.YUBOM//I7-SEI’-09 15:15 DISK135:(09ZDCI 09ZDG~15901]DG~1590lB :X 
mrll-1008 hi Free: 230D*1300D Foot OD/ OD VI RSeq: 4 Clr: 0 
DISKOLJ:[PAGER PSTYLESIUNIVERSAL L3ST;75 5 C C s :  40615 

Title 

Duke Energy Kentucky and the Trustee, and any agent of ours o r  the Trustee, may treat the 
person in whose name a Debenture is registered as the absolute owner thereof (whether or n o t  the 
Debenture may be overdue) for the purpose of making payment and for all other purposes. 

Governing Law 

of the State of New York. 
The Indenture and tlie Debentures will be governed by, and construed in accordance with, the laws 

Concerning the Debenture Trustee 

acts as tlie trustee for certain debt securities of one of our affiliates. Deutsche Bank makes loans to, 
and performs other financial services for, us and our affiliates in tlie normal course of business. 

Deutsche Bank Trust Company Americas is the Trustee under tlie Indenture Deutsche Bnnlt also 

Ratings 

by Standard SC Poor’s Ratings Services, a division of The McGraw-Hill Companies, Inc.  A security 
rating is not a recommendation to buy, sell or hold securities and may be subject to revision or 
withdrawal a t  any time by the assigning rating organization. Each rating sliould be evaluated 
inclependently of any other rating. 

We expect that the Debentures will be rated “Baal” by Moody’s Investors Service, Inc. a n d  “A - ” 

BOOK-ENTRY, DELIVERY AND FORM 

General 

The Debentures are being offered and sold to qualified institutional buyers in reliance on  
Rule 144A (“Rule 144A Debentures”). Rule 144A Debentures will be represented by one or more 
Debentures in registered, global form (collectively, the “Rule 144A Global Debentures”) 

E,xcept a s  set forth below, the Rule 144A Global Debentures may be transferred, in whole and n o t  
in part, only to DTC, New York, NY, to another nominee of DTC or to a successor of DTC or its 
nominee. Beneficial interests in the Rule 144A Global Debentures may not be exchanged for tleliniiive 
L’ebentures i n  registered certificated Form (“Certificated Debentures“) except in the limited 
circtimst;~~ices described below See “Exchange of Rule 144A Glolxrl Debentures for Certificated 
Debentures.’’ E,xcept in the limited circumstances described below, owners ol beneficid interests i n  the 
Rule 144A Global Debentures will not be entitled to receive physical delivery of Certificated 
Deben tures 

Rule 144A Debentures (including beneficial interests i n  the Rule l44A Global Debentures) will be 
subject to certain restrictions on transfer and will bear a restrictive legend ;IS described under “Nolice 
to Investors; Transfer Restrictions.” In  addition, transfers of beneficial interests in the Rule 144A 
Global Debentures will be subject to the applicable rilles and procedures of DTC and its direct o r  
indirect participants, which may change Irom time to time. 

Depository Procedures 

0 1  convenience. These oper;itions ant1 proceclures are solely within the control of the DTC seltlement 
system and are subject to c1i;inges by DTC. We take no responsibility lor  tliese operations ani1 
p i  ocedures a n d  we urge investors to contx t  DTC o r  its pnrticipants directly to discuss tliese matters 

The following tlescription of the operations ant1 procedures 01 DTC is provitlecl solely iis ;I matter 

23 
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DTC will act as securities depository for Rule 144A Global Debentures. Rule 144A Global 
Debentures will be issued as fully-registered securities registered in tlie name of Cede & Co. (DTC’s 
partnership nominee) or such other name a s  may be requested by an authorized representative of 
DTC. One fully-registered Rule 144A Global Debenture certificate will be issued for Rule 144A Global 
Debentures, in the aggregate principal amount of such issue, and will be deposited with DTC. 

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under 
the New York Banking L.aw, ii “banking organization” within tlie meaning of the New York Banking 
Law, ii member of the Federal Reserve System, a “clearing corporation” within the meaning of the 
New York 1Jniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of 
Section 17.4 of the Exchange Act. DTC holds and provides asset servicing for over 3.5 million issues of 
IJS. and non-U.S equity issues, corporate aiid municipal debt issues, and money market instruments 
(from over 100 countries) that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Participants of sales and other securities transactions 
i n  deposited securities, through electronic computerized book-entry transfers and pledges between 
Direct Participants’ accounts. This eliminates tlie need for physical movement of securities certificates. 
Direct Participants include both IJ S. and non-U3 securities brokers and dealers, banks, trust 
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of 
Tlie Depository Trust CQ Clearing Corporation (“DTCC”). DTCC is the holding company lo r  DTC, 
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are 
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to tlie 
DTC system is also available to others such as both U S .  and non4J.S. securities brokers and dealers, 
banks, trust companies, and clearing corporations that clear through or maintain a custodial 
relationship with ii Direct Participant, either directly o r  indirectly (“Indirect Participants”). DTC has 
Stantlard & Poor’s highest rating: hhA. Tlie DTC Rules applicable to its Participants are on file with 
tlie SE,C. More information about DTC can be found at wvw.drcc.coni and wwwdtc.org 

Purchases of Rule 144A Debentures under tlie DTC system must be made by o r  through Direct 
Participants, which will receive a credit for Rule 144A Debentures on DTC’s records. Tlie ownership 
interest of each actual puichaser of each Debenture (“Beneficial Owner”) is in turn to be recorded on 
tlie Direct and Indirect Participants’ recorcls. Beneficial Owners will not receive written confirmation 
from DTC of their purchase Beneficial Owners are, however, expected to receive written confirmations 
proviclinp detnils of the transaction, ;is well ;IS periodic statements of their holdings, from the Direct or 
Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of 
ownelship interests i n  Rule 144A Debentures are to be acconiplished by entries made on the books of 
Direct ;ind Indirect kirticipnnts acting on behalf of Beneficial Owners Benelicial Owners will n o t  
receive cei tiliciites representing their ownership interests in Rule 144A Debentures, excepr in the event 
t h a t  use 01 the hook-entry system for Rule 144A Debentures is tliscontinued. 

To 1:icilit;ite subsequent t i  ansfers, 2111 Rule 144A Global Debentures deposited by  Direct 
p ; ~ ~ t ~ c ~ p i i i i t s  _ ‘ .  with DTC itre registered i n  the name of DTC’s partnership nominee, Cede B Co . o r  such 
other nanie ;IS may he ~-equested by an autliorized representative of DTC. The deposit or Rule 144A 
Global Debentures with DTC iintl their registration i n  the name of Cede & Co. or such other DTC 
nominee do not elfect any change in beneficial ownership. DTC has no knowledge o f  tlie ;ictu;il 

Benelicial Ownei s ol Rule 144A Debentures; DTC’s recorcls reflect only tlie identity of tlie Direct 
Participants to whose ;iccoiints sucli Rule 144A Dehentures are credited, which may  or may not he the 
Beneliciiil Owners The Direct nntl Indirect Participants will remain responsible for keeping :ic:cuunt of 
tlieii holdings on l x l i a l l  01 their ciistoniers 

Conveyaiicc oI notices aiid other- coiiimuriicatioiis by DTC to Direcr Parlicipants, by Direci 
P;irticip;ints to Incliiect Participants. and  by Direct Participnnts and Inclirrct l’xrticipants to Bene1ici;tl 
Owiiei s will he govci net1 hy i i i  i iingernents m o n g  them, subject t o  any statutory or I egulntory 
rcquiieirieiirs ;IS rnq’ he in ellect from rime to time. Benelicial Owners ol Rule 144A Dehenttii-es may 
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wish to take certain steps to augment tlie transmission to them of notices of significant events with 
respect to Rule 144A Debentures, such as redemptions, tenders, defaults, and proposed amendments to 
Rule 144A Debenture documents. For example, Beneficial Owners of Rule 144A Debentures may wish 
to ascertiain t h a t  the nominee holding Rule 144A Global Debentures for their benefit lias agreed to 
obtain and transniit notices to Beneficial Owners. In tlie alternative, Beneficial Owners may wish to 
provide h e i r  niinies and addresses t o  tlie registrar and request that copies of notices be provided 
directly to them. 

redeemed, DTC’s practice is to determine by lot the amount of tlie interest of each Direct Participant 
to be redeemed. 

Neither DTC nor Cede 6( Co (nor any otlier DTC nominee) will consent or  vote with respect to 

Retleniption notices shall be sent to DTC. If less than all Rule 144A Debentures are  being 

Rule 144A Debentures unless autliorized by a Direct Participant in accordance with DTC’s MMI 
Procedures. Under its usual procedures, DTC mails an omnibus proxy to Duke Energy Kentucky as 
soon as possible alter the record (late. The omnibus proxy 
lights to those Direct Participants to whose iiccounts Rule 144A Debentures are credited on tlie record 
date (identified i n  a listing attached to tlie omnibus proxy). 

Redemption proceetls. principal, ;and interest payments o n  Rule 144A Debentures will be made to 
Cede & Co., or such other nominee as may be requested by a n  authorized representative of DTC. 
DTC’s practice is to credit Direct Participnnts’ accounts upon DTC’s receipt of hinds and 
corresponding detail information from Duke Energy Kentucky o r  any agent, on  the payable date in 
accordance with their respective lioldings shown on DTC’s records. Payments by Participants to 
Beneficial Owners will be governed by standing instructions and customary practices, a s  is the case with 
securities held lor tlie accounts of customers in bearer lorni or registered in “street name,” and will be 
the responsibility o f  such Participant and not of DTC, any agent, or Duke Energy Kentucky, subject to 
any statutory o r  regii1;atory requirements iis may be in effect lrom time to time. Payment of redemption 
proceeds, principal, :and interest payments t o  Cede s! Co. (or such other nominee as may be requested 
by an authorized representative ol DTC) is  the responsibility of Duke Energy Kentucky or any agent, 
disbursement ol such payments t o  Dii.ect Participants will be tlie responsibility of DTC, and 
disbursement of such pxyments to the Beneficial Owners will be the responsibility of Direct an t l  
Indirect P;irticip;inls 

A Benelicial Owner sliall give notice to elect to have its Rule 144A Debentures purchased or 
tentlered, tlirougli its Particip;int, to any tigent, antl  slinll effect delivery of such Rule 144A Debentures 
by callsing tlie Diret:! PilrIicipilIlI to t i  xiislei tlie Rirticipnnt’s interest in such Rule 144A Debentures, 
on DTC’s records, to m y  agent- The reqtiirenient lor  physical delivery of Rule 144A Debentures in 
connection with an optional tender will he deemed satislied when the ownership rights in Rule 144A 
Debentures are  translerretl hy Diiect Participants on DTC’s records and followed by a book-entry 
credit of tentleretl Rule 144A Dehentures to a n y  xgent’s DTC itccoiint. 

any time by giving ieason;ahle notice to Duke Energy Kentucky or any agent. Under such 
circtimstances. i n  the event t i i t a t  ;a siiccessor depository is n o t  ohtiiined, Rule 144A Global Debenture 
certificates ale ieqiiiretl to Ix pi intetl m t l  delivered 

Duke Energy I<eiittacl.;y may tlecitle to discontinue tise ol  the system of book-entry-only transrers 
tlirougli DTC (01- ;I st~ccessor sccui-itics depository) I n  t1i;it event, Certificated Debentures will be 
printed and cleliverecl to DTC. 

The inlormation in t l i i \  section concerning DTC and DTCs book-entry systeni lias been obtained 
from SOIIICCS t1i;at Duke Energy lieiitucky helieves to he ~eliahle, but Duke Energy Kentucky takes no 
responsibility lor the accuracy  tlici-col 

gns Cede & Co.’s consenting or voting 

DTC may discontinue providing ils services ;is depository with respect to Rule 144A Debentures at 

-r 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250 X 10.750” Copy Dim: 38. X 54.3 File: DG45901B.;8 



Investors i n  Rule 144A Debentures who are Participants may hold their interests therein directly 
through DTC. Participants means those participating organizations whose securities are held by DTC 
(collectively, the “Participants”). The Participants include securities brokers and dealers (including the 
initial purchaser), banks, trust companies, clearing corporations and certain other organizations. 
Investors i n  Rule 144A Debentures who are not Participants niay hold their interests therein indirectly 
through organizations which are  Participants. All interests in a Rule 144A Debenture may be subject to 
the procedures and requirements of DTC. The laws of some states require that certain Persons take 
physical delivery in definitive form of  securities that they own. Consequently, the ability to transfer 
beneficial interests in a Rule 144A Debenture to such Persons will be limited to that extent. Because 
DTC can act only on behalf of the Participants, which in turn act o n  behalf of the Indirect Participants, 
the ability of a Person having beneficial interests in a Rule 144A Debenture to pledge such interests to 
Persons tha t  do n o t  participate in tlie DTC system, o r  otherwise take actions in respect of such 
interests, niay be aflected by the lack ol a physical certificate evidencing such interests. 

Except as described below, owners of interests in Rule 144A Debentures will not have the 
Debentures registered in their names, will not receive physical delivery of the Debentures in 
certificated form and will not be considered the registered owners or “holders” thereof under the 
Indenture for any purpose. 

Debenture iegistered in tlie name of DTC o r  its nominee will be payable to DTC in its capacity as the 
i egistered holder under tlie Indenture. Ilnder tlie terms of the Indenture, we and the Trustee will treat 
the Persons i n  whose names the Debentures, including the Rille 144A Global Debentures, are 
registered a s  the owners 01 the Debentures lor tlie purpose o f  receiving payments and for all other 
purposes. 

any responsibility or liability for: 

Payments in respect ol  tlie principal ol, and interest and piemium, i t  any, on a Rule 144A Global 

Consequently, neither we n o r  the T-ustee, nor any agent of ours o r  the Trustee’s, has or will have 

any aspect of DTC’s iecortls o r  any Participant‘s or Indirect Participant’s records relating to or 
pityinents m;ide on ;iccount of henelici;il ownership interests i n  the Rule 144A Global 
Debentures or lor maintaining. supervising o r  reviewing any of DTC’s records or any 
Participant’s o r  Indirect Participant’s records re1:iting to the beneficial ownership interests i n  the 
Rule 144A Global Dehentuies: o r  

any other matter relating to tlie actions ;tiit1 prxtices 0 1  DTC or any ot its Participants or 
Indirect Rirlicipants 

Exchange of Rule 144A Global Debentures lor Certificated Debentures 

A Rule 144A Global Debentiire is esc1i;ingeahle l o r  Certilicated Debentures il: 

the Depository notifies us that  i t  is unwilling o r  itnable to continue ;IS ii depository for such 
Gloh;il Debenture a n d  no siiccessor depository ~ l ia l l  have heen appointed by us, or i f  at  any time 
the Depository ceases t o  he ii clearing itgency registered tindei tlie Exchange Act at  a time when 
the Deposifory is required to be so regisrerecl to ;ICI ;IS ii tleposiirory and no successor depository 
shall have heen appointed by us. i n  e x l i  case within 90 c1;tys alter we receive such notice or 
become itwitre 01 such cessation; o r  

we i n  o u r  sole discretion determine t h a t  siicli Glolxil Debentitie shall be so escliangeai~le, or 

there sli;tll have occtiiietl ; i n  event 01 tleliiirlt wi th  iespecr to the Debentures 
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In all cases, Certificated Debentures delivered in exchange for any Rule 144A Global Debenture 
or benelicial interests in Rule 144A Global Debentures will be registered in the names, and issued in 
any approved denominations, requested by or on behalf of the depository (in accordance with its 
customary procedures) and will bear the applicable iestrictive legend referred to in “Notice t o  
Investors; Transfer Restrictions,” unless tha t  legend is not required by applicable law. 

NOTICE TO INVESTORS; TRANSFER RESTRICTIONS 
Becarrse of the following restrictions, purchasers are advised to corisrilt legal C Q l l i I , Y d  prior to making any 

purchase, resale, pledge or tramfer oJ L~ebentrires. 

The Debentures have not been registered under the Securities Act or  any securities laws of any 
jurisdiction, and may not be olferetl or sold within the United States or t o  U S. Persons, as such terms 
are defined under the Securities Act, except pursuant to an exemption from, o r  in a transaction not 
subject to, the registration requirements of, the Securities Act and such other securities laws. 
Accordingly, tlie Debentures are being offered hereby only to “qualified institutional buyers” (as 
defined in Rule 144A under the Securities Act) in reliance on the exemption from the registration 
requirements of the Securities Act provided by Rule 144A. We will hwe  n o  obligation to register 
resales of tlie Debentur’es offered hereby or exchange registered securities for the Debentures, and 
make no repi esentations with respect t o  and take  no responsibility lor t l i e  registration of the 
Debentures o r  the circumstances under which the Debentures may he lawfully sold or delivered. 

be deemed to  have ~tcknowledged, represented to, w;irr;inted ;ind agreed as follows: 
E,ach purchaser of the Debentures that is purchasing in a sale made in reliance on Rule 144A will 

(1) The purchaser is: 

(a) a clualilied institutional buyer ancl is aw;ire that tlie sale to i t  is being made in reliance on 
Rule 144A m t l  is acquiring such Debentures lor  its own account o r  for the account of 
motlier qualified institutional buyer; and 

(b) not our affiliate (its defined in Rule 144 under t l i e  Securities Act) ant1  is not acting on 
ot11 behall. 

(2) The purchaser understantls that  the Dehentuies are being ollered i n  transactions not involving 
any public ofleriiig in the United States within the me;tning ol the Securities Act, that tlie 
Debentures have not been registei ed under the Securities Act 01 any securities laws of any 
jurisdiction and that: 

(a )  tlie Debentures may be offered, resold, pledged o r  otherwise translerretl only ( i )  to ;I 
person who the seller rensonably believes is ;I qtialilietl institutional buyer in  it triinsitction 
meeting tlie requirements ol Rule 144A, pursu;int to ;in exemption Iroin registration 
under tlie Securities Act provided by Rule 144 thereuntler (il available), in ~iccordance 
with nnothei  exemption f iom the regisrrarion ieciuirenieiits ol the Securities Act or 
pursuant to an ellective iegistration statement tindei the Secuiities Act 01 (ii) to us o r  
one 0 1  our afliliaies and, in exli ciise, in  i ~ c c o ~ ( I m c e  with any app1ic;ible securities laws ol 
any state o l  tlie United States or a n y  other applicable jurisdiction; arid 

(17) the purchaser will. and each subsequetii Iiolder is required to. n o t i l j t  any suhsecluen~ 
purchaser from i t  ol the resale restrictions set lorth i n  ( a )  ;t lmve ;ind no representation is 
being made ;IS to the ;~vail;~hility ol the exemption provided by l7ule 144 t inder tlie 
Secui ities Act lor resales 01 tlie Debentures 

( 3 )  The purchasei rep~escnts : t i i d  \vitrr;tnts t1i;it: 
(a )  such puichaser has such knowledge ancl esperiencc i n  lin;inci:tl ; ~ n t l  husiness m a t t e i s  ancl 

tha t  i t  is c:tp;thle ol evalu;rting the niei its ;inti risks 01 pui-chasin~ the Dehentures. and 
such purchaser and a n y  ; t cco t~n ts  lor  wliicli i r  is ;icting iiie ci icl i  ;tRle to lbe;ir tlie economic 
rislts 01 its o r  their investment; 
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(b) such purchaser is not acquiring the Debentures with a view towards any distribution 
thereof in a transaction that would violate the Securities Act or the securities laws of any 
state of the LJnited States or any other applicable jurisdiction; provided that the 
disposition of its property and the property of any accounts for which such purchaser is 
acting as  fiduciary shall remain at all times within its control; 

(c) such purchaser has received a copy of the offering memorandum and acknowledges that 
no representation or warranty is being made by the initial purchaser its to the accuracy o r  
completeness of such materials. Such purchaser further acknowledges [hat neither we nor 
the initial purchaser nor  any person repiesenting us o r  the initial purchaser have macle 
any representation to them with respect to us or  this offering or the sale of any 
Debentures other than information contained in this offering memorandum antl that such 
purchaser has had access tu such financial and other information, and has been afforded 
the opportunity to ask such questions of our representatives ;ind receive answers thereto, 
as it deemed necessary in connection with its decision to purchase the Debentures; antl 

(d) such purchaser will not transfer the Debentures to any person or  entity, unless such 
person or entity could itself truthfully make the foregoing representations and covenants. 

(4) The purchaser u nde rs tantls t h  a t the ce rt i f icat es evi de 1x3 ng the Deben t it res w ill, ti nless 
otherwise agree0 by us and the holder thereof, bear a legend substantially t o  [he following 
effect: 
“THIS SECURITY (OR ITS PREDECESSOR) WAS ORIGINAL.LY ISSUED IN A 
TRANSACTION EXEMPT FROM REGISTRATION UNDER SECTION 5 OF THE UNITED 
STATES SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), AND 
THIS SECURITY MAY NOT BE OFFERED, SOL,D OR OTHERWISE TRANSFERRED IN 
THE ABSENCE OF SUCH REGISTRATION OR AN APPLICABL,E EXEMPTION 
THEREFROM. EACH PURCHASER OF THIS SECURITY IS HEREBY NOTIFIED THAT 
THE SELLER OF THIS SECURITY MAY BE RELYING ON THE EXEMPTION FROM 
THE PROVISIONS OF SECTION 5 OF THE SECURITIES ACT PROVIDED BY 
RUL,E 144A THEREUNDER (”RULE J44A”). 

THE HOLDER OF THIS SECURITY AGREES FOR THE BENEFIT OF DUKE ENERGY 
KENTUCKY, INC. (THE “COMPANY”) THAT (A) THIS SECURITY MAY BE OFFERED, 
RESOLD, PL,EDGED OR OTHERWISE TRANSFERRED ONLY (1) TO A PERSON WHOM 
THE SELLER REASONABLY IiELIEVES IS A QUALIFIED INSTITUTIONAL BUYER (AS 
DEFINED IN RIJLE 144A) IN A TRANSACTION MEETING THE REQUIREMENTS OF 
RULE 144A PURCHASING FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF A 
QUALIFIED INSTITUTIONAL BUYER, (11) PURSUANT TO AN EXEMPTION FROM 
REGISTMTION UNDER THE SECURITIES ACT PROVIDED BY RtJLE 144 
THEREUNDER (IF AVAILABLE), (111) I N  ACCORDANCE WITH ANOTHER EXEMPTION 
FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT OR 
PURSUANT TO AN EFFECTIVE REGISTRATION STATEMENT UNDER THE 
SECURITIES ACT OR (1V) TO THE COMPANY OR ONE OF ITS AFFILIATES, A N D  I N  
EACH CASE IN ACCORDANCE WITH ANY APPLICABLE SECURITIES LAWS OF ANY 
STATE OF THE UNITED STATES, AND (B)  THE HOLDER WILL, AND EACH 
SUBSEQUENT HOLDER IS REQUIRED IO,  NOTIFY ANY I’URCI-IASER OF THE 
SECURITY FROM l‘T OF THE RESALE RESTRICTIONS REFERRED TO I N  CLAUSE 
(A) ABOVE. THIS SECURITY AND ANY RELATED DOCUMENTATION MAY BE 
AMENDED OR SUPPLEMENTED FROM TJR4E TO TIME TO MODIFY THE 
RESTRICTIONS ON A N D  PROCEDURES FOR RESALES AND OTHER TRAN 
THIS SECURITY TO REFLECT A N Y  CHANGE I N  APPLICABLE LAW OR REGULA‘I‘ION 
(OR THE INTERPRETATION THEREOF) OR I N  PRACTICES RELATING ’IO T11E 
RESALE OR TRANSFER OF RESTRICTED SECURITIES GENERALLY. ‘THE. IIOI~DI~R O F  
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THIS SECURITY SHALL BE DEEMED BY THE ACCEPTANCE OF THIS SECURITY TO 
HAVE AGREED TO ANY SUCH AMENDMENT OR SUPPLEMENT.” 

(5) The Debentures may not be sold or transferred to, and each purchaser or transferee, by its 
purchase or acquisition of the Debentures, shall be deemed to have represented and 
covenanted that it is not acquiring the Debentures, directly or indirectly, for or on behalf of, 
any pension or wellare plan (as defined in Section 3 of the Employee Retirement Income 
Security Act of 1974, as amended (“ERISA”)) or plan ( a s  defined in Section 4975 of the 
Internal Revenue Code o f  19S6, as amended (the “Code”)), except that such purchase for or 
on behalf of a pension or welfare plan shall be permitted: 

(a) to the extent such purchase is made by or on behall of a bank collective investment fund 
maintained by the purchaser in which, ;it any time while the Debentures are outstanding, 
no plan (together with any other plans maintained by the same employer or employee 

ets in such collective 
investment fund and the conditions of Section I l l  of  Prohibited Transaction Ciass 
Exemption 91-35 issued by the Department of L.abor itre satisfied; 

(b) t o  the extent such purchase is made by or on behalf of an insurance company pooled 
separate account maintained by the purchaser in which, ;it any time while the Debentures 
tire outstanding, no plan (together with any other plans maintained by the same employer 
or employee organization) has an interest i n  excess of 10% of the total 
pooled separate account and the conditions of Section 111 of Prohibited Transaction Class 
Exemption 90-1 issued by the Department of Labor are satisfied; 

(c) to the extent such purchase is made lrom ;in insurance company general account, the 
conditions of Sections I and 1V ol Prohibited Transection Class Exemption 95-60 issued 
by the Department of Labor are satisfied; 

((1) to the extent such purchase is made on behzilf of ;I plan by (i) an investment aclvisor 
registered under the Investment Atlvisers Act of I940 t h a t  lint1 ;IS of the last day of its 
most recent fiscal year total assets under its management and control in excess of 
$50,000,000 and had shareholders’ or partners’ equity in excess of $750,000, ;is shown in 
its most recent balance sheet prepared in ;tccordance wi th  generally accepted accounting 
principles, (ii) ;I bank ;IS defined in Section 202(a)(2) of the Investment Advisers Act of 
1940 with equity capitd in excess of $1,000,000 iis of [he 1;ist tloy of its most recent lisciil 
year or (iii) an insurance comp;iny which is qualilied under the laws of more than one 
state to manage, acquiie o r  dispose ol any assets 01 it plan, which insui ance company Itad 
iis of the Inst clay of its most recent fiscal ~ I J  ne1 worth in excess o f  $1,01)0,000 ;ind 
which is subject to supervision ant1 examin:ition by state authorities having supelvision 
ovet insurance companies, and i n  any case, such investment advisei, bank oi insur;ince 
company is otlienvise ii qualilietl prolessioixil asset in;in;iger, as such lei in is used in 
Prohibited Tians:iction Class Exemption S4-14 issued hy the Department ol Lahor. iind 
the itssets ol such plan when comhinetl with the assets 01 other plans established or 
niaintained by tlie same employer ( o r  affiliate [hereof) or employee organization and 
ninnaged by such investment advise1 . Ix tnk  or inslit mce comp;iny (lo not represent more 
than 20% of the total client assets miinaged by such investment adviser, b n n k  or 
insurance conipiiny, m d  the conditions of Section I 0 1  such exemption ale otherwise 
satislied; 

(e) to the extent such p l a n  is ii governinent;il pliin (ns delinetl i n  Section 3 01 ERISA) which 
is not  subject to the provisions 01 Title 1 of  E.RlSA or Secliori 401 01 tlie Code; or  

( I )  to the extent wch purchase is inncle on he1i;ill ol ;I plaii by ;in in-house asset managcr 
and the conditions ol Part 1 0 1  the Proliihited Ti ansiictions CXiss E,seniption 9 0 - 3  issuetl 
b y  the Department ol L a h o r  are satislied 

in interest in excess of 10% of the total 
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E,ach purchaser acknowledges that we, the initial purchaser and others will rely upon the truth antl 
accuracy of the foregoing acknowledgments, representations, warranties and agreements, and agrees 
that if any of the acknowledgments, representations, warranties and agreements deemed to have been 
made by it by its purchase of the Debentures are no longer accurate, i t  shall promptly notify us md the 
initial purchaser. If i t  is acquiring any Debentures a s  a fiduciary or agent for one or more investor 
;iccounts, it represents that it has sole investment discretion with respect t o  each such investor account 
a n d  that i t  has lull power to make the foregoing acknowledgments, representations, warranties and 
agreements on behalf of each such investor account. 

PLAN OF DISTRIBIJTION 
Under the ternis and sub,ject to conditions provided in a purchase agreement dated September 17, 

2009, the initial purchaser has agreed to purchase, antl we have agreed to sell to the initial purchaser, 
the lull principal amount of the Debentures. 

The initial purchaser is offering the Debentures subject to its acceptance of the Debentures from 
us and subject to prior sale. The purchase agreement provides that the obligation of the initial 
purchaser to pay for and accept delivery of the Debentures is subject to the approval of legal matters 
by their counsel and to certain other conditions being satisfied. The initial purchaser is obligated to 
purchase all of  the Debentures offered by this ofrering meniorandum i f  any itre purchased 

The Debentures will initially be offered at the price indicated on  the cover page to this ofl‘ering 
memorandum After the initial offering of the Debentures, the offering price and other selling ternis of 
tlie Debentures may from time to time be varied by the initial purchaser. The purchase agreement 
provides tha t  we will indemnify the initial purchaser against certain liabilities, including liabilities under 
the Securities Act, or contribute to  payments which we niay be required to make in respect of 
indemnification. The expenses of the offering, not including the initial purchaser’s discount, are 
estimated to be approximately $250,000. 

We heve been advised by the initial purchaser that the initial purchrtser proposes to resell the 
Debentures initinlly to qualified institutional buyers i n  reliance on Rule 144A.. The Debentures have 
not been iegistered under the Securities Act antl may not be offered or sold in the Ilnited States or t o  
1J.S peisons unless the Debentures are registered under the Securities Act or an exemption from the 
registration requirements of the Securities Act is aviiilalile. See “Notice t o  Investors; Transler 
Restrictions.” 

I n  connection with the offering of the Debentures, the initial purchaser niay engage in over 
allotment, stabilizing traiisxtions and syndicate covering transactions. Over allotment involves sales in 
excess of the offering size, which creates ii short position for the initial purchaser. Stabilizing 
transactions involve bids to purchase tlie Debentures in the open market lor the purpose of’ pegging, 
lixing o r  maintaining tlie price of the Debentures Syndicate covering transactions involve puichases of 
the deb en^ tires i n  the open market alter the distribution has been completed in order t o  cover short 
positions. Finally, the initial purchaser may reclaim selling concessions ;illowed to  any dealer for 
distributing tlie Debentures in the olfering, i f  the initial purchaser iepurchases previously tlistributetl 
Debentures i n  transactions to cover short positions established by i t ,  in  stabilization transac~ions o r  
otherwise Any ol these activities may cause the market price of the Debentures to  be higher than i t  
woiild otherwise be in tlie absence o f  these xtivities The initial purchaser is not ieqtiired to engage i n  
these activities, and may discontinue any 01 these activities iit any time without notice 

The Delxmtures will be ii new issue o f  securiiies lor which tlieie i s  n o  estnblishetl market We (lo 
not intend to apply foi tlie Debentures t o  be listed on n n p  securities exchange o r  on a n y  automated 
tle;tler quot;ition system. The initial purchaser has ;itlvisetI us that  i t  currently intends to make ii market 
in the Debentures. However, the initinl purchaser is n o t  obligated to do so arid any market making with 
I espect to tlie Debentures may he discontinued without notice. Accordingly, we cannot iissure you that  
;I liquid trntling m;irket will tlevclop loi the Deherirtires, t h a t  you will be ;tiile to sell your Debentur,es 
;it ;I particular time o r  t l i t i t  the prices t h a t  you iecrive when you sell will he equal to o r  greater than 
their fair mirke! v;ilue 
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In the ordinary course of business, the initial purchaser and its affiliates have from time to time 
provided and may in the future continue to provide investment banking, commercial banking and other 
financial services to us a n d  o u r  affiliates for which they have received, and may receive, customary fees. 
Affiliates of the initial purchaser are currently lenders under unsecured revolving credit agreements 
with us and with our parent, for which they receive customary fees. 

LEGAL MATTERS 

The validity of the Debentures will be passed upon for Duke Energy Kentucky by Richard G. 
Beach, Esq., Assistant General Counsel of Duke Energy Business Services L.LC. Certain legal matters 
with respect to the offering of the Debentures will be passed upon for Duke Energy Kentucky by Frost 
Brown Todd LL.C, Cincinnati, Ohio, and for the initial purchaser by Sidley Austin L.L.P, New York, 
New York. 

INDEPENDENT AUDITORS 

The financial statements of Duke Energy Kentucky, Inc. :IS of and for the years ended 
December 31, 200s and 2007, included in this offering memorandum, have been audited by Deloitte & 
Touche LLP, independent auditors, a s  stated i n  their report appearing herein. 

-r 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8 .250 X 10.750 Copy Dim: 38. X 54.3 File: DK45901A.;11 



MERRILL CORPORAI'ION SL YUBOM//17-SEP-O9 1S:lS UlSK 135:[09ZDG I 09ZUG4S9OlJFA45901A ;3 
rnr11-1008 fmt Free: S?IODM/OD Foot: OLD/ OD VJ RSeq: I Clr: 0 
DISKO2J:[PAGER PSlYLES]UNlVERSAL BST;75 5 C Cs: 16-118 

Duke Energy Kentucky, Inc. 

Financial Statements 

For the Years Ended December 31, 2008 and 2007, and 
For the Six Months Ended June 30, 2009 and 2008 

I=- 1 
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Duke Energy Kentucky, Inc. 

Index 

December 31, 2008 and 2007 

Statements of Operations . . . . . I ,  , I ,  I . .  . . . . I I I I I I I .  . . . " .  . . . I I I I " .  . 
Balance Sheets . . . . . , ~ . ~ I . I I .  I . . . . .  " " " " " I " " I I " . . . " . . . . . .  

Statements of Changes i n  Common Stoc 

Statements of Cash Flows 
Notes to Financial Statements I I I I , I . . . . . . ~, I I I I I , . . . . I I " ,  I . I . . . 
Six Months Ended June 30, 2009 and 2008 (Unaudited) 
Statements of Operations (Unaudited) I I . . ~ I . . . . . . I . I I I . . . . . . I . I , I I I 

Balance Sheets (Unaudited) . . I . . I . . . I I . , . _ ^ . 1 1 . 1 " " . I . l . l . l  

Statements of Changes in Common Stockholder's Equity and 

Report of Independent Auditors I I I . " , " .  " " . " " " I . . " . . .  

Comprehensive Income . .  " "  " l ^ " " " " " " . . .  " .  " " . " , " " " . " . . " . . .  
" .  . . I . . . I I I " .  . . . . . . I . . " .  . " . . " . . . . . . . ,  , " "  

Comprehensive Income (1Jnaudited) . . . " " . " " " "  . . .  " ^ . " " . . .  . .  , .  

Statements of Cash Flows (Unaudited) I . . . . . . . I . . . . . . " . . . . . . . " . .  
Notes to Financial Statements (Unaudited) I I I I I . . . . . . , I . I . I . . . . I , . . 1 I , I I 
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Deloitle & Touche LLP 
1100 Carillon Building 
227 West T r a d e  Street 
Charlot te ,  NC 28202 
lJSA 

Tel: + 1  704 887 1500 
Fax: + l  704 887 1 5 7 0  
www deloi t te  corn 

INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors and Stockholder of 
Duke Energy Kentucky, Inc. 
Cincinnati, Ohio 

“Company”) as of December 31, 2005 and 2007, and tlie related statements of operation 
equity and comprehensive income, and cash flows for the years then ended. These financial statements 
are the responsibility of tlie Company’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 

We have audited the accompanying balance sheets of Duke Energy Kentucky, Inc. (tlie 

We coniiucted our audits in accordance with generally accepted auditing standards 21s establislietl 
by the Auditing Standards Board (United States) and in accordance with tlie auditing standards 01. tlie 
Public Company Accounting Oversight Board (I.Jnited States). Those standards require that we plan 
and perform tlie audit to obtain reasonable assurance about whether the financinl statements are free 
of material misstatement. The Company is not required to have, nor were we engaged to perform, t i t i  

audit of its internal control over financial reporting. Our audits included consideration of internal 
control over financial reporting as a basis for designing audit procedures that are appropriate in tlie 
circumstances, but not for the purpose of expressing an opinion on the eflectiveness ol llie Company’s 
internal control over financial reporting. Accordingly, we express n o  such opinion. An audit also 
includes examining, on a test basis, evidence supporting tlie amounts and disclosures i n  tlie financial 
statements, assessing tlie accounting principles used and significant estimates made by nimiagenient, as 
well as evaluating the overall financial statement presentation. We believe l1i;il o u r  :tiidits provide :I 

reasonable basis f o i  our  opinion. 

In our opinion, such financial statements present fairly, in all moterial respects, tlie linancial 
position of the Company as of December 31, 2005 and 2007, and tlie results of its operalions a n t 1  ils 
cash flows for tlie years then ended in conformity with accounting principles gene1 :illy ;iccepte(l i n  the 
United States of America. 

Match 25, 2009 

Member  of 
Deloitte Touche Tohmatsu 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

\'car To Dale 
December 3 1, 

2008 2007 
(io thoitsands) 

~~ 

Operating Revenues 
. . . . . . . . . . . . . .  Electric . . . . . . . . . . . . . . . . . . . . . . . . . .  

Gas I . . , I , . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  

" .  

Total Operating Revenues . . . . . . . . . . . . . . . . .  
Operating Expenses 

Fuel used in electric generation and purchased power. . . . . . . . . . . . . . . . . . .  
Operation, maintenance and other . . . . . . . . . . . . . . . . . . .  . . . . . . .  
Natural gas purchased ~ . I I . . . . . . . . . . . .  . . . . . . . .  
Depreciation and amor . . . . . . . . . . . .  
Property and other taxe . . . . . . . . . . . . . . . . . . . . . . . .  
(Gain) Loss on sales of 

Total Operating Expenses . . .  . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . .  

Operating Inconie . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Other lnconie and Expen 
Interest Expense . . ~ ~ I . . . . . . . . . . . . . . . . . .  
Income Before Income Taxes I . . . . . . . . . . .  
Income Tax Expense , I . I . . . . . . . . . . . . . . . . . . . . .  
Net lnconie . . . . . . . . .  

See Notes to Finoncial Stateinents 

F-4 

$338,434 5330,547 
143,678 140,132 
20,315 22,005 

502,427 492,654 
~~ 

~ _ _ _  

156,952 153,883 
123,437 127,079 
106,913 94,931 
37,392 39,869 

7,475 11,589 
(65) 5 0 

432,104 427,401 
70,323 65,283 
4,853 4,052 

17,669 17,414 
57,507 5 1,92 1 

20,026 15,452 
$ 37,181 $ -33,469 

~ _ _ _  

~ _ _ _  

~~ 

_ _ _ ~  

~~ 

___ -- ________  
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

December 31, December 31, 
2008 2007 

(in Ilioiisiinds) 
ASSETS 

Ciirreiil Assets 
Ciisli iind ciisli cquiviilents . ,  , ,  . . .  , -  " . .  _ .  

iit Decenilicr 31, X107) . .  . . _  " . .  . . "  " . .  
Inventory . , , . "  . .  . . . . . ,  . 
01 l i c . r  . "  

17eceiviibles (net of iillow;ince for douhlful accounts of $432 at December .31, 2008 and $315 

. . ^ "  " "  , . " ,  

3'otnl ciirrenl a w l s  

Inveslmeiils and Ollier Assels 
Intengilile itssets , . .  , " .  . . .  " "  _ .  

, , " . .  " . " ^ "  . "  . ,  Otlier 

'Total inveslments aiid otlier ;issets 

I'rtipcrty. I' l i i i it, iiiiil 17.qiiipiiieiit 
cos1 " . . . ,  _ .  " ^  

Less ;iccumul:iled i1epreci;ilion and iiiiiortiziilioi1 . . .  . ,  . " .  " " . .  . .  I 

Net property, pl;inl, arid erliiipinenl 

. .  . " , . . , "  
" "  . .  . ,  , . .  . " .  . .  

. . , "  , . "  . -  

F-5 

$ 11,768 

52,336 

26.051 
33,045 

$ 9.?0? 

44,043 
2 7 3  1 
19.372 

i2.~,200 100. I08 

10,503 
4,392 

14,895 

7,064 
3.430 

10.494 

1,536,785 1,499,357 
625,727 617,530 

91 1,058 661.S27 

5,308 5.445 

47,282 17.091 

53,050 23.518 

- 460 

~ _ _ _ _  

$1,102,203 $ I ,O 14.967 - -  

8 51,936 
3,241 

11,212 
3,828 

22,461 
14,274 

106.952 

316,168 

s 51,9S9 
27.470 
16.717 

? 557 
2 1.675 
12 507 

I ?I)27.i 

7h5.314 

171,851 
4 5  19 

. m 8 0  
40,482 

6.790 

153 11s 
5 5SI  

27 505 
13 0111 

rJ I70 
22,616 1) 3 3 2  

285,1)58 217Sl1 
~~ 

8,780 S.7SlI 

- [ W S )  

167,494 IIi7:I'JJ 
2 17,751 710 2711 

.394.1125 3sS.jJfJ 

61,102,203 S I .I) I.l.Wi7 - 
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DUKE ENERGY KENTZJCKY, INC. 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER'S EQUITY 

AND COMPREHENSIVE INCOME 
(in thousands) 

Acci~~nitlalcd Ollicr 
Comprcliensivc Income (Loss) 

Nct Gnins 
(Losses) on 

Coininon Paid-in Rclainccl Cash Flow 
Slnck Capital Earnings Hcdgcs -~~~ 

Balance at December 31, 2006 I . . . , . I I I I I $8,780 $164,344 $176,')65 $(741) 
~~~ ___ 

Net income I " . .  " .  I . ,  " . .  . . . . I . I I .  I 33,469 
Other comprehensive loss 

Cash flow hedges, net of tax benefit of $146 

Total comprehensive income . I . , . . . I , 

Capital contriI)ntion from parent . . . 3,150 

(257) 

(164) ___ Adjustment due to SFAS No. 158 adoption I I . 

Balance at  December 31, 2007 . . . I I I . , $8,780 $167,494 $210,270 $(998) 
_ _ _ ~ ~  " I 

-~~ - - ~ ~ _ _ _  
Net income I . I I " .  " I I , . I I I 37,481 
Other Comprehensive income 

Cash flow hedges, net of tax expense of 
($628) . . . . . I . I . . I . . I , , I 998 

Total comprehensive income I . . . . . . . I 

Dividends on coninion stock , . . . I , I I . (30,000) _ _ _ ~ _ _ _ _  ___ 
. . , I I $8,780 $167,494 $217,751 $ - - _ _ _ _ _ ~  ___ ~~~- Balance at December 31, 2008 I I . 

Total 
Cornmon 

Slockliolder's 
Equily 

$349,348 
33,469 

(257) 
33,212 

3,150 

(164) 
$385,546 

37,481 

998 
38,479 

(30,000) 

$394,025 
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DUKE ENERGY KENTUCKY, INC. 

STATEMENTS OF CASH FLOWS 

Cash Flows from Operoling Activities 
Net incunic . " .  , 

Adjustments to reconcile ne1 iiicumc tu ncl cilsli provided by 
Depreciation and  ;niiorliz;ition , " " " .  . .  . , .  
(Gains) Lusscs o n  siilcs of otlicr asscIs . . " " . .  . "  

Rcguhtory ;issct/liiihility :iniortiz " " .  . .  . .  . 
Conlrihutiun to cunipiny sponsored pension plan " .  . " . .  
Accrued pension ;ind other post-rctircnicnl hcncfit custs . "  . .  

Net rc;ilizcd :ind unrciilizcd m;irk-to-ni;irkct iintl hedging trmsiictions . . . " .  " "  

Rcccivihlcs I . . .  
Invcll lory 
Otlicr current ;isscts . . ,  " . .  " .  

Accounts p:iy:ihlc . " . .  

Dcfcrrcd incoinc tiixcs I , ^ .  " .  . "  

(Increase) dccrc;isc in: 

1ncrc;isc (dccrciisc) in: 

X x c s  accrucd . . " "  

" . .  " .  
Otlicr assets. . . " . ,  " "  " .  
Oilier liabilities . . . . . 

Net cash provided by operating activities 

Cash Florvs I'rorn Investing Activities 
Cnpit;il expenditures I " "  

I'urcliascs of (mission ;iIlu\vmccs " ,  

Snlc or emission iillu\v;inccs I . "  . "  
Other . .  

Net cash used in investing activities 

Cash Flows from Fiiiiincing A.cti\ilies 
1ssu;tncc of long-lcriii d c l ~  
Rcdciiiption ol long-lcrm dcht 
Notes piiy:ihlc to :ilfili;itc, net 
L3ividcntls paid 
Contrihution from p;ircnl 
Other 

Net wsli used in financing :ictivilics 

Net increase in r:rsli ;ind c:~sli eqciiv;ilents 
Cash and  c:isli eqiiivalents at beginning of period 

Czisli :iiid cash ccpiv;ilents at end of period 

Supp1cnicrit;il Disclostire 01 C;isIi Flow I n l i ~ r i i i ~ ~ ~  ion 
C;isli paid during tlic period lor: 

Intcrcst ( n e t  of ;iiiiuiiiit c;ipit;ilizcd) 
Incomc 1iiscs 

Non-c:isli lirimcing ;ind iiivesliiig ;iclivilics: 
Allow;incc lor Iunds used during con?IIruclioii (AFUl)C)-cqtiilv componcnl 
Accrued cipital cxpcnililiircs 

See Notes 11) FjiiaiicktI S ~ i i i c i i i e i i ! ~  

F- 7 

n t c i v c  ~\ . looti~s 
Ended 

Deccmber 31, 
2008 2007 ~- 

( in  Ihoiisetids) 

$ 37,481 $ 33,469 

37,955 40,475 
(65) 50 

6,920 4,701 
1,792 1,559 

2,240 3,931 
- (9,696) 

516 (27) 
(6,832) (9,057) 
(4,158) 1,61 I 
(5,787) (6,909) 

(7,143) 9,656 
(326) 7,362 
440 3,499 

(6,363) (4.157) 
(899) 5,305 

10,60-1 (4,639) 
66,375 77,466 

(61,090) (64.1 99) 

-- 
~- -- 

- (343) 
I49 34 3 

- 55 ~- 
(60,886) (64,199) ~- -- ~ 

123,517 3,067 
(71,!!63) (I,492) 
(24,229) (15.1 33) 
(30,000) - 

__ < , I  50 
(348)  (150) 

(3,023) (10.55X) 
-- 
~~ -~ - 

2,466 2,709 
9,302 6.503 

~~ 

x 11,768 s 9,302 -~ -~ 

$ 17,010 6 I6,6hS) 
$I4,14.3 s 6.012 

$ 778 3 210 
5 5.789 s 2 . w  
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements 

For the Years Ended December 31, 2008 and 2007 

1. Summary of Significant Accounting Policies 

combination electric and gas public utility company that provides service in northern Kentucky. Duke 
Energy Kentucky's principal lines of business include generation, transmission antl distribution of 
electricity as well as tlre sale of and/or transportation of natural gas. Duke Energy Kentucky's common 
stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1537, which is wholly 
owned by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1093. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly 
owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), resulting in Duke Energy HC 
becoming tlre parent entity In connection with the closing of the merger transactions, Duke E,irergy 
HC clranged its nanie to Duke Energy Corporation (New Duke Energy or Duke Energy) and Old 
Duke Energy converted into ;I limited 1i;ihility company n;imed Duke Power Comp:iny L.L.C 
(subsequently renamed Duke Energy Carolinas L.L.C effective October 1, 2006). As a result or the 
merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 shares of 
common stock of New Duke Energy, which resulted in  the issuance of approximately 31.3 million shares 
of Duke Energy common stock. Both Old Duke Energy ant1 New Duke E,nergy are referred to ;is Duke 
Energy herein. Duke Energy is a public registrant trading on the New Yorlc Stock E,xchange under 
DUK. 

Natnre of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a 

ets and liabilities of Duke E.nergy Kentucky were not adjusted to reflect their fair values as 
o f  tlre merger date since push-down accounting is not required by generally accepted accounting 
principles in the IJnited States (GMP) .  

station which is jointly owned with Dayton Power B L.ig1rt 
These statements reflect Duke Energy Kentucky's proportionate share or rhe East Bend generating 

Use of Estimates. To conform to GAAP in the United States (lJS.), m~inagement makes 
estimates and assumptions t h a t  iilfect the m o u n t s  ieporteci i n  the Financial Statements and Notes 
Although these estimates ;it e based on management's best available knowledge ;it the time, iictual 
results could differ. 

Cash and Cash Equivalents. All highly liqiiitl investments with remaining maturities ol three 
months or less at the date of purchase are considered cash equivalents 

Inventory. Inventory consists primarily of coiil held lo r  electric generation, mnterials antl supplies 
antl natural gas held i n  storage Tor transmission iiiicl siiles comniitments Inventory is recorded pi imnrily 
using tlre average cost nrethod. 

Components of Inventory 

I)creiiilier 31. I)P~PIIIIXT 31. 
2oon 2007 

( i l l  t lw11s: i l l i ls )  
-- 

Coal held lor electric genei-:ition . . . . . $18.445 $ 9.010 
Miiierials ;urd supplies , .  . , . ,  " " ,  13..3hO 9.24 I 
N:itiiriil gas I . . . . I . . " "  . .  . , "  1.240 9. I40 

$27..30l 
-___I 

Total Inventory I . "  " .  . " .  , " .  
. .-- __ 

F-s 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

1. Summary of Significant Accounting Policies (Continued) 

transfer title of natural gas inventory purchased by Duke Energy Kentucky to the third party Under 
the agreements, the gas inventory will be stored antl managed for Duke Energy Kentucky and will be 
delivered on demand. The gas storage agreements will expire on October 31, 2009, unless extencled by 
the third party for an additional 12 months. As a result 01 the agreements, the commitment Irom a 
third party to provide natural gas inventory of approximately $10 million as of December 31, 200s h a s  
been classified as Other within Current Assets on the Balance Sheets At December 31, 200S, this 
balance exceeded 5% of total current assets. 

Effective November 1, ZOOS, Duke Energy Kentucky executed agreements with a third party to 

Cost-Based Regulation. Duke Energy Kentucky accounts for certain of its regulated operations 
under the provisions of SFAS No. 71, “Accozrrztir?g for the Efiecr,s of Certnir? Vpes of X ~ ~ Z ~ U ~ ~ O I J ”  (SFAS 
No. 71). The economic effects ol regulation can result i n  it I egulated company recor cling assets for 
costs that have been or are expected to be approved for recovery from customers in a future period o r  
recording liabilities for itmounts that are expected to be returned t o  customers in the rate-setting 
process in a period different from the period in which the amounts would be recortletl by an 
unregulated enterprise. Accordingly, Duke Energy Kentucky records assets and liabilities that result 
from the regulated ratemaking process that would not be recorded under GAAP for non-regulated 
entities. Regulatory assets and liabilities are aniortized consistent with the treatment o f  the related costs 
in the ratemaking process. Management continually assesses whether regulatory assets are probable ol 
future recovery by consitlering factors such as applicable regulatory changes, recent rate orders 
applicable to other regulated entities and the status of any pending or potential tleregulntion legislation. 
Adtlitionally, management continually assesses whether any regulatory liabilities have been incurred. 
Based on this continual wsessiiient, management believes the existing regulatory assets are probable ol 
recovery and that no regulatoiy liabilities, other than those recorded, have been incurred These 
regulatory assets and liabilities itre primarily cla 
Deferred Debits, and Deferred Credits and Otl 
evaluates the applicability of SFAS No. 71, and considers Iactors such as regulatory changes ;tnd the 
impact o f  competition. I f  cost-basetl regulation ends or competition increases, Duke Eneigy Kentucky 
may have to reduce its asset balm 
xsociated regulatory assets ant l  li: 

I n  order to apply the accounting provisions of SFAS No. 71 and record regulatory ;issets and  
liabilities, the scope criteria i n  SFAS No.  71 must be met. Management nialtes signilicant judgments i n  
determining whether the scope criteria of SFAS No 71 itre met lor its operations, including 
determining whether revenue 1 iites for services pi ovitletl to customeis itre subject to approv;tI by ;in 
independent, tliiitl-party regulator, whether the regulated rates are tlesignetl to recovei specific costs ol 
providing the regulnted setvice, and it tletermination of whether, i n  view of the demand lor tlie 
regulated services and the level of competition, i t  is reasonable to ;issitme tht t t  rates set ;it levels tha1 
will recover the operations’ costs can he chnrgetl to and collected lrom custoniers. This linal critei ion 
requires consitlerittion ol anticipated changes i n  levels ol tlemand or competition, direct and indirect. 
during the recovery pel io t l  lor any capit;tlizetl costs. I f  I x t s  antl cii cumstonces change so t l i t t t  ii  poi tion 
ol Duke Energy Kentucky‘s regulated operations meet all of the scope criteria set forth in SFAS N o  71 
when such criteria had not been previously met, SFAS N o  71 would he reapplied to all or it sep;tiiiI~le 
portion o I  tlie operations Such reapplica~ion includes adinsting the balance sheet l o r  ;tinotints t h a 1  
meet the delinilion 01 ;I regul;ttory ;isset or regu1;tlor.y liability of SFAS N o  71. 

d in the Balance Sheet 
iabilities Duke Energy Kentucky periodically 

Regulatory Assets antl  

) reflect it market basis less Ihan cost and write olf their 
es. For further inlormittion see Note 2. 
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DUKEENERGYKENTUCKY,INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

1 .  Summary of Significant Accounting Policies (Continued) 

Accounting for Risk Management and Hedging Activities and Financial Instrnmenls. All 
clerivative instruments not designated ancl qualifying for tlne normal purchases and normal sales 
exception under SFAS No. 133, “Accozrrrtbrg for Deriiutiiie 1/istt7/nreiils c r ~ /  Hedging Ac/ivitiec” as 
m e n d e d  (SFAS No. 133), are recorded on tlne Balance Sheet at their fair value. 

Since Duke Energy Kentucky receives regulatory treatment for derivatives related to its native 
load, those mark-to-market gains and losses associated with those derivative contracts are reflected iis 
regulatory assets or regulatory liabilities on the Balance Sheets. 

C d i  F/oiv and Fkir Ndue Hedgex Changes in tlne fair value of a derivative designated and 
qualified as a cash flow hedge, to tlie extent effective, are included in the Statements of Common 
Stockliol der’s Equity a nd Com prehe nsive I income as Acctim i t  I a t et1 Other Coni prehe nsive 1 income ( L.oss) 
(AOCI) until earnings tire affected by the hedged item. Duke Energy Kentucky discontinues hedge 
accounting prospectively when it has determined that  a derivative no longer qualifie 
hedge, or when it  is no longer probable that tlie hedged forecasted transaction will occur. When hedge 
accounting is discontinued because tlie derivative no longer qualifies a s  an effective hedge, tlne 
derivative is subject to tlne Mark-to-Market model of accounting (MTM Model) prospectively. Gains 
and losses related to discontinued hedges that were previously accumulated i n  AOCI will remain i n  
AOCl until tlie underlying contract is reflected in earnings, unless it is probable tha t  the hedged 
forecested transaction will not occur a t  which time nssociated deferred amounts in  AOCI sire 
immediately recognized in current earnings. 

Kdi/cr/twi“ Quoted niarket prices or prices obtained through external soiirces are used to measure 
a contrxt’s fair value. 

Property, Plant and Equipment. Property, plant and equipment are stated a t  the lower of 
historical cost less accumulated depreciation or fair value, il impaii et]. Duke Energy I<entucky 
capitalizes all  constr.uction-rel;tled direct labor and material costs, its well as indirect construction costs. 
Indirect costs include generel engineering, taxes mcl tlne cost of funds used during construction. The 
cost ol renewals and bettei inents that extend tlie useful lile of property, plant and equipment are also 
capitalized The c:ost of repairs, replxements and major maintenance projects, which d o  not extend tlne 
iiseful lile o r  increase the expected output of property, plant ant1 equipment, is expensed ;IS incurred 
Depreciation is gener;illy computed over the ;isset’s estimated uselul life using the straight-line metliod. 
The composite weighted-average depreciation rate was 2.6%) lor both 200s anti 2007 Depreciation 
studies are conducted periodicnlly to upckite tlie composite rates ancl are approved by tlne I<entucky 
Public Service Commission (KPSC). Also, see “Allowance lor Funds Used During Construction 
(AFUDC),” discussed helow. 

original cost plus the cost of retirement. less s;ilvage wlue. to ;tccunnrtlatecl clepreciotion and 
;tmortiz;ition When i t  sells entire regulated operating units, ilie cost is removed Tronn the pi oper ty 
;iccoii in t it ncl tlne re I ii tetl ticcti mu la led de prec i t i t  ion and m o r t  izxtioii ;tcco~i i it  s ii re red ti cetl Any gain or 
loss is recoiclec! in earnings, unless otherwise required by the ;~pplic;ible I egulatory botly (See Note I I )  

When Duke Energy Kentucliy reiires its tegulated pioperty, plant n i i t l  equipment, i t  chaiges the 

Asset Retirement Obligations. L h k e  Eneigy I<entucky i ecognizes ;isset retirement ohligations 
( ARO’s) in ;iccoitlnnce with SFAS N o  14.3. “,4ccoi//i/~/i,y Fo/  Arw/ Re/ire/iioi/ O/dip/io/r\’. (SFAS 
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DUKEENERGYKENTUCKYIINC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

1. Sunimary of Significant Accounting Policies (Continued) 

No 143), for legal obligation 
acquisition, construction, development and/or noi mal use of the asset and FIN No.. 47, ‘IAccoirr~lirig f i jr  
Corztlirioricrl Assef Reii/-e/ne/7t Olilig~~iior~r” (FIN 47), for conditional ARO’s. The term conditional iisset 
retirement obligation as used in SFAS No. 14.3 and FIN 47 refers to a legal obligation to perform a n  

et retirement activity in which the timing and (or) method of settlement are conditional o 
event that  may or may not be within the control of the entity. The obligation to perform tlie 
retirement activity is unconditional even though uncertainty exists about the timing and (or) method of 
settlement. Thus, the timing and (or) method of settlement may be conditional on a future event. Both 
SFAS No .  143 and FIN 47 r,equire that the present value of the projected liability for an ARO be 
recognized in the period in which i t  is incurred, if a reasonable estimate of fair value can be made. The 
present value of the liability is  atitled t o  the carrying amount o f  the 
c;irrying amount is then depreciated over the estimated usetul life of the asset. See Note 5 for further 
information. 

ociated with the retirement of long-lived ets that result from the 

ociat ed asset This add it ional 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred 
with the issuance of outstanding long-term debt are amortized over the terms of the debt issues. Any 
ciill premiums or unamortizecl expenses associated with refinancing higher-cost debt obligations to 
finance regulated :issets and operations are amortized consistent with regulatory treatment of those 
items. where appropriate. The amortization expense is recorded as a component of interest expense in 
the Statements of Operations and is reflected a s  Depreciation and amortization within Net cash 
provided by operating activities on the Statements of Cash Flows. 

Loss Contingencies. Duke Energy Kentucky is involved i n  certain legal and environmental 
niatters that a i  ise i n  the normal course of business. L.oss contingencies are accounted for under SFAS 
No.  5, “Accoirurirrg f i jr  Couri/ige/icie,” (SFAS No. 5). IJnder SFAS No. 5, contingent losses are recorded 
when it  is determined that i t  is probable that ii loss has occurred and the amount ol the loss can be 
re;rsonably estini;ited. When ii rmge of the probable loss exists and no amount within the riinge is ;I 

better est imate than any other amount, Duke Energy Kentucky records ;I loss contingency at the 
minimum iimount in  the range. Unless othenvise required by GMP, legal lees are expensed as 
incuri-etl. See Note I4 for I’urther inlormation. 

Environmental Espenditures. Duke Energy Kentucky expenses environmental expenditures 
related tu conditions caused by past operations that do not generate current o r  luture ievenues. 
Environnieni;il expenditures related to operations that generate current or future revenues are 
expensed or cnpitalizetl, as appropriate. Liabilities are I ecortletl on ;in untliscounted 17 

necessity lor environmental remediation becomes probable and the costs can be reasonably estiniatetl, 
o i  when other potential environmental liabilities are reasonably estimable and probable. 

Revenue Recognition and Unbilled Revenue. Revenues on sales ol electricity and gas ai e 
recognized when either tlie service is provided or the product is delivered. Unbilled revenues are 
estini:iietl by iipplying a n  werage revenue per kilowatt h o u r  01 per thousand cubic leet (Mcl) l o r  ;ill 
customer classes to the numher 01 estimated kilowatt houi s 01 Mcf ’s delivered but not billed. The 
m o u n t  01 tinbilled revenues can vary signilicantly from period to period iis ii result of factors, 
including seasonality. weather. customer tisage Ixitlerns and  ciistoniei mix. The receiv;ibles lor unbilled 
revenues ol :ipproxiinately $20 million itntl  $25 million a t  December 31, LOW and 2007, I espectively. 

F-I I 
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DUKEENERGYKENTUCU,INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

1. Summary of Significant Accounting Policies (Continued) 

related to retail accounts receivable at  Duke Energy Kentucky are included in tlie sales of accounts 
receivable to Cinergy Receivables Company, L.LC (Cinergy Receivables). See Note 10 for additional 
information. 

Allowance for Funds Used During Construction (AFUDC). AFUDC, which represents the 
estimated debt and equity costs of capital funds necessaiy to finance the construction of new regulated 
facilities, consists of two components, an equity component and an interest component. The equity 
component is B non-cash item. AFLJDC is capitalized a s  a component of Property, Plant and 
E,quipment cost, with offsetting credits to tlie Statements of Operations. After construction is 
completed, Duke Energy Kentucky is permitted to recover these costs through inclusion in tlie rate 
base and in tlie depreciation provision. Tlie total amount of AFIJDC included in tlie Statements of 
Operations was $1 million i n  2005. Tlie total i inioi int  of AFUDC included in tlie Statements of 
Operations was less than $500 thousand in 2007. 

Accounting For Purchases and Sales of Emission Allowances. Emission allowances are issued by 
tlie Environmental Protection Agency (EPA) a t  zero cost and permit tlie holder of tlie allowance to 
emit certain gaseous by-products of fossil fuel combustion, including sulfur dioxide (SO?) and nitrogen 
oxide (NO,). Allowances may also be bought and sold via third party transactions or consumed as  tlie 
emissions itre generated. Allownnces allocated to o r  acquired by Duke Energy Kentucky are held 
primarily for consumption. Duke Energy Kentucky records emission ;tlIowance 
its Balance Sheets ant1 recognizes tlie allowances in earnings as they are consumed or sold. Any gains 
or losses on sales of recoverable emission allowances are returned to ciistomers via profit sharing 
mechanism riders included in tlie rate structure of tlie regulated entity and are deferred as a regulatory 
asset or liability. Purcliases and sales of emission allowances are presented gross a s  investing activities 
on tlie Statements of Cash Flows. 

Intangible Assets on 

Income Taxes. Tlie tasable income ol Duke Energy Kentucky is  reflected in Duke Energy's 1J.S 
federal a n d  state income tiis returns Duke Energy Kentucky has a tax sharing agreement with Duke 
E,nergy, where tlie separate return method is used to allocate t i n  expenses and benelits to tlie 
subsidiaries whose investments or results of operations provide these tax  expenses and benefits. The 
;iccou nt i ng for i iicoiiie t iixes essen t iii I ly re pre se n t s the income taxes tha t  Duke E.ne r gy Ken t u  cky woii Id 
incur i f  Duke Energy Keniucky were ii separate company filing its own Iederal tax return as a 
C-Corpornt ion 

probahility of ultimately sustaining tlie tax  tletluctions o r  income positions. Management assesses tlie 
piolxibililies ol sirccesslully defending tlie [;is deductions o r  income positions based upon statutory, 
jndici;ll 01 administrative authority. 

Mari;igernent evaluates and records uncertain &is Iiositions in ;rccordance will1 FIN 45, "Acco~r/r/ir7g 
For U i c e r r t r i r i y  ir i  / r r c  0 1 7 1 ( '  Ttrwe,--cr/r  /r i /op,r/ctrio/r (I/ FASR S/cr/e/~re/7/ 109" (FIN 4s). which w;is adopted 
by Duke E n e i g  Kenti icky on 1anu;iiy I ,  2007. Duke Energy Kentucky recoids unrecognized t a x  
benefits lor positions tiiken o r  expected to he taken on t a x  returns. including the decision to exclude 
cert;iin income o r  transactions I iom a return. when ;I more-likely-tlinii-tiot ~liresliold is  met l o i  B t a x  
position and m;iiiagement believes t h a t  the position will be sustained upon exaniin;i[ion by the taxing 
;iutliorities Maiiageinent ev;iluates each position based solely on the technical merits ant1 facts and 

Man;igement evaluates and records contingent tax licibilities and related interest based on the 

F-I7 
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DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31. 2008 and 2007 

1. Summary of Significant Accounting Policies (Continued) 

circumstances of the position, assuming the position will be examined by a taxing authority having full 
knowledge of all relevant information. I n  accortlance with FIN 4S, Duke Energy Kentucky records the 
largest amount of the unrecognized tax benefit that is greater than 50% likely of being realized upon 
settlement or effective settlement. Management considers ii tax position effectively settled for the 
purpose of recognizing previously unrecognized tax benefits when the km.w.4ng conditions exist: (i) the 
taxing authority has completed its examination procedures, including all appeals and administrative 
reviews that the taxing authority is required and expected to perform for the tax positions, ( i i )  Duke 
Energy Kentucky does not intend to appeal o r  litigate any aspect of the tax position included in the 
completed examination, and (iii) it is remote tha t  tlie taxing authority would examine or reexamine any 
aspect of the tax position. See Note 4 for further information. 

Duke E.nergy Kentucky records, its i t  I eliites to taxes, interest expense iis Interest Expense and 
interest income and penalties in Other Income and Expenses, net, in the Statements of Operations 

New Accounting Standards. The following new accounting standards were adopted by Duke 
Energy Kentucky during the year ended December 31, 2005 and the impact of such adoption, if 
applicable, has been presented in the accompanying Financial Statements: 

SFAS No. 157, %rir K h e  Meusicrerirer~rs” (SFAS Nu. 157). Refer to Note 7 for a discussion o f  
Duke Energy Kentucky’s adoption of SFAS No. 1.57 

SFAS No. 1.59, ‘ ‘ 7 7 ~  Frrir KiIire Opiiori /or Firiuriciu/ Assets co i r /  F;ri(ftici(il L.i(fliiliik~- iriclirdirig nn 
Refer to Note 7 for ii discussion of Duke anieridr?ietii of FASR Sttrren1er7t No. 115” (SFAS No 159). 

Energy Kentucky’s adoption of SFAS N o  159. 

FASB S/r/]f P o ~ i i i ~ i  (FSP) NU. FIN 79-1, “ A / ~ I ~ u ~ I I ~ I ~ I I ~  O/ FASR ~ l71~r i . )1~10 / iO I l  NO 39, OJJSeitiriS U] 
Aiiiozrrit,s Rekrted /o Cericrir7 Curi/r(tcis” ( F S P  N o  FIN 3 9 - I )  
not significant in ZOOS 

ended December 31, 2007 and the impact ol such adoption, i f  applicnble, has been presented in tlie 
accompanying Fi 1x1 ncid St a t e ni en ts: 

S/aierneri/J No. 1.7.3 arid 140” (SFAS No. IS j ) ,  I n  February 2096, the FASB issued SFAS No l5S, which 
amends SFAS No. 1.33. “Accounting for Derivative Instruments antl Hedging Activities” and SFAS 
No 140, “Accounting lor Trnnslers and Servicing of Financial Assets and Extinguishments ol 
L.iabilities.” SFAS No. 155 ~tllows financial instruments t l i n t  heve einbetldetl derivatives to be nccountetl 
for at  fair value at  acquisition, a t  issuance. o r  wlieti ii previously recognized financial instrument is 
subject to it remeasurement (new basis) event. on ;in instrumciit-by-instrunlent basis, in cases i n  which it 

t1eriv;itive would o~lieiwise iiwe to he hilitrcittecl. SFAS N o  1.55 was ellective for Duke E.nergy 
Kentucky l o r  all finaiicinl inslruments ;icquired, issueti, 0 1  subject to remeasurement alter .I;tnuary I ,  
2007, antl for certLtin hybrid linancial instriinients tl i i it  have been bilurcated prior to the ellective date, 
for which the ellcct is to he repoi tetl iis it cumiil;trive-eflect adjustment t o  heginning ret;iinctl eunings. 
The adoption o f  SFAS N o  155 did not have ;I materiitl impact on Duke Energy Kentucky‘s results o f  
operations. citsh Ilows o r  linancial position 

The impact of adopting FSP FIN 39-1 wits 

The following new accounting stantlards weie ;ttloptetI by Duke Energy Kentucky during the year 

SFAS No 155.  “Ai cot//l/itigfi)r C ~ ~ / t / i t i  Hyhritl Fill(ftfci(f/ /tf \ /r/ft~fetfiS-(/tf ( / I ~ I ~ I ~ ~ I ? I ~ I I ~  FASR 

1.- 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8 .250  X 10.750 Copy Dim: 38. X 54.3 File: F045901A.;7 



MERRILL. CORPORATION SL,YUBOM//I7-SEP-O9 15:15 DISK135:[09ZDGl 09ZDG45901]FO45901A ;7 
rnr11-1008 fnii Free: 770D*/300D Fool: OD/ OD VJ RSeq: 7 Clr: 0 
DISKOM:[I’AGER PSTYL.ES]UNIVERSAL UST;75 5 C Cs: 51781 

DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

1. Summary of Significant Accounting Policies (Continued) 

No. 140” (SFAS No. 156). In March 2006, tlie FASB issued SFAS N o  156, wliicli amends SFAS 
No. 140. SFAS No. 156 requires recognition of a servicing asset or liability when an entity enters into 
arrangements to service financial instruments in certain situations. Such servicing assets or servicing 
liabilities are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an 
entity to subsequently measure its servicing assets or  servicing liab es using either an amortization 
method or a fair value method. SFAS No. 156 was effective for Duke Energy Kentucky its of January 1, 
2007, and must be applied prospectively, except that where an entity elects to remeasure separately 
recognized existing arrangements and reclassify certain available-for-sale securities to trading securities, 
any effects must be reported as a cumulative-effect adjustment to retained earnings. Tlie adoption of 
SFAS No. 156 did not have a material impact on Duke Energy Kentucky’s results o f  operations, cash 
flows or financial position. 

SFAS No. 1.58, “Employer’S Accoirtitirig fiv Defirieri Beriejft Perisiuri c i r id  Oilrer Postrelirenretil Pluti,~, 
an ariieridtiierii of FASB Stuietiierits No. 87, 88, 106, o t i d  1.?2(R)” (SFAS No.  1.58). In October 2006, the 
FASB issued SFAS No. 158, wliicli changes the recognition and disclosure provisions and measurement 
date requirements for an employer’s accounting for defined benefit pension and other postretirement 
plans. The recognition and disclosure provisions require an employer to ( I )  recognize tlie funded status 
of a benefit plan-measured as the difference between plan assets a t  kiir value and tlie benefit 
obligation-in its statement of financial position, (2) recognize as a component of other compreliensive 
loss, net of tax, the gains or losses and prior service costs or  cietiits that ;]rise during the period but are 
not recognized as components of net periodic benefit cost, and (3) disclose in tlie notes t o  financial 
statements certain additional information. SFAS No. 15s does not climge the aniounts recognized in 
the income statement as net periodic benefit cost. Duke Energy Kentiicky recognized tlie funded status 
of its clefined benefit pension and other postretirement plans and provided tlie required additional 
disclosures as ol December .31, 2006. Tlie atloption of SFAS No. IS8 recognition a i d  disclosure 
provisions resulted in an increase in regulatory assets of approximately $22 million and a n  increase i n  
liabilities of approxinxttely $22 million as of December 31, 2006. Tlie adoption ol SFAS No. 158 did not 
have a material impact on Duke Energy I<entucky‘s results o l  operations o r  cash llows 

Under the ineasurement date requirements of SFAS No 15s. ;in employer is requiretl to nieiisure 
defined benefit plan assets and obligations as 01 tlie tiate of the employer‘s liscal year-en0 stateiiient o f  
financial position (with limited exceptions) Historically. Duke Energy Kentucky has measured its plan 

authoritative accounting literature. Duke Energy Ke1itucIiy adopted the change in mensurenient date 
effective January I ,  2007 by remeasuring plan asse~s ant1 benefit obligations as of that date. pursu;int to 
[lie transition requirements of SFAS N o  IS8 In tlie lirst quarter ol 2007. tlie clianges i n  plnn itssets 
and plan obligations between tlie September 30, 2006 and Decenibei 31. 2000 measurement dates not  
related t o  net periodic benefit cost was required t o  be recognized. net 01 tits. iis ii separate adjustment 

SFAS No. 1.56, ‘LAccoiitititzg fot Seniicbig of Finciticicil Assets--nil aiiieiid~iietil oj FASB Siateriieiit 

ets  and obligations up to  three months prior to tlie lisc:11 year-end. ;IS ;~llowetl under tlie 

ig balance of accumulated other comprelicnsive iiiconie (loss) (AOCI) and regulatory 
itljustinent was not material. During t he  second quartei of 2(1(17. Duke E,nergy I<entucky 

coin pi et et1 these calcu l i i  t ions The final i z i  t ion o l  t h ese act uil r ia I c;i lcn I at ions resul t ecl in an i nsign i lica n t 
adiustmeii~ to AOCI a n d  regulatory iissets 

-1- 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250 X 10.750 Copy Dim: 38. X 54.3 File: F045901 B.;9 



MERRILL CORPORATION SLYUUOb1IIl 7-SEP-09 15:15 DlSK135:[09ZDGI 09ZDG45901]F045901U :9 
mr11-100K Fin1 Free: 2710D*/2930D Foal: OD/ OD VJ RSeq: 8 Clr: 0 
DISK024:[PAGER PSTYLESlUNlVERSAL UST:75 5 C Cs: 41673 

DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

1. Summary of Significant Accounting Policies (Continued) 

of  operations or cash flows. 
The adoption of SFAS No. 1.58 did not have a material impact on Duke Energy Kentucky’s results 

FIN 48. In July 2006, the FASB issued FIN 48, which provides guidance o n  accounting for 
income tax positions about which Duke Energy Kentucky has concluded there is a level of uncertainty 
with respect to the recognition of a tax benefit in Duke Energy Kentucky’s financial statements. FIN 45 
prescribes the minimum recognition threshold a tax position is required to meet. Thx positions are 
defined very broadly and include not only tax deductions and credits but also decisions not to file in a 
particular jurisdiction, as well as the taxability of transactions. Duke E,nergy Kentucky adopted FIN 4s 
effective January 1, 2007. See Note 4 for additional information. 

( F S P  No. FIN 48-1). In May 2007, the FASB staff issued FSP No. FIN 45-1 which clarifies the 
conditions under FIN 45 that should be met lor a tax position to be considered effectively settled with 
the taxing authority. Duke Energy Kentucky’s adoption of FIN 45 a s  of January 1, 2007 wiis consistent 
with the guidance in this FSP. 

FASR Stc/ff POsitiotl (FSP) NO. FIN 48-1, LkJlritio~l OJ “Sertlet?letlt” it7 FASB ~t l i~I [> le l f t t iO t7  NV 18 

2. Regulatory Matters 

provisions of SFAS No. 71. Accordingly, Duke Energy Kentucky records iissets and liabilities thal result 
from the regulated ratemaking process that would not be recorded under G M P  for non-regulated 
entities See Note 1 for further information. 

Regulatory Assets and Liabilities. Duke Energy Kentucky’s regulated operations apply the 
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Hedge Costs and Other Deferrals . 

O t h e r . . " " .  " .  

I . . I I . ~ I . . I I I . . I I . . I 10,236 
3,663 
4,706 

Toral Regulatory Assets . , I I . I I . ~ . . . . . . I . ~ . . . . I . $57,335 

Unamortized costs of reacquiring debt(j) . . . I . . . . . . . I . . I . 
" . .  , . . " .  . . . . . . . , " .  I .  ~. " . .  l . .  " . .  . . 

R e p  /ti roiy Lkbilities ((1) 

Removal costs(d)(k) I I I . I . , . ~ . .  ~ , , I $33,208 
~ I . . 1,554 Amounts due from Customers-Income 1 

Other( i )( k)  . I I , I . I . . I " .  117 
Over-recovery ol  fuel costs(c) I I . . . I I . . , , I . ~ . . . . . . . I I 7,696 

. . I $42,575 R t a l  Regulatory Liabilities I . I . I . . 

DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31,2008 and 2007 

- 2009 
.3,676 202s 
3,415 (8 )  ~- 

$24,510 -- -~ 

$31,372 ( f )  

1,756 (8) 

(,so (g) 
- 2009 

~~ 

$33,505 _ _ _ _ _ _ _  -- 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

2. Regulatory Matters (Continued) 

Kentucky Public Service commission (KPSC) required that certain merger related savings be shared 
with consumers in Kentucky. The commission also required Duke Energy Kentucky to meet additional 
condi t ions. Key elements of t liese conditions include: 

The IWSC required that Duke Energy Kentucky provide $8 million in rate reductions to its 
customers over five years, ending when new rates are established in the next rate case after 
January 1, ZOOS. Approximately $2 million of the rate reduction was passed through to 
customers during each of the years ended December 31, 2008 and 2007. 

The FERC approved the merger without conditions. 

Restrictioris on the Ability of Duke Energy Keniticky io Make Dividends, Advances and L.oans io Drike 
Eiiergg Corporation. 
commissions imposed conditions (tlie Merger Conditions) on the ability of Duke Energy Kentucky to 
transfer funds to Duke Energy through loans or advances, as well as restricted amounts available to pay 
dividends to Duke Energy Pursuant to the Merger Conditions, Duke Energy Kentucky is required to 
pay dividends solely out of ietained earnings and to maintain a minimum of 35% equity in its capital 
Structure 

As ;I condition of the Duke Energy and Cinergy merger approval, the state utility 

Franchised Electric and Gas. 

Rate Relateri 111forritation. The ICPSC approves rates for retail electric and gas services within the 
Commonwealth ol Kentucky. The FERC approves rates for electric sales to wholesale customers served 
under cost-based rates. 

Duke Eiiergy Keiitiicky Gar Rate Cases. I n  2002, the ICPSC approved Duke Energy Kentucky’s gas 
base rate case which included, among other things, recovery of costs associated with a n  accelerated gas 
main replxxnient progr;im The approval authorizetl ;I tracking mechanism t o  recover certain costs 
including depreciation and  ;I I ate of return on the program’s capital expenditures. The Kentucky 
Attorney General appeitled to tlie Frnnklin Circuit Court the KPSC’s approval of the tracking 
mechanism its well its the KPSC’s suhseqiient npproval of a n n u a l  rate adjustments under this tracking 
meclianisni. I n  2005. both Duke Energy Kentucky and the KPSC requested that the court dismiss these 

I n  Fehrunry 200.5. Duke E,nergy I<entucky Tiled it gas base rate case with the KPSC requesting 

cases. 

approvLt1 to continue t h v  rriicliing ~necliiinism iind for it $14 million a n n u a l  increase in base r:ttes. A 
poi t ion  ol the increase i s  attrihutxble to recovery of the current cost of the accelerated gas main 
replncement prograin in l i i ise rates. In June 2005, the Kentucky General Assembly enacted Kentucky 
Revised Statue 27S.509 (KRS 27S.500). which specifically Ltulhorizes the KPSC to approve trxcker 
recovery lor utilities‘ gas main replxement programs In  December 2005, tlie KPSC approved a n  
i i i i i i w l  rille increiiw oI SS million anti re-approved the trxking mechanism through 201 1. I n  February 
ZOOh, tlie Kentucky Attorney General ;tppeiiIetl t l ie  ICPSC’s order to the Franklin Circuit Court, 
clainiing t l i i i t  tlie oi ( le i  impropei ly :illo\vs Duke Energy ICcntucky to increase its rittes lor gas main 
I ep1;icement c o s t s  i n  hetween genei a1 Iate citses. and also claiming that the order improperly allows 
Duke Energy Kentucky to eai ii ;I return on investment lor the costs recovcred under the tracking 
mechanism which permits Dukc Energy Kentucky t o  iecover its gas main rep1:iceinent costs. 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

2. Regulatory Matters (Continued) 

KPSC lacks legal authority to approve tlie gas main replacement traclting mechanism, which were 
approved prior to the enactment of KRS 273.509. To date, Duke Energy Kentucky has collected 
approximately $9 million in annual rate adjustments under the tracking mechanism. Per the KPSC 
order, Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of 
this litigation. Duke Energy Kentucky and the KPSC have requested that the Kentucky Court of 
Appeals grant ;I rehearing of its decision. On February 5,  2009, the Kentucky Court of Appeals denied 
the rehearing requests of both Duke Eneigy Kentucky and the KPSC. Duke Energy Kentucky filed a 
motion for discretionary review to the Kentucky Supreme Court on March 9, 2009. At this time, Duke 
Energy Kentucky cannot predict whether tlie Kentucky Supreme Court will accept the case for review. 

In August 2007, the Franklin Circuit Court consolidated a11 the pending appeals and ruled that the 

I ) n k  Energy KctrNickjP I%clric Itute CaJe. I n  May 2000, Duke Energy Kentucky filed an application 
for an increase in its base electric rates of approximately $67 million in revenue, or approximately 
2s percent, to be effective in January 2007 pursuant to tlie KPSC’s 2003 Order approving the transfer 
of 1,100 MW of generating assets from Duke E,nergy Ohio to Duke Energy Kentucky. In the fourth 
quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke 
E,nergy Kentucky’s base electric rates ant1 reinstitution of tlie fuel cost recovery mechanism, which hail 
been frozen since 2001. The settlement iigreenient also provided for Duke Energy Kentucky to obtain 
KPSC approval for B back-up power supply plan. I n  January 2007, Duke E,nergy Kentucky filed a 
back-up power supply plan with tlie KPSC. The plan provided for  Duke Energy Kentucky to purcliase 
back-up power through bilaterd contracts for unscheduled outages. Duke Energy Kentucky will recover 
these costs through base rates. Tlie plan provided lo r  Duke Energy I<entucky to purchase back-up 
power through tlie Midwest Intlepentlent System Operator, Inc. (Midwest ISO) energy markets cor 
unsclieduled outages. The KPSC issued a n  order i n  Mkirch 2007 approving Duke Energy Kentucky’s 
Ixtck-up power supply plan 

Eimgy I~jcic~rcy. On November 15, 2007, Duke Emrgy Kentucky filed its annual application to 
continue existing energy elliciency programs, consisting 01 nine residential and two commercial and 
int1ustri;il programs, i i n d  to true-up its gas and electric tracking mechanism lo r  recovery of lost 
revenues, program costs ;ind slinretl savings. On Fehi-uxy I I ,  2003, Duke Energy Kentucky filed a 
motion to amend its energy elliciency progr;inis and applied to reinstitute ii low income Home Energy 
Assistance Piogi am. The KPSC bilurcatecl tlie proposed Home Energy Assistance Program from the 
other energy efficiency pi-ograms On May 13, 21)OS, tlie KPSC ;ipproved tlie energy efficiency 
progr;inis. On Septeniher 25, 2OOS. tlie KPSC approved Duke Energy Kentucky’s Home Energy 

On Decembei. I ,  2008. Duke Energy Kentucky liletl :in application l o r  a new save-a-watt Energy 
Efliciency Plan. Tlie applicxtion seeks ;I new energy elliciency recovery niecliiinism similar to what was 
pioposetl in Ohio. An evidentiaiy hearing with the KPSC is expected to occui’ i n  the third quarter of 
7009 

.t;ince program, malting i t  :iv:iil;ible l o r  custoniers it t  or below 150% of the federal poverty level 

1’-IS 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For tlie Years Ended December 31, 2008 and 2007 

2. Regulatory Matters (Continued) 

compliance with tlie FERC’s request of Midwest I S 0  to file Phase 11 of its long-term Resource 
Adequacy plan by December 2007. Tlie proposal includes establishment of a resource adequacy 
requirement in tlie form of planning reserve margin. On March 26, 2008, tlie FERC ruled on tlie 
Midwest KO’s Resource Adequacy filing and ordered that  tlie new Module E tariff be effective 
March 27, 2008. This action established a Midwest ISO-wide resource adequacy requirement for tlie 
first Planning Year, which begins June 2009. In the Order, the FE,RC, among other hings, clarified that 
States have tlie auttiority to set their own Planning Reserve Margins, as long as they are not 
inconsistent with any reliability standard approved by tlie FERC. 

Midwest ISO’s Es/ablis/itneirt of an Ancillaip Services Market. On Febiuary 25, 2008, tlie FERC 
conditionally accepted the Midwest I S 0  proposal to implement ii day-aliexJ nntf real-time ancillary 
seivices market (ASM), including ii scarcity pricing proposal. By approving tlie ASM proposal, tlie 
FERC essentially approved tlie transfer and consolidation of Balancing Authority for tlie entire 
Midwest IS0 area. This will allow the Midwest I S 0  to determine operating reserve requirements and 
procure operating reserves f r o m  all qualified resources from an organized market, in place of the 
current system of local management and piocurernent of reserves by tlie 24 Balancing Authorities. Tlie 
Midwest IS0 delayed tlie ASM launch date, previously scheduled for September 9, 2008 t o  January 6 ,  
21109. 

Other Matters. 

Application for the I3/ablis/~menf of a Regrilaioiy Assef. On November 14, 2008, Duke Energy 
Kentucky petitioned tlie KPSC for permission to create a regulatory asset tu  defer. for luture recovery, 
approximately $5 million for its expenses incurred to repair damage and restore service t o  its customers 
following extensive storm-related damage caused by I-furricane Ike on September 14, 2008 Tlie KPSC 
approved tlie requested ;iccounting order on January 7, 2009 

3. Joint OwneIship of Generating Facilities 

Duke Energy Kentucky and Dayton Power & Light jointly own ; i n  electric generating unil  

Duke Energy Kentucky‘s slinre i n  the jointly-owned plant inclutletl on tlie Deceniher i l ,  2008 
Balnnce Slieet was ;IS follows: 

Owiicrsliip I’riq~crty. 1’1:iiil. Accii i i i i i lakcl Coiisfriictioii Work 
S1i:ire iiiid Iqiiipnicnl l1c~Jreci;iliim in I’rogress 

(in l l i ~ i ~ ~ s : i i i c I s l  
~ ~- 

Duke Energy Ken t urliy 

East Bend Station 
Product ion: 

09 0 X427. i iZ  $219.41 I $4.052 

Duke Energy I<eiitucky’s s1i;ire of revenues a n d  opcritting cos ts  0 1  t l i e  ;ihove jointly owned 
generating facilities are included within the cori-esp~)ntling line on [lie St;itements 01 0per;itions Each 
p;irticip;tnt in the jointly owned f:tciliries musl provide its own linaticing. 
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

4. Income Taxes 

The following details the components of income tax expense: 

income Tax Expense 

Current income taxes 
Federal I " .  . . . . . . I I .  I . I .  I . I I . . 
State I I . . I . . " . " . . . I . .  

Total current income taxes(a) . I . . . I 

Federal . " .  . . ~ I " . .  I " .  , .  ., " .  , .  ~. . 
State I I I . . . . . . , . , I I . . . . . , I . I I 

Delerretl income taxes 

Total deferred income taxes . 

Investment tax credit amortization 
Total income tax expense presented in Statements 

~ . I . I I I . of Operations I ~ . . I I I . . I . . 

Year Ended Year Ended 

(in Ihoiis:~ads) 
December 31, 2008 Decemlxr 31, 2007 

$10,889 $ 1  1,357 
2,217 2,364 

13,106 1 3,75 1 

6,634 4,559 
1,063 927 

(777) (755) 

$15.452 

7,697 5,456 

.- 
$20,026 

(a) Included are FIN 45 benelits relating pi iniarily to certain tenipornry tlifkrences of 
approximately $95 thousand for 2005 and no amount f o r  2007 

Reconciliation of Income Tax Expense at the U.S. Federal Statutory 'Tax Rate to the Actual Tax 
Expense (Statutory Rate Reconciliation) 

Income tax expense, computed a t  the statutory 
rate of 3S%, I . I I I I . I . , . . . I , I , 

State income tax, net o r  federal income tax 
ellect I I .  . " .  , " . I . . . I I 

Depreciation iind other PP&E relnted 
cliflerences I I . " I . . . . I . 

ITC amortization . . . . . . I . I I 

Manufacturing Deduction . . I I I . . " . . 
Other items, net , . . . . I . .  " . . .  

Total income tiis expeilSK Irom continuing 
operations I . .  . "  ^ I  I "  

Effective Thx R;ttes 

$20,128 $18.17.3 

2,132 2,l  39 

51 173 
(777) (785) 

( 1,305) (477) 
(20.3) (771) 

$20,026 $ 1  s.452 -- 
35"5'% __ - -_ 34.8% -- 
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$ 696 
8,741 

9,437 
9,178 

164,930 
(315) 

173,793 

$(164,356) 
~ 

DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For tile Years Ended December 31, 2008 and 2007 

$ 6,213 
3,250 

9,523 
6,164 

159,444 
(1,144) 

164,464 

$( 154.941) 

~~ 

~~ 

~~ 

~~ -- 

4. Income Taxes (Continued) 

The Act provides a cleduction for income from qualified domestic production xtivities. During the 
years ended December 31, 200s and 2007, the Act provided for a 6% deduction on qualified 
production activities. 

Net Deferred Income Tax Liability Components 

The manufacturing deduction was created by the American .Job Creation Act of 2004 (the Act). 

Current deferred tax assets/(liabilities), included in other 
current assets/(iiabilities) . I I . ~ . 

Non-current tlelerrecl tax liabilities . . . . , . . , I I . (171,851) 

Total net delerred income tax liabilities . I I . , , 1 . I $(164,356) 

I I . . I . . . . I . . . . . . $ 7,495 

Deferred credits and other liab 
Other I I . . , . . , , . I . I I I I . I . . I , 

" I " .  

Total deferred income tax iissets I . ~ I . . I . . I . . 1 

Investments and other assets. . I . . . I . . . I . I I . 
Accelerated depreciation rates. . ~ . . , I . I . I . . . . 
Regulatory assets and deferred debits . I I . . I . I . . I , I 

Total deferred income t a x  liabilities I . ~ I . . " I . I . . . 

I . I . Total net deferred income t a x  liabilities . . , . . I 

$ 1,626 
(15.3,.31 5)  

$( 154,941) 
I _ _ _ ~  

~~ 
~~ 

The above amounts have been classified in the Balance Sheets a s  lollows: 

Net Deferred Income Tax Liabilities 

F-2 1 
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DUKEENERGYKENTUCKY,INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31,2008 and 2007 

4. Income Taxes (Continued) 

Changes to Unrecognized Tax Benefits 

IJnrecognized Tax Benefits-January 1 

Unrecognized Tax Benefits Changes 
Gross increases-tax positions in prior periods . I 

Gross decreases-tax positions in prior periods. . 
Gross increases-current period tax positions ~ ~ I 

Settlements I . . . , I . . . I . I I . . . I . I . ~ . . . . 
Totnl Changes I I . I . . " . .  " ^ . . . .  

IJnrecognized Thx Benefits-December 31 . . . . I I . 

2008 
I ncreosel(Decrease) 

fin llinusancls) 
!$ 252 

2007 
Increase/(Dccrcase) 

(in tlioiisantls) 

$ 420 

At December 31, 2008, and December 31, 2007, no  portion of the total unrecognized tax benefits 
would, if  recognized, affect tlie effective tax rate. 

During the years ended December 31, 2008 and December i l ,  2007, Duke Energy Kentucky 
recognized net interest income of approximately $224 thousand and net interest expense of 
approximately $215 thousand, respectively. At December 31, 2008 and December 31, 2007, Duke 
Energy Kentucky had approximately $529 thousand and $305 thousand, iespectively, of interest 
receivable which reflects all interest related to income taxes, and no amount has been accrued for tlie 
payment of penalties in tlie Balance Sheets. 

Duke Energy Kentucky has tlie following tax years open: 

.Iiirisdiclioii .EIX Ye:irs 

Federal I " . . " " . 2000 and after 
State I . I I I I . . , Closed througli 2001, with tlie exception or any adjustments 

related to open federal years 

5. Assef Retirement Obligations 

Asset ietirement obligations, wliicli represent legal obligation ocintetl with tlie I-etirement o f  
certain tiingible long-lived assets. are computed iis tlie present val I the projected costs for tlie 
future retirement of specific assets and are recognized i n  tlie period i n  which the liability is incurred, i I  
a reasonable estimate or lair value can be made The present value of tlie liability is atltletl to the 
carrying amount of tlie associxtetl asset in the period the 1i:ibility is incurred This aclditional ctirrying 
amount is then depreciated over tlie lile of tlie asset Subsequent to the initial recognition, the liability 
is ;idjusted l o r  any I evisions to tlie estimated luture ciisli Ilows iissociatetl with tlie ;isset retirement 
ob1 ignt ion (w i t I1 corresponding ad j ti st iii e ii t to propeity, plant ant1 equipinent), which cnn occui clue to 

er 0 1  lactors including, but  not lini ecl to ,  cost escalntion, climges i n  technology applicable to 
ets to be retired x i d  ch:tnges in letleral. state o r  local regulations, iis well ;IS loi accretion ol tlie 

liability due t o  the pass;ige 0 1  time unt i l  tlie obligation is settled. Depreciation expense is adiustecl 
prospectively lor  any increases oI (Iecrexes t o  the cari-ying ;imount or t he  ;issocialed itsset 
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DUKE ENERGY KENTUCm, INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

5. Asset Retirement Obligations (Continued) 

Asset retirement obligations at Duke Energy Kentucky relate primarily t o  the retirement of gas  
mains, asbestos abatement at certain generating stations and closure and post-closure activities of 
landfills. In  accordance with SFAS No.14.3, Duke Energy Kentucky identified certain assets that have an 
indeterminate life, and thus the fair value of the retirement obligation is not reasonably estimable. 
These assets include transmission pipelines. A liability for these asset retirement obligations will be 
recorded when a fair value is determinable. 

The following table presents the changes to liability associated with asset retirement obligations 
during the years ended December 31, 2005 and 2007: 

Reconciliation of Asset Retirement Obligation Liability 
l'cars Eiitlctl 
Dccember 31, 

2008 2007 
(in thousands) 

- _ _ _  

Balance as of January 1, $6,179 $ 5,266 
Accretion expense . . I I . . I " . " I . "  . . . . . . . . .  . " "  345 466 
L,iabilities settled(a) . I I . I . I . I . . . . . I . . I I I I I I . . . , (134) (2,553) 
Balance as of December 31, , . . , " I . ~ I . I . I . . . . . . $6,390 $ 6,179 

I I I I I . I . . I . . . . . , I . , I I I I I I . . . 

- _ _ _ _  

~- _ _ _ _ _ -  

( a )  L.iabilities settled are related to the retirement of gas mains.. 

Upon atloption of SFAS No. 14.3, Duke Energy Kentucky's regulated electric and regulated natural gas 
operations classifies remove1 costs for property tha t  does not have an associated legal retirement 
obligation ;is it regulatory liability, in accordance with regulatory treatment under SFAS No. 71 I The 
total amount 01 removal costs included in  Regulatory Liabilities within Deferred Credits and Other 

respectively 

6. Risk Rllanagenienl and Hedging Activities and Credil Risk 

:illowance costs incurred for its retail customers clue to the use of cost tracking and recovery 
mechanisms i n  the state of Kentucky Duke Eneigy I<entucky does have 
mal-ket lluctuntions i n  the prices of electricity, fuel and emission allowan 
generation output not utilized t o  serve native load or committed load ( 0  

sales). Exposure t o  interest rate risk exists as ;I result ol the issuance 01  variable and lixed rate debt 
Duke Energy I<entucky employs established policies and procedures to manage its risks associ;ited with 
these market Iluctuations using various commotlity and financial derivative instruments, including 
sw:tps, lutures. lorwards and options 

es on the Balance Sheets was $1.3 million and $31 million a s  of December 31, 2005 and 2007, 

Duke Energy Kentucky h;is liniitetl exposure to market price changes of fuel and emission 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy 
to risk iis ;I iesult ol its issiiiince ol viti iable and fixcd rate debt. Duke Energy Kentucky 

m;in;tges its interest rate exposure by limiting its vari;ible-iate exposures t o  it percentage ol to ta l  
capit;tliz;ition ;ind by monitoring the ellkcts 01 marltet changes i n  interest rates. Duke Energy Kentucky 

T 
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DUKEENERGYKENTUCKY,INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

6. Risk Management and Hedging Activities and Credit Risk (Continued) 

also enters into financial derivative instruments, including, but not limited to, interest rate swaps, 
swaptions and U S .  Treasury lock agreements to manage and mitigate interest rate risk exposure. Duke 
Energy Kentticky’s existing interest rate derivative instruments and related ineffectiveness were 
insignificant to its results of operations, cash flows and financial position in 2005 and 2007. 

Credit Risk. Where exposed to credit risk, Duke Energy Kentucky analyzes the counterparties’ 
Iinancial condition prior to entering into an agreement, establishes credit limits and monitors the 
appropriateness of those limits on an ongoing basis. 

Duke Energy Icentucky’s industry has historically operated under negotiated credit lines for 
physical delivery contracts. Duke Energy Kentucky niay use master collateral agreements to mitigate 
certain credit exposures. ’The collateral agreements provide lor a counterparty t o  post cash or letters of 
credit to the exposed party for exposure in excess of an established threshold. Tlie threshold aniount 
represents an unsecured credit limit, determined in accordance with the corporate credit policy. 
Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate 
contracts and liquidate all positions 

support outside of collateral agreements, where qympr ia te ,  based on its financial analysis of tlie 
customer and tlie regulatory or contractual terms and conditions applicable to each transaction. 

Duke Energy Kentucky also obtains cash or letters of credit from customers to provide credit 

7. Fair Value of Financial Assets and Liabilities 

On .January I ,  2005, Duke Energy Kentucky adopted SFAS No.. 157. Duke Energy Kentucky’s 
adoption of SFAS No. 1.57 is currently limited to financial instruments and to non-financial derivatives 
as, in February 2008, the FASB issued FSP No. 157-2, which delayed the erfective date of SFAS 
No. 157 until Januory I ,  2009 l o r  noli-financinl iissets and liabilities, except for items t h a t  are 
recognized o r  tlisclosed at  fair value in the financial statements on a recurring b 
cumulative elfect adjustment to retained earnings l o r  Duke Energy Kentucky as 
adoption of SFAS No.  157. 

1J.S. and exp;intls disclosure requirements about lair value measurements. Under SFAS No. 157, fair 
value is considered to be tlie exchange price in an orderly transaction between market participants to 
sell an asset o r  transfer ii liahility at tlie ieasurement date. Tlie l a i i  value definition under SFAS 
No. I57 Iocuses on ; i n  exit price, which the price t h a t  would be received by Duke Ener,gy Kentucky 
to sell an asset o r  paid to transler ;I liab ity versus an entry price, which would be the price paid to  
acquire nn asset or received to assume it liability. Although SFAS N o  157 does not require additional 
fair value measurenients. i t  applies to oilier accounting pronouncements that require o r  permit fair 
value measurements I n  October 7008. the FASB issued FSP NO FAS 157-3, which illustrated key 
consitlerations i n  determining the lair value 01 ;I linnncial itsset when the market for that asset is not 
active The q ~ p l i c a r ~ ~ i i i  of FSP FAS 157-3 did not  cli;inge the way Duke Energy I<enlucky determined 
lair v;ilue ol its 1in:incial ;issets and Iiiihilities. 

SFAS No 157 defines fair value. establishes a Iramework for measuring f a i r  value in GAAP in tlie 
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DUKE ENERGY KENTIJCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

7. Fair Vaiue of Financial Assets and Liabilities (Continued) 

following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes the inputs to valuation 
techniques used to measure fair value into three levels: 

Duke Energy Icentucky cletermines fair value of financial assets and liabilities based on the 

Level 1 inputs-unadjusted quoted prices in active markets for identical itssets or liabilities that 
et or liability is one in Duke Energy Kentucky has the ability to access. An active market for the 

which transactions for the asset or liability occur with sufficient frequency and volume to  provide 
ongoing pricing information. Duke Energy Kentucky does not adjust quoted market prices on Level 1 
inputs for any blockage factor. 

Level 2 inputs-inputs other than quoted market prices included in L.evel 1 that are  observable, 
either directly or indirectly, for the asset or li;ibili\y. Level Z inputs include, h u t  are not limited to, 
quoted prices for similar assets or liabilities in an active marlet, quoted prices for identical or similar 
assets or liabilities in markets that are no\ active and inputs other than quoted market prices that are 
observable for the asset or liability, such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and clefault rates 

Level 3 inputs-unobservable inputs lor the asset or liability. 

the FASB issued SFAS No. 1S9, "The Fair Kihie Optiori f i r  Fiiiuizciiil Asrefs a t i d  

ichidirig mi cit~ierrdt~ieti~ of FASR Slcirenrett! No. 11.5" (SFAS No.  1.59), which 
permits entities t o  elect to  measure many financial instruments and certain other items at fair value. 
For Duke Energy Kentucky, SFAS No. 159 wits effective a s  of January I ,  2008 and had no impact on 
amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently 
have any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been 
elected. However, in the future, Duke Energy I'ki1tucliy may elect t o  measure certain financial 
instruments at fair value i n  accordance wi th  this stantlard 

The following table provides the lair vitlue measurement amounts for assets and liabilities recorded 
in Other in both Current Assets and Current Liabilities ant1 Other wilhin Deferred Credits and  Other 
L.iabilities on Duke Energy Kentucky's Balance Sheets at fair vitlue ;it December 31, ZOOS: 

Ibl:11 Fair V:ilue 
i\illllonls :I1 

I)crcnil~er 31, 2008 I,cvcl I 1,tvel 2 1,evtl 3 

Dcscriylioii ( i II 111 IN IS:^ lit1 s ) 
Derivatives Assets I . I . . I . I . . . I I . . $ 17s $ -  $ - $178 

,___~ 

Derivatives Linbilities . , I . I . " ,  $(7.')77) 9; - $(7,977) li; - 

I 1 
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DUKE ENERGY KENTUCW, INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31,2008 and 2007 

7. Fair Value of Financial Assets and Liabilities (Continued) 

at fair value on a recurring basis where the determination of fair value includes significant unobservable 
inputs (Level 3): 

The following table provides a reconciliation of beginning and ending balances of assets measured 

Derivatives (ncl) 

( in  Ilioiisniids) 

Balance at January 1,2005 . . . . . . . . . , , I . I . . . . . . I , . $ 0  

Net purchases, sales, issuances and settlements I . . . . . . . (663) 
Total gains included on balance sheet , I . . . . . . . ~ , I , I ” I . 84 1 

$ 175 Balance at December 31. 2005 . . . I I I I . I . . . . I . . I I I I I I I 

The valuation method of the primary Pair value measurements disclosed above is its follows: 

Fair Value Disclosures Required Under SFAS No. 107, “Disclosr~res Aboirf Fair i ’ a h e  of Financial 
lrzsfrriments.” The fair value of financial instruments, excluding financial assets included in the scope of 
SFAS No. 1.57 disclosed in the tables above, is summarized in the following table. Judgment is required 
in interpreting market data to develop the estimates of fair value. Accordingly, the estimates 
determined as of December 31, 2005 and 2007, are not necessarily indicative of the amounts Duke 
Energy Kentucky could have realized in current markets. 

Financial Instruments 

L.ong-term debt, including current maturities 

As or 1)erenil)er 31, 
2008 2007 

Book Appriwiinale Ilook Approxiinale 
V:ilne I?iiir V;ilne Viilne Ikir Viiliie 

liii tl~ons~iiids) 
$338,629 $327,228 $287,012 $283,183 

The fair value of cash a n d  cash equivalents, accounts receiviible, accounts piiyable and notes 
payable are not materially different from their carrying omounts because of the short-term nature of 
these instruments and/or because the stated rates approximate niarket rates 

8. Intangibles 

December i l ,  2007 were $1 1 million and $7 million, respectively 
The carrying amount ol emission allowances i n  intengible iissets iis 01 December 3 I ,  ZOOS and 

The carrying values of emission allowances sold or consumed were $5 niillion and $6 million ;IS of 

The table below shows the expected aniortiz;ilion espense lor the next live years l o r  intangible 

al lowii nces consu in p t ion. The amortization ;i mou n t s (1 iscussed be low ;I I e est i n i t i t  es Act uii I ii  inou n t s may 
differ from these estimates due to such factors as  changes in consumption patlerns. sales or 

December 3 1, 200s and December 31, 2007, respectively. 

of December 31, 2007. The expected ;irnortization expense inclutles estimates 01 emission 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

8. Intangibles (Continued) 

impairments of emission allowances or other intangible assets, additional intangible acquisitions and 
other events. 

2009 2010-2012 _ _ _ _ -  
( i n  1lious:iiicls) 

Expected Amortization expense . ~ . . . . . . . I . . I . . . I . , I $10,503 - 

9. Related Party Transactions 

Duke Energy Kentucky engages in related party transactions. These transactions are generally 
pertormed at cost and in accordance with the applicable state and federal commission regulations. 
Balances clue to o r  due from related parties included in the Balance Sheets iis of December 31. 2005 
and December 31, 2007 are as follows: 

December 31, December 3 1 ,  
2008 2007 

(in 111 i ~ t s a  ods) 

Accounts Receivable. I I I . . . . . . . . I . , " .  . , . . . (. $10,765 $ 3,660 
Accounts Payable . . " . .  $13,478 $26,429 

Duke E,nergy Kentucky is charged its proportionate share of corporate governance and other costs 
by a consolidated affiliate of Duke Energy. Duke Energy Kentucky is also chi~rged its proportioniite 
share of other corporate governance costs from a consolidated affiliate of Cinergy. Corporate 
governance and other shared services costs are primarily related to human resources, legal m d  
accounting fees, as well as other third party costs. The expenses associated with certain allocated 
corporate governance and other service costs for  Duke Energy Kentucky, which are recorded in 
Operation, Maintenance and Other within Operating Expenses on the Statements or Operations were 
LIS follows: 

Dccctiibcr 31, I)crciiiber 31. 
2008 2007 

( i n  Ibeiis:iiiclsl 

Corporate governance and shared services expenses . I I . $56,979 $47.495 

Duke Energy Kentucky incurs expenses from Duke Energy Ohio related to purchasing network 
iiiiegration transmission service from the Midwest Independent Transniission System Operator (MISO) 
an (1 ;I nci I la ry services These expenses, which are recorded i n  O per a tion, maintenance ;inti ot her wi I Ii i n 
01x1 atiiig Expenses on the Consolidated Statements of Operations, were approximately $10 niillion and 
$17 million for the years ended December 31, ZOOS and 2007, respectively 

See N o ~ e  15 for detiiil on expense amounts allocatetl from Cinergy to Duke Energy Kentucky 
I elatecl to Duke Energy Kentucky's participation in Cinergy's c~ualifietl and non-qualified tlelined 
be itel i t pe tisioii plans ;und post -retire111 ent Ilea 1\11 ca I e and insurance bene 1 i 1s. Add i t ional I y , Duke 
Energy I<entucky has been nllocated accrued pension and other post-retirement and post-employment 
henelit ohlig;itions from Cinergy of approximately $39 million at  December .3 I .  200s a n d  npproxiinately 
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

9. Related Party Transactions (Continued) 

$2.3 million at December 31, 2007. The above amounts have been classified in tlie Balance Sheet as 
[ollows: 

December 31, December 3 1 ,  
2008 2007 

(in Ilioitsands) 
Other current liahilities. . ~. I . I . . " .  . . " . .  I I . . " .  . I $ 108 $ 101 
Accrued pension and other postretirement benefit costs I $39,195 $22,505 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy 
Receivables, an unconsolidated entity formed by Cinergy. The proceeds obtained from the sales of 
1 eceivahles ;ire largely c;isIi but d o  include a subordinated note from Cinergy Receivables for a portion 
of the purchase price. This subordinated note is classified by Duke Energy Kentucky as Receivables in 
the Balance Sheets and was approximately $29 million as of December 31, 2005 and 2007. See Note 10 
for additional information. See Note 12 for information on money pool. 

10. Sales oF Accounts Receivable 

Accoirm Xcceii;rr& Securifizrrtion. Duke Energy Kentucky sells, on a revolving basis, nearly all of 
its retail accoiints receivable and related collections to Cinergy Receivables, a bankruptcy remote, 
special purpose entity that  is ii wholly-owned limited liability company of Cinergy. The securitization 
trxisnction w;is st~uctured to meet the criteria for sale treatment under SFAS No. 140, and, 
accordingly, Cinergy does not consolidate Cinergy Receivables and the transfers of receivables are 
accounted lor its sales. 

The proceeds ohtained from the sales of receivables are largely cash but do  include a subordinated 
note  from Cinergy Receivables for ;I portion of the purchase price (typically approximates 25 percent of 
the tot;il proceeds). The note, which amounts to approximately $29 million a t  December 31, 2008 and 
2007, is subordinate IO senior loans that Cinergy Receivables obtain from commercial paper conduits 
controlled by unreliited linancial institutions which is the source of funding for the subordinated note. 
This suhotc1in;ited note is ii ietained inteiest (right to receive a specified portion of cash flows from the 
sold ;issets) iintler SFAS No. 140 antl is classified within Receivables in the accompanying Balance 
Sheets ;it Deceiiibei -3 1, 200s and 2W7. 

receivables between the assets sold and the interests retained based on relative lair value. The key 
assumptions in  estimating lair value are tlie anticipated credit losses, the selection of discount 1 ates, 
a n d  cxpected receivnbles turnover rate Because (a) tlie receivables generally turnover in less t h a n  two 
months. (11) credit losses :ire reason:ibly predictable due to Duke Energy Kentucky's broad customer 
hnse and lack 01 sigiiilic;int concentration, antl (c) the puichnsetl beneficial interest is siiboItlinate to ; r l l  
relainetl interests a n d  thus woultl tihsorh losses fiist, the allocated bases of the subordinated notes iire 
not materially tlilleient than their &ice vnlue Interest iiccrues to Duke Energy I<enrucky on the 
i etainetl interests using tlie ;iccre\nhle yield method, which generally approximates the stated rate on 
tlie notes since [lie ;illoc;itetl hasis antl tlie frice value are nearly equivalent. An iqxiirnient ch;irge is 
recorded against the wrryiiig value of both tlie retained intei ests ;in(] purchased beneficial interest 

The cariying values of tlie retained interests are deterniined by allocating the carrying value of the 
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DUKEENERGYKENTUCKl7,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

10. Sales of Accounts Receivable (Continued) 

whenever i t  is determined that a n  other-than-temporary impairment has occurred (which is unlikely 
unless credit losses on the receivables far exceed the anticipated level). 

The key assumptions used in estimating the fair value are as follows: 

Years Ended 
December 31, 

2008 2007 - -  
Anticipated credit loss rate , I . I I . . . I I I . I . . . . I . . . . , . 0.9% 0.9% 
Discount rate on expected cssh flows 5.3% 7.7% 
Receivables turnover rate . , , . . . I I .  I I , I.. . . . . . I .  " .  . . . 12.1% 11.9% 

I I . . I . . , . I I . . . . ~ . . . I . . 

The hypothetical effect on the laii. value 01 the retained interests assuming both a 10% and a 20% 
unfavorable variation in credit losses or discount rates is not material clue to the short turnover of 
receivables and historically low credit loss history. 

amounts t h e  on the sold receivables. However, Cinergy Receivables assumes the risk of collection on  
the purchased receivables without recourse to Duke Energy Kentucky in the event of a loss. While no 
direct recourse to Duke Energy Kentucky exists, it risks loss in the event collections are not sufficient 
to allow lor full recovery of its retained interests. No servicing asset or liability is recorded since the 
servicing lee paid to Duke Energy ICentucky approximates ii market rate. 

The rollowing table shows the gross a n d  net receivables sold, retained interests, sales, and cash 
Ilows during the periods ending: 

Duke Energy Kentucky retains servicing responsibilities lor its role as a collection agent on the 

December 31, Dcccmber 31, 
2008 2007 

(in Llionsands) 

Receivnhles sold iis ol period end . , " . .  . . . . . . . . t "  , . "  $ 71,340 3; 63,936 
, . . " . .  . I " .  " .  I .  . I " .  " .  , . 28,530 29,165 Less: Retained interests . . 

$ 42,810 3; .34,771 

Sales during period 
Receivables sold . . I I . , . . . I " .  . . . . " I  $486,988 $46S,617 

~~ 

~~ _ _ _ ~  Net ieceivables sold ;IS 01 period end " ^ "  , "  ^ " " " . " .  

Loss recognized on sale . . . I . " , "  . " " . " . .  " 5,350 6,5S.3 

Cash flows during period 
Cash proceeds rrom receiwbles sold . . .  , I I I I " .  . 1 " $484,!!16 $453,052 
Return received on retained interests " . ^  , . . . .  " . "  " .  3,214 3,694 
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

11. Property, Plant and Equipment 

L.end " .  . I . " " .  " .  " " " ,  . " .  . . . . . " ,  , I " . " " " .  . " " .  . 
Plant 

Electric generation, distribution and transmission(a) I 

Natural gas Iransmission and distribution(a) , 

Other buildings and improvements(a) I . . I , . . 

, . . I 

I . I I . I I . . . 
I . I ~ . . . . , 

Equipment . .  . . " I " .  I I " , .  I " .  . 
Vehicles I . . , I I I I . " " . " "  " . ^ .  

Construction in process I . I . I , I I " . . I I . . . 
Other _ I . _ I _ . . l . . . . l . .  _ " . _ _ l I I  . l . . . I _ I . . I  

Total property, plant and  equipment I I I . " . . I I . , . . 
Total accumulated deprecintion(h) . . I I . . I . . " I . . . . . I 

Total net property, plant and equipment , . . . . I I . . 1 . I 

" . .  I " . ,  , I  I . . " " .  . "  I I .  

Eslimotcd 
IJseliil 

Iife 
(Years) 

s -  100 
12 - 50 

IS - 100 
11 - 25 
9 - 15 

5 - 10 

December 31, Deccinbcr 31, 
2008 2007 

(in Itionsands) 
!$ 17,755 $ 17,S94 

1,083,826 
341,547 

29,063 
7,599 

314 
36,504 
20,177 

1,536,785 
(625,727) 

!$ 911,058 

1,085,286 
315,763 
29,064 

7,097 
314 

24,572 
19,367 

1,499,357 
(617,530) 

$ 881,827 

( a )  Includes capitalized leases, lor which the totals were $29 million for 2005 and $24 million for 2007. 

(17) Includes accumulated amortization of capitalized leases: $3 million lor 2008 a n d  $2 million for 
2007. 

C;ipi~alized interest, which includes the interest expense component of AFUDC, was less than 
$500 thousand f o r  the years ended December 31, ZOOS a n d  7007 

I 
Duke Energy Kentucky, Inc. 144A Proj: P26359CH109 Job: 09ZDG45901 (09-26359-1) Colorl: Mred 

Page Dim: 8.250" X 10.750 Copy Dim: 38. X 54.3 File: FS45901A.;10 



MERRILL CORPORATION SLY UDOMIII 7-SEI'-O9 IS:  I 5  DISK I35:I09%t)G I O9%L~C-1S9OI]FS~15')OIA ; IO  
mrll-1008 Iml Free: I15L3/32OD Fool: OD/ OD VJ IISeq: Z Clr: 0 
DISKOZ4:rPAGER PSTYLES1UNIVERSAL UST:75 5 C Cs: 26343 

DUKEENERGYKENTUCKY,INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

12. Debt and Credit Facilities 

Summary of Debt and Related Terms 

1Jnsecured debt . . I . . I . . I . . . . . I 
Capital leases . I I . , . . , I I . 1 . . . . 

Notes payable . I I ., , I . ., I I . . . . . . . I . 
Money Pool . I . . I . . . , . . . . . I I . I , 

Una mort ized debt (1 iscou n t ii nd premium, 

Total debt I . ~ I . .  , . . . I . . I I I . . . 
Current maturities of long-term debt I I I 

Sliort-term notes payable . I . . , I I I . . 
Total long-term debt I . I I . , . . I I . 

Otlier debt(a) . . . I . . I I I " . . " " . . "  

net I " " . . . " . .  " . . . .  " . " I " " . "  

\Veiglitetl- 
Average 

Rnle Year Dine 1)cccmber 31, 2008 December 31, 2007 
( i i i  Ilioiisands) 

6"0% 2009 - 2036 $175,000 $195,000 
5.6% 2009 - 2020 13,126 15,089 
1.5% 2009 - 2027 71,572 7757 I 
2.3% 2012 7331 7 ___ 
5% 3,241 27,470 

(386) (648) 
341,870 714,452 
(22,461 ) (21,678) 

(3,241) (27,470) 
$3 16,168 $265,734 

(a) Includes $77 million or Duke Energy Kentucky pollution control bonds iis o l  December 31. 2008 
nnd 2007. 

Unsecured and Otlier Debt. I n  Deceniber ZOOS, Duke Energy Kentucky refunded $50 million of 
tax-exempt auction rate bonds through tlie issuance of $50 niillion of tax-exempt variable-rate t1ein;ind 
bonds, which are supported by ;I direct-pay letter of credit. The vnriable-rate demand bonds, which are 
due August 1 ,  2027, hac1 an  initial interest rate o f  0.65% which is reset on ii weeltly hisis. 

Money Pool. Duke Energy Kentucky receives support lor its short-lei 111 l-~oi  rowing needs through 
its pnrticipation wi th  Duke Energy and oilier Duke E,nergy subsidiaries i n  ii money pool arrangement. 
Under this arrangenient, those companies with short-term funds may provide short-tei ni loans to 
aKiliziies pmicipating under this arrmgement. The money pool is structured such tha t  Duke Energy 
Kentucky separately manages its cash needs ;ind working capital requirements Accordingly, there is no 
net settlement of receivnbles and payables of the participating subsidiaries. iis each entity in(lependent1y 
pxticipaies in the money pool. As of December 31, ZOOS and December 31. 2007. Duke E,nergy 
I<entucky had itmounts outstanding of approxiniately $.3 million a n d  $27 million. respec:tively, ( 
within Notes payable i n  tlie Ba1;ince Sheets. During tlie years encletl Deceniber 3 1 .  200s i i n d  2007, tlie 
$24 million and $15 million decrease, respectively, i n  the money pool ;ic!ivity is rellecled ;IS i i  ci~sli 
outllow i n  Notes payable and commercial papei within Net c;isli (used in) provitlecl by linnncing 
activities on tlie Statements 01 Clash Flows. 

Floating Rate Debt. Unsecured debt and other debt includecl iippiosimatcly $150 million ant1 
$77 million ol Ilo;iting-rate debt ;is 01 December 31. ZOOS and 7007. 1 espectively 1 h i ~ i n p r : i t e  tlcht is 
pi imarily h s e d  on commerciiil pilper rilles or ii spl-ead relative to a n  intles wch ;IS ;I London Interlxink 
Olleietl Rate (LIBOR) As of December 3 I ,  200s and 2007. tlie \veigl,rrtl-;iver~ipe intcrest r;i\c 
associated wi th  floating-rate debt wiis approximately I"W iind 4 4% , respectively 
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DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

12. Debt and Credit Facilities (Continued) 

approximately $27 million and $77 million, respectively, of auction rate pollution control bonds 
outstanding. While these debt instruments are long-term in nature and cannot be put back to Duke 
Energy Kentucky prior to maturity, tlie interest rates on these instruments are  designed to reset 
periodically through a n  auction process. In  February 200S, Duke Energy Kentucky began to experience 
failed auctions. When failed auctions occur o n  a series of this debt, Duke E,nergy Kentucky is required 
to pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for 
the auction rate debt is 2.0 times one-month LIBOR. Payment of tlie failed-auction interest rates will 
continue until Duke Energy Kentucky is able to either successfully reinarket these instruments through 
the auction process or refund and refinance tlie existing debt t h i  ough the issuance of a n  equivalent 
amount ol tax exempt bonds. As noted above, Duke Energy Kentucky relundecl $511 million of these 
auction rate bonds in December 2005. While Duke Energy Kentucky intends to rerum1 and relinance 
the remaining tax exempt auction rate bond, tlie timing of such refinancing transaction is uncertain and 
subject to market conditions. However, even if Duke Energy Kentucky is unable to successfully refund 
and refinance this debt instrument, the impact of paying higher interest rates o n  the outstanding 
auction rate debt is not expected to materially effect Duke Energy Kentucky's results of operations, 
cash flows or financial position. The weighted-average interest rate associated with Duke Energy 
Kentucky's auction rate pollution control bonds, was .94% as of December 31, ZOOS and 439% as of 
December 31 ,  2007. 

Auction Rate Debt. As of December 31, 2005 and 2007, Duke Energy Kentucky had 

Maturities, Call Options and Acceleration Clauses. 

Annual Maturities as of December 31, 2008 

(in Ilioiis;iiicls) 

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 22,461 
2010. . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  1,628 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,439 
2 0 1 2 " .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75,120 
201.3 . . . . . . .  . . . . . . . . . . .  . . " " "  " I .  . "  1.405 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . .  , . " . . ~ . ~ 236,501 
Total long-term debt (including current maturities) . . I I . . , $i3S,hZ!, 

Duke Energy I<entucky has the ability under certain debt facilities to call ztntl repay the obligation 
prior to its scheduled maturity. Therefore, the actual timing of riiture cash rep;iyments could he 
materially clilferent than the above ;is ;I result of Duke Energy Kentucky's ability to rep;iy these 
obligations pi ior t o  their scheduled maturity. 

Duke Energy closed h e  syndication 0 1  an amentled antl rest;t~ed credit racili!y. which rep1;iced exisling 
credit lacilities, with ii 5-year, $2.65 billion niaster credit Iacility. I n  March ZOOS, Duke E,nergy en te~ed  
into an amentlment to its $2 65 hillion mastei credit facilily wheieby tlie borrowing c;tpacity \viis 
increased by $550 million t o  $3 2 Iiillion I n  Octoher 2OOS, Duke Eneigy tern,in:iretl the pnrticipilion ol 
one of the linancial institutions supplying a~~proxim;itely $6.3 million of cietlit coinmitnient untler its 

Available Credit Fhcilities antl Capacity Utilized Under Available Credit Facilities. I n  lune 2007, 
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DUKE ENERGY KENTUCIN, INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

12. Debt and Credit Facilities (Continued) 

master credit facility. The total credit facility capacity under tlie master credit facility subsequent to this 
termination is ;Ipproximately $3.14 billion. Duke Energy has the unilateral ability under the niiister 
credit facility to increase or decrease tlie borrowing sub limits of each borrower, subject to maximum 
cap limitation, at any time. At December 31, 2008, Duke Energy Kentucky had borrowing sub limit 
under Duke Energy’s master credit facility of $100 million. Tlie amount available to Duke Energy 
Kentucky under their sub limit to Duke Energy’s master credit facility has been reduced by drawdowns 
of cash, borrowings through the money pool arrangement, and the use of the master credit facility to 
backstop issuances ol letters of credit, as cliscussed below. 

In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy 
Kentucky, borrowed a total of approximately $1 billion under Duke Energy’s master credit facility. As 
of December 3 I ,  2008, outstanding borrowings totaled ;rpproxirnately $7.50 million under Duke E.neigy’s 
master credit facility, of which Duke Energy Kentucky’s portion is approximately $74 million. Tlie loan, 
which is a revolving credit loan, bears interest a t  one-month LJBOR plus an applicable spread of 24 

master credit facility to renew the loan up through the date the master credit lacility matures, which is 
in June 2012. As Duke Energy Kentucky has the intent and ability t o  refinance this obligation on a 
long-term basis, either through renewal of the terms of tlie loan through the master credit facility, 
which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace 
the amounts drawn under the master credit facility, Duke E.nergy Kentucky’s borrowing is rellected as 
Long-Term Debt on the Balance Sheets at December 31, 2008 This borrowing reduces Duke Emrgy 
Kentucky’s available credit capacity under Duke Energy’s Master Credit Facility, as discussed above. 

At December 31, 2008 and December 31, 2007, approximately $SO niillion nnd $0 million, 
respectively, of certain pollution contiol bonds, which are short-term obligations by nature, are 

ilietl 21s L ong=l’erm Debt on the Consolidated Balance Sheets due to Duke Energy Kentucky’s 
intent and ability to  utilize such borrowings a s  long-term financing. Duke Eneigy Kentucky’s credit 
facility with non-cancel;ible terms i n  excess of one year a s  of the balance sheet date give Duke Energy 
Kentucky tlie ability to refinance these short-term obligations on ii long-term basis. The specific credit 
facility discussed below bxltstopped the $.%I million of pollution control b o n d s  outstanding a t  
December .3 1, 200s 

b. ASIS .’ points and is due in September 2009; however, Duke Energy Kentucky has the ability under tlie 

I n  Septemhei N O S ,  Duke Energy I<entucky and Duke Enei-gy Indi;tna, lnc., ;I wholly-owned 
subsidiary ol Duke Energy, collectively entered into a $3.30 niillion letter 01 credit agreement with ;I 

syndicate ol banlts Undei this letter of‘ credit agreement, Duke E,nergy I<entucky may request the 
issuance of letters o l  credit up  to ~ipproximately $5 1 million on its beliall to support various series ol 
v;iriable rate deninnd hontls issued or to be issued o n  behalf ol Duke Energy Kentucky. This credit 
facility. which is not p a i t  of Duke Energy’s master credit [iicility, m a y  not be used for any purpose 
other than to support variable rate clemnnd bonds issued by Duke Eneigy I<entucky ant1 Duke Energy 
1 rid kina , I nc. 

Itestrictive Debt Covenants. Dulte Energy’s debt and credit agreement cont;iins viii ious linancisl 
and other covenants, including, but n o t  limited to, it covenant regarding tlie tleht-to-total capitalization 
i a t i o  a t  Duke Energy and Duke Energy Kenrucliy to not  exceed 65% Duke E,nergy I<entticky‘s cleht 
agreements also contain various liixincial ;incl other coveri:ints. Failure to meel these coven;inis beyond 
applicable gince periods could result i n  :iccelerated due dates iintlior terniincition 01 tlie agieements As 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

12. Debt and Credit Facilities (Continued) 

of December 31, 200S, Duke Energy and Duke Energy Kentucky were in compliance with all covenants 
t h a t  would impact Dulie Energy Kentucky’s ability to borrow funds under the debt and credit facilities. 
In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements clue to nonpayment, or the acceleration of other significant indebtedness of the borrower or 
some of its subsidiaries. None of tlie debt or credit agreements contain material adverse change 
clauses. 

13. Common Stock 

Common Stock. Duke Energy Kentucky’s common stock is wholly owned by Duke Energy Ohio. 

During the year ended December 31, 2008, Duke E,nergy ICentucky paid dividends of $30 million 

See Note 1 for additional information. 

Duke Energy Kentucky did no t  pay clividends during the year ended December 31, 2007. 

14. Comniitments and Contingencies 

General Insurance 

Effective with the date of the merger between Duke E,nergy and Cinergy, Duke Energy Kentucky 
carries, either directly or through Duke Energy’s captive insurance company, Bison Insurance Company 
Limited, insurance antl  reinsurance coverages consistent with companies engaged in similar cuniniercial 
operations with similar type properties. Duke Energy Kentucky’s insurance coverage includes 
(1)  commercial general public liability insurance for liabilities arising to third parties for bodily injury 
and property damage resulting from Duke Energy Kentucky’s operations; (2)  workers’ compensation 
liability coverage to required statutory limits; (3) automobile liability insurance for all owned, 
non-owned and hired vehicles covering liabilities to third parties for bodily injury a n d  property damage; 
(4)  insurmce policies i n  support of the indemnification provisions of Duke Energy Kentucky’s by-laws 
and (5) property insurance covering the replacement value of all real and personal property damage, 
excluding electric t i  ansmission and distribution lines, including damages arising from boiler and 
machinery bre;iktlowns, earthquake, flood dnmage and extra expense. All coverages are subject to 
certain decluctibles, terms antl  conditions common for companies wi th  similar types of operations. 

primary limits lor  commeiciel geneial liability :ti id automobile Iialility insurance. Limits, terms, 
contlitions ; ind tletluctibles are compar;ible 10 those c;irrietl by other companies with similar rypes of 
opei ations. 

past year rellect i ng tlie clia ngi rig conditions of the insu r ii nce markets. 

Environmental 

Dulie Energy I<entucliy also maintains excess liability insurance coverage above the established 

The cost of Duke Enei-gy Kentucky‘s general insurance coverages continued to Iluctuate over tlie 

Duke Energy Kentucky is subject to letleral, state and local iegulalions reg;irtling air ;in0 water 
qu;ility. 1i;izardous ant1  solid wnste dispos;il anti other environmental matteis These regulations can be 
cl);ingetl Iron1 lime to tiine, imposing new obligations on Duke E,nergy I<entucky. 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 
For the Years Ended December 31, 2008 and 2007 

14. Commitments and Contingencies (Conlinned) 

various contaminated sites. These include some properties tliat are part of ongoing Duke Energy 
Kentucky operations, sites formerly owned o r  used by Duke Energy Kentucky entities, and sites owned 
by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, 
activities vary with site conditions and locations, remedial requirements, complexity and sharing of 
responsibility. If remediation activities involve statutory joint and several liability provisions, strict 
liability, or cost recovery o r  contribution actions, Duke Energy Kentucky could potentially be held 
responsible for contamination caused by other parties. In some instances, Duke Energy Kentucky may 

benefit from insur;ince policies o r  contr;tctu;iI indemnities that cover some o r  all cleanup costs. All of 
these sites generally are managed i n  tlie 
in the normal course of business, contin 
environmental-related contingencies and 
reasonably estimable. 

Remedintion activities. Duke Energy Kentucky is responsible for environmental remediation at 

ociated with contamination with other potentially responsible parties, a n d  may also 

course of business or affiliate operations. Management, 
esses the nature and extent of known or potential 
liabilities when losses become probable and are 

Clean Wuter Act .316(b). Tlie Environmental Protection Agency (EPA) finalized its cooling water 
intake structures rule i n  July 2004. The rule established aquatic protection requirements for existing 
facilities that withdraw SO million gallons or more of water per day from rivers, streams, lakes, 
reservoirs, estuaries, oceans, or other U.S. waters for  cooling purposes. Coal-fired generating Iacilities 
i n  wliicli Duke Eneigy Kentucky is either a whole or partial owner are affected sources under that rule 
On .January 25, 2007, tlie U S. Court o f  Appeals for the Second Circuit issued its opinion in 
Rii:er/teepc.,; I I I C  I). EPA, Nos. 04-6692-ag(L.) et a1 (2d Cir. 2007) remanding most aspects of EPA’s rule 
back to tlie agency. Tlie court ellectively disallowed tliose portions of the rule most lavorable to 
industry, and tlie decision creates a great deal of uncertainty regarding future requirements and their 
timing On April 14, ZOOS. tlie 1J.S. Supreme Court issued an order granting review of tlie case and 
briefs was filed o n  luly 14, ZOOS. Oral argument occurred o n  December 2, 2008. A decision is expected 
in 2009 I f  the Supreme Cour t  upholds the lower court decision, i t  is expected that costs will increase as 
it result ol the court‘s decision; however, Duke Energy Kentucky is unable to estimate at  this time its 
cosis to comply. 

Clearz Air /ri/ersfote K i r k t  (CAIK). The EPA finalized its CAIR in May 2005. Tlie CAlR limits to ta l  
;innuit1 ant1 summertime NO, emissions and annual SO2 emissions lroin electric geneilating facilities 
x m s s  tlie Extern  IJS. [hi-ough ;I two-pliitsed cap-and-trade program Phase 1 begins in 2009 for NO, 
and in 2010 lor  SO2 Phase 2. begins in 2015 lor botli NO, nnd SOz. On March 25. 2008, the US Court 
ol’ Appeals l o r  the District of Columbia ( D  C Circuit) heard oral  argument in ;I case involving multiple 
cliitllenges t o  the CAlR On . J ~ l y  I I .  200s. tlie D C Circuit issued its decision in Nor//i Cuioliricc I: E191 
No. 05-1244 vacating the CAIR. Tlie E,PA tiled ;I petition l o r  rehearing o n  September 24, ZOOS with the 
D C Circuit ;isking the court to 
ZOOS, llie D C Circuit issued ;I d 
now conduct ;I new ruleinaking to modirj the CAlR i n  xcortlance with the coiirt‘s .July I I ,  ZOOS 
opinion This tlecision me:ins t1i;it tlie CAlR its initially finalized in 2005 remains in effect until the new 
EPA rule takes ellecr Tlie court did n o t  impose ii t1e;ttlline o r  schedule on  the EPA I t  is uncertain 
liow long ihe ctirreni CAlR will remain in effect o r  liow tlie new rulemalting will alter the CAlR 

nsider viiriotis parts ol its ruling vacating CAIR. I n  December 
o n  reinanding tlie CAlR t o  the E,PA witliout vacatur EPA must 
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DUKE ENERGY KENTUCKY, INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31. 2008 and 2007 

14. Commitments and Contingencies (Continued) 

Duke Energy Kentucky is currently unable to estimate the costs to comply with any new rule the 
EPA will issue in the future as a result of tlie D.C. District Court’s December 2005 decision discussed 
above. 

Clean Air Mercury RNIC (CAMR). The EPA finalized its CAMR in May 2005. The CAMR was to 
have limited total annual mercury emissions from coal-fired power plants across the U.S. through a 
two-phased cap-and-trade program beginning i n  2010. On February 8, 2005, tlie D.C. Circuit issued i t s  
opinion in New Jersey I/. EPA, No. OS-1097 vacating tlie CAMR. Requests for rehearing were denied. 
The U.S. EPA and tlie Utility Air Regulatory Group 1i;ive requested that tlie IJS. Supreme Court 
review the D.C. Circuit’s decision. The D.C. Circuit’s decision creates uncertainty regarding future 
mercury emission reduction requirements and their timing, but makes i t  fairly certain that there will be 
a delay in the implementation of tederal mercury requirements for existing coal-[ired power plants. On 
January 29, 2009, the EPA requested the 1J.S. Department of Justice withdraw its Petition for Writ of 
Certiorari filed on October 17, 2005. On February 23, 2009, the Supreme Court denied tlie Utility Air 
Regulatory Group’s petition. The E,PA will not develop emission standards for utility units under 
section 112 of the Clean Air Act, thus abiding by the D.C. Circuit’s decision. At this point, Duke 
Energy Kentricky is unable to estimate the costs to comply with any future mercury regulations that 
might result from the D C. Circuit’s decision. 

Coal Combustion I+o&cr (CCP) Manngernenf. Duke Energy Kentucky currently estimates that it 
will spend approximately 52 million over the period 2009-2013 to install synthetic caps and liners at  
existing and new CCP landfills and to convert CCP handling systems from wet to dry systems. 

Conipreheiisive Eiiviroriirieiifa/ Re,sporise, Corii~~ensafion, nrid L.iabi/ity Acf klatfer. I n  August 2008, 
Duke Energy Kentucky received ii notice from the EPA that i t  has been identified as a potentially 
responsible party under tlie Comprehensive E.nvironmentn1 Response, Compensation, and Liability Act 
a t  tlie L,WD, Inc , Superfund Site in Calvert City, Kentucky. At this time, Duke Energy Kentucky does 
not have m y  further inforinntion regarding the scope of potential liability associated with this matter. 

Exfeiirlcd I3vironnierifn/ Acfivifie,Y arid Accninls. I nclutled in Or her wit hi n Defer red Credits and 
Other L iiibilities on  the Baliince Sheets were total accruals related to estended eiivironiiiental-ielated 
activities of approximately $2 million ;IS 01 both December 31, 2008 antl 2007 These accruals represent 
Duke Eneigy Kentucky‘s provisions lor  costs msocintetl with remediation activities at  some of its 
current and former sites, ;IS we l l  its othet releviint environment;il conlingen! liabilities. Miinagemenl, i n  
the normal course of business, continually iissesses tlie ni i tui  e and estent 0 1  known or potential 
environmenta I-re la t et1 cont i nge ncies ii nd r ecoi tls I iabi I i t ies whe 11 losses become probable antl  are 
reasonably estimahle. 

Litigation 

Section 126 ol the CAA i n  which i t  ;illeges that sources i n  13 upwind states. including Kentucky, 
significant I y con t rib ti t e to No rt Ii C k i  01 i nu  ’s non -;I t t i l  i n me n t wit It ce rt ;i i n ;i nibi en t air qu ;I I i t  y s t ;in da rrls. 
I n  August 2005. tlie EPA issued 21 pioposetl response to the petition. The EP,4 proposed t o  deny the 
ozone portion of t l i e  pelit ion lxtsetl upon it lack of contrihtltion to air qu;ility by tlie n;lnietl states. The 
EPA ;iIso proposed to deny tlie pal iiculiite inatlei- portion of the petition Imsecl upon the CAIR Feder;il 

Sectiori I26 I’efifioirs. I n  March 2004, the state of North Carolina liletl it petition under 
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

14. Commitments and Contingencies (Continued) 

Implementation Plan (FIP) that would address the air quality concerns from neighboring states. On 
April 25, 2006, the EPA denied North Carolina’s petition based upon tlie final CAIR FIP described 
above. North Carolina has filed a legal challenge t o  tlie EPA’s denial. Briefing in that case is under 
way. The EPA has conceded that the D.C. Circuit’s July IS, 2005 decision in the CAIR litigation, North 
Carolina v. EPA No. OS-1244, discussed above, and a subsequent order issued by the D.C. Circuit o n  
December 2.3, 2008, have eliminated the legal basis for the EPAs denial of North Carolina’s 
Section 126 petition. At this time, Duke Energy Kentucky cannot predict the outcome o f  this 
proceeding. 

Carbon Dioxide (Cod Litigation. In July 2004, tlie states of Connecticut, New York, California, 
Iowa, New Jersey, Rhode Island, Vermont. Wisconsin and tlie City of New York brought a lawsuit i n  
the U.S. District Court for the Southern District 01 New York against Cinergy, Aniei ican Electric 
Power Company, Inc., American Electric Power Service Corporation, Tlie Southern Company, 
Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the US. District Court 
for the Southern District of New York against tlie same companies by Open Space Institute, Inc., Open 
Space Conservancy, Inc., and The Audubon Society of New Hanipsliire. These lawsuits allege t h a t  the 
clefenclants’ emissions of COz from the combustion of fossil fuels at electric generating facilities 
contribute to global warming and amount to a public nuisance. The complaints also allege tliat tlie 
defendants could generate tlie same amount o f  electricity while emitting signilicantly less COz. The 
plaintiffs are seeking an injunction requiring each defendant to cap its CO, em ons antl then reduce 
them by a specified percentage each year for at  least a decade. In September 2005, tlie District Court 
granted the defendants’ motion to dismiss the lawsuit. Tlie plaintiffs linve appealed this ruling to the 
Second Circuit Court of Appeals. Oral arguments were held before tlie Second Circuit Court of 
Appeals on June 7, 2006. It is not possible to predict with certiiinty whether Duke Energy Kelitucliy 
will incur any liability or to estimate the tlaniages, i f  any, that Duke Energy Kentucky might incur in 
connection with this matter. 

Hurricane Katrinn L.urimiit. I n  April 2006, Cinergy wits n;tmed i n  tlie tliircl anientled complaint of 
a purported class action lawsuit filed i n  tlie U S. District Court lor tlie Southern District oI Mississippi 
Plaintiffs claim that Cinergy, along with  numerous other utilities, oil companies, coal companies and 
chemical companies, are liable for damages relating to losses surfered by victims ol I-Iurric;ine I<atrina. 
Plaintiffs claim that defendants‘ greenhouse gtis emissions contributed t o  tlie frequency atid intensity of 
storms sticli as  Hurricane Katrina. On August 30, 2007, tlie court dismissetl the case l h e  plaintills hwe 
filed their appeal to tlie Fifth Circuit Court of Appeals, and oral arguments were lieaid o n  August 6, 
200s. Due to  the late rec~is;~I ol one of the judges on the Filth Circuit panel, tlie court lield :I new oral 
argument on November 3. 2008. I t  is noi possible t o  predict with certainty whether Duke Energy will 
incur any liability or to estimate tlie claniages. i l  any. tliat Duke Energy might inctir i n  connection with 
this matter. 

Other Litigation arid L.ega/ I’roceedirig,~ Duke Energy I<entucky is involved i n  other legitl. tit); antl 
regulatory proceedings arising i n  tlie oi clin;try cotirse of business. some ol which involve subst:intial 
;tinounb Duke Energy I<entucliy helieves t h a t  the linal tlisposiiion ol tliese pioceetlings will not liiive a 
matelid adverse elfecl on its results ol operations, cash Ilows o r  Iinanciitl position 

I 
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DUKEENERGYKENTUCKY,INC 

Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

14. Commitments and Contingencies (Continued) 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of 
December 31, 2005 and December 31, 2007, Duke Energy Kentucky has recorded insignificant reserves 
for these proceedings and exposures. Duke Energy Kentucky expenses legal costs related to the defense 
of loss contingencies as incurred. 

Other Commitments and Contingencies 

capacity that may or may not be recognized on the Balance Sheets. 

Operating and Capital Lease Commitments 

Duke Energy Kentucky leases assets in several areas of its operations. Rental expense l o r  
operating leases was $6 million for the year ended December 31, 2005 and $4 million for the year 
ended December 31, 2007, which is included in Operation, Maintenance and Other on tlie Statements 
of Operations. Capitalized lease obligations are classified a s  debt on the Balance Sheets (see Note 12). 
Amortization oP assets recorded under capital leases was included in Depreciation and Amortization on 
the Statements of Operations. The following is a summary of future minimum lease payments under 
operating leases, which at inception had a noncancelable term of more than one year, and capital 
leases as of December 31, 2005: 

Geizerul. Duke Energy Kentucky enters into various commitments to purchase or sell power oi 

0pcr;iling Capiliil 
Ixescs I~cascs 

( i n  Ikwsands) 
- _ _ _  

2009. . . I I , . I " . .  . . I .  . I I I " .  . . " . .  . (. , I " .  I I I , $ 2,!!09 $ 2,519 
2 0 1 0 " " .  . ~. . . . " . . . , . . ,  " . " " ^ I " . . "  . 2,464 1,680 

. , ,  . .  _ .  . . " _ .  _ .  2,135 1,492 
2012 . . . . . . . . .  , " I I ^ I . "  . . . .  , " I " " " "  . . . .  , , 1,721 1,602 
2013 . . , , , . . . . . . 1,550 1.461 

4,044 4,31 I Thereafter ~. . , I ~ I I .  " .  . . . . . " ,  I I I I I I I . . "  

Total future minimum lease payments I I . . . . . . I , . . , $14,823 $1.3.1 2.7 
- _ _ _  

_____ - ~- 

1.5. Employee Benefit Obligations 

Duke Energy Kentucky p;trticipa t es i n q ti ;I I i fied ; i n  d non q i i  ;I I i f ied 
delined benefit pension plans as well a s  other post-retirement henelit plans sponsored by Cinergy. 
Ciiiergy allocates pension and other post-retirement obligations and costs related to these plans to 
Duke Energy Kentucky. 

Upon consummation ol tlie merger with Duke Energy, Cinergy's benelit plan obligations were 
ienieasured. Cinergy uptlated the assumptions used to tleterniine their ;iccruetl benefit ohlig;itioiis ant1 

prospective net peiiotlic beiielit/post-retirement costs to be :illoc;i[ed to Duke Energy Kentucky. 

Ciiiergy adopted the change in measurement date transition requirements of SFAS No.  1% 
ellectivr January 1, 2007 by remeasuring plan  assets :ti id benefit ob1ig;ttioiis ;IS ol t l x i t  date Previously, 
Cinergy used ;I September 30 measurement date for its clefinetl benelit and other post-retirement plans 

Cinergy Ret iremen t Plans. 

F-3S 
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DUKEENERGYKENTUCm,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31,2008 and 2007 

Employee Benefit Obligations (Continued) 

Tlne adoption of SFAS No. 155 did not have a material impact on Duke Energy Kentucky’s results of 
operations or cash flows. See Note 1 for additional information related to the adoption o f  SFAS 
No. 15s. 

Qualijicd I’cnlijon I’lnns 

Cinergy’s qualified defined benefit pension plans cover substantially all employees meeting certain 
minimum age and service requirements. The plans cover most employees using a cash balance formula. 
IJnder a cash balance kxrnula, a plan participant accumulates a retirement benefit consisting of pay 
credits that are based upon a percentage (which varies with age and years of service) of current eligible 
earnings and current interest credits. Certain legacy Cinergy employees are covered under plans that 
use ;I final average eiii nings formula. Under a final average earnings formula, it plain participant 
accumulates a retirement benefit equal to a percentage of their highest 3-year average earnings, plus a 
percentage of tlne their highest 3-year average earnings in excess of covered compensation per year of 
participation (maximum of 35 years), plus a percentage of their highest 3-year average earnings times 
years ol participation in excess of 3.5 years. 

contributions, the maximum of which is generally the amount decluctible for tax purposes and the 
minimum being t1i;ii required by the Employee Retirement Income Security Act of 1974, as amentled. 
The pension plans’ assets consist of investments in equity and debt securities. 

Aclunrial gains and losses are amortized over tlie average remaining service period of the active 
employees. The average remaining service period of the active employees covered by tlne retirement 
plan is I 1  years. Cinergy determines the market-related value of plan assets using a calculated value 
t h a t  recognizes changes in fair value of the plan assets over five years. 

allocated by  Cinergy were as follows: 

Funding for the qualified defined benefit pension plans is based on actuarially determined 

Duke E,iiergy Kentucky’s Qualified Pension Plan Pre-Tax Net Periodic Pension Benefit costs as 

December 3 1 ,  1)rreinbrr .?I, 

( i n  tlioaseiirls) 
2007 ~ _ _  2008 

Qualified Pension Benefits I , . ” . .  . $1,674 $2,351 

The lair value ol Cinergy’s plan assets was approximately $1,110 million and $1,701 million i t s  01 
Decemher‘ 3 I ,  2008 i incl 2007, respectively. Tlne projected benefit obligation for tlne plans wiis 
;ippioximntely $1,992 million antl $1,941 million as of December .31, 2005 and 2007. respectively. The 

unniiliited benefit obligation for tlie plans was approximately $ I  ,729 million a s  of  December 3 I .  2OOS 
and approxiinaiely $1,753 million iit December 3 1, 2007. Tlne accrued pension liability tis allocated b y  
Cinergy to Duke Energy I<entiicky and recognized i n  Accrued pension and other postretirement henelit 
costs w i t h i n  the Balance Sheets a t  December 3 I ,  200s and 2007 wiis approximately $32 million a n d  

itely $9 million. respectively Regulatory assets, as allocatetl by Cinergy to Duke Energy 
antl recogni~etl i n  Other wi th in  Regulatory Assets and Deferred Debits on the Balance 

Sheets wis approsinn;itely $75 million ;und $7 million tis of December ? I ,  200s and 2007. respectively 
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DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31,2008 and 2007 

15. Employee Benefit Obligations (Continued) 

benefits to be paid to plan participants. Duke Energy did not make any contributions to its defined 
benefit 1 etii enient plans in 2005. Duke Energy made qualified pension benefit contributions of 
approximately $350 million to tlie legacy Cinergy qualified pension benefit plans during tlie year ended 
December 31, 2007, of which approximately $9 million represents contributions made by Duke Energy 
Kentucky. In February 2009, Duke E,nergy Kentucky made a cash contribution of approximately 
$14 million, which represented its proportionate share of an approximate $500 million total 
contribution to Cinergy's and Duke Energy's qualified pension plans. 

Qualified Plans-Assumptions Used for Cinergy's Pension Benefits Accounting 

Duke E,nergy's policy is to lund amounts on an actuarial basis to provide assets sufficient to meet 

2008 2007 
Perccnlages 
- -  

Benefit Obligations 
Discount rate I . .  I .  " .  , . I " .  , . I I.. " .  . I ~ I .  " . .  . " .  . 6.50 6.00 
Salaiy increase ~ . . , . I , . . . " .  . . . I . . . ~ . . 1 . . I . ., I . , . I . 5.00 5.00 
Net Periodic Benefit Cost 
Discount r a t e .  . . I .  I .  " .  I .  . I I ~ " .  . . . . ~. . . " . .  I I .  ~. " .  " .  600 5.75 
Salary increase . .. I . . . I . . 
Expected long-term i a t e  of return on plan 

Nori-Qriuli'ed Peiisioii I'hns 

non-contributory defined benelit retirement plans (plans that do not meet the criteria for certain tax 
benerits) t1i;it cover ollicers, certain other key employees, and non-employee directors. There are no 
plan assets Tlie projected benefit obligation for the plans was approximately $I 1.3 million as of 
December 31, ZOOS and ;ippioxiiiiately $ I05 million a s  of December 31, 2007. The accumulated benefit 
obligation h i -  tlie plans \viis approximately $104 million as of December 31, 2005 a n d  approximately 
$102 million ;it Decemher 31. 2007 Tlie accrued pension liability as allocated by Cinergy to Duke 
Energy Kentucky nntl  I ecognizetl i n  Accrued pension ;ind other postretiremen1 benefit costs within tlie 
Balance Sheets ; i t  December .3 I .  2008 ant1 2007 w;is approximately $155 tliousand and $1.3 1 thousand, 
1 espectively, ant1 ;IS recognized i n  Other within Current L.iabilities on the Balance Sheets a1 
December 3 I, 200s ant1 7007 W;IS approximately $ I  1 thousand and $10 thousand, respectively. 

iis allocated by Cinergy ~ v c ' i e  tis lollows: 

I n  addition, Cinergy also maintains, and Duke Energy Kentucky participates in, non-qualified, 

Duke E,nergy I<enrucl;y's Non-Qunlified Pension Plan pre-tax Net Periodic Pension Benefit Costs 

Non-Qualilied Pension 

F-40 

l)cceinbcr 31, Decciiiber 31, 
2008 2007 

( i n  ilioiis:incls) 

$19 $19 
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DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31. 2008 and 2007 

15. Employee Benefit Obligations (Continued) 

Non-Qualified Plans-Assnmptions Used for Cinergy's Pension Benefits Accounting 

_ -  2008 2007 
Perccnlages 

Benefit Obligations 
Discount r a t e , ,  " . .  " . .  . I I .  I . .  . ~ I I , . I.. " .  . 6.50 6.00 
Salary increase I . . I ~ I I I I I . . I I . I . . I I . 1 . I I I . . I . . . . 5.00 5.00 
Net Periodic Benefit Cost 
Discount rate I . , I . . . . I I . . I . . , I . . I I I I I . I I I . . . . . . 6.00 5.7.5 
Salary i n c r e a s e . . " .  . . " . .  . " .  . I . . "  I " .  . I . " " " .  . . . I " . .  . " .  5.00 5.00 

Other t'o"~t-l~etireiiiciit Bcrrejil Plans 

Duke Energy Kentucky participates in other postretirement benefit plans sponsored by Cinerg.  
Cinergy provides certain health care a n d  life insurance benefits to retired employees and their eligible 
dependents on a contributory and non-contributory basis. These benefits are subject to minimum age 
and service requirements. The lienltli care benefits include medical coverage, dental coverage, and 
prescription drug coverage and :ire subject to certain limitations, such as deductibles and co-payments. 
These benefit costs are accrued over a n  employee's active service period to the date of full benefits 
eligibility The net unrecognized transition obligation is amortized over approximately 20 years. 
Actuarial gains and losses are amortized over the average remaining service period of the active 
employees. Tlie average remaining service period of tlie active employees covered by the plan is 
1.3 years. Duke Energy IGxtucky's Other Post-Retirement Plan pre-tax Net Periodic Benefit costs as 
allocatetl by Cinergy were tis lollows: 

Other Postretirement 

Uercnil)er 31, Dcccniber 31, 
2008 2007 

( i s  IIiousancls) 
$547 $1,559 

Tlie fair value 01 Cinergy's plans iissets was approximately $23 million as of December 31, 2005 
and $32 million as of December i I ,  2007. Tlie accumul;itetl other post-retirement benefit obligation for 
tlie plnns was approximzitely $.%XI inillion ;is o f  December .J I ,  2008 i i n d  $464 million ;IS of 
December 31, 2007 The accrued other post-ietii-enient liability iis allocated by Cinergy to Duke Energy 
Kentucky and I ecognizetl i n  Accrued Pension t int1 Other Posti etirement Benefit Costs within tlie 
Balance Sheets iit December .?I I .  N O S  antl 2007 \vas $7 million a n t l  $13 million, respectively. The 
accrued other post-retirement li:ibility ;is allocatetl by Cinergy to Duke Energy Kentucky and 
recognized i n  Otliei- within Cuirent Liabilities on the Balance Sheets at December 31, 2008 and 2007 
w a s  $97 t l i o u s d  i intl  $SO tlioiisnntl, respectively Regtil~it~i-y ;issets, iis allocated by Cinergy to Duke 
Energy Kentucky. anti recogniLed in Regu1;trory Assets  and Delei-red Debits within tlie Balance Sheets 
wits appioxininiely $ 1  millio~i ;IS ol December 31. 2OOS antl $5 niillion ;is ol December 31, 2007. 

Duke E,neigy did not make any contributions to its other post-retirement plans i n  2OOS. Duke 
Energy mntle other post-retilenient plan contrihutions during 2007 01 approximately $32 to the legacy 
Cinergy otliei post-retirement pl;ins. 01  which appiosini~itely $ I  million represents contribu[ion n i d e  by 
D like En e rgy Ice n t uck y . 
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DUKEENERGYKENTUCKY,INC 
Notes to Financial Statements (Continued) 

For the Years Ended December 31, 2008 and 2007 

15. Employee Benefit Obligations (Continued) 

plans of approximately a credit of $4 million and approximately zero iis of December 31, 2005 and 
2007, respectively, within the Balance Sheets. 

Assumptions Used in Cinergy's Other Post-retirement Benefits Accounting 

Duke Energy Kentucky recognized regulatory assets related to its other post-retirement benefit 

Determined I h e f i t  0lilig;iliens 

Discount rate I I . . . . . I I . 
2008 2007 

6 SO 6.00 
- -  

2008 2007 -~ Dcleniiined Esperise 

Discount rate I I . . "  " I .  . "  " "  " .  . " " . 6.00 5.75 
Expected long-term rate of return on plan assets , I . . , . I I . I 8.50 8.50 

Assumed Health Care Cost Trend Rates 

i\ledicare I'rcscriplion Drug 
Ikcnd Role ' h a d  Role 

zoox 2007 2 0 0 ~  2007 - __ ~ - 
Health care cost trend rate assumed for next year . I . . . I I . 8.50% 8.00% 11.00% 12.50% 
Rate to which the cost trend is assumed to decline (the ultimate 

trend rate) I I . . I I . I . . , . , , , . . . I I . , . 5.00%~ 5 00% 5.00% 5.00% 
Year that tlie rate reaches tlie ultimate trend  ate I . " . . . 201 i 2011 2022 2022 

16. Other Income and Expenses, net 

yeais ended December 31, 2008 arid 2007 iiie iis lollows: 
The components of Other Income and Expenses. net on tlie Sr;itenients of Operations for the 

I)ereinlwr 31, I)creiiiber 31 ,  

l i i i  Il~oiir;iiids) 

2008 2007 

I i i  coni e/( E x pe n se ) : 
I nt  eres t 1 iicoiiie . . , I . , . . . .  " "  " .  $4,020 $3.056 
AFUDC Equity I . . , I . . I . I " . . I 778 210 
Other . I ^ .  . " .  , . "  ^ " .  . ,  " .  " ,  55 t 71 

. , , " $4,853 $4,052 Total I I I . . . . . . , , , . I 
~. ~ 

-- - 

17. Subsequent Events 

contingencies, ant1 employee henelit ohligatit,ns, see Notes  2. 14 ; i n t i  I T .  respeclively 
For informtition on suhsequent events related 10 I egulatory iiiattcr5. and coiiiiiiitiiients ;iiitl 
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DUKE ENERGY KENTUCKY, INC. 

STATEMENTS OF OPEMTIONS 
(UNAUDITED) 

Y e w  To Dale 
. l U l l C  30, 

2009 2008 
(in Ihousands) 

~~ 

Operating Revenues 
Electric I ,  I _ . _ . . I ~ I . _ . . _ I _ . I _ . . ~ _ .  I .  I I I . I . I . _ . . .  I 

Other . . ~ . l . . l . I  ̂. I . _ I _ . _ .  " . _  . I t I 1 . _ I I "  " . . . I I . I I  

Total Operating Revenues I . . " I I . . I . . . . I I I . . I . I , . . 

. . "  " . . " . , . . l . , I " . " " _  " . . " I . " " . .  " " . " I . .  . "  

Operating Expenses 
Natural gas purchased ~ I I , , 

Operation, maintenance and other . I . . I I . . . . . . . I I 

Fuel used in electric generation ; ind purcliasetl power- . . I . , . I . , . . . 
Depreciation and amortization . I . .. I 

Property and other taxes I I . . I " .  , . . . I . , . I I . . I " . I , . 

I . . I . . ., . . . I I . , . I . 

. I I I . , I . I I . I . I I . . , , , . .. I I 

Total Operating Expenses I . . , . . , . . , . I . I . , . . 
Operating Income . I . I . . I I I . . . . I I . , , 

Other Income and Expe ,ne t  . " . .  l l l l . _ _ ~ l _ l l . . . . _  . I  

Interest Expense I . . I . _ ~ " . .  ~.~ I .  . . I I . " I . ^ . I . , . I . . ^ .  . I .  

Income Before Income Taxes , I . . . , . . . . , . " . . . 1 

Income Tax Expense I . , . . I . I . . . . I I I . 

Netlncome " .  . I " .  I I I I I I I ,  

$162,025 $152,046 
72,107 93,780 

242,!!43 256,761 
8,811 10,935 ~ _ _ _ _  

~~ 

46,709 69,660 
61,576 62.002 
72,036 67,3 14 
21,672 1 S,070 

6,624 6,064 
208,617 223,110 
34,326 33,651 

8,241 8,198 
27,626 28,010 
11,076 10,475 

.x' 16,550 $ 17,535 

_ _ _ _ ~  

~~ 

~~ 

1,541 2,557 
~- ~ 

~~ 

~~ 

~~ 
~~ 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

(UNAUDITED) 

Jiinc 30, December 31, 

(in 1lious;inds) 

2009 2008 

ASSETS 
Ciirrenl Assets 

C'ish .ind c,isIi equiv,ilenl\ 
Recciv.ihle5 (net of .illow.ince lor doubtful liecounts of $314 ,it June 30. 2009 dnd $432 '11 

December 31, ZOOS) 
Inventory 
O t h e r  

Total ciirretil :issets 

liiveslinenls :hid Olhcr Asscls 
Int,ingihle Iisset5 
Otlier 

Total invesliiieiil'r aiicl other :iFsel'r 

I'ropcrly, Plniit, and Eqitipineiil 
cost 
L e b ~  .iccumul,ited deprcci,itton 'ind diiiorliL.ilion 

Net properly, plant, :iad ecluipiiient 

Rcgiilalory Assets and Deferred Debils 
D e k r r c d  debt expenbe 
Regul.irory A\rets 

rota1 regiilatory assets mid deferred clebitc 

Tnhl Assels 

See Notes to U nsucl i t ed Fi i i a  ncial SI ;I te 111 e 11 ts 

$ 8,932 S 11.768 

44,883 52, 
35,375 33.045 

105,582 173,200 

8,849 10,503 
3,802 4,391 

12,651 I 4 s95 

16,392 26.05 I 
____I__ 

___I__ 

___I__ 

~- 

1,557,085 1.536.785 
634,053 625.7'7 _ _ _ ~  
923.032 91 1 OS8 

~~ 

5,101 5,308 
45,198 41,747 
50,299 53.050 

61,l393,564 s1.1117 701 

~ _ _ _  
~- 
~- 
~~ 

$ 35,803 5 51.936 - 3.74 1 
(11,826) I1.71' 

2,974 1 82s 
22.562 77"4i>l 
13,531 1477.1 
63,044 I i l f 1 . W  
~- 
~~ 

618.602 3 I fl. I h S  

201,193 I7  I X.5 I 
4,025 J"5l') 

31),207 3') IS0 
43.394 .I11"4S2 

6,555 h.300 
13,969 22.h36 

299.343 7x5 05s 

~- _ _ _ _ ~  

-- ~ 

8.7811 S.7SII 
167.494 107 4 w  
234,.31lI 717751 
4111.575 3') IS13 

$l.I)')l,56J SI. 101 1117 

~~ 

~ 

~- 
~ -~ 
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DUKE ENERGY KENTUCKY, INC. 

STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY 
AND COMPREHENSIVE INCOME 

(UNAUDITED) 
(in thousands) 

Common 
Slack 

Balance at December 31, 2007 I I . . I . . I . . I I . $8,780 - 
Net income , . 
Other compreliensive income 

I . ,  , . I .  I .  , . . , “ .  . . “ . .  ~ 

Cash flow hedges, net of tax expense of $628 

Acciiinirluled Ollier 
Coinprelieesive lncoinc (Loss) 

Net Gains Tot:il 
(Losses) on Common 

Paid-in Retained C a s h  Flow Stocklioldcr’s 
Capital lhriiiiigs Hedges Eq iii l y  

$167,494 $210,270 $(998) $385,546 
17,535 17,535 

~ _ _ _ _ _ ~  

_ _ _ _ _ ~ -  ~ 

998 998 
18,533 

Balance at June 30, 2008, . . I . . . I . . , . . I . . . $8,780 $167,494 $227,805 c- $404,079 
Balance at December 31, 2008 . . . . I . . . I , . I I I $8,780 $167,494 $217,751 E- $394,025 

16,550 16,550 

Balance at June 30, 2009 I . I . . . . . I . . I I $8,780 $167,494 $234,301 I-- $410,575 

- ~ _ _ _ -  ~ 

Total compreliensive income I I . . I . I . . , , I I 

- _ _ _ _ _ _ _  

-____I__- ~ 

Net income and tolal comprehensive income . I 
==-- -- 

See Notes t o  Unaudiretl Financial S\;itemenls 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

(UNAUDITED) 

Cash Flows from Operating Activities 
Net income.. . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reco ome t o  net cash provicled by operatin 

activities: 
Depreciation and amortization . I . . , 
Deferred income taxes . . " "  , . . , .  

Contribution to company sponsored pension plan . . . . . . . . . . . . . . . . .  
Accrued pension and other postretirement benefit 
(Increase) decrease in: 

. . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory asset/liability amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net realized and unrealized mark-to-market and hedging transactions I 

Receivables.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Inventory . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxes accrued I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. " .  
Increase (decrease) in: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory asset/liability deferrals . . I . . , . . I I I . I . . I . I I . . I 

Other assets I . . , , . I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  

Net cash provided by operating activities . , . . , " . I . I . . . 
Cash Flows from Investing Activities 

Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Notes I r o m  affiliate, net . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Sale 01 Emission Allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in investing activities . . . " I I , . , 

Cash Flovvs from Financing Activities 
Proceeds from the: 

Riyinents for the redentption ol: 
issllance or iong-tei in debt I . I . . I I I I . I I . . . . I , , I . . I 

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Notes payable ;tiit1 commercial paper . . . . . . . . . . . . . . . . . . . . .  
Otlier . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net casli osecl i n  financing activities 

Net (clecrease) increase in cash and cash equivalents . . . . . .  
Cash and cash equivalents at beginning of period , . . , I . " . "  

, .  

C:IS)I and rash equivalents at end of period 

See Notes to 1Jniiiidited Financinl Statenients 

F-40 

Six Months Eiidcd 
.lunc 30, 

2009 2008 
(in Ihoiisaiicis) 

~~ 

$ 16,550 $ 17,535 

21,976 18,369 
30,943 ( I  $35) 

870 903 
(13,554) - 

639 1,453 

529 (423) 
17,083 15,45 1 
(2,330) (10,337) 
9,120 10,700 

(14,550) 30,394 
(23,132) (3,404) 

(4,072) 3,4 16 
3,991 914 

36,662 74,082 

(1,587) 454 

(5,814) (2,465) _ _ _ _ ~  

~~ _ _ _ _ ~  

(30,826) (30,532) 
(7,923) - 

22 190 
7 65 

~~ 

(38,720) (1(1,277) _ _ _ _ _ _ ~  _ _ _ _ _ _ ~  

3,429 __ 

(925) (2O,SS6) 
(3,24 1 ) ( 19,807) 

(778) (40,773) 
(41) (SO) 

(2,836) 3,032 

$ 8,932 y; 12,3;4 

~ 

_I_ 

~ ~- 

11,768 9,302 -___ 

~ -~ ___- -~ 
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DUKEENERGYKENTUCKY,INC 
Notes to Unaudited Financial Statements 

1. Basis of Presentation 

Nature of Operations. Duke Energy Kentucky, Inc. (Duke E,nergy Kentucky), a Kentucky 
corporation organized in 1901, is a combination electric and gas public utility company that provides 
service in northern Kentucky. Duke Energy Kentucky's principal lines o f  business include generation, 

n and distribution of electricity as well a s  the sale of and/or transportation of natural gas. 
gy Kentucky's common stock is wholly owned by Duke Energy Ohio, Inc. (Duke Energy 

Ohio), on Ohio corporation organized in 15.37, which is wholly owned by Cinergy Corp. (Cinergy), a 
Delaware corporation organized in 1993. Cinergy is a wholly owned subsidiary of Duke Energy 
Corporation (Duke Energy). 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating 
station which is jointly owned with Dayton Power Sr L.ight. 

These Unaudited Financial Statements reflect all normal recurring adjustments that are, in the 
opinion 01 manngeiiient, necessary to lairly present Duke Energy Kentucky's linancial position and 
results of operations. Amounts reported in the interim Unaudited Statements of Operations are not 
necessarily indicative of amounts expected for the respective annual periods due to  the effects of 
seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance 
on electric generating units, changes i n  mark-to-market valuations, changing commodity prices, and 
other factors. 

Use of Estimates. To conform to generally epted accounting principles (GAAP) in  the IJnited 
States (Ll S ~ ) ,  management makes estimates and iniptio ns t1i;it ;tfrect the amounts reported in the 
Unaudited Financial Statements and Notes Although these estiinates are based on management's best 
available knowledge at  the time, actual results could differ. 

Unbilled Revenue. Revenues on sales ol electricity and gas are recognized when either the service 
is provided or the product is delivered 1Jnbilled retail revenues are estimated by applying an average 
revenue per kilowatt-hour or per thousand cubic leet (Mcf) for all customer classes to  the number ol 
esrimated kilowatt-hours o r  Mcls delivered Imt not billed Unbilled wholesale energy revenues are 
calculated by  Eipplying the contr;ictii;iI rate per megawatt hour (MWh) to the number of estimated 
MWh delivered. but not yet billed. Unbilled wholesale demand revenues itre calculated by applying the 
coiitriictu;il rate per megawatt (MW) to the MW volume not yet billed. The m o u n t  o f  unhilletl 
revenues can vary significantly from period to period :IS it result of Lactors including seasonality, 
weather, customer usage patterns ;ind customer inis. Unbilletl revenues, which ai e primarily recorded 
a s  Receivables on the Bnl;ince Sheets, primarily relate to wholesale sales mid were ;ipproximately 
$ 1  million ;it June 30. 7009 and December 31, 2008. Additionally, Duke E.nergy Kentucky sells, on ;I 

revolving basis. nriirly itll of its retnil ;iccoiints receivable and related collections to Cinergy Receivables 
Compmiy, L.L.C (Cinergy Receivables), ;I bankruptcy reniote, special purpose entity that is ii wliolly- 
owned I in1 i ted I i i i  hi1 i t y coni pan y 01 Ciriergy. The securi tiziil ion t r ansiict ion was structured to meet the 
critei iii lor sale t reatment  under Financial Accounting Stantlartls Board (MSB)  Statement of Financial 
Accounting Stariclartls (SFAS) No. 140. "Accounting f o r  Triinslers and Servicing of Financial Assets and 
Estinguisliments of Li;thilities-ii replxenient of FASB Statement No. 125" (SFAS No. 140). md, 
;~ccortlingly. ihr ir;insfers 01 receivahlrs are accounted lor iis sales. l7eceiv:ibles lor iuibillecl revenues ot 
;ipprosimately 5 I5 niillion ant1 $70 million a t  June 30, 2009 and December 31, 2008, respectively. 
rel;ttetl to retail ;iccouii\s ieceiv;ihle ;it Duke Energy lientucky were included in the sales 01 ;IccOll1it:j 

receivable to Cineigy lieceivables See Note 11 l o r  iirltlitionnl intormation regnrding Cinergy 
Rrceiv;ihles 
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DUKEENERGYKENTUCKY,INC 
Notes to Unaudited Financial Statements (Continued) 

2. Inventory 

gas held in storage for transmission and sales commitnients Inventory is recorded primarily using tlie 
average cost method. 

Inventory consists primarily of coal held for electric generation; materials and supplies; a n d  natural 

Jutic 30, Decembcr 31, 

( i n  Ilioosnnds) 

2009 2008 

Coal held for electric generation . , I I " . . I . . . I I I . I $20,581 $18,445 
Materials and supplies I . I I I . I I . . . (. I I . I . . 13,656 13,360 
Natural gas .  I .  . . I .  . . " . . " " . . " l . " . " . . .  I . .  " "  1,13s 1,240 

Total Inventory I . I I . . " . I . I I . . . I . . I I . . $.35,.375 $33,045 

Effective November I ,  200S, Duke Energy Kentucky executed agreements wi th  it third party to 

- -  
- _ _ _  
~~ 

transfer title of natural gas inventory purchased by Duke Energy Kentucky to the third party. Under 
the agreements, the gas inventory will be stored and managed for Duke Energy Kentucky and will be 
delivered on demand. The gas storage agreements will expire on October 31, 2009, unless extended by 
tlie third party for an additional 12 months. As :I result of the agreements, the combined natural gas 
inventory of approximately $6 million and $10 million being held by a third party as of .June 30, 2009 
and December 31, 2008, respectively, has been classiried iis Other within Current Assets on tlie 
Consolidated Balance Sheets. 

3. Debt and Credit Facilities 

Money Pool. Duke Energy Kentucky receives support lor its short-term borrowing needs through 
its participation with Duke E.nergy and other Duke Energy subsidiaries i n  ;I money pool arrangement. 
Under this arrangement, those companies with shoi t-term funtls may provide short-term loans to 
affiliates participating under this arrangement. The money pool is structured such tha t  Duke Energy 
Kentucky separately manages its cash needs and working capital requirements. Accordingly, there is no 
net settlement of receivables a n d  p;iyahles 0 1  the participating subsidiaries, ;is each entity independently 
participates in the money pool As oI .June 30, 2009. Duke E.nergy Kentucky had a receivable balance 
of approximately $8 million, which is tl;issifietI within Receivables in the accompanying Balance Sheets. 
As of December 3 1, 200& Duke E,neigy Kentucky lint1 amowits outstiinding o! approximately 
$3 million, which is classified within Notes Pnyahle in the xxompanying Balance Slieets. The $8 million 
increase i n  the money pool activity (luring the six months ended June 30, 2009 is rellected in Notes 
from aifiliate, net within Net cash used in investing activities on tlie Statements of C:rsh Flows. I n  
addition, the $3 million decrease i n  the money pool activity (luring the six months ended June 30, 2009 
is rellected in  Notes p;iyable and commerci;il p iper  wi th in  Net c;isIi trsetl in finmcing iictivities on the 
Statements ol Cash Flows. 

Available Credit Facilities and Capscity Ulilized Under Av;iilnble Credit Facilities. The tot i t i  
credit facility capacity under Duke Energy's master credit Incility is q~proximntely $-3 14 billion. Duke 
Energy has the unilateral ahility undei tlie mxster credit Incility lo incie;ise o r  decrease the borrowing 
sub limits ol each borrower, snl?ject to iiiaxiniiini cap limit:ition, i i t  any time. At June 30, 2009, Duke 
E,nergy Kentucky had ii borrowing suh limit under Duke Energy's miister credit facility of $100 million. 
The ; i i i ioi int  ~ivail;ible to Duke Eiieigy Kentticky tinder [lrrir stih liniits to Duke Energy's nmster credit 
facility h a s  heen reduced by tlrawtlowns ol c;isIi, horrowings through the money pool ;II rangement. an0 
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DUKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements (Continued) 

3. Debt and Credit Facilities (Continued) 

the use of the master credit facility to backstop issuances of letters of credit and pollution control 
bonds, as discussed below. 

At June 30, 2009, Duke Energy and its wholly-owned subsidiaries, including Duke Energy 
Kentucky, had outstanding borrowings of approximately $7.50 million under Duke Energy's master 
credit facility, of which Duke Energy Kentucky's portion is $74 million. The loans, which are revolving 
credit loans, bear interest at one-month L m d o n  Interbank Offered Rate (LIBOR) plus a n  applicable 
spread ranging from 19 to 24 basis points and are due in September 2009; however, Duke Energy 
Kentucky has the ability under the master credit facility to renew tlie loan up through tlie date tlie 
master credit facility matures, which is in June 2012. As Duke Eneigy Kentucky has the intent a n d  
ability to refinance this obligation on  a long-term basis, either through renewal o f  tlie terms of tlie loan 
through the master credit facility, which has non-cancelable terms in excess of one-year, OJ through 
issuance of long-term debt to replace the amounts tlrawn under tlie iiiiister credit facility, Duke Energy 
Kentucky's borrowing is reflected as Long-Term Debt o n  the Balance Sheets tit June 30, 2009. This 
borrowing reduces Duke Energy Kentucky's available credit capacity under Duke Energy's master 
credit facility, as discussed above. 

At both .June 30, 2009 and December 31, 2008, approximat million 01 certain pollution 
control bonds, which are short-term obligations by nature, are c as Long-Term Debt on tlie 
Balance Sheets due to Duke Energy Kentucky's intent and ability to utilize such borrowings 21s 
long-term financing. Duke Energy Kentucky's credit facility with non-cancelable terms i n  excess of one 
year as of the balance sheet date give Duke Energy Kentucky the ;tbility to refinance these short-term 
obligations on a long-term basis. This specific purpose credit facility backsropped tlie $50 million of 
pollution control bonds outstanding at .June 30, 2009. 

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial 
and other covenants. Duke Energy Kentucky's debt agreements also conlain various financial and  other 
covenants. Failure to  meet these covenants beyond applicable grace periods could result i n  accelerated 
due dates and/or termination of the agreements. As o f  June .10, 2009. Duke Energy and Duke Energy 
Kentucky were in compliance with all covenants that would impact Duke Eneigy Kentucky's ability t o  
borrow runds under tlie debt and credit lacilities. I n  addition, some credit agreements may allow for 
acceleration of payments or termination of tlie :igreements due to nonp;iyment. or the acceleration of 
other significant indebtedness of tlie borrower o r  some of its subsidiaries None of the debt o r  credit 
agreements contain material adverse change clauses 

4. Employee Benefit Obligations 

by Cinergy. Duke Energy Kentucky's net periodic benefit costs ;IS alloat~etl by Cinergy weie iis follows: 
Duke Energy Kentucky participates in pension i ~ n d  other post-retirement benelit pl;ins sponsored 

Si\ hliintlis Sis Montlis 
1~:lIclPd ISlldt*Il 

.lullr 30, .Illlle 30, 
2OIl') 2008 

(i l l  l l l l~lls;l~ll~s~ 
~ 

Qualilied Pension Benefits . , " I . . $")s 3x37 
Other Postietirernent Benefits I . . I I . $33 I $hi0 
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DUKE ENERGY KENTUCKY, INC 

Notes to Unaudited Financial Statements (Continued) 

4. Employee Benefit Obligations (Continued) 

Duke Energy's policy is to fund amounts for its US.  qualified pension plans on an actuarial basis 
to provide assets sufficient to meet benefit payments to be paid to plan participants. In  February 2009, 
Duke Energy Kentucky made a cash contribution of approximately $14 million, which represented its 
proportionate share of an approximate $SO0 million total contribution to Cinergy's and Duke Energy's 
qualified pension plans. Duke Energy did not make contributions to the legacy Cinergy qualified or 
non-qualified pension plans during the six months ended June 30, 2005. Duke Energy does not 
anticipate malting additional contributions to the legacy Cinergy qualified or non-qualified pension 
plans during the remainder of 2009. Cinergy also sponsors employee savings plans that cover 
substantially all employees. Duke Energy Kentucky expensed pre-tax employer matching contributions 
of approximately $4.39 thousand and $514 thousand for the six months ended June 30, 2000 and 2005. 

5. Intangibles 

December 31, 2005 is $9 million and $11 million, respectively. 

sold or consumed wits $3 million and $2 million, respectively. 

6. Related Party 'Ikansactions 

Duke Energy Kentucky engages in related party transactions which are generally performed at cost 
and in accordance with the applicable state and federal commission regulations. Balances due to  or due 
from related parties included in the Balance Sheets as of June 30, 2009 and December .31. 2005 are as 
follows: 

The carrying amount of emission allowances in intangible assets BS of .June .30, 2009 and 

During the six montlis ended June 31, 2009 and 2008, the carrying value of emission allowances 

June 30. 1)ecembcr 31, 

(io ~Iii~irs;inds) 
200') 2008 

Accounts Receivable . I . . . . I , . . I $ 2,551 $10,705 
Accounts Payable I I . . . . I I . . I . . ~ , I . . . I I . . . I . $I 1,663 $13,478 

Duke Energy Kentucky is charged its proportionate share 01 corporate governance and other costs 
hy ii consolidated aKili;ite of Duke Energy Duke Energy I<entucky is ;ilso clinrged its proportion;ite 
share of other corporate governance costs from a consolidated alfilinte or Cinergy. Corporate 
governance a n t l  other s1i;ired services costs are primarily related to  human resources. legal and 
accounting lees. ;IS well as other third party costs. The expenses associated with certain alloca~etl 
corporate goveriinnce a n d  other shared service costs for Duke Energy I<entucky. which are recoi tied i n  
Operation, Maintenance ant l  Other within Operating Expenses o n  the Statements ol Operations were 
$40 million for  the six months ended .June .30, 2009 and 2008. 

See Note 4 lor detail on expense amounts allocated from Cinergy to Duke E,nergy Kentucky 
re la tetl io Duke Energy Ken Lucky's participation in Cinergy's q uti I i lied :rnd non-q ti it1 i fietl (let i ne tl 
henelit pension plans and post-retirement Iiealtli care and insurmce henelits Aclt1ition:illy. Duke 
Energy ICentucky has been tillocated accrued pension antl other post-retii ement a n d  post-eiiipl[)ymeiiI 
henelit obligations lrom Cinergy of approximately $29 million ill .June .N, 2009 and approximately 
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DUKEENERGYKENTUCKY,INC 
Notes to ZJnaudited Financial Statements (Continued) 

6. Related Party Transactions (Continued) 

$39 million at December 31, 2008. The above amounts have been cl 
Sollows: 

ified in the Balance Sheet as 

.lune 30, December 31, 

( in  tlioirsaeds) 
2009 2008 

$ 108 $ 108 
Accrued pension and other postretirement benefit costs I . . . $29,088 $39,195 

As discussed in Note 1, certain trade receivables have been sold by Duke Energy Kentucky to 
Cinergy Receivables. The proceeds obtained from the sales of receivables are largely cash, but do 
include ;I subordinated note from Cinergy Receivables for a portion of the purchase price. This 
subordinated note is classified as Receivables in the Balance Sheets and was approximately $26 million 
and $29 million its of June 30, 2009 and December 31, 2008, respectively. The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the 
Statements of Operations, was approximately $1 million and $2 million for the six months ended 
lune  30, 2009 and 2005, respectively. 

As discussed f‘urther in Note 3, Duke Energy Kentucky participates in a money pool arrangement 
with Duke Energy and other Duke Energy subsidiaries. As of March 31, 2009, Duke Energy Kentucky 
was in a receivable position of approximately $S million. As of December 31, 2008, Duke Energy 
I<entucky was in a payable position of approximately $3 million. 

7. Risk Management Instr-uments 

Duke Energy Kentucky has limited exposure to market price changes of fuel and emission 
;illowance costs incurred for its retail customers due to the use of cost tracking and recovery 
mechanisms in tlie state of Kentucky. Duke Energy Kentucky does have exposure to the impact O S  
market Iluctuations in tlie prices of electricity, fuel and emission allowances associated with its 

ration output not utilized to serve native load or committed load. Exposure t o  interest rate i isk 
. ;is 21 result 01 the issuance of variable and fixed rate debt. Duke Energy Kentucky employs 

est~ihlislietl policies nnd procedures to manage its risk ociated with these market fluctuations using 
vai ioiis commodity ~ ind  financial derivative instruments, including swaps, lutures, fonvortls n n t l  options. 

est Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke E,nergy 
t o  I isk ;is it result 01 its issuance of variable antl fixed rate debt. Duke E,nergy Kentucky 

manages its interest I ate exposure by limiting its variable-rate exposures to ;I percentage of total 
capitnlizxtion and hy monitoring the effects of market changes in interest rates. Duke Energy Kentucky 
iilso enters i n t o  interest ia te  swaps to manage and mitigate interest rate risk exposure 

I esiilts 01 operiilions, cxl i  flows o i  linmcial position in 2009 antl 200s. 
Duke Enei-gy Kentucky’s recognized interest rate derivative inelfectiveness was not material to its 

See Note I O  l o r  atlditional inlormation related to the l a i r  value of Duke Energy Kentucky’s 
tleriv;itivr iintrui7ienLs 
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DUKEENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

8. Regulatory Matters 

Franchised Electric and Gas 

Rafe Related bzfonnarion. The Kentucky Public Service Commission (KPSC) approves rates for 
retail electric and gas services within tlie Commonwealth of Kentucky. 

Drtke Energt K e n t u c ~  Gas Rate Cnses. In  2002, the KPSC approved Duke Energy Kentucky’s gas 
base rate case which included, among other things, recovery of costs associated with an accelerated gas 
main replaceinent program The approval authorized a tracking mechanism to recover certain costs 
including depreciation and a rate of return on tlie program’s capital expenditures. The Kentucky 
Attorney General appealed to  tlie Franklin Circuit Court the KPSC’s approval of tlie tracking 
mechanism iis well as the KPSC’s subsequent approval of annual rate adjustments under this tracking 
mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that the court dismiss these 
cases. 

I n  February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting 
approval to continue the tracking mechanism and for a $14 million annual increase in base rates. A 
portion of tlie increase was attributable to recovery of the current cost of the accelerated gas main 
replacement program in base rates. In  June 2005, the Kentucky General Assembly enacted Kentucky 
Revised Statute 273.509 (KRS 273.509), which specifically authorizes the KPSC to approve tracker 
recovery for utili~ies’ gas main replacement programs.. In  December 2005, the KPSC approved an 
annual rate increase of $3 million a n d  re-approved tlie tracking mechanism through 201 1 .  In 
February 2000. the Kentucky Atlorney General appealed the KPSC’s order to tlie Franklin Circuit 
Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas 
main replacement costs in between general rate cases, ;ind also claiming that tlie order improperly 
allows Duke Energy Kentucky to earn a return on investment for the costs recovered under tlie 
tracking meclianisni which permits Duke Energy Kentucky t o  recover its gas main rep1;icement costs. 

KPSC lacks lege1 authority to ;ipprove the gas main replacement tracking mechanism, which were 
approved prior to eniictinenl 01 KRS 27s 509. To (late, Duke Energy Kentucky has collected 
approximately $9 million i n  ;~nnunl  rate atljustiiients under tlie tracking mechanism. Per the KPSC 
order, Duke Energy Kentucky collected these revenues suhject to refund pending the final outconie of 
this litigation. Duke E,nergy Kentucky and tlie KPSC Iiwe requested tha t  tlie Kentucky Court of 
Appeals grant ;I rehearing of its decision. On February 5, 2009; the Kentucky Court of Appeals denied 
the rehearing ~equests of both Duke Eneigy Kentucky ;nid the KPSC. Duke Energy Kentucky filed a 
motion for discretionary review to the Kentucky Supreme Court on March 9, 2009. At this time, Duke 
Eneigy Kentucky cannot predict wliethei the Kentucky Supreme Court will accept the case f o r  review. 

On .July I .  2000, Duke Eneigy Kentucky filed its application for a n  increase of approximately 
$17 5 million in hase ~ ~ I ~ u I - ~ I I  gas i;iles. Duke E,nergy Kentucky also proposed to implement a new rate 
design lor resit1enti;il customei  s. which involves moving more of the fixed charges of providing gas 
service, siicli ;IS capital investment i n  pipes i i l d  ~ e g u l ; ~ ~ i n g  equipment, billing and  meter reading, lroni 
the 1 x 1  u n i t  charges IO tlie monthly charge. The tipplication is pending and at this time, Duke E,nergy 
Kentucky cannot predict the O ~ I I C O I ~ ~  of this proceetling. A procedural scliedule excluding ;I hearing 
date \viis issued on .July .i I .  2000 Intervenor testimony is due on October 12, 2009. Discovery from 
intervenors must he coniplcted hy Novernhei 
testimony by Novenilxr 23. 2009 

In August 2007, the Franklin Circuit Court consolidatecl all tlie pending appeals and ruled that the 

2009. Duke Energy I<entucky must lile rebuttal 
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DUKEENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

8. Regulatory Matters (Continued) 

lor a n  increase in  its base electric rates of approximately $67 million in revenue, or approximately 
28 percent, to be effective in January 2007 pursuant to tlne KPSC's 2003 Order approving tlne transfer 
of 1,100 MW of generating 
quarter of 2006, the ICPSC approved tlne settlement agreement resolving all the issues raised in the 
proceeding. Among other things, tlne settlement agreement provided for a $49 million increase in Duke 
E.nergy Kentucky's base electric rates and reinstitution of the fuel cost recovery mechanism, which had 
been frozen since 2001. Tlne settlement agreement also provided for Duke Energy Kentucky to obtain 
KPSC approval for a back-up power supply plan. I n  .January 2007, Duke Energy Kentucky filed a 
back-up power supply plan with the ICPSC which was approved in March 2007. Tlne back-up power 
stipply plan included provisions for purchasing fixed-price products for backup power associated with 
planned outages using fixed price products, and from the Day-Ahead and Real-Time energy markets 
available Irom tlne Midwest Independent Tronsmission System Ope1 ator ,  Inc. (Midwest 1SO) for forced 
outages. 

continue existing energy efficiency programs, consisting ol nine residential and two commercial and 
industi ial programs, and to true-up its gas and electric tracking mechanism for recovery of lost 
revenues, program costs and shared savings On February 11, 2008, Duke Energy Kentucky filed a 
motion to amend its energy efficiency prograins and applied to reinstitute a low income Home Energy 
Assistance Program. The KPSC bifurcated the proposed Home E,nergy Assistance Program from tlne 
other energy efliciency p rogrms  On May 14, 2008, tlne KPSC approved the energy efficiency 
programs. On September 2.5, 2008, the KPSC ~ipprovetl Duke E,nergy ICentucky's Home Energy 
Assistance program, making i t  available lor customers a t  o r  below 1.50% of the federal poverty level. 
On December 1 ,  2008, Duke E,nergy Kentucky filed an application loi save-a-watt Energy Efficiency 
Plan. The application seeks ii new energy efriciency recovei-y mechanism similar to what was proposed 
in Ohio On August 21, 2009. tlne evitlentisry hearing with the KPSC scheduled to occur on August 27, 
2009 was continued by Order ol  tlne Chninission Tlne Order allows l o r  21 brief continuance t o  allow for 
atlditional discovery. A new hearing (late will be determinetl 

Applicatiori ,for the E~stnbli~dimetit oJa Itegrrlntory Assef. 

Diike E n e r ~  Kentiicky Electric I<ate Case. In May 2006, Duke Energy Kentucky filed an application 

ets from Duke Energy Ohio to Duke Energy Kentucky. In tlne fourth 

Energy Efsiciency. On November 15, 2007, Duke E,nergy Kentucky filed its annual application to 

On November 14, 2008, Duke Energy 
Ikntucky petitioned the KPSC lor permission to create ii regultitory asset to  defer, for future recovery, 
:tpproximately $5 million Tor its expenses incurred to repair tlaniage iintl restore service to i ts customers 
following extensive stortin-I elated tlnmage caused by Hurricane Ike on September 14, 2008. The KPSC 
approved the requested :iccounting order on .Jitnunry 7, 2009. 

Mir[,vest lii~ieperi~lerit nariatiissiori System O[ierafor; I m .  (Midive~~f ISO) Itcsorrrcc Adeqiiacy Filinga On 
December 28, 2007, the Midwest IS0 liled its Electric Til ill Filing Reg;irding Resource Atlequxy in 
connpliunce wi th  the FE,RC's request of Midwest I S 0  t o  file Phase I 1  of i t s  long-term Resource 
Ac1etp;icy plan by December 2007 The proposal inclutles estiil~lishment of ;I resource adequacy 
reqiiirennent i n  the l o r m  of pionning reseive margin On March 20, LOOS, tine FERC ruled on the 
Midwest ISO's Resouice A t l e ~ l ~ i ~ y  liliiig anti  ordered t l i i i t  the new Module E tarill he eliective 
March 27. 200s. This iiction est;iIAishetl ii Midwest 1SO-wide I esource adequ;icy recinirement for the 
l i t  st Planning Year, which began .lune NO0 I n  the Oitlei. the FE.RC. among other things, clarified t h a t  
States lniive the authority to set theii own P1;inning Reserve Margins. ;IS long its they are not  
incoinsistent with iiny reliability standard iippi oved by the FEIRC 
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DUKE ENERGY KENTUCKY, INC 

Notes to Unaudited Financial Statements (Continued) 

8. Regulatory Matters (Continued) 

FERC conditionally ;iccepted tlie Midwest IS0 proposal t o  implement a clay-aliead and real-time ASM, 
including H scarcity pricing proposal By approving tlie ASM proposal, tlie FERC essentially approved 
the transfer and consolidation ol balancing authority for tlie entire Midwest I S 0  area This will allow 
the Midwest IS0 to determine operating reserve requirements and procure operating reserves from all 
qualified resources from an organized market, in place of tlie current system of local management and 
procurement of reserves by tlie 24 balancing authorities in the Midwest I S 0  area. The Midwest IS0 
launched the ASM on January 6 ,  2009. 

Miclrvesl IS05 Establkrhmerrt of ari Aricillary Service,s Market (ASM). On February 25, 2005, tlie 

9. Commitments and Contingencies 

Environmental 

Duke Energy Kentucky i s  subject to fetleral, state and local regiilarions regnrding air an t l  water 
quality, hazardous and solid waste disposal and other environmental matters. These regulations can be 
changed from time to time, imposing new obligations on Duke Energy Kentucky. 

Retrrediulion activities. Duke Energy Kentucky and its iifriliates Lire responsible for environmental 
remediation a t  various contaniinated sites. These include some propwties that  are part of ongoing 
Duke Energy Kentucky operations, sites formerly owned or used by Duke E,nergy Kentucky entities, 
and sites owned by third parties Remediation typically involves management or contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant feder;il, state and local 
agencies, activities vary with site conditions and locations, remedial requirements, complexity and 
sliaring of responsibility. If remediation activities involve stettitory joint and several liability provisions, 
strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could potentially be held 
responsible [or contamination caused by other parties. I n  some instances, Duke Energy Kentucky may 
share liability associated with contamination with other potentially responsible parties, antl may also 
benelit from insur;ince policies o r  contractual indemnities t h a t  covei some or a11 cleanup costs. All ol 
these sites generally a l e  managed in the nor mal course of husiness o r  alliliote operations. 

2ncluclecl in Other Defei red Credits md Otliei Lhbilities on the Baliince Sheets were to ta l  
accruals related to extended environmental-relate(] activities of approxiniatelp $ 1  million ant1 $2 million 
a s  of .lune 30, 2009 ;rnd Decembei 31, 2008, iespectively. These ;iccr~~:iIs represent Duke Energy 
Kentucky’s provisions lor costs associated with remetliation activities ;it some of its current 2ind former 
sites, iis well as other relevant environment;il contingent lisbilities Management. i n  the no1 mal course 
ol business, continunlly assesses tlie nnture and extent ol known or potenti;il environmental-rel~ite~ 
contingencies and records I iahi I i ties when losses become probable ; in  (1 ;I re r e;isonahly est i niahl e 

C’learr lVater Ac/ .?l6(b). The U S  Environmental Protection Agency (EPA) lin;ilized its cooling 
water intake structures rule i n  . J ~ l y  2004. The I tile established iiqu;itic protection recpiieinents lor 
existing Ixilities tha t  withdraw 50 million gallons 01 more or water ~ K I  clxy Iloni rivers. slreiinis, Izikes, 
reservoirs, estuaries. oceans. or  other IJ S wiitels for cooling purposes Coal-liretl gener;iling fiiciliiies 
i n  which Duke Energy Kentucky is eitliei it whole or partial owner iiie allcctetl soiirces iinclei t h a t  rule. 
On April I ,  2009, (lie tJ.S Supreme Court iuletl i n  favor of !he p1;iiiitill Ilia1 i l i e  EPA m y  consitlet 
costs when determining which technology option each si te should implcnient. L>epending 011  how the 
cost-benefit an;ilysis is incorpor;itetl into the revised EPA iiile. llir iin;ilysis could nai-row the range of 
technology options I eqtiiretl lor the allectetl lac i l i t ies.  Because 01 the wide r;lngc 01‘ poienti;il outcomes, 
Duke Energy Kentiicky is iinalile I O  esliniate its costs to comply iil  iliis time 
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DUKEENERGYKENTUCKY,INC 
Notes to IJnaudited Financial Statements (Continued) 

9. Commitments and Contingencies (Continued) 

annual and summertime NO, emissions and annual SO2 emissions from electric generating facilities 
across the Eastern US.  tlirougli a two-phased cap-and-trade program. Phase 1 begins i n  2009 for NO, 
and in 2010 for SOz. Phase 2 begins in 201.5 for both NO, and SOz“ On March 25, 2008, the 1 . 7 3  Court 
of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a case involving multiple 
challenges to the CAIR. On July 11, 2008, the D.C. Circuit issued its decision i n  North Girolirio 1’. El% 
No. 05-1244 vacating tlie CAIR. The EPA filed a petition for rehearing on September 24, 200s with tlie 
D.C. Circuit asking tlie court to reconsider various parts o f  its ruling vacating CAIR.. In  December 2008, 
the D.C. Circuit issued a decision remanding tlie CAIR to the EPA without vacatur. EPA must now 
conduct a new rulemalting to modify tlie CAIR in accordance with tlie court‘s .July I I ,  2008 opinion. This 
decision means that tlie CAIR as initially finalized in 2005 remains in effect until tlie new EPA rule takes 
effect. Tlie court did not impose a deadline or schedule on tlie E,PA. It  is uncertain how long the current 
CAlR will remain in ellect or how the new rulemaking will alter the CAIR. 

Duke E,nergy Kentucky is currently unable to estimate the costs to comply with any new rule the 
EPA will issue in the future as a result of tlie D.C. District Court’s December 2008 decision discussed 
above. 

Clean Air Interstate IMe (CAM). Tlie EPA finalized its CAIR in May 2005, Tlie CAlR limits total 

Con/ Combitstion I’rodiict (CCP) Mantagerrrent. Duke Energy Kentucky currently estimates t1i;it i t  
will spend approximately $2 million over tlie period 2009-201.3 to install synthetic caps and liners a t  
existing ;tnd new CCP landfills and to convert CCP handling systems from wet to dry systems 

Comprelicisive Erivirotimerrttal I<espotise, Cotripensotion, arid L,itabi/ity Act Matter. I n  August 2008, 
Duke Energy Kentucky received a notice from the E,PA that  i t  lias been identified ;is it potentially 
responsible party under tlie Comprehensive Environmental Response, Compensation, and L.i;ibility Act 
a t  the L,WD, Inc., Superfund Site in Calvert City, Icentucky. At this time, Duke Energy I<entucky does 
not have any further infoImation regarding the scope of potential liability ;tssociatecl with this matter 

Litigation 

Section 126 of tlie CAA i n  which it alleges t1i;tt sources in 13 upwind states, including I<entitcky. 
signific;intly contribute to North Carolina’s non-attainment with certain ambient air quality st;tnd~trtls 
In August 2005, [lie EPA issued it proposed response to the petition. Tlie EPA proposed 10 t l ~ i i y  the 
ozone portion of tlie petition based upon ;I lack ol contribution to air quality hy tlie named stittes 1-lie 
E,PA also pioposed to deny the paiticulate matter portion 01 [lie petition basetl upon the CAlR Fedei 211 

Impleiiientatiori Plan (FIP), that would ;idcliess the air qu;tlity concerns from neighboring SI~ I ICS.  On 
April 2s. 2006, tlie EPA denied North Cnrolina’s petition basetl upon tlie final CAIR FIP tlescribetl 
above. North Carolina has filed a legnl challenge to tlie EPA‘s clenial. Brieling i n  t h t  c;isc is untlei 
way. On Mitic11 5: 2009 the D.C. Ciicuit remnnded the case to the E,PA for reconsider;ttion The EPA 
hits conceded t hx t  the D.C. Circuit’s July IS, 200s decision i n  the CAIR litigation. No/rli  C-rr/crliria 1: 

EPA No.  05-1 244, discussed alwve, and ;I suhsequent order issued by the D C Circuit on Decemhei 7.3. 
2OOS. liiive eliniinnted tlie legel basis lor the EPAs denial ol N o r t h  Carolina’s Section 126 petition At 
this time. Duke E,nergy Kentucky cannot predict tlie outcome of this proceeding 

Sec/ion I26 I’etitions. I n  M:ircIi 2004, tlie state of North C;trolini1 filed ii petition tinder 

C~rrliotr Dioxide (C02)  Litigation. In July 2004. the states of Connecticut. New York. C;tli~ornin. 
lown, New .leisey, Rliotle Island, Vermont. Wisconsin and the City 01 New Yorli hrouglit ;I I;t\Ysiiit i n  
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DUKEENERGYKENTUCKY,INC 
Notes to Unaudited Financial Statements (Continued) 

9. Commitments and Contingencies (Continued) 

the IJ.S. District Court for the Southern District of New York against Cinergy, American Electric 
Power Company, Inc., American Electric Power Service Corporation, The Southern Company, 
Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was tiled in the U.S District Court 
for the Southern District of New York against the same companies by Open Space Institute, Inc., Open 
Space Conservancy, Inc., and The Audubon Society of New Hampshire. These lawsuits allege t h a t  tlie 
defendants’ emissions of C 0 2  from the combustion of fossil fuels at electric generating facilities 
contribute to global warming and amount to a public nuisance. The complaints also allege that the 
defendants could generate the same amount of electricity while emitting significantly less CO,. The 
plaintiffs are seeking an injunction requiring each defendant to cap its CO, ein ons and then reduce 
them by a specified percentage each year for at least a decade. In September 2005, the District Court 
granted the defendants’ motion to dismiss tlie lawsuit. The plaintiffs have appealed this ruling to  the 
Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court o f  Appeals 
on .June 7, 2006. I t  is not possible to predict with certainty whether Duke Energy Kentucky will incur 
any liability or to estimate the damages, if any, that Duke Energy Kentucky might incur in connection 
with this matter. 

If’rtrricune Katrina Lmvsuir. In April 2006, Cinergy was named in the third ~tmended corn 
ii purported class action lawsuit filed in tlie U.S District Court for the Southern District of M 
Plaintiffs claim that Cinergy, along with numerous other utilities, oil companies, coal companies and 
chemical companies, are liable for damages relating to losses suffered by victims o f  Hurricane Kotrina. 
PlaintiPfs claim t h a t  defendants’ greenhouse gas emissions contributed to tlie frequency and intensity of 
storms such its Hurricane Katrina. On August 30, 2007, the court dismissed tlie case. The plaintirls liiive 
filed their appeal to the Fifth Circuit Court of Appeals, and oral arguments were heard on August 6, 
2005. Due to the late recusal of one of the judges on the Fifth Circuit panel, !he court held ii new or;il 
argument on November 3, 2005. It is not possible to predict with certainty whether Duke Energy 
Kentucky will incur any liability oi to estimate the damages, if  any, t h a t  Duke E,nergy Kentucky might 
incur i n  connection with this matter 

Orher Litigation and L.egal I’roceedings. Duke Energy Kentucky is involved i n  other legal, tiis and 
regulatory proceedings arising in the ordinary course 01 business, some 01 which involve substmtial 
amounts. Duke E,nergy Kentucky believes t1i;it the f ina l  disposition of these proceetlings will not liiive a 
material adveise effect on its 1 esitlts of operations, cosh flows or tinanciai position 

Duke Energy Kentucky h;is exposui e to certain legal matters t h a t  Lire clescribetl herein As of 
.June 30, 2009 and December i 1, 2008, Duke Energy Kentucky has recorded insignificant reserves for 
these pioceedings and exposures. Duke Energy Ke11t~diy expenses legal costs related to the clelense ol 
loss contingencies ;IS incurred 

10. Fair Value of Financial Assets and Liabilities 

On .January 1, 2008, Duke Energy Kentucky adopted SFAS No. 157 lor financial instruments and 
non-fin;inci;il tleriwtives In February 3108, the FASB issuer1 FSP No. 157-7. “EJc,rtiiv Dtrre cd E4SB 
S t r r r e r n o i r  N o  1.77.“ which de1;iyetl the etlective date 01 SFAS N o  1.57 u n t i l  J;rnuary I ,  7000 lo r  
non-1innnci;il iissets and liabilities, except for items t h a t  are recognized 01 disclosed at  fair value in the 
financial statements on ii recur ring lxtsis. Accoidingly, effective J;inuary I. 2009, D ~ k e  Eneigy Kentucky 
adopted SFAS No.  157 for non-linancinl iissets and 1i;ihilities Duke Enel-gy Kentucky did n o t  record 
any cumulative ellect adjustment to retained eainings ;IS ii result o l  the atloption ol SFAS N o  157. 
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DZJKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements (Continued) 

10. Fair Value of Financial Assets and liabilities (Continued) 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the 
U S .  and expands disclosure requirements about fair value measurements. Under SFAS No. 157, fair 
value is considered to be the exchange price in an orderly transaction between market participants to 
sell an asset o r  transfer a liability at the measurement date. The fair value definition under SFAS 
No. 157 focuses on an exit price, which is the price that  would be received by Duke Energy Kentucky 
to sell an asset or paid to transfer a liability versus an entry price, which would be the price paid to  
acquire a n  asset or received to assume a liability. Although SFAS No. 1.57 does not require additional 
fair value measurements, it applies to other accounting pronouncements that require or permit fair 
value measurements. 

Duke Energy Kentucky determines fair value of linancial assets and liabilities based o n  the 
following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes tlie inputs to valuation 
techniqties tisetl to mensure fair value i n t o  three IKVelS: 

Level 1 inputs-unadjusted quoted prices in active markets for identical assets or liabilities that 
Duke Energy Kentucky has tlie ability to access. An active market for the asset or liability is one in 
which transactions for the asset or liability occur with sufficient frequency and volume to provide 
ongoing pricing information. Duke Energy Kentucky does riot adjust quoted market prices on L.eve1 1 
inputs for any blockage factor. 

Level 2 inputs-inputs other than quoted market prices included in Level 1 t ha t  are observable, 
either directly or indirectly, for the asset o r  liability. L.eve1 2 inputs include, but are  not limited to, 
quoted prices for similar assets o r  liabilities in an  active market, quoted prices for identical or similar 
assets o r  liabilities in markets that are not active and inputs other than quoted market prices that are 
observ;ible for the m e t  or  liability, such a s  interest rate curves and yield CLINKS observable at 
commonly quoted intervals, volat es, credit risk and default rates. 

L.evel 3 inputs-tinobservable inputs for tlie 

I n  February 2007. the FASB issued SFAS No. 159, “The F u ~ .  I.%h/e ( & J i i f ~ l i  SO,- F;/Jfl/fCjU/ A,Ysc/$ tf/lt/ 

Firicrricird ~.,;fi/~i/;i;e,~-;/i[,/~/t/;/is f i r ?  uriieiidiiienf of FASR Siuie/?ieui No. 11.5” (SFAS No. 159). which 
permits entities to elect t o  ineasuie many financial ins(ruments a n d  certain other items tit  fair V ; I ~ U K .  

For Duke h e r g y  Kentucky, SFAS N o  159 was ell’ective a s  of January I ,  700s and had n o  impact o n  
;iniotints presented l o r  periods prior to the effective ~ L K .  Dulte Energy Kentucky does n o t  currently 
lime any linancial itssets o r  linancial liabilities for which the provisions of SFAS N o  159 have been 
elected. However, i n  the tuture, Duke h e r g y  Kentucky may elect to measure certain linnncial 
instruments at lair  value i n  accordance with this s(ant1;irtl. 

The following table provides tlie fair value measurement ;imotiiits for  ;issets and liabilities recorded 
in  Unrealized gains on mark-to-ni~irket and hedging transactions and IJnretrlized losses on 
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DUKEENERGYKENTUCKY,INC 
Notes to Unaudited Financial Statements (Continued) 

10. Fair Value of Financial Assets and Liabilities (Continued) 

mark-to-market and hedging transactions on Duke Energy Kentucky's Balance Sheets a t  fair  value at 
.lune 30, 2009: 

Total Fair Wiie  
Amounts at 

Jiinc 30, 2009 Lcvcl 1 Level 2 Level 3 
(in ll~oi~saiids) 
_ _ _ ~ _ _ _  

Description 
Derivative Assets I . . . I . . . I . I I . I I . $ 65 $- $ - $65 
Derivative Liabilities . . I . . , . . I . I . , (4,222) - (4,222) - 

Net (Liabilities) Assets . . I $(4,157) E- $(4,222) $6.5 
- I _ _ _ _  

Tnlnl Fair \':iIne 
Ainounts ;it 

Dcccinbcr 31, 2008 Level 1 1,evel 2 Level 3 
(in tl1oirs:iiids) 

_ _ _ ~ -  

Description 
Derivative Assets . .. , . . . . . , . . . ~ , I I I 9; 175 $- $ - $175 

Net (Ldahilities) Assets I . , . . , . . $(7,799) $- $(7,977) $175 

The following table provides a reconciliation of beginning and ending balances of assets rneasured 

Derivative L.iabilities . . . I . , I . . . I . . ( 7 19 7 7 1 - (7,977) - 

- - =  _ _ -  

a[ fair value on ti reciiri ing basis where the determination ol fair vdue includes significant unobservable 
inputs (L.evel i): 

Rollfonvard of Level 3 Measurements 

Balnnce at  January 1 ,  2009 . I . I . , . , , . I . I . 1 . . . 
Total gains included on balance sheet . I . I . . . . . , . . I I . 
Net purchnses, sales, issuances and settlements I , I . . . , . . 

Bal;ince ;it .lune 30, 2009 , . I . . I . . . I . I I . I I , , . I , I . 

Balance at  J;inu;iry 1, 2008 , I I . I . I . . . , . . . I . , . I . 
Tital gains included on balance slieet I . . I " , I . I . . . 
Net purchases, sales, issuances and settlements , I I . . I . . 

Balnnce iit June 30, 2008. , . . " I , 1 . . . I . . . . . I I 

Deriwlives (nel)  

(in Ilii~nsantls) 
$ 178 

108 
(221) 

$ 65 

$ - -  
646 

__ 

= 

Fair Value Disclosores Required Under. FSP No. FAS 107-1 and Accounting Principles Board 
(Apt$) 28-1, "lriferirri l k ~ o , s i r r e ~ ~  Aboirf Fuir Vnlrre q/ Fi/inncio/ f~tstmrrierrb." 
instrumelits. escluding financiitl ;issets and certain financial liabilities inclutletl in  the scope of SFAS 
N o  157 disclosed in the tnhles :hove, is summarized i n  the following table Juclgment is  required i n  
interpreting inarkel tl;ita to develop [lie estimates of fair value /\ccortlingly. the estimates determined 

The fair value of linancial 
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DUKEENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

10. Fair Value of Financial Assets and Liabilities (Continued) 

as of June 30, 2009 and December 31, 2005 are not necessarily indicative of the amounts Duke Energy 
Kentucky could have realized in current markets. 

AS or jtllle .w,2009 As of December 31, 2008 
Book Appr‘osimale I h k  Approximate 
Vhliie Fair Vnliie V;tluc Fair Value 

(in lliorisatids) 

Long-term debt, including current 
maturities . . I . , I . . . , I . $341,164 $335,933 $335,629 $327,228 

The fair value o[ cash rind cash equivalents, accounts receivable, restricted funds held in trust, 
accounts payable and notes payable are not materially different from their carrying amounts because of 
the short-term nature of these instruments and/or because the stated rates approximate market rates. 

11. New Accounting Standards 

June 30, 2008 and the impact of such adoption, if applicable, has been presented in the accompanying 
Financial Statements: 

The following new accounting standards were adopted by Duke Energy Kentucky subsequent t o  

SFAS No. 161, “Disclosirre,> ciboii/ Deiii~i/ivc I i i> / izr i i ic i i /s  ciritl Heclgiiig Ac~hities--a/i uiiieiidiiient 10 
FASR S/ci/eine/ii No. 13.3” (SFAS No 161)“ 
amends and expands the disclosure requirements for clerivative instruments and hedging activities 
prescribed by SFAS No. 11.3, “Accoiiirrbig foi, Dcriixi/iiv Imrritriietirr ciml Hcd@/ig Acrivities.” SFAS 
No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, 
quantitative disclosures about fair value amounts of and gains antl losses on derivative instruments, and 
disclosures about credit-risk-reI~ite(1 contingent features i n  derivative agreements. Duke Energy 
Kentucky adopted SFAS No 161 21s of January 1, 2009 The adoption of SFAS No. 161 did not have 
any impact on Duke Energy Kentucky’s results of. operations, cash flows or  financial position. See 
Note 10 T o r  the disclosures required under SFAS No. 161. 

Energy Kentucky as ol .June 30, 2009: 

In March 2005, the FASB issued SFAS No. 161, which 

The following new accounting stanclards have been issued, but have not yet been adopted by Duke 

SFAS N o  166, ‘>ilccoir/iririg f iw  7im\fcn 0.1 Firitriicicil A s w ~ s - ~ i i i  c i i t i e i id i~ ie~ i /  o/ FASR S/ufenie/i/ 
No. 1.10’’ (TFAS No. 166) 
‘i2ccounting [or Transfers and Servicing o l  Financial Assets nnd Extinguishments of Liabilities” (SFAS 
N o  140), to require :itltlitional inlormation :ihout transfers of linancial assets, including secui.itization 
transactions. :is well ;is at1tlition;il inlormat i o n  about ;in enterprise‘s continuing exposure t o  the risks 
related to transferred lintincial ;isseis SFAS No. 160 also eliminates the concept ol ;I qualifying special- 
purpose entity (QSPE) and requires those entities, which were not subject to consolidation under SFAS 
No. I40 and FASB Interpretation No.  4hR,  “Coiisoli(lation of Viriable Interest E,ntities“ (FIN 
N o  J6R), t o  now be nssessetl lor consolitl~ilion. I n  addition. this stntement claiifies ant l  amends the 
cleiecognition criteria lor translers of financial i isse~s (intlutling rrans1er.s of portions 01 1in;iiicial ;issets) 
ii nd requires acld i t ion til  tl isclosu res abou t ii t i ;i nsl e ror ’s coni i n u  i ng involve men t i n  t i  ;I nsl erred lina nc iii I 
assets For Duke Eiieigy Kentucky, SFAS No.  160 is elfective prospectively for trmisfers ol financi;il 
assets occurring on o r  alter .Jttnu;iry I .  2010. tint1 enily ;idoption of this statement is prohibited. As 
described liirtliei- i n  Note 1.3, since 2007, Duke Energy Kentucky has sold, on ii revolving basis, nearly 

I n  June 2009, the FASB issued SFAS No 166, which revises SFAS No. 140, 

F-59 
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DUKEENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

11. New Accounting Standards (Continued) 

all of its accounts receivable and related collections through Cinergy Receivables, a bankruptcy-remote 
QSPE. The securitization transaction was structured to meet the criteria for sale accounting treatment 
under SFAS No. 140, and accordingly, the transfers have been accounted for as sales. Upon adoption of 
SFAS No. 166, the accounting treatment and/or financial statement presentation of Duke Energy 
Kentucky’s accounts receivable securitization programs could potentially be impacted, as Cinergy 
Receivables must be assessed for consolidation and any transfers of accounts receivables on or after the 
effective date of SFAS No. 166 would be subject to that statement’s amended derecognition criteria for 
financial assets. Duke Energy Kentucky is currently evaluating the potential impact of the adoption of 
SFAS No. 166, ancl is unable to estimate at this time the impact of SFAS No. 166 on its results of 
operations, cash flows or financial position. 

SFAS No. 167, ‘Xi?zeiidi~ier7ts to FASB liiterpret(i~iori No. 46R” (SFAS No. 167). In June 2009, the 
FASB issued SFAS No. 167, which amends FIN No. 46R to eliminate the exemption from consolidation 
for QSPEs, and clarifies, but does not significantly change, the criteria for determining whether an 
entity meets the definition of a variable interest entity (VIE) SFAS No.  167 also requires an enterprise 
to qualitatively assess the determination of the primary beneliciary of a VIE based on whether that 
enterprise has both the power to direct matters that most significantly impact the activities of a VIE 
and the obligation to absorb losses o r  the right to receive benefits of a VIE, that could potentially be 
significant t o  a VIE. In  addition, SFAS No. 167 modifies FIN No 46R to require an ongoing 
evaluation of a VIE‘S primary beneficiary and amencls tlie types of events that trigger ii reassessment of 
whether an entity is :I VIE. Furthermore, SFAS No. 167 requires enterprises to provide additional 
disclosures about their involvement with VIES and any sigiiilicant changes i n  their risk exposure due to 
that involvement. For Duke Energy Kentucky, SFAS No. 167 is effective beginning on .January 1,  2010, 
and is applicable to  all entities in which Duke Energy Kentucky is involved with, including entities 
previously subject to the provisions of FIN No 46R, as well 21s any QSPE.s that exist its of tlie effective 
date. Early adoption of SFAS No. 167 is prohibited. Duke Energy Kentucky is currently evaluating the 
potential impact of the adoption of SFAS No. 167, and is unable to estimate t i t this time the impact o f  
SFAS No. 167 on its results of operations, cash Ilows o r  financial position 

SFAS No 16S, ‘5% FASB Accoirritiiig S io i~~ l~ i ids  Codific [ition mrd ihe Niaatcli)~ of Gci7e,rrlly 
Accepted Accoirritiiig Pririciple,>” (SFAS No 168) 
identifies tlie sources of accounting principles and tlie Irmiewctrk f o r  selecting the principles used i n  
the preparation of financial statements of nongciveriiriient~il eniities (hat are presen~ed i n  conformity 
with G M P  Rules and interpretive releases o f  tlie Securities and Exchange Commission (SEC) under 
authority of federal securities laws are nlso sources of tiut1iorit:itive GAAP. On the eflective date of 
SFAS N o  165, which is for financial statements issued lor interim and annual periods ending after 
September IS, 2009, the Codification will supersede a11 then-existing non-SEC accounting ant1 reporting 
standards. Once the Codification is i n  elfect, all 01 its con ten^ will w r i y  the same level o f  authority, 
thus superseding SFAS No. 162, “The Hierarchy o l  Geiieriilly Accepted Accounting Principles,“ and tlie 
GAAP hierarchy will include only two levels ol GAAI’: ;ititliovitative ancl non-authoi itative While the 
adoption of SFAS No. 16s will not have a n  imp;ict on t i i t  accounting lollowetl in Duke Energy 
Kentucky’s financial statements, SFAS No. 10s will impact the relerciices t o  xithoritative and  
non-nutlioritative itccounting liteiatuie contained wi th in  the Notes  

I n  June 2009, the FASB issued SFAS No. IhS, which 
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DUKEENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

12. Income Taxes and Other Taxes 

The taxable income of Duke Energy Kentucky is reflected in Duke Energy's US. federal and state 
income tax returns. Duke Energy Kentucky has a tax sharing agreement with Duke Energy, where the 
separate return method is used to allocate tax expenses and benefits to the subsidiaries whose 
investments or results of operations provide these tax expenses and benefits. Tlie accounting for income 
taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation. 

Duke Energy Kentucky has the following tax years open: 

.Iiirisdiclion F J X  k J r 5  

Federal . . I . . I . . . 2005 and after 
State . ~ . . . . . . . . . . Closed through 2001, with the exception of any adjustments 

related to open federal years 

the same period in 2005. This increase is primarily the result of an  increase in tlie effective tax rate 
that is partially offset by lower pre-tax income for the six months ended June 30, 2009 compared to 
2008. Tlie effective tax rate increased for the six months ended June 30, 2009 (40.1%) compared to the 
same period in 2008 (37.4%) and is primarily clue to a true up of prior year taxes related to the 
manuracturing deduction. 

13. Sales of Accounts Receivable 

Income tax expense for the six months ended June 30, 2009 increased $601 thousand compared to  

Acco~irzrs Xeceivmble Secnr-ifiznlion. Duke Energy Kentucky sells, o n  a revolving hasis, nearly all of 
its retail accounts receivable and related collections to Cinergy Receivables. Tlie securitization 
transaction was structured to meet the criteria for sale treatment under SFAS No. 140 and, accordingly, 
the transfers of receivables are accounted for as sales. However, as discussed further in Note 1 I ,  the 
accounting treatment and/or the financial statement presentation of Cinergy Receivables could 
potentially be impacted by tlie adoption of SFAS No. 160 a n d  SFAS No 167 on Jonuary 1 ,  2010. 

Tlie proceeds obtained fiom the sales o f  receivables are largely cash hut do include ii subordin;ited 
note from Cinergy Receivables f o r  a portion of the purchase price (typic:illy ;tpproximates 25 peicent of 
the tola1 proceeds). The note, which iiniounls to approxiniiitely $30 inillion  id $29 iiiil1ic)n iit June 30, 
2009 and December 31, 2005, respectively, is subordinate to senior loans that Cinergy Receivables 
obt ai ii I r o  in com mer cia1 paper conduits controlled by u n r  ela tcd 1 i n;i nciiil ins t i t ti t ions which is the source 
of funding lor the subordinated note. This subordinated note is ;I ret;rined interest (right to receive ii 
specified portion of cash llows from the sold assets) under SFAS N o .  140 and is c1:issifietl within 
Receivables i n  the accompanying Balance Sheets at .June 30, 7009 and December . 3 1 ,  200s. 

I n  ZOOS, tlie governing purchase and sale agreement wits mended  to allow Cineigy Receivables to 
convey its bankrupt receivables to the applicable originator lor consitler;i~ion eqtial to the Inir market 
value of such receivables :is of tlie disposition date. Tlie i imount  ol bankrupt receiviihles sold is limited 
to I %I ol aggregate sales ol the originator during tlie most recently completed I2 month period. 
Cinergy Receivables and Duke Energy Kentucky completed ;I s i l k  under this amendment i n  200s 

Duke Energy Kentucky retains servicing responsibilities lor its role its ;I colleciion a p n f  on the 
~imounts due on the sold ieceivables However, Cinergy lieceivahles iissumes the risk 01 collection on 
the purchasetl receivables without recourse t o  Duke Energy Kentucky i n  the event 0 1  ;I loss While no 
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DUI(EENERGYKENTUCKY,INC 

Notes to Unaudited Financial Statements (Continued) 

13. Sales of Accounts Receivable (Continued) 

direct recourse to Duke Energy Kentucky exists, it risks loss in the event collections are not sufficient 
to allow Tor full recovery of its retained interests. No servicing asset or liability is recorcled since tlie 
servicing fee paid to Duke Energy Kentucky approximates a market rate. 

The carrying value of the retained interest is determined by allocating the carrying value o f  the 
receivables between the assets sold and the interests retained based on relative fair value. The key 
assumptions used in estimating the fair value for 2009 were an anticipated credit loss ratio of .9%, a 
discount rate of 2.S% and a receivable turnover rate of 12.2%. Because (a) the receivables generally 
turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy 
Kentucky's broad customer base and lack of significant concentration, and (c) the purchased beneficial 
interest is subordinate to all retained interests and thus would absorb losses first, the allocated bases of  
the subordinaled notes are not materially different than their face value. The hypothetical effect o n  the 
fair value of tlie retained interests assuming both a 10% and a 20% unfavorable variation in ciedit 
losses or discount rates is not material due to tlie short turnover of receivables and historically low 
credit loss history. Interest accrues to Duke Energy Kentucky on the retained interests using the 
accretable yield method, which generally approximates the stated rate on the notes since the allocated 
basis and the face value are nearly equivalent. An impairment charge is recorded against the carrying 
value of both the remined interests and purchased beneficial interest whenever it is determined that :in 

other-tliaii-temporary impairment has occurred. 

The following table shows the gross and net receivables sold, retained interests, sales, and cnsli 
I lows during the six months ended June 30, 2009: 

Six hlniillis Enclecl 

(in Iliuusantls) 
. i l l l lt  30, 2009 

Receivables sold 21s of June 30, , . I . I " . . . " I ^  I I I $ 53,613 
L.ess: Retained interests . . I . . I . I . . I I . I . I I I . . . I I . . 25,744 

Net ieceivables sold as of June 30,. I I . . . . . . . I I I I 9; 27,S69 

Sales 
Receivables sold $260,635 
Loss recognized on sale , I . . . . . , I I . . . I . . . I . . I I 2,145 
Cash flows 
C;isli proceeds from receivables sold . I I I . . I I . I I I , I I $261,276 
Collection fees received . I I I . . I I I I I I , I . . I I I , I I I I I i o  
Retiir n received o n  retained interests . ., . . . . . , I . . I 1..340 

14. Subsequent Events 

Un;iutlitetl Fin;incial Stalements and Notes for subsequent events up through August 25. 1009 
N o  significanl evenls have occurred subsequent to June 30, 2009. Management has evaluated these 
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NDENTIJRE, dated as of December 1, 2004, between TThe Union Light, Heat and Power 
Comp,m)r,. a corporation duly organized and existing under file laws of the Commonwealth of 
Kentucky (herein called the "Company"), having its principal office at 139 East Fourth Street, 
Cincinnati, Ohio 45202, and Deutsche Bank Trust Company Americas, a New York banking 
corporation, as Trustee (herein called the "Trustee"). 

Recitals of the Company 

The Company has duly authorized die execution and delivery of this Indenture to provide 
for the issuance fiom time to time of its unsecured debentures, notes or other evidences of 
indebtedness (herein called the "Securities"), to be issued in  one or more series as in this Indenture 
provided. 

All things necessary to make this Indenture a valid agreement of the Company, in 
accordance with its terns, have been done. 

NOW, therefore, this Indenture witnesseth: 

For and in consideration o f  the premises and the purchase of the Securities by the Holders 
thereof; it is mutually agreed, subject to hrticle Fourteen, if applicable, for the equal and 
propartionate benefit of the Iioltiers of the Securities ofeach series thereof, as follows: 

Definitions and Other Provisions 
of Geiieral Application 

Section 101 I Definitions. 

For all puqioses of this Indentwe, except as otherwise expressly provided or unless the 
context otherwise requires: 

( I )  the tenns defined in this Article [lave the meanings assigned to them in [Ius Article 
and include the plural as well as the singlilax, 

(2) all other terms used herein which are defined in tile Tnist Iridenture Act, either 
directly or by reference therein, have the meanings assigned to tlrent therein; 

(3 )  ail accounting terms not otherwise defined herein have the meanings assigai to 
them in accordance With generally accepted acrmnting principles; 



(4) unless the context otherwise requires, any reference to an "Article" or a "Section" 
refers to an Article or a Section, as the case may be, of this Indenture; arid 

(5) the words "herein", "hereof" and "hereunder" and other words of similar import refer 
to this Indenture as a whole and not to any particular Article, Section or other subdivision. 

"Act", when used with respect to any Holder, has the meaning specified in Section 104. 

" ~ ~ l i a t e "  of any specified Peison means any other Person directly or indirectly controlling 
or controlled by or under direct or indirect common control with such specified Person. For the 
purposes of this definition, "control" when used with respect to any specified Person means the 
power to direct the management and policies of such Person, directly or indirectly, whether through 
the ownership of voting securities, by contmct or otherwise; and the terns "controlling" and 
"controlled" have meanings correlative to the foregoing. 

"Authenticating Agent" means any Person authorized by the Trustee pursuant to Section 
614 to act on behalf of the Trustee to authenticate Secun'hes of one or more series. 

"Board of Directors" means the board o f  directors of the Company, or any duly authorized 
committee ofthat board, or any Person duly authorized to act on behalf of that board. 

"Board Resolution" meah a copy of a resolution or resolutioiis certified by the Secretary or 
an Assistant Secretary of the Company to have been duly adopted by the Board of DUwtot~ and to 
be in hll forre and effect on the date o f  such certification, and delivered to the Trustee. 

"Business Day", when used with respect to any Place of Payment, means each Monday, 
Tuesday, Wednesday, Thursday and Friday which is not a day on which banking institutions in that 
Place of Payment are authorized or obligated by law or executive order to close. 

"Commission" means the Securities and Exchange Commission, from time to time 
constituted, created under the Exchange Act, or, if at any time aRer the execution ortlus instrument 
such Commission is not existing and perfotming the duties now assigned to it under the Trust 
Indenture Act, then the body perfomiing such duties at such time. 

"Company" means the Person named as the "Company" in the first pamgraph of this 
instrument until a successor Person shall have become such pursuant to the applicable provisions of 
tius Indenture, and thereafter "Company" shall mean such successor Person 

"Company Request" or "Company Older" means a written request or oIder signed in the 
name of the Company either by (i) its Chairnian of the Board, its Vice Chairman, its President or a 
Vice President, and by its Treasurer, an Assistant Treasurer, its Secretary or an Assistant Secretary, 
and delivered to the Trustee, or (ii) any two Persons designated in a Board Resolution, or in a 
Company Order previously delivered to the Trustee signed by any two of the foregoing, and 
delivered to the Trustee 



"Corporate Trust Office" means the office of the Trustee for Securities of any series at 
which at-kny particular time its corporate trust business shalf be principally administered, which 
office at the date of execution of this Indenture is located at 

"Corporation" means a corporation, association, company, .joint-stock company or business 
trust. 

"Covenant Llefeasance" has the meaning specified in Section 1303. 

"Defaulted Interest" has the rneaning specified in Section 307 

"Defeasance" has the meaning specified in Section 1302. 

"Depositary" means, with respect to Securities of any series issuable in whole or in part in 
the fonn of one or more Global Securities, a clearing agency registered under the Exchange Act that 
is designated to act as Depositary for such Securities as contemplated by Section 301. 

"Event of Default" has tIie meaning specified in Section 501. 

"Exchange Act" means the Securities Exchange Act of 1904 and any stawte successor 
thereto, in each case as amended from time to time. 

"Expiration Date" has the meaning specified in Section 104. 

"Global Security" mems a Security that evidences all or part of the Securities of any series 
and bears the legend set forth in Section 204 (or such legend as may be specified as contemplated 
by Section 301 for such Securities). 

"Holder" means a Person in whose name a Security is Kegistered in the Sec,Urity Register. 

"Indenture" means this instrument as ongirlally executed and as it may from time to time be 
supplemented or amended by one or more indentures supplemental hereto entered into pursuant to 
the applicable provisions hereof, including, for all purposes of this instrument and any such 
supplemental indenture, tile provisions of the Trust Indenture Act Ulat arc deemed to be a part of 
and govern this instrument and any such supplemental indenture, respectively. The term "Indenture" 
shall also include the terms of particular series of Securities established as contempIated by Section 
301" 

"interest", when used with respect to an OrighaI Lssue Discount Security which by its terms 
bears interest only afer Maturity, means interest payable aAer Maturity. 

"hiterest Payment Date", when used with respect ta any Security, means the Stated Maturity 
of an installment of interest on such Security. 

"Investment Company Act" means the Investment Company Act of 1940 and any statute 
siiccessor theitlo, in each case as amended from time to time. 
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"Junior Subordinated Securities" shall have the meaning specified in Section 1401 

"Maturity", when used with respect to any Secutity, means the date on which the principal 
of such Security or an installment of principal becomes due and payable as therein or herein 
provided, whether at the Stated Maturity or by declaration ~f acceleration, call for redemption or 
otherwise. 

"Notice of Default" means a written notice of the kind specified in Section SO1 (4) 

"Officers' Certificate" means a certificate signed in the same manner and by  Persons as 
provided for in a Company Request or a Company Order, and delivered to the Trustee. 

"Opinion of Cou~isel" means a written opinion of counsel, who niay be an employee of or 
counsel for the Company. 

"Original Issue Discount Security" means any Security which provides for an amount less 
than the principal amount thereof to be due and payable upon a declaration of acceleration of the 
Maturity thcreofptmuant to Section 502. 

"Outstanding", when used With respect to Securities, means, as of the date of determination, 
all Securities theretofore authenticated and delivered under this Indenture, except: 

(1) 
cancellation; 

Securities theretofore cancelled by the Trustee or delivered to the Trustee for 

(2) Securities for whose payment or redemption money in the necessary amount has 
been theretofore deposited with the Trustee or any Paying Agent (other than the Company) 
in trust or set aside and segregated in trust by the Company (if the Contpany shall act as its 
own Paying Agent) for the Holders of such Securities; provided that, if such Securities are 
to be redeemed, notice of such redemption lm been duly given pursuant to this Indenture 
or provision therefor satisfactory to the Trustee has been made; 

( 3 )  Securities as to which Defeasance has been effwted pursuant to Section i302; and 

(4) Securities which have been paid pursuant to Section 306 or in exchange for or in lieu 
of which other Sexunties have been autlientkated and delivered pursuant to this Indenture, 
other than any such Securities in respect of which there shall have been presented to tlie 
Trustee proof satisfactory In it that such Securities are held by a hona fide purchaser in 
whose hands such Securities are valid obligations of the Company; 

provided, however, that in determining whether the Holders of the requisite principal amount of tlie 
Outstanding Securities have given, made or taken any request, demand, authorization, direction, 
notice, consent, waiver or other action hereunder as of any date, (A) the principal amount of an 
Original Issue Discount Security which shall be deemed to be Outstanding shall be the amount of 
the principal thereof which would be due and payable as of s ~ c h  date upon acxxleration of the 
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Maturity thereof to such date pursuant to Section 502, (B) if, as of such date, the principal amount 
payable at the Stated Maturity of a Security is not determinable, the principal amount of such 
Security which shall be deemed to be Outstanding shall be the amount as specified or determined as 
contemplated by Section 301, (C) the principal amount of a Security denominated in one or more 
foreign currencies or currency units which shall be deemed to he Outstanding shall be the IJ S. 
dollar equivalent, determined as of such date in the rn<mner provided as contemplated by Section 
301, of the principal amount of such Security (or, in the case of a Security described in Clause (A) 
or (J3) above, of the amount determined as provided in such Clause), and @) Securities owned by 
the Company or any other obligor upon the Sectinties or any Affiliate of the Company or of su& 
other obligor shall be distegaded and deemed not to be Outstanding, cxcept that, in determining 
whether the Trustee shall be protected in relying upon any such request, demand, authorization, 
direction, notice, ransent, waiver or other action, only Securities wlrich the Tnisfee actually knows 
to be so awned shall be so disregarded. Securities so owned which have been pledged in good raith 
may be regarded as Outstanding if the pledgee establishes to the satisfaction OF the Trustee the 
pledgee's right so to act with respect to such Sectuities and that the pledgee is not the Company 01 

any other obligor upon the Securities or any Affiliate of the Company or ofsuch other obligor. 

"Paying Agent" means, if not the Company, then any Person authorized by the Company to 
pay the principal of or any premium or interest on any Securities on behalf ofthe Company. 

"Person" means my individual, corporation, partnership, joint venture, bust, unincorporated 
organization or government or any agency or political subdivision thereof. 

"Place of Payment", when used with respect to the Securities of m y  series, means the place 
or places where the pnncipal of and any premium and interest on the Securities of that series are 
payable as specified as conteniplated by Section 301" 

"Predecessor Security" of any particular Security means every previous Security evidencing 
all or a portion of the same debt as that evidenced by such particular Security; and, €or the purposes 
of this definition, any Security authenticated and delivered under Section 306 in exchange for or in 
lieu of a mutilated, destroyed, lost or stolen Security shall be deemed to evidence the same debt as 
the mutilated, destroyed, lost or stolen Security. 

"Redemption Date", when used with respect to any Security to be redeemed, means the date 
f i e d  for such redemption by or pursuant to this Indenture. 

"Redemption Pn'ce", when used with respect to any  Security to be red~erned, nieans the 
price at which it is to be redeemed pursuant to this Indenture 

"Regular Record Date" for the interest payalde on any Interest Payment Datc 011 the 
secw-ties of any series nieans the date specified for that pUqJoSe as coriternplated by Section 30 i . 

"Responsible Officer", when used with respect to the Trustee, means any vice ptesident, any 
assistant vice-president, any trust officer or assistant trust oficer of the Trustee assigned (0 the 
Trustee's corporate mLst department and customarily perfomuig hnctions similar to those 
performed by any of the above designated officers md also means, with respect to 3 particular 



corporate trust matter, any other officer to whom such matter is referred because of his or her, 
knowledge of and fmiliarity with the particular subjecl. 

"Securities" has the meailing stated in the first recital ofthis Indenture and more particularly 
means any Securities authenticated and delivered tinder this Indenture. 

"Securities Act" mems the SecuFiries Act of 1933 and any statute successor thereto, in each 
case as amended from time to rime. 

"Security Register" and "Security Registrar" have the respective meanings specified in 
Section 305. 

"Senior Debt" of the Company means the principal of, premium, if any, interest on and any 
other payment due pursuant to any of the following, whether outstanding at t h e  date of execution of 
aiis hdenture or thereafter incurred, created or assumed: (a) all indebtedness of the Company 
evidenced by notes, debentures, bonds or other securities sold by the Company for money, 
excluding Junior Sub-ordinated Securities, but including all first mortgage bonds of the Company 
outstanding from time to time; (b) all indebtedness of others of the kinds described in the preceding 
clause (a) assumed by or guaranteed in any manner by the Company, hclllding through an 
agreement to purchase, contingent or otherwise; and (c) all renewals, extensions or refirndings of 
indebtedness of the k i d s  described in any ofthe preceding clauses (a) and @); unless, in the case of 
.any particular indebtedness, renewal, extension or rehnding, the inshumen1 creating or evidencing 
the same or the assumption or guarantee of the same-expressly provides that such indebtedness, 
renewal, extension or refunding is not superior in nght of payment to or is pari passu with the 
Junior Subordinated Securilies. 

"Special Record Date" far the payment of any Defaulted Interest means a date fixed by the 
Tnistee pursuant to Section 307. 

"Stated Mahinty", when used witti respect to any Security or any installment of principal 
thereof or interest thereon, means the date specified in such Security as the fixed date on which the 
principal of such Security or such instalhient of principal or interest is due and payable. 

"Subsidiary" means a corporation more than '50% of the outstanding voting stock of which 
is owned, directly or indirectly, by  the Company or by one or more other Subsidiaries, or by the 
Company and one or more other Subsidiaries. For the purposes of this definition, "voting stock" 
means stock which ordinarily has  voting power for the election of ducctois, whether at all times oI 
only so long as no senior class of stock has such voting power by reason of any contingency 

"Trust Indenture Act" means the Trust Indenture Act of 1939 as in force at the date as of 
which this instrument was executed, except as provided in Section 90.5. 

"Trustee" means the Person named as the "Trustee" the first paragraph of this instrument 
until a SUCCesSQr Trustee shall have bccmne such pursuant to the applicable provisions of this 
Indenture, and thereafter Trustee" shall mean or include each Person who is then a Trustee 
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hereunder, and if at any time there is more than one such Person, “Trustee“ as used with respect to 
the Securities of any series shall mean the Trustee with respect to Securities of that series. 

“US. Government Obligation‘‘ has the r n w ’ n g  specified in Section 1304 

“Vice President”, when used with respect to the Company or the Trustee, means any vice 
a word or words added before or aRer the title president, whether or not designated by a number 

“vice president”. 

Section 102. Compliance Certificat.es and Opinions. 

Upon any application or request by the Company to the Trustee to take any action under any 
provision of this Zndenture, the Company shall furnish to the Trustee such certificates and opinions 
as may be required under the Trust Indenture Act. Each such certificate or opinion shall be given in 
the form af an Officers‘ Certificate, i f  to he given by an officer of the Company, or an Opinion of 
Counsel, if to he givcn by counsel, and shall comply with the requirements of the Trust Indenture 
Act and any other requirements set forth in this Intienhue. 

Every certificate or opinion with respect to compliance with a condition or covenant 
provided for in this Indenture shall inclu‘de, 

(1) a statement that each individuat sigpjtts such certificate or opinion has read such 
covenant or condition and the definitions herein relating thereto; 

(2) a statement that, in the opinion of each such individual, he or she has made such 
examination or investigation as is necessary to enable him or her to express an informed 
opinion as to whether or not such covenant or wndition has been complied with; and 

(3) a statement as to whether, in tlie opinion of each such individual, such condition or 
covenant has been cornplied wih. 

Section 103. Form of Documents Delivered to Trustee. 

In any case where several matters are required to be certified by, or covered by an opinion 
oc any specified Person, it is not necessary that all such matters be certified by, or covered by the 
opinion of, only one such Person, or that they be so certified or covered by only one document, but 
one such Person may certify or give an opiillon with respect to some matters and one or more other 
such Persons as to other matters, and any such Person may certify or gve an opinion as to such 
matters in one or several documents. 

. Any certificate or opinion of an officer of the Company may be based, insofar as it relates to 
legal matters, upon a certificate or opinion of, or representations by, counsel, unless such officxr 
knows, or in the exercise of reasonabk care should know, that the certificate or opinion or 
representations with respect to the matters upon which his or her certificate ot opinion is based are 



erroneous. Any such certificate or opinion of counsel may be based, insofar as it relates to factual 
matters, upon a certificate or opinion of, or representations by, an officer or ofticers of the 
Company stating that the infomalion wid1 W p K t  to such factual manerS is in the possession of the 
Company, unless such counsel knows, or irl the exercise of reasonable care should know, that the 
certificate or opinion or representations with respect to such matters are erroneous. 

Where any Person is required to make, give or execute two or mote applications, requests, 
consents, certificates, statements, opinions or other instruments under this Indenture, they may, but 
need not, be consolidated and form one instrument. 

Section 104 Acts of Holders; Record Dates. 

Any request, demand, auffiarization, direction, notice, consent, waiver or other actioti 
provided or permitted by this Indenture to be given, made or taken by Holders may be embodied in 
and evidenced by one or more instruments of substmtially similar tenor signed by such Holders in 
person or by agent duly appointed in meting; and, except as herein otherwise expressly provided, 
such action shall become effective when such instnunent or instruments are delivered to the Trustee 
and, where it is hereby expressly required, to the Company. Such instrument or instruments (and the 
action embodied therein and evidenced thereby) are herein sometimes referred to as the "Act" of tile 
Holders signing such instrument or instruments. Proof of execution o f  any such instrument or of a 
meting appointing any such agent shall be sufficient for any purpose of this Indenture aid (subject 
to Section 601) conclusive in favor of the Trustee and the Company, if made in the manner 
provided in this Section. 

The fact and date of the execution by any Person of any such instrument or writing may be 
proved by the affidavit of a witness of such execution or by a certificate of a notary public or other 
officer authorized by law to take acknowledgments of deeds, certifying that the individual signing 
such instrument or writing acknowIedged to him or h q  the execution thereof. Where such 
execution is by a signer acting in a capacity other than his or her individual capacity, such certiGcate 
or affidavit shall also constitute sufficient proof of his or her authority. The fact and date of the 
execution of any such instrument or writing, or lhe authority of the Person executing the same, may 
also be proved in any other manner which the Trustee deems sufficient. 

The ownership of Securities shall be proved by the Security Register. 

Any request, demand, authorization, dimtion, notice, cansent, waiver or other Act of rhe 
Holder of any Security shall bind every fbture Holder of the same Security and the Holder of every 
Security issued upon the registration of trarisfer thereof or in exchange fherefor or in Lieu thereof in 
respect of anything done, omitted or suffered to be done by the Trustee or the Company in reliance 
thereon, whether or not notation of such action is made upon such Security. 

The Company may set any day as a record date for the purpose of determining the Holders 
of Outstanding Securities of any series entitled to give, make or take any request, dernand, 
authorization, direction, notice, oonsent, waiver or other action provided or permitted by this 
Indenture to be give% made or taken by Holders of Securities of such series, provided that tlie 



Company may not set a record date for, and the provisions of this paragraph shall not apply with 
respect to, the giving or maldng of any notice, dedaration, request or direction referred to in the 
next paragraph. [f any record date is set pursuant to Chis paragraph, the Holders of Outstanding 
Securities of the relevant series on such record date, and no other Holders, shall be entitled to take 
the relevant action, whether or not such Holders remain Holders aRer such record date; provided 
that no such action shall be effective hereunder unless taken on or prior to the applicable Expiration 
Date by Holders of the requisite principal amount of Outstanding Securities or such series on such 
record date. Nothing in this paragraph shall be construed to prevent the Company fiom setting a 
new record date for any action for wluch a record date has previously been set pursuant to this 
paragraph (whereupon the record date previously set shall automatically and with no action by any 
Person be cancelled and of no effect), and nothing in this paragrapli shall be construed to render 
ineffective any action taken by Holders of the requisite principal mount  of Outstanding Securities 
of the relevant series on the date such action is taken. Promptly aRer any record date is set pursuant 
to this paragraph, the Company, at its own expense, shall cause notice of such record date, the 
proposed action by Holders and the applicable Expiration Date to be given to the Trustee in writing 
and to each Holder of Securities of the relevant series in the manner set forth in Section 106. 

The Trustee may set any day as a record date for the purpose of determining the Holders of 
Outstanding Securities of any series entitled to join in the giving or making of (i) any  Notice of 
Default, (ii) any declaration of acxeleration referred to in Section 502, (iii) any request to institute 
proceedings referred to in Section 507(2) or (iv) any direction referred to in Section 512, in each 
case with respect to Securities of such series. If any record date is set pursuant to this paragraph, the 
Holders of Outstanding Securities of such series on such record date, and no other Holders, shall be 
entitled to join in such notice, declaration, request or direction, whether or not such Holders reniain 
Holders after such record date; provided that no such action shall be effective hereunder unless 
taken on or prior to the applicable Expiration Date by Holders of the requisite principal amount of 
Outstanding Securities of such series OKI such record date. Nothing in this parayaph shall be 
construed to prevent the Trustee fiom selting a new record dale for any action for which a record 
date has previously been set pimuant Lo this paragraph (whereupon the record date previously set 
shall automatically and with no action by any Person be cancelled and of no effect), and nothing in 
this paragraph shall be construed to render ineffective any action taken by Holders of the requisite 
principal amount of Outstanding Securities of the relevant series on h e  date such action is taken. 
Promptly afler any record date is set pursuant to this paragraph, the Trustee, at the Companys 
expense, shall cause notice of such record dale, the proposed action by Holders and the applicable 
Expirdtion Date to he given to the Company in writing and to each Holder of Securities of the 
relevant series in the manner set forth in Section 106. 

With respect to any record date set pursuant to this Section, tlie party hereto which sets such 
record date may designate any day as the "Expiration Date" and h r n  time to time may clmige the 
Expiration Date to any eaclier or later day, provided that no such change shall be effective unless 
notice of the proposed new Expiration Dale is given lo the other party hereto in writing, and to each 
Holder of Securities of the relevant series in the manner set forth in Section 106, on or prior to the 
existing Expiration Date. If <an Expiration Date is not designated with respect to any record date set 
pursuant to this Section, the party hereto which set such record date shall be deemed to have 
initially designated the 180th day aRer such record date as the Expiration Date with respect thereto, 
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subject to its right to change the Expiration Date as pmVided in this paragraph. Notwithstanding the 
foregoing;no Expiration Date shall be later than the 180th day after the applicable record date. 

Without limiting the foregoing, a Holder entitled hereunder to take any action hereunder 
with regard to any particular Secririty may do so with regard to all or any part of the principal 
amount of such Security or by one or more duly appointed agents each ofwhich may do so pursuant 
to such appointment with regard to all or any part of such principal amount. 

Section 105. Notices, Etc., to Trustee and Company. 

Any request, demand, authorization, direction, notice, consent, waiver or Act of Holders or 
other dw,ument provided or permitted by this Indenture to be made upon, given or hrnished to, or 
filed with, 

(1) the Trustee by my Holder or by the Company shall be sufficient €or every purpose 
hereunder if made, given, hmkhed or filed in writing to or with the Trustee at its Corpotate 
Trust Office, Attention: Corporate Trust Administration, or 

(2) the Company by the Trustee or by any Holder shail be sufficient for every purpose 
hereunder (unless otherwise herein expressly provided) if in writing and mailed, first-class 
postage prepaid, to the Company addressed to it at the address of its principal office 
specified in the first paragraph of this instrument or at. any oUier address previously 
hmished in writing to the Trustee by the Company. 

Section 106. Notice to Holders; Waiver. 

Wiere this tndenture provides for notice to Holders of any event, such notice shall be 
sufticiently given (unless otherwise herein expressly provided) if in writing and mailed, to each 
Holder affected by such event, at his or her aciclress as it appears the Security Register, not later 
than the latest date (if any), and not earlier than the earliest date (if any). prescnW for the giving of 
such notice. In any case where notice ta Holders is given by mail, neither the failure to mail such 
notice, nor any defect in any notice so mailed, to any particular Holder shall affect the sufficiency of 
such notice with respect to other Holders. Any notice when mailed to a Holder in the aforesaid 
rnmiec shall be conclusively deemed to have been received by such Holder whether or not actually 
received by such Holder. Where this Indenture provides €or notice in any manner, such notice may 
be waived in writing by the Person entitled to receive such notice, either before or after the event, 
and such waiver shall be the equivalent of such notice. Waivers of notice by Holders shall be filed 
wirh the Trustee, but such filing shall not be a condition precedent to the validiyof any action 
taken in reliance upon such waiver. 

In case by reason of [lie suspension of regula inail service or by reason of any other cause it 
shall be irnpracticabie to give such notice by mail, then such notification as sliall be made will the 
approval o f  the Trustee shall constitute a sufficient notification for every purpose hereunder. 
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Section 107. Conflict with Trust Indenture Act. 

Tf any provision hereof limits, qualifies or cxmfIicts with a provision of the Trust Indenture 
Act which is required under such Act to be a part of and govern this Indenture, the latter provision 
shall control. tf any provision of tlus lndenture modifies or excludes any provision of the Trust 
Indenture Act which may be so modified or excluded, the latter provision shall be deemed to appty 
to this Indenture as so modified or to be excluded, as the case may be. 

Section 108. Effect of Headings and Table of Contents. 

The Article and Section headings herein and tlie Table of Contents are €or convenience only 
and shall not affect the construction hereof. 

Section 109. Successors and Assigns. 

All covenants and agreements in this Indenture by the Company shall bind its successors 
and assigns, whether so expressed or not. 

Section 110. Separabiiily Clause. 

In case any provision in this Indenhue or in the Securities shall be invalid, illegal or 
unenforceable, h e  validity, legality and enforceability of the remaining provisions shall not in any 
way be affected or impaired thereby. 

Section 1 1 I ~ Benefits of Indenture. 

Nothing in this Indenture or in the Securities, express or implied, shalI give to any Person, 
other than the parties hereto, their successors hereunder, the Holders, and the holders of any Senior 
Debt, any benefit or any legal or equitable right, remedy or claim under this indenture. 

Section 1 12. Governing Law. 

This Indenture and the Securities shall be governed by and construed in accordance with the 
law of the State of New York. 

Section 113. Legal Holidays. 

Xn my case where any Interest Payment Date, Redemption Date or Stated Maturity of any 
Security shall not be a Business Day at any Place of Payment, then (notwithstanding any other 
provision of this lndenture or of the Securities (other than a provision of any Secmky which 
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specifically states that such provision shall apply in lieu of this Section)) payment of interest or 
principal (md premium, if any) need not be made at such Place of Payment on such date, but may 
be made on the next succeeding Business Day at such Place of Payment with the same force and 
effmt as if made on the Interest Payment Date or Redemption Date, or at the Stated Maturity, and 
no interest shall accrue with respect to such payment for the period &om and after such Interest 
Payment Rate, Redemption Date or Stated Maturity, as  the case may be, to such hext succeeding 
Business Day. 

Section 114. Certain Matters Relating to Currencies 

Whenever any action or Act is to be taken hereunder by the Holders of Securities 
denomituted in different currencies or currency units, then for purposes of determining the 
principal amount of Securities held by such Holders, the aggregate principal amount of the 
secu&ks denominated in a foreign currency or cu~~cncy  unit shall be deemed to be thaf amount of 
Dollars that could be obtained for such principal amount on the basis of a spot exchange rate 
specified to the Trustee for such series in an Officers' Certificate for exchanging such foreign 
currency or currency unit into Dollars as  of the date of the taking of such action or Act by the 
Holders of the requisite percentage in principal amount of the Securities. 

The Trustee shall segregaie moneys, hnds and accounts held by the Trustee in one currency 
or currency unit from any moneys, fUn& or acxounts held in any other currencies or currency units, 
notwithstanding my provision herein that would othenvise permit the Trustee to commingle such 
~ O l l R t S .  

Swtion 115. immunity of hicorporators, Stockholders, Officers and Directors. 

No recourse shall be had for the payment of the principal of(and premium, if any), or the 
interest, if any, on any Secwities of any series, or for any claim based thereon, or upon any 
obligation, covenant or agreement of this Indenture, against any incorporator, stockholder, officer or 
director, its such, past, present or future, of the Company or of any suwxssor corporation, either 
directly or indirectly through the Company or any sucxe-ssor corporation, whether by virtue of any 
constitution, statute or rule of law or by the enforcement of any assessment of penalty or ofherwise; 
it being expressly agreed and understood that this Indenture and all the Securities of each series are 
solely corporate obligations, and that no personal liability whatever shall attach to, or is incumxi by, 
any incorporator, stockholder, officer or director, past, present or future, of the Company cx of any 
successor corporation, either directly or indirectly through the Company or any successor 
corporation, bemuse of the incurring of the indebtedness hereby authorized or under or by reason of 
any of the obligations, covenants or agreements contained in tlus Indenture or in any of the 
Secuiities of any series, or to be implied herefiom or therefrom; and that ail such personal liability 
is hereby expressly relaased and waived as a condition of, and as part o f  the consideration for, the 
exeation of this Indenture and the issumce of the Securities of each series. 
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Section i 16. Counterparts. 

This Indenture may be executed in m y  number of counterparts, each of which shall be an 
original; but such counterparts shall together constitute but one and the same instnunent. 

Section 1 17. Assignment to Affiliate 

The Company will have the right at all times to assign by indeiihrre snpplementd hereto my 
of its rights or obligations under the Indenture to a direct, indirect, or wholly owned Uiliate of the 
Company, provided that, in the event of any such assignment, the Company will remain liable For 
all such obligations. 

ARTlCLE TWO 

Security Farms 

Section 20 I. Forms Generally. 

The Securities of each series shalt be in substantially the form set forth in tius Articie, or in 
such other form as shall be established by or pursuant to a Board Resolution or in one or more 
indentures supplemental hereto, in each case with such appropriate insertions, omissions, 
substitutions and other variations as ;ire requued or permitted by this hdenture, and may have such 
letters, numliers or other marks of identification and such legends or endorsements placed thereon 
as may be rcquired to comply with the tules of any securities exchange or Depositary therefor or as 
may, consistently herewith, be determined by the officers executing such Securities, as evidenced 
by their execution thereof. If the form of Securities of any series is established by action taken 
pursuant to a Board Resotution, a copy of an appropriate record OF such action shall be certified by 
the Secretary or an Assistant Secretary of the Company and delivered to the Trustee at or prior to 
the delivery of the Company Order contemplated by Section 303 for the authentication and delivery 
of such Securities. 

The definitive Securities shall be printed, lithographed or engraved on steel engraved 
borders or may be produced in any other manner, all as determined by the officers executkg such 
Sectrrities, a s  evidenced by their execution of such Securities. 

Section 202. Form of Face of Security. 

[hisect any legend required by the btemal Revenue Code and the 
regulations thereunder. J 
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THE lJNION LIGHT, HEAT AND POWER COMPANY 

No. 

CUSP NO" 

The Union Light, Heat and Power Company, a corporation duly organized and existing 
under the laws of the Commonwealth of Kentucky (herein called the "Company", which term 
includes any successor Person under the hdentwe hereinafter referred to), for value receive4 
hereby promises to pay to .... ................................................ or registered assigns, the principal sum of 
.............""..__ ~ ....._l.._....l..~ Dollars on .~ .._. ~ ........... l".i""l....-..........,.. ~ ....... ~~ .I_... [,if the Security is to bear 
interest prior to Maturity, insert: , and to pay interest therean from ._ "....... _.._ or tiom the most recent 
Interest Payment Date to which interest has been paid or duty provided for, I__^ ._._..._._.._.. on ..._....._.. 
and ....... ".... in each year, commencing ...-....l. at the rate of .."?XI per annum, until the principal 
hereof is paid or made available for payment. The interest so payable, and punctually paid or duly 
provided for, on any Interest Payment Dale will, as provided in such Indenture, be paid to the 
Person in whose name this Secun'ty (or one or more Ptedecessor Securities) is registered at the 
close of business on the Regular Record Date" for such interest, which shall be the ._... _. or .."..__ 
(whether or not a Business Day), as the case may be, next preceding such Interest Payment Date. 
Any such interest not so punctually paid or duly provided for will forthwith cease to be payable to 
the Holder on such Regular Recard Date and may eithkr be paid to the Person in whose name this 
Security (or one or more Predecessor Securities) is registered at the close of business on a Special 
Record Date for the payment of such Defaulted Interest to be fixed by the Trustee, notice whereof 
shall be given to Holders of Securities of this series not Iess than 10 days prior to such Special 
Record Date, or be paid at any time in any other lawfbl manner not inconsistent witti the 
requirements of any securities exchange on which the Securities of this series may be listed, and 
upon such notice as may be required by such exchange, all as more !idly provided in said 
Indenture]. 

[If the Security is not to bear interest prior to Matiuity, insert: 'The principal of this Security 
shall not bear interest except in the case of a default in payment of principal upon acceleration, 
upon redemption or at Stated Maturity and in such case the overdue principal and any overdue 
premium shall bear interest at the rate of .... % per annum (to the extent that the gayment of such 
interest shall be legally enforceable), from the dates such amounts are due until they are paid or 
made available for payment. Interest on any overdue principal or premium shall be payable on 
demand. Any such interest on overdue principal or premium which is not paid on demand shall bear 
interest at the rate of ...... % per annum (to the extent that the payment of such interest 011 interest 
shali be legally enforceable), 6otn the date of such demand until the amount so denlanded is paid or 
rnacie available €or payment. hiterest on any overdue interest shall be payable on demand J 

Payment o f  the principal of (and premium, i f  any) and {if applicable, insert: any such] 
hiterest on this Security will be made at the office or agency of the Company maintained for that 
purpose in .."".". .".., in such coin or currency of the United States of America as at the time of 
payment is legal tender for payment of pubIic and private debts [if appiicahle, insert: ;provided, 
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however, that at the option of the Company payment of interest may be made by check mailed to 
the address ofthe Person entitled thereto as such address shall appear in the Security Register]. 

Any payment on this Security due on any day which is not a Business Day in the City of 
New York need not be made on such day, but may be made on the next succeeding Business Day 
with the same force and effkct as if made on the due date and no interest shall accrue for the period 
Erom and afl er such date. 

Reference is hereby made to the hrrther provisions of tlus Security set forth on the reverse 
hereof, [if subordinated, insert: including, without limitation, provisions subordinating the payment 
of the principal hereof and any premium and interest hereon to the payment in Mi of all Senior 
Debt as defined in the Indenture) which such fkther provisions shall for all purposes have the same 
effect as if set forth at this place. 

Uniess the certificate of authentication hereon has been executed by the Trustee referred. to 
on the reverse hereof by manual signature. this Swurity s M l  not be entitled to any benefit under the 
Indenture or be valid or obligatory for any purpose. 

In Witness Whereof, the Company has caused this instrument to be duly executed. 

THE WON m H r ,  HEAT AND POWER 
COMPANY 

Section 203. Form of Reverse of Security. 

This Security is one of a duly authorized issue of securities of the Company (herein called 
the "Securities"), issued and to be issued in one or more series under an Indenture, dated as o f  

,2004 (herein called the %denture", which temi shall have the meanbig assigned to it in such 
instrument); between the Company and Deutsche Bank Trust Company Americas, as Trustee 
(herein called the "Trustee", which term includes any successor trustee under the Indenture), and 
reference is hereby made to the Indenture for a statement of the respective rights, limitations of 
lights, duties and immunities thereunder of the Company, the Trustee and the Holders of the 
Securities and of Ihe tenns upon which the Securities are, and are to be, authenticated and 
delivered. This Security is one of the series designated on the face hereof [if applicable, insert: , 
limited in aggregate principal amount to $...""...-..]. 

[If applicable, insert The Securities of this series are subject to redernption upon not less 
than 30 days' notice by mail, [if applicable, insert: (1) on I._._..._.. in any year commencing with the 
year ... ".. and ending with the year ...... through operation of the sinking fimd for this series at a 
Redemption Price quai  to 100% of the principal amount, and (2)j at any time [if applicable, insert. 

..I, as a whole or in part, at the election of the Comp;my, at the following 
Redemption Prices (expressed as percentages of the principal amount)- If iedeenied [if appticable, 
on or after ..... ~ -.-., 
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insert: 
_"..... _.___. ofrhe years indicated, 

on or before .._....__._.. -., ... %, and if redeemed] during the 12-month period beginning 

Redemption Redemption 
Y g  - Year -- Price 

and thereafter at a Redemption Price equal to ..... O h  of the principal amount, togettier in the case of 
any such redemption [if applicable, insert: (whether through operation of the sinking fund or 
otherwise)] with accrued interest to the Redemption Date, but interest installments whose Stated 
Maturity is on or prior to such Redemption Date will be payable to the Holders of such Securities, 
or one or more Predecessor Secrrrities, of recard at the close of business on the relevant Record 
Dates referred to on the face hereof, all as ptovided in the bdenture.] 

[If applicabie, insert: The Securities of this series are subject to redemption upon not less 
than 30 days' notice by [nail, ( I )  on ._.l.l...l.n in any year conunencing w'th the year _.." and ending 
with the year ".__ through operation of the sinking fimd for this series at the Redemption Prices for 
redemption through operation of the sinking f h d  (expressed as percentages of the principal 
amount) set forth in the table below, and (2) at any h e  (if applicable, insert: on or after ~_I..___..._ I t  

as a whole or in part, at the election of the Company, at the Redemption Prices for redemption 
otherwise rhan through operation of the sinking fund (expressed as  percentages of  the principal 
amount) set forth in the table below: If redeemed during the 12-month period beginning _..... of 
the years indicated, 

Redemption Price For 
R.edemption Otherwise Than 

Through Operation of the 
Redemption Price Far Redemption 
Though Operation of the Sinking 

-- Year -- Fund Siikinn Fund 

and thereafter at a Redemption Price equal to ...- oh of the principal amount, together in the case of 
any such redemption (whether ffu~ugh operation of the sinking hnd or otherwise) witfi accrued 
interest to the Redemption Date, btit interest installments whose Stated Mahrdty is o n  or prior to 
such Redemption Date will be payable to the Holders of such Securities, or one or more 
Predecessor Securities, of record at the close of business on the relevant Record Dates referred to 
on the face hereof, all as provided in the Indenture.] 

[If applicnble, instrt Nohvithstanding the foregoing, the Company may not, prior to 
"..~.."~."-., redeem any Securities of this series as contemplated by /if applicable, insert: Clause (2) 

ofj the preceding paragraph as a part of, or in anticipation oE, any reknding operation by the 
application, directly or indirectly, of moneys borrowed having an interest cost to lhe Company 
(cdculated in accordance with generally accepted fimdal practice) of less than .... .% per annum.] 
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[If applicable, insert: The sinking hnd  for this series provides €or the redemption on 
..._._..._ ". in  each year beginning with the year ..... . and ending with the ycar ...... of [if applicable, 
insert: not less than $I_.__..... ("mandatory sinking fiind") and not more than] S II."_"_. aggregate 
principal amount of Securities of this series. Securities of this series acquired or redeemed by the 
Company otherwise than through (if applicable, insert: mandatory] sinking hnd payments may be 
credited against subsequent [if applicable, insert: mandatory] sinking fund payments otherwise 
required to he made [ifapplicable, insert: , in the inverse order in which they become due].] 

[It the Sccurity is subject to redemption of any kind, insert: In the event of redemption of 
this Security in part only, a new Security ot Securities of this series and of like tenor for the 
unredeemed portion hereof will be issued in the name of the Holder hereof upon the cancellation 
hereof. 1 

[Ksubordinated, insert: The indebtedness evidenced by the Securities of this series is, io the 
extent and in the maruier provided in the Indenture, expressly subordinate and subject in right of 
payment to the prior payment in full of aIl Senior Debt of the Company (as defined in the Indenture) 
whether outstanding at the date of the Indenture or thereafter incurred, and this Security is issued 
subject to the provisions of the Indenture with respect to such subordination. Each holder aiid 
owner of this Security, by accepting the same, agrees to and sitall he bound by such provisions and 
authorizes the Trustee in his or her behalf to take such action as may be necessary or appropriate lo 
effectuate the subordination so provided and appoints the Trustee his or her attorney-in-fact for 
such purpose.] 

[If applicable, insert: The lndenture contains provisions for defeasance at any time of [the 
entire indebtedness of this Security] [or] [certain reshictive covenants and Events of Default with 
respect to this Security) [, in each case] upon compliance with certain conditions set forth in the 
Indenture.] 

[If the Security is not an Original issue Discount Security, insert: If an Event of Default 
with respect to Securities of this seiies shall occur arid be continuing, the principal of the Securities 
of this series may he declared due and payable in the manner arid with the effect provided in the 
Indenture.] 

[If the Security is an Original Issue Discount Security, insert: If an Event of Default with 
respect to Securities of this series shall occur and be continuing, an amount of principaI of the 
Securities of this series may be declared due and payable in the inannex arid with the e[fect pmvided 
in the Indenture Such amount shall be qual  to insert: formula for determining the amount. Upon 
payment (i) of the amount of principal so declared due and payable and (ii) of interest on any 
overdue principai, premium and interest (in each case to the extent that the payment of such interest 
shall be legally enforceable), all of the Company's obligations in respect of the payment of the 
principal ofand preniium and interest, if any, on the Securities of this series shall terminate.] 

The Indenture permits, with certain exceptions as therein provided, the amendment thereof 
and die modification of (tie rights and obligations of the Company and the rights ofihe Holders of 
the Securities of each series to be affected under the Indenture at any time by h e  Company and the 
Trustee with the consent of the Holders of a majority in principal amount of the Securities at the 
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time Outstanding of each series to be affected. The Indenhire also contains provisions permitting 
the Holaers of a majority in principal amount of the Securities of each series at the time 
Outstanding, on behalf of the Holders of all Securities of such series, to waive compliance by the 
Company with certain provisions of the Indenture and certain past defaults under the Indenture and 
their consequences. Any such consent or waiver by the Holder of this Security shall be conclusive 
and binding upon such Holder and upon all fitture Holders of this Securiv and of any Security 
issued upon the registration of transfer hereof or in exchange herefor or in lieu hereof, whether or 
not notation of such consent or waiver is made upon this Security. 

As provided in and subject to the provisions of the Indenture, the Holder of this Security 
shall not have the right to institute any proceeding with respect to the Indenture or for the 
appointment of a receiver or trustee or for any other remedy thereunder, unless such Holder shall 
have previously given the Trustee written notice of a candnuing Event of Default with respecf to 
the Securities of this series, the Holders of not less than 35% in principal amount of the Securities 
of this series at the time Outstanding shall have made written request to the Trustee to institute 
proceedings in respect of such Event of Default as Trustee and offaed the Trustee indemnity 
reasonably satisfactory to die Trustee, and the Trustee shall not have received from the Holders ofa 
majority in principal amount of Ser,iu-ities of this series at the time Outstanding a direction 
inconsistent with such request, and shall have failed to institute any such proceeding, for 60 days 
after receipt ofsuch notice, request and offer of indemnily. The foregoing shall not apply to any suit 
instituted by the Holder of this Security for the enforcement of any payment of principal hereof or 
any premium or interest hereon on or aRer the respective due dates expressed herein. 

No reference herein to the Indenture and no provision of this Security or of the Indenture 
shall alter or impair the obligation of the Company, which is absolute wd unconditional, to pay the 
principal of ,and any premium and interest on this Security at the times, place and rate, and in the 
coin or currency, herein prescribed 

As provided in the Indenture and sukject to rsrtain lmiitations therein set forth, the transfer 
of this Security is registrable in the Security Register, upon surrender of this Security for 
registration of transfer at the office or agency of tbe Company in say place where the principal of 
and any premium and interest on this Security are payable, duly endorsed by, or accompanied by a 
written instrument of transfer in form satisfactory to the Company and tiie Security Registrar duly 
executed by, the Holder hereof or his or her attorney duly authorized in writing, and thereupon one 
or more new Securities of this series and of like tenor, of authorized denominations and for the 
same aggregate principal amount, will be issued to the designated transferee or transferees. 

The Securities of this series are issuable only in registered form without coupons in 
denominations of $....... and any integd multiple thereor. As provided in the Indenture and subject 
to certain liinitations therein set forth, Securities of this series are exchangeable foi a like aggregate 
principal amount of Securities of this series and of like tenor of a different authorized 
denomination, as requested by the Holder surrendering the same 

No service charge shall be made far any such registration of transfer or exchange, but the 
Company may require payment of a sum suliicient to cover any tax or other governmental chaqe 
payable in  conriection therewith. 
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Prior to due presentment of this Security for regstration of transfer, the Company, the 
Trustee a d  any agent of the Company or the Trustee may treat the Person in whose name this 
Security is registered as the owner hereof for all purposes, whether or not this Security be overdue, 
and neither the Company, the Trustee nor any such agent shall be affected by notice to the contrary. 

All terms used in ttds Security which are defined in the Indenture shall have the meanings 
assigned to them in the Indenture. 

Section 204. Form of Legend for Global Securities. 

Unless otherwise specified as contemplated by Section 301 Cor the Securities evidenced 
thereby, every Global Security authenticated and delivered hereunder shall bear a legend in 
substantially the following form (or such other form as a securities exchange or Depositary may 
request or require): 

This Security is a Global Sect~nty within the meaning of the Indenture heteinafter referred 
to and is registered in the name of a Depositary or a nominee thereof" This Security may not be 
exchanged in whole or in part for a Se~uriV registered, and no transfer of this Security in whole or 
in part may be registered, in the name of any Person other than such Depositary or a nominee 
thereof, except in the limited circumstances described in the Indenhue. 

Section 205. Form of Trustee's Certificate of Authentication. 

The Trustee's certificates of' aulhenticatian shall be in substantially the followirig form: 

This is one of the Securities of the series designated dierein refened to in the 
within-mentioned Indenture. 

DEUTSCHE BANK TRUST COMPANY 
AMENCAS, 
As Trustee 

AuUioiized Signatory 
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ARTICLE THREE 

The Securities 

_ "  

Section 301. Amount Unlimited; fssuable in Series. 

The aggregate principal amount of Securities which may be authenticated and delivered 
under this Indenture is unlimited. 

The Securities may be issued in one or more series. There shall be established in or pursuant 
to a Board Resolution and, subject to Section 303, set forth, or determined in the manner provided, 
in an Officers' Certificate, or established in one or more indentures supplemental hereto, prior to the 
issuance of Securities of any series: 

(1 )  the titte of the Securities of the series (which shall distinguish the Secun'ties ofthe 
series 60m Securities of any other series); 

(2) any limit upon the aggregate phcipal  amount of the Securities of the series which 
may be authenticated and delivered under this Indenture (except for Securities authenticated 
and delivered upon registration of transfer of, or in exchange for, or in lieu oc other 
Securities o f  the series pursuant to Section 304, 305, 306,906 or I107 and except for any 
Securities which, pursuant to Section 303, axe*deemed never to have been authenticated 
and delivered hereunder); 

( 3 )  the Person to whom any interest on a Security of the series shall be payable, if other 
than the Person in whose name that Security (or one or more Predecessor Securities) is 
registered at Uie close of business on the Regular Recard Date for such interest; 

(4) the date or dates on which the principal of any Securities of the series is payable; 

(5) the rate or rates at which any Securities of the series shall bear interest, iFaiy, the 
date or dates from which my such interest shall accrue, the Interest Payment Dates on 
which any such interest shall be payabie, the manner of determination of such Interest 
Payment Dates and ale Regular Record Date €or any such interest payable on any Merest 
Payment Date; 

(6)  the right, if any, to extend the interest payment periods and the duration of such 
extension; 

(7) the place or places where the principal of and any premium and interest on any 
Securities of thc series shall be payable, 

(8) the period or periods within which, the price or prices at wluch and the terns and 
canditions upon which any Securities of the series may be redeemed, in whole or in part, at 
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the option of the Company and, i f  other than by a Board Resolution, the manner in which 
any election by the Company to redeem the Securities shall be evidenced; 

(9) the obligation, if any, of the Company to redeem or purchase any Securities of the 
series pursuant to any sinkjog b d  or analogous provisions or at the option of the Holder 
thereof and the period or periods within which, the piice or prices at wlich and the tenns 
and conditions upon which any Securities of the series shall be redeemed or purchased, in 
whole or in part, pursuant to such obligation; 

(10) the denominations in which any Securities of the series sliall be issuable; 

(1 1) if the amount of principal of or any premium or interest on any Securities of the 
series may be detennined with reference to an index or pursuant to a formula, the manner in 
which such amounts shall be determined; 

(12) if' other than the currency of the United States of America, the currency, currencies 
or currency units in which the principal of or any premium or interest on any Securities of 
the series shall be payable and the manner of determining the equivalent thereof in the 
currency of Ihe United States of America for any purpose, including for purposes' of the 
definition of "Outstanding" in Section 101; 

(13) if the principal of or any premium or kiterest on any Securities of the series is to be 
payable, at the election of the Company or the Molder tllereof, in one or more currencies or 
cunency units other than that or those in wIiich such Securities are stated to be payable, the 
currency, currencies or currency units in which the principal of or any prenihm or interest 
on such Securities as to which such election is made shall be payable, the periods within 
which and the terms and conditions upon which such election is to be made and the amount 
so payable (or the manner in wluch such amount shall be determined); 

(14) if other than the entire principal amount thereof, the portion of the principal amount 
of any Securities of the series which shall be payable upon declaration of acceleration of the 
Maturity thereof pursuant to Section 502; 

( I  5 )  i f  the principal mount payable at the Stated Maturity of any Securities of the series 
will not be deternimble as of any one or more dates prior to the Stated Maturity, the 
amount which shall be deemed to be the principal amount of such Securities a s  of any such 
date for any purpose thereunder or hereunder, including the principal amount thereof which 
shall be due and payable upon any Maturity other than the Stated Maturity or which shall be 
deemed to be Outstanding as of any date prior to the Stated Maturity (or, in any such case, 
the manner in which such amount deemed to be the principal amount shall be determined); 

(16) if applicable, that the Securities of the series, in whole or a n y  specified part, shall be 
defeasible pursuant to Section 1302 or Section 1303 or both such Sections; 

( I  7) if applicable, that any Securities of the series shall be issuable in whole or in part in 
(he form of one or mote Global Securities and, in such case, the respective Depositaries for 
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such GLobal Securities, the form of any legend or legends which shall be borne by any such 
Gl6bal Security ui addition to or in lieu of that set forth in SecAon 204 and any 
circutnstances in addition to or in lieu of those set forth in Clause (2) of the last patagraph 
of Section 305 in whicli any such Global Security may be exchanged in whole or in part for 
Securities registered, and any transfer of such Global Security in whole or in part may be 
registered, in the name or names of Persons other than the Depositary for such Global 
Security or a nominee thereoe 

(1 8) any addition lo or change in the Events of DefauIt which appties to my Securities of 
the series and any change in the tight of the Trustee or the requisite Holders of such 
Securities to declare the principal amount thereof due and payable pursuant to Section 502; 

(19) any addition to or change in die covenants set forth in Article Ten which applies to 
Securities oilhe series; 

(20) the applicability of, or any addition to or change in, Article Fourteen with respect to 
the Securities of a series; 

(21) any other terms of the series (which terms shall not be inconsistent with the 
provisions of this Indenture. 

All Securities of any one series shall be substantially identical except as to date and 
principal amount and except as may otherwise be provkied in or pursuant to the Board Resolution 
referred to above and (subject to Section 303) set forth, or determined in the manner provided, in 
the Officers' Certificate referred to above or in any such indenture supplemental hereto. 

Lf any of the terms of the series are established by action taken pursuant to a Board 
Resolution, a copy of an appropriate record of such action shalI be certified by the Secretzry or an 
Assistant Secretary of &e Company and delivered to the Trustee at or prior to the delivery of the 
Officers' Certificate setting forth the terms C J E ~ ~ C  series. 

Section ,302. Denominations. 

The Securities of each series shall be issuable only in registered form without wupons and 
only in such denominations as shall be specified as contemplated by Section 301. In the absence of 
any such specified denomination with respect to the Securities of any series, the Securities of such 
series shall he issuable in denominations of S1,OOO and any integral multiple thereof 

Section 303. Exemtion, Authentication, Delivery and Dating 

The Serurities sliall be executed on behalf of the Company by its Chairman of the Board, its 
Vice Chainitan, its President, one of its Vice Presidents, or its Treasurer. The signature of any of 
these officers on the Securities may be manual or facsimile. 
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Securities bearing the manual or facsimile signatures of individuals who were at any time 
tile proper officers of the Company shall hind the Company, notwithstanding that such individuals 
or any of them have ceased to hold such offices prior to the authentication and delivery of such 
Securities or did not hold such offices at the date of such Securities. 

At any time and from time to t h e  after the execution and delivery of this Indenture, the 
Company may deliver Securities of any series executed by the Company to the Trustee for 
authentication, together with a Company Order for the authentication and delivery of such 
Securities, and the Trustee in accordance with the Company Order shall authenticate and deliver 
such Securities. Lf the form or terms of the Securities of the series have been established by or 
pursuant to a Board Resolution as permitted by Sections 201 and 301, in authenticating such 
Securities, and accepting the additional responsibilities under this Indenture in relation to such 
Securities, the Trustee shall be entitled to receive, and (subject to Section 601) shall be fully 
protected in relying upon, an Opinion of Counsel stating, 

(1) if the fonn of such Securities has been established by or pursuant to Board 
Resolution as permitted by Section 201, that such form has been established in conformity 
with the provisions of tius indenture; 

(2) if the terms of such Securities have been established by or pursuant to Board 
Resolution as permitted by Section 301, that such terns have been cstablished in confobnnity 
with the provisions of this Indenture; and 

(3) that such Securities, when authenticated and delivered by the Trustee and issued by 
the Company in tlie ~zlanner and subject to any  tariditions specified in such Opinion of 
Counsel, will constitute valid and legally binding obligations of h e  Company enforceable in 
accordance with their terns, subject to bankruptcy, irsolvency, baudulent transfer, 
reorganization, moratorium and si~nilar laws of general applicability relating to or affecting 
creditors' rights to general equity principles and to such other matters as such counsel shall 
set forth therein. 

if such form or terns have been so established, the Trustee shall not be required to authenticate 
such Securities if the issue of such Securities pursuant to thus Indentiue will affect the Trustee's own 
rights, duties or immunities under the Securities and tius [ndenture or olhenvise in a manner which 
is not reasonal)ly acceptable to the Trustee 

Notwithstanding the provision7 of Section 301 and of the preceding paragraph, if all 
Securities of a series are not to be originally issued at one time, it shall not be ~~ecessary to deliver 
the Officers' Certificate atlienvise requited pursuant to Section 301 or the Company Order and 
Opinion of Counsel otlmwise required pursuant to such preceding pangraph at or prior to the 
authentication of each Security of such series if such documents (with appropriate variations to 
reflect such hh i re  isstlance) are delivered at or prhr to the authenticadon UPOR original issuance of 
the first Security of sucli series to be issue& 

Each Security shall be dated the date of its authentication. 
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No Security shall be entitled to any benefit under this Indenture or be valid or obligatory h r  
any purpose unless there appears on such Security a certificate of authentication substantially in &e 
form provided for herein executed by the Tnistee by manual signature, and such certificate upon 
any Security shall be conclusive evidence, and the only evidence, that such Security has been duly 
authenticated and delivered hereunder. Notwithstanding the foregoing, if any Security shall have 
been authenticated and delivered hereunder but never issued and sold by the Company, and the 
Company shall deliver such Security to the Trustee for cancellation as provided in Section 309, hr 
all pirrposes of this Indenture such Security shall be deemed never to have been authenticated and 
delivered hereunder and shall never be entitled to the benefits of this Indenture. 

Section 304. Temporary Securities. 

Pending the preparation o f  defuutive Securities of any series, the Company may execute, 
and upon Company Order the Trustee shall authenticate and deliver, temporary Securities which are 
printed, lithographed, typewitten, mimeographed or otherwise produced, in any authorized 
denomination, substantially of the tenor of the definilive Securities in lieu of which they are issued 
and with such appropriate insertions, omissions, substitutians and other variations as the aficers 
executing such Securities may determine, as evidenced by their execuhon of such Securities. 

If temporary Securities of any series are issued, the Company will cause definitive 
Securities of that series to be prepared without unreasonable delay. After the preparation of 
definitive Securities of such series, the temporary SecuFities of such series shall be exchangeable for 
definitive SBcurities of such series upon surrender of' the ternpor;ary Securities of such series at the 
office or agency of the Company in a Place of Payment for that series, without charge to the Holder. 
Upon surrender for cancellation of any one or more temporary Securities of any series, the 
Company shalt execute and the Trustee shall authenticate and deliver in exchange therefor One or 
more definitive Securities of the same series, of any authorized denominations and of like tenor and 
aggregate principal amount. Until so exchanged, the temporary Securities of any series shall in all 
respects be entitled to the same benefits undei this Indenture as definitive Securities of such series 
and tenor 

Section 305. Registration, Registration of Transfer and Exchange. 

The Company shall cause to De kept at the Corporate Trust Office of the Trustee a register 
(the register maintained in such ofice and in any other office or agency of the Company in a Place 
of Payment being herein sometimes collectively referred to as the "Security Register") in which, 
subject to such reasonable regulations as it may prescribe, the Company shall provide for the 
registration of Securities and of transfers of Securities. 171e Trustee is hereby appointed "Security 
Registrar" for the purpose ofregistering Securities and nansfers of Securitim as herein provided. 

Upon surrender for registration of transfer o f  any Security of a series at the offic~ or agency 
of the Company in a Place of Payment for that senes, the Company shall execute, and the Trustee 
shall authenticate and deliver, in the name of the designated tmnsferee or transferees, one or more 
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new Securities of the same series, of any authorized denominations and of like tenor and aggregate 
principal amount 

At the option of the Holder, Securities of any series may be exchanged for other Securities 
of the same series, of any authorized denominations and of like tenor and aggregate priricipal 
amount, upon sunender of the Sccurities to be exchanged at such office or agency. Whenever any 
Securities are so surrendered for exchange, the Company shall execute, and the Trustee shall 
authenticate and deliver, the Securities which the Holder malting the exchange is entitled to receive. 

All Securities issued upon any registration of transfer or exchange of Securities shall be the 
valid obligations of the Company, evidencing the same debt, and entitled to the same benefits under 
!his hdenturc,'as the Securities surrendered upon such registration of transfer or exchange. 

Every Security presented or surrendered for registration o f  transfer or for exchange shall (if 
so required by the Company or tile Trustee) be duiy endorsed, or be accompanied by a written 
instrument of transfer in form satisfactory to the Company and the Security Registrar duly executed, 
by the Holder thereof or his or her aftomey duly authorized in writing 

No service charge shall be made for any reghation of trarufer or exchange of Securities, 
but the Company may require payment of a sum sufficient to caver any tax or other governmental 
charge that may be imposed in connection with any registration of transfer or exchange of 
Securities, other than exchanges pursuant to Section 304,906 or 1107 not involving any transfer. 

If the Securities of any series (or of any series and specified tenor) are to be redeemed in 
part, the Company shall not be required (A) to issue, register the transfer of or exchange any 
Securities of that series (or of that series and specified tenor, as the case may be) during a period 
beginning at the opening of business 15 days before the day of the mailing of a notice of 
redemption of any such Securities selected for redemption under Section 1103 and ending at the 
dose of business on the day of such niailing, or @) to register the transfer of or exchange any 
Security so selected for redemption in whole or in part, except the unredeemed portion of any 
Security being redeemed in part. 

The provisions of Clauses ( I ) ,  (2), (3) and (4) below shall apply only to Global Securities: 

(1) Each Global Security authenticated under this Indenture shall be registered in the 
name of the Depositary designated for such GIobaI Security or a nominee thereof and 
delivered to such Depositary or nominee thereof or custodian therefor, arid each such Global 
Security shall constitute a single Security for all purposes of this Indenture. 

(2) Notwithstanding any other provision in this Indenture, no Global Security may be 
exchanged in whole or in part for Securities registerd, and no transfer o f a  Global Security 
in whole or in part may be registered, in the name of my Person otlier than the Depositary 
for such Global Security or a nominee thereof unless (A) such Deposit,uy ( i )  has notified 
the Company that it is unwilling or unable to continue as Depositary for such Global 
Security or (ii) has ceased to be a clearing agency registered tinder the Exchange Act, (B) 
there shall have occiu-rd and be continuing an Event of Default with respect to such Global 
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Security or (C) there shall exist such circumstances, if any, in addition to or in lieu of the 
faregoing as have been specified for this purpose as contemplated by Section 301. 

(3) Subject to Clause (2) above, any exchange of a Global Security for other Securities 
may be made in whole or in part, and all Securities issued in exchange for a Global Security 
or any portion thereof shall be registered such names as the Depositary for such Global 
Sectlrity shall direct 

(4) Every Security authenticated and delivered upon registration of transfer of, or in 
exchange for or in lieu of, a Global Security or any portion thereof, whether pursuant to this 
Section, Section 304, 306,906 or It07 or otherwise, shalt be authenticated and delivered in 
the form of, and shall be, a Global Security, unless such Security is registered in the name of 
a Person other than the Depositary for such Global Security or a nominee thereof. 

Section 306. MutiIated, Destroyed, L a t  and Stolen Securities. 

KIF any mutilated Security is surrendered to the Trustee, the Company shall execute and the 
Trustee shall authenticate and deliver in exchange therefor a new Security of the same series and of 
like tenor and principal amount and bearing a number not contempomneously outstanding. 

If there shall be delivered to the Company and the Trustee (i) evidence to their satisfaction 
of the destruction, loss or theft of any Security and (ii) such security or indemnity as may be 
required by them to save each of them and any agent of either of them harmless, then, in the 
absence of notice to the Company or the Trustee that such Security has been aquired by a bona fide 
purchaser, the Company shall execute and the Trustee shall authenticate and deliver, in lieu of any 
such destroyed, lost or stolen Security, a new Security of the same series and of like tenor and 
principal amount and bearing a number not contemporaneously outstanding. 

In case any such mutilated, destroyed, lost or stolen Security has become or is about to 
become due and payable, the Company in its discretion may, instead of issuing a new Security, pay 
such Security, 

Upon the issuance of any new Security under this Section, the Company may require the 
payment ofa sum sufficient to cover any tax or otlier govemniental charge that may be imposed in 
relation thereto and any other expenses (including the fees and expcnses of the Trustee) connected 
therewith. 

Every new Security of any series issued pursuant io this Section in lieu of any destroy&, 
lost or stolen Security shall constitute an original additiond cxmractual obligation of the Company, 
whether or not the destroyed, lost or stolen S e c ~ t y  shall be at any tune enforceable by anyone, and 
shall be entitled to all the benefits of this bdenture equally and proportionately w i t t i  any and all 
other Secuities of that series duly issued hereunder. 
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The provisions of this Section are exclusive and shall preclude (to the extent lawhl) all 
other n‘ghfits and remedies with respect to the replacement or payment of mutilated, destroyed, lost 
or stolen Securities 

Section 307. Payment of Interest; Interest Rights Preserved. 
I 

Except as otherwise provided as contemplated by Section 301 with respect lo any series of 
Securities, interest on any Security which is payable, and is punctually paid or duly provided for, on 
any Inmest Payment Date shall be paid to the Person in whose name that Security (or one or more 
Predecessor Securities) is registered at the close of business on the Regiiiar Record Date for such 
interest. 

Any interest on any Security of any series which is payable, but is not punctually paid or 
duly provided for, on any, Interest Payment Date (lierein called “Defaulted Interest“) shall forthwith 
cease to be payable to the Holder: on the celevant Regutar Rwmd Date by Virtue of having been 
such Holder, and such Defaulted hterest may he paid by the Company, at its election in each case, 
as provided in Clause (1) or (2 )  below: 

( I )  The Company may elect to make payment of any Defaulted Interest to the Persons 
in whose names the Securities of such series (or their respective Predecessor Securities) ale 
registered at the close oC business on a Special Rewrd Date For the payment of such 
Defaulted Interest, which shall be fixed in the fdtowing manner. The Company shall notify 
the Trustee in writing of the amount of Defaulted Interest proposed to be paid on each 
Security of such series and the date of the proposed payment, and at the same time the 
Company shall deposit with the Trustee an amount of money equal lo the aggregate amount 
proposed to be paid in respect of such Defaulted literest or shall make arrangements 
satisfactory to the Trustee fbr such deposit prior to the date of tile proposed payment, such 
money when deposited to be held in trust €or the benefit of the Persons entitled to such 
Defaulted Interest as in this Clause provided. Thereupon the Trustee shall fix a SpeciaI 
Record Date for the payment of such Defaulted Interest which shall be not more than 15 
days and not less than 10 days prior to the date of the proposed payment and not less than 
10 days after the receipt by the Trustee of the notice of the proposed payment. The Trustee 
shall promptly notify the Company of such Special Record Date and, in the name and at the 
expense of the Company, shall cause notice of the proposed payment of such Defaulted 
Interest and the Special Recxtrd Date therefor to be given to each Kolder of Securities of 
such series in the manner set fortli in Sectioii 106, not less than 10 days prior to such 
Special Record Date Notice of the proposed payment of such Defaulted Interest and thc 
Special Record Date therefor having been so mailed, such Defaulted Interest shall be paid to 
the Persons in whose nanies the SecUrjties of such series (or their respective Predecessor 
Securities) are registered at the close of business on such Special Record Date and shall no 
longer be payable pursuant to the following Clause (2). 

(2) The Company may make paymerit of any Defaulted, Interest on the Securities of any 
series in any other lawhl nianner not inconsistent with ttie requitenients of any securities 
exchange on which such Securities may be listed, and upon such notice as may be required 
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by such exchange, if, after notice given by the Company to the Trustee of the proposed 
p g p e n t  pursuant to this Clause, such manner of payment shall be deemed practicable by 
the Trustee 

Subject to the foregoing provisions of this Section, each security delivered under this 
Kndenture upon registration of transfer of or in exchange for or in lieu of m y  other Semn'ty shall 
carry the rights to interest accrued and unpaid, and to accrue, which were carried by such other 
security. 

Section ,308. Persons Deemed h e r s .  

Prior to due presentment of a Security for registration of transfer, the Company, the Trustee 
and any agent of the Company or the Trustee may treat the Person in whose name such Security is 
registered as the owner of such Security for the purpose of receiving payment of principal of and 
any premium and (subject to Section 307) any interest on such Security and for all other purposes 
whatsoever, whether or not such Security be overdue, and neither the Company, the Trustee nor any 
agent of the Company or the Trustee shall be affected by notice to the contrary- 

None of the Company, the Trustee, any Paying Agent (if not the Company) or the Security 
Registrar shalt have any responsibility or liability for any aspect of the recards relating to or 
payments made OR account of beneficial ownership interests o f  a Global Securify or fix 
maintaining, supervising or reviewing any rerm-ds relathg to such beneficial ownership interests, 

Section 309. Cancellation. 

All Securities surrendered for payment, redemption, registration of transfer or exchange or 
for credit against any sinking fimd payment shall, if surrendered to any Person other than the 
Trustee, be delivered to the Trustee and shall be promptly canceIIed by it. The Company may at any 
time deliver to the Trustee for cancellation any Securities previously authenticated and delivered 
hereunder which the Company may have acquired in any manner whatsoever, and may deliver to 
the Trustee (or to any ather Person For delivery to the Trustee) for cancellation any Securities 
previously authenticated hereunder which the Company has not issued and sold, and all Secwities 
so delivered diaU h e  promptIy cancelled by the Trustee. No Securities shall be authenticated in fieu 
of or in exchange for any Securities cancelled as provided in this Section, except as expressly 
permitted by this Indenture. All cancelled Securities held by the Tiustee sliall be disposed of as 
directed by a Campany Order; provided, however, that the Trusree shall not be required to destroy 
such cancelled Securities 

Section 3 IO. Computation of Interest. 

Except as othetwise specified as contemplated by Section 301 for Secuiities of m y  serics, 
interest on the Securities of each series shall bc computed on the ba$is of a 360day year of hveIve 
30-day rnontbs 
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Section 3 1 1. CUSP Numbers 

The Company in issuing the Securities may use "CUSIP" numbers (if then generally in use), 
and, if so, the Trustee may use "CUSP" numbers in notices of redemption as a convenience to 
Holders; provided that any such notice may slate that no representation is made as to the correctness 
of such numbers either as printed on the Securities or as contained in any notice of a redemption 
and that reliance may be placed only on the other identification numbers printed on the Securities, 
and any such redemption shall not be aff'ected by any defect in or omission of such numbers 

ARTICLE FOlJR 

Satisfaction arid Discharge 

Section 401. Satisfaction and Discharge of Indenture. 

This Indenhire shall upon Company Request cease to be o f  further effect (except as to any 
surviving rights of registration of transfer or exchange of Securities herein expressly provided for), 
and the Trustee, at the expense of the Company, shall execute proper instruments acknowledging 
satisfaction and discharge of this Indenture, when 

(1) either 

(A) all Securities theretofore authenticated and delivered (other than (i) Securities 
which have been destroyed, lost or stolen and which have been replaced or paid as 
provided in Section 306 and (ii) Securities for whose payment money has theretofore 
been deposited in trust or segregated and held in trust by the Company and theleafier 
repaid to the Company or discharged hm such trust, as provided in Section 1003) 
have been delivered to the Trustee for cancellation, or 

(B) all such Securities not theretofore delivered to the Trustee for cancellation 

(i) have become due and payable, or 

(ii) 
or 

will become due and payable at their Stated Maturity wilhin one year, 

(iii) are to be called for redeniption within one year under arrangements 
satisfactory to the Trustee for the giving of notice of redemption by the Trustee in 
the name, and at the expense, of the Company, 

and the Company, in the case of (i) ,  (ii) or (hi) above, has deposited or caused to be 
deposited with the Trustee as trust hnds  in trust for the purpose, money in an amourit 
sufficient to pay and discharge the eotize indebtedness on such Securities not theretofore 
delivered to the Trustee For cancellation, for principal and any premium and interest to the 
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date of such deposit (in the case of Securities which have become due and payable) or to the 
Stated Maturity or Redemption Date, as the case may be; 

(2) the Company has paid or caused to be paid all other sums payable hereunder by the 
Company; and 

(3)  the Company has delivered to the Trustee an Officers' Certificate and an Opinion of 
Counsel, each stating that all conditions precedent herein provided for relating to the 
satisfaction and discharge of this Indenture have been complied with. 

Notwithstanding the satisfaction and discharge of tius Indenture, the obligations of the 
Campany to the Trustee under Section 607, the obligations of the Company to any Authenticating 
Agent under Section 614 and, if money shall have been deposited with the Trustee pursuant to 
subclause (B) of Clause (1) oPtlUs Section, the obligations oFthc Trustce under Section 402 arid the 
Last paragraph ofSection 1003 shall survive. 

Section 402. Application of Trust Money. 

Subject to the provisions of the last paragraph of Section 1003 and to Article Fourteen, i€ 
applicable, all money deposited with the Trustee pursuant to Section 401 shall be held in trust and 
applied by it, in accordance with the provisions of the Securities and this Indenture, to the payment, 
either directly or through any Paying Agent (including the Company acting as its own Paying 
Agent) as the Trustee may determine, to the Persons entitled thereto, of the principal and any 
premium and interest for whose payment such money has been deposited with the Trustee. 

ARTICLE FIVE 

Remedies 

Section 501. Events of Default. 

"Event of Default", wherever used herein with respect to Securities of any series, means any 
one of the following events (whatever the reason For such Event of  Default and whether it  shall be 
voluntary or involuntary or be effected by operation of law or putsuant to any judgment, decree or 
order of any court or any order, rule or reguiation of any administrative or governmental body): 

(1) default in the payment of any interest upon any Security of that series when it 
becomes due and payable, and continuance of such default for a pen& of 30 days; or 

(2) defiult in the payment of the principal of or m y  preniiurn on any Security of that 
series at its Maturity; or 

(3) default in the deposit of my sinking Fund payment, when and as due by the ternts of 
a Security of that series; or 
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-(4) default in the performance, or breach, of any covenant or warranty of the Company 
in this Jidentrlre (other than a covenant or warranty a default in whose performance or 
whose breach i s  elsewhere in this Section specifically dealt with or which has expressly 
been included in this indenture solely for the benefit of a series of Securities other than that 
series), and continuance of such default or breach for a period of 90 days after there has 
been given, by registered or certified mail, to the Company by the Trustee or to the 
Company and the Trustee by the Holders of at least 35% in pnncipai amount of die 
Outstanding Securities of that series a written notice specifyng such default or breach and 
requiring it to be remedied and stating that such notice is a "Notice of Default" hereunder; 
or 

(5 )  the entry by a court havirlg jurisdiction in the premises of (A) a decree or otder for 
relief in respect of the Company in an inv01unf;uy case or praceeding under any applicable 
Federal or state bankruptcy, insolvency, reorganization or other similar law or (B) a decree 
or order adjudging the Company a bankrupt or insolvent, or approving as properly filed a 
petition seeking reorganization, arrangement, adjustment or composition of or in respect of 
the Company under any applicable Federal or state law, or appointing a custodian, receiver, 
liquidator, assignee, tmstee, sequestiator or other similar official of the Company or of any 
substantial part of its property, or orderiiig the winding up or liquidation of its affairs, and 
the continuance of any such decree or order for relief or any such other decree or order 
unstayed and in effect for a period of90 consecutive days; or 

(6) the commencement by the Company of a voluntary case or proceeding under any 
applicabIe Federal or state bankruptcy, insolvency, reorganization or other similar law or of 
any other case or proceeding to be adjudicated a bankrupt or insolvent, or the consent by it 
to the entry of a decree or order €or relief in respect of the Company in an involuntary case 
or proceeding under any applicable Federal or state bankruptcy, insolvericy, reorganization 
or other similar law or to the commencement of any bankruptcy or insolvency case or 
proceeding against it, or the filing by it of a petition or answer or consent seeking 
reorganization or relief under any applicable Federal or state law, 01 the consent by it to the 
filing of such petition or to the appointment of, or taking possession of Ihe Company or of 
any substantial part of its property by, a custodian, receiver, liquidator, assignee, trustee, 
sequestrator or other similar official or the making by the Company of an assignment €or 
the benefit of creditors, or the admission by it in writing of its inability to pay its debts 
generally as they become due, or the laking of corporate action by the Company in 
furtherance of any such action, or 

(7) any other Event of Default established pursuant to Section 301 with respect to 
Securities of that series. 

Section 502. Acceleration of Maturity; Rescission and Annulment. 

Ifan Event of Default (other than ai-1 Event of Defaull specified in Section SOl(5) or 501(6)) 
with respect to Securities of any series at the time Outstartding occurs md is continuing, then in 
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every such case the Trustee or the Holders of not less than 35% in principal amount of the 
Outstanding Securities of that series may declare the principal amount of all the Securities of that 
series (or, if any Securities of that series are Original lssue Discount Securities, such portion of the 
principai amount of such Securities as may be specified by the terms thereof) to be due and payable 
immediately, by a notice in writing to the Company (and to the Trustee if given by Holders), and 
upon any such declaration such principal amount (or specified amount) shall become immediateiy 
due and payable. If an Event of Default specified in Section 501(5) or 501(6) with respect to 
Securities of any series at the time Outstanding occws, the principal amount of all the Securities of 
that series (or, if any Securities of that series are Original Issue Discount Securities, such portion of 
the principal amount of such Securities as may be specified by the terms thereof) shall 
automatically, and without any declaratian or other action on the part of the Trustee or any Kolder, 
become immediately due and payable. 

AI any time after such a declaration of acceleration with respect to Securities of any series 
has been made and before a judgment or decree for pa,pient of the money due has been obtained by 
the Trustee as hereinafter in this Article provided, the Holder; of a majority in principal amount of 
the Outstanding Securities of that series, by written notice to the Company and the Trustee, may 
rescind and annul such declaration and its consequences if,  

(1) the Company has paid or deposited with the Trustee a sum suficient to pay (A) all 
overdue interest on ail Securities of that series, (€3) the principal of (and premium, if any, 
on) any Securities of that series which have become due otherwise than by such declaration 
of acceleration and any interest tJ.tereon at the rate or rates prescribed therefor in such 
Securities, (C)  ail sums paid or advanced by the Trustee hereunder and the rea5onable 
compensation, expenses, disbursements and advances of the Trustee, its agents and counsel; 
‘and 

(2) all Events of Default With respect to Securities of that series, other than the 
non-payment of the principal of Securities of that series which have become due solely by 
such declaration of acceleration, have been cured or waived as provided in Section SI  3.  

No such rescission shall affect any subsequent default or impair any right consequent 
thereon. 

Section 503. Collection of Indebtedness and Suits for Enforcement by Trustee. 

The Canipany covenants that if 

(1) defmlt is made in the payment of any interest on any Security when such interest 
becomes due  and payable and such default continues for a period of 30 days, or 

(2) default is made in the payment of the ptuicipal of (or premium, if any, on) any 
Security ai the Maturity thereof, 
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the Company will, upon demand of the Trustee, pay to it, for the benefit of the Holders of such 
Securities-, the whole amount then due and payable OR such Securities for principal and any 
premium and interest and such further amount as shall be sufficient to cover the costs and expenses 
of collection, including the reasonable compensation, expenses, disbursements and advances of the 
Trustee, its agents and counsel. 

[ fan Event of Default with respect to Securities of any series occurs and is continuing, the 
Trustee may in its discretion proceed to protect and enforce its rights and the rights of the Holders 
of Securities of such series by such appropriate judicial proceedings as the Trustee shall deem most 
effectual to protect and enforce any such rights, whether for the specific enforcement of any 
covenant or agreement in this Indenture or in aid of the exercise of any power granted herein, or to 
enforce any other proper remedy. 

Section 504. Trustee May File Proofs of Claim. 

In case of any judicial proceeding relative to the Company (or any other obligor upon the 
Securities), its property or its creditors, the Trustee shali be entitied and empowered, by intervention 
in such proceeding or otherwise, to take any and all actions authorized under the Tnist Indenture 
Act in order to have claims of the Hofders and the Tnlstee allowed in any such proceeding. In 
particular, the Tmstee shall be authorized to collect and receive any moneys or other property 
payable or deliverable on any such claims and to distribute the same; and any custodian, receiver, 
assignee, trustee, liquidator, sequestrator or other sitnil& official in any such judicial pruceeding is 
hereby authorized by each Holder to make such payments to the Trustee and, in the event that the 
Trustee shall consent to the making of such payments directly to the Holders, to pay to the Trustee 
any amount due it €or the reasonable compensation, expenses, disbursements and advances of the 
Trustee, its agents and counsel, and any other amounts due the Trustee under Section 607. 

No provision of this Indenture shall deemed to authorize the Trustee io authorize or 
consent to or accept or adopt on behalf of any Xioider any plan of reorganization, arrangement, 
adjushnent or composition affecting the Securities or the rights of any Holder thereof or to 
authorize the Trustee to vote in respect of the claim of any Holder in any such proceeding; 
provided, however, that the Trustee may, on behalf of the Holders, vote for the election of a trustee 
in bankruptcy or similar official and be a member of a creditors' ot other similar committee. 

Section 505. Trustee May Enforce Claims Without Possession of Securities. 

All rights of action and d a b s  under this Indenture or the Securities may b e  prosecuted and 
enforced by the Tiustee without the possession of any of the Securities or the production thereof in 
any proceeding relating thereto, and any such proceeding instituted by Uie Trustee shall be brought 
in its own name as trustee of an express hust, and any recovery of judgment shall, after provision 
for the payment of the reasonable compensation, expenses, disbtusements and advances of the 
Trustee, its agents and counsel, be for the ratable benefit oftlie Holders of the Securities in respect 
of which such judgment has been wavered 
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Section 506. Application of Money Collected 

Any money collected by the Trustee pursuant to ffUs Article, subject to Article Fourteen, if 
applicable, shall be applied in the following order, at the date or dates fixed by the Trustee and, in 
casc of die distribution of such money on account of principal or any premium or interest, upon 
presentation of the Securities and the notation lhcreon of the payment if only partially paid and 
upon surrender thereof if fully paid: 

First: to the payment of all amounts due the Trustee under Section 607; 

Second: to the payment of the amounts then due and unpaid for principal of and any 
premium and interest on the Securities in respect of which or for the benefil of which such 
maney has been collected, ratably. without preference or priority of any kind, according to 
the amounts due and payable on such Securities for principat and any premium and interest, 
respectively; and 

Third: the balance, if any, to the Company. 

Section 507. Limitation on Suits. 

No Holder of any Security of any series shall have any right to institute any proceeding, 
judicial or otherwise, with respect to this Indenture, or %or the appointment of a receiver or trustee, 
or for any other remedy hereunder, unless 

(1) such Holder has previously given written notice to the Trustee of a continuing Event 
of Default with respect to the Securities of that series; 

(2) the Holders of not less than 35% in principal amount of the Outstanding Securities 
of that series shall have made written request to the Trustee to institute proceedings in 
respect of such Event of Default in its own name as Trustee hereunder; 

(3) such Holder or Holders have offered to the Trustee indemnity rcasonably 
satisfactory to the Trustee against the costs, expenses and liabilities to be incurred in 
compliance with such request; 

(4) the Trustee for 60 days after its receipt of such notice, request and offer of indenuuty 
has hiled to institute any such proceeding; <md 

(5) no direction inconsistent ~4th such written request has been given to &e Trustee 
during such 60day period by the Holders of a majority in principal amount of the 
Outstanding Securities of that series; it being understood and intended that no one or more 
of such Holders shall have arty right in any manner whatever by virtue of, or by availing of, 
any provision of this Indenture to affkct, disturb or prejudice the rights of any otlw of such 
Holders, or to obtain or to seek to obtain priority or prefqreme over any other of such 
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Holders or to enforce any right under this Indenture, except in the manner herein provided 
and for the equal and ratable benefit of all of such Holders. 

Section 508. Unconditional Right of Holders to Receivc Principal, Premium and Interest. 

Notwithstanding any other provision in this Indenture, the Ilolder o l  any Security shall have 
the right, which is absolute and unconditional, to receive payment of the principal of and any 
premium and (subject to Section 307) interest on such Secridy on the respective Stated Maturities 
expressed in such Security (or, in the case of redemption, on the Redemption Date) and to institute 
suit for the enforcement of any such payment, and such rights shall not be impaired without the 
consent o f  such HoIder. 

Section ̂ 509. R.estoration of Rights and Remedies. 

If the Tnistee or any Holder has  instituted any proceeding to enforce any right or remedy 
under this Indenture and such proceeding has been discontinued or abandoned for any reason, or 
has k e n  determined adversely to the Trustee or to such Holder, then and in every such case, subject 
to any determination in such proceeding, the Company, the Trustee and the Holders shall be ’ 
restored severally and respectively to their fomier positions hereunder and thereafter all rights and 
remedies of the Trustee and the Holders shall continue as though no such proceeding had been 
instituted 

Section 5 IO. Rights and Remedies Cumulative. 

Except as otherwise provided with respect to the replacement or payment of mutilated, 
destroyed, lost or stolen Securities in the last paragaph of Section 106, no right or remedy herein 
conferred upon or reserved to the Trustee or to the Holders is intended to be exclusive of any other 
right or remedy, and every right and remedy shall, to the extent petmitted by law, be cumulative and 
in addition to every other right and remedy given hereunder or now or hereafter existing at law or in 
equity or otherwise. The assertioii or employment of any right or remedy hereunder, or otherwise, 
shaH not prevent the concurrent assertion or employment of any other appropriate right or remedy. 

Section 5 1 I ,  Delay or Omission Not Waiver 

No delay or omission of the Trustee or of any Holder of any Securities to exercise any right 
01 remedy accruing upon any Event of Default shall impair any such right or remedy or cotistitute a 
waiver of any such Event of Default or an acquiescence therein. Every right and remedy given by 
this Article or by law to the Trustee or to the Holders may be exercised &om time to time, and as 
often as may be deemed expedient, by the Trustee or by the Holders, as the case may be. 

Section 5 12. Control by HoIders. 
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The Holders of a majority in principat amount of the Outstanding Securities of any series 
shall have the right to direct the time, method and place of rmiducfing any proceeding for any 
remedy available lo the Tnatee, o r  exercising any trust or power conferred on the Trustee, with 
respect to the Securities of such series, provided that 

(1) such direction shall not be in conflict with any rule of law or with this Indenture, and 

(2) the Trustee may rake any other action deemed proper by the Trustee which is not 
inrnnsistent with such direction. 

Section 51 1. Waiver of Past Defaults. 

The Holders of not less than a majority in principal amount of the Outstanding Securities of 
any series may on behalf of the Holders of all the Securities of such series waive any past default 
hereunder with respect to such series and its consequences, except a default 

(1) in the payment of the principal of or any premium or interest on any Security of 
such series, or 

(2) in respect of a covenant 01: provision hereof which under Article Nine cannot be 
modified or amended without the consent of h e  Holder of each Outstanding Security of 
such series affected. 

lJpon any such waiver, such default shall cease to exist, and any Event o f  Default arising 
therefrom shall be deemed to have been cured, for every purpose of this Indenture; but no such 
waiver shall extend to any subsequent or ot.her default or impair any right consequent thereon. 

Section 514. llndettaking for Costs. 

In any suit for tlie enforcement of any nght or remedy under Uiis Indenture, or in any suit 
against the Trustee for any action taken, suffered or omitted by it as Trustee, a court may requite 
any party litigant in such suit to file an undertaking to pay the costs of such suit, and may assess 
rmts against any such parly litigant, in tlie manner and to the extent provided in the Trust Indenture 
Act; provided that this Section shall not apply lo any suit instituted by the Trustee or to any suit 
instituted by any Holdcr, or p u p  of IIolders, holding in the aggregate more than 10% in principal 
amout  of Outstanding Securities (of any series), or to any suit instituted by a Holder for the 
enforcement of the payment of the principal of or any prernium or interest on any Security on or 
after tlie Stated Maturity thereof (or, in the case of redemption, on or aRer the Redemption Date). 

Section 515. Waiver of Usury, Stay or Extension Laws. 

Tile Company covenants (to the extent that i t  may lawfully do so) that it will not at any time 
insist upon, or plead, or in any manner whatsoever claim or take thc benefit or advantage of, any 
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usury, stay or extension law wherever enacted, now or at any time hereafter in force, which may 
affect the-covenants or the performance of this Indenture; and the Company (to the extent that it 
may lawfiilly do so) hereby expressly waives all benefit or advantage of any such law and covenants 
that it will not hinder, delay or impede the execution of any power herein granted to the Trustee, but 
will suffer and permit the execution of every such power as though no such law had been enacted. 

Tile Trustee 

Section 60 1 Certain Duties and Responsibilities 

The dirties and responsibilities of the Trustee shall be as provided by the Trust lndenture 
Act Notwithstanding the foregoing, no provision of this Indenture shall require the Trustee to 
expend or risk its own funds or otherwise incur any fi~~ancial liability in the perfonnance of any of 
its duties hereunder, or in the exercise of any of its rights or powers, if it shall have reasonable 
grounds for believing that repayment of such fimds or adequate indemnity against such risk or 
liability is not reasonably assured to it Whether or not therein expressly so provided, every 
provision of this Indenture relating to the conduct or affecting the liability of or affording protection 
to theTrustee shall be subject to the provisions of this Section 

Section 602. Notice of Defaults. 

If a default occurs hereunder with respect to Securities of any series, the Trustee shall give 
the Holders of Securities of such series notice of such default as and to the extent provided by i he  
Trust Indenture Act, unless such default shall have been cured or waived; provided, however, that 
in the case of any default of the character specified in Section SOl(4) with respect to Securities of 
such series, no such notice to Holders shall be given until at least 30 days d e r  the occurrence 
thereof. For the purpose of this Section, the term "default" means any event which is, or  after notice 
or lapse of time or both would become, ,an Event of Default with respect to Securities of such 
series. 

Section 603. Certain Rights of Trustee. 

Subject to the provisions of Section 601: 

~ (1) the Tnistee may rely and shall be protected in acting 01 refraining fiom acting upon 
any resotution, certificate, statement, instrument, opinion, report, notice, request, direction, 
consent, order, bond, debenture, note, other evidence of indebtedness or other paper or 
document believed by it to be genuine and to have been signed or presented by the proper 
party or parties; 
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(2) any request or direction of the Company mentioned herein shall be sufficiently 
evidenced by a Company Request or Company Order, and any resolution of the Board of 
Directors shall be sufkiently evidenced by a Board Resolution; 

( 3 )  whenever in the administration of this lndenture the Trustee shall deem it desirable 
that a matter be proved or established prior to taking, suffering or omitting any action 
hereundeI, the Trustee (unless other evidence be herein specifically prescribed) may, in the 
absence of bad faith an its part, rely upon an Officers' Certificate; 

(4) the Trustee inay consult with counsel of its selection and the advice of such counsel 
or any Opinion of Counsel shall be full and complete authorization and protection in 
respect of any action taken, suffered or omitted by it hereunder in good faith and in reliance 
thereon; 

( 5 )  the Trustee shalI be under no obligation io exercise any of the rights or powers 
vested in i t  by this Indenture at the request or direction ofany ofthe Holders p\lrsuant to this 
Indenture, unless such €folders shall have offered to Llie Trustee security or indemnity 
reasondbiy satisfactory to the Trustee against the costs, expenses and liabilities which might 
be incurred by it in compliance with such request or direction; 

(6)  the Trustee shall not be bound to make any investigation into the facts or matters 
stated in m y  resolution, certificate, staternenr, instrument, opinion, report, notice, request, 
direction, consent, order, bond, debenture, note, other evidence of indebtedness or other 
paper or document, but the Trustee, in its discretion, may make such further inquiry or 
investigation into such facts or matters as it may see fit- 

(7) the Trustee may execute any of the trusts or powers hereunder or perform any duties 
hereunder either directly or by or through agents or attorneys arid the Trustee shall not be 
responsible for any misconduct or negligerice on the part of any agent or attorney appointed 
with due care by i t  hereunder. 

Section 604. Not Responsible for Recitals or Issuance of Ser,urities. 

The recitals contained herein and in the Securities, exrqt the Trustee's certificates of 
authentication, shall be taken as the statements of the Company, and neither the Trustee nor any 
Authenticating Agent assumes any responsibility for their correctness. The Trustee makes no 
representations as to the validity or sufficiency of this Indenture or of the Sectuities. Neither the 
Trustee nor any Authenticating Agent shall be accountable for the use or application by the 
Company of Securities or the proceeds thereof. 

Section 605. May Hold Securities. 

The Trustee, any Authenh'caling Agent, any Paying Agent., any Security Registrar or any 
other agent of the Company, in its individual or any other capacity, may become the owner or 
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pledgee of Securities and, subject to Sections 608 and 613, may otherwise deal with the Company 
with the -same rights it would have if it were not Tnntee, Authenticating Agent, Paying Agent, 
Security Registrar or such other agent 

Section 606. Money Held in  Trust 

Money held by the Trustee in trust hereunder need not be segregated From other funds 
except to the extent required by law. The Trustee shall be under no liability for interest on any 
money received by it hereunder except as otherwise agreed in writing with the Company 

Section 607. Compensation and Reimbursement. 

The Company agrees 

( I )  to pay to the Tnistee firom time to time such compensation as shall be agreed to in 
writing between the Company and the Trustee for all services rendered by it hereunder 
(which compensation shall not be limited by any provision of law in regard to the 
compensation of a trustee of an express trust); 

(2) except as otherwise expressly provided herein, to reimburse the Trustee upon its 
request for all reasonable, out-of-pocket expenses, disbursements and advances incurred or 
made by the Trustee in accordance with any.provision of this Indenture (including the 
reasonable compensation and the expenses and disbursements of its agents and 
counsei)(with reasonable documentation of any fees and expenses for which 
reimbursement is sought, including copies of invoices From third parties, and in !he case 
of charges for counsei, a breakdown of the hourly time and short summary of services 
rendered by date and service provider, a summary of the charges, hourly rate and total 
hours provided by each service provider), except any such expense, disbursement or 
advance as may be attributable to its negligence or bad faith; and 

( 3 )  to indemnify the Trustee for, and to hold it harmless against., any loss, liability or 
expense incuired without negtigence or bad faith on its pat, arising out of or in connection 
with the acceptance or administration of the trust or husk hereunder, including the 
reasonable costs and expenses of defending itself against any claini or liability in connection 
with the exercise or performance of any of its powers or duties hereunder. 

The Trustee shall have a lien prior to the Securities as to all property and fmds held by it 
hereunder for any amount owing it or any predecessor Trustee pursuant to this Section 607, except 
with respect to hinds held in trust for the benefit of the Holders of particular Securities. 

When the Trustee incurs expenses or renders services in coruimtion with an Event of 
Deftlult specified in Section 501(5) or Section 501(6), the expenses (including the reasonable 
charges and expenses of its counsel) and the compensation for the services are intended to 
constitute expens? of administration under m y  appkable Federal or State bankniptcy, insolvency 
or other similar law. 
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The provisions of this Section shall survive Ihe termination of this Indenture. 

Section 608. Conflicting Interests. 

If the Trustee has or shall acquire a conflicting uiterest wittun the meaning of the Trust 
Indenture Act, the Trustee shall either eliminate such interest or resign, to the extent and in the 
manner provided by, and subject to the provisions of, the Trust Indenture Act and this Indenture. To 
the extent permitted by such Act, the Trustee shall not be deemed to have a conflicting interest by 
virtue of being a histee under this Indenture with respect to Securities of more than one series 

Section 609. Corporate Trustee Required; Eligibility. 

There shall at all times be one (and only one) Trustee hereunder with respect to the 
Securities of each series, which may be Trustee hereunder for Securities of one or more other series. 
Each Trustee shall be a Person that is eligible pursuant to the Trust Lndenture Act to act as such and 
has a combined capital and siuplus of  at least $50,000,000. If any such Person publishes reports of 
condition at least annually, pursuant to law or to the requirements of its supervising or examining 
authority, then for tlie purposes of this Section and to the extent permitted by the Trust Indenture 
Act, the eambined capital and surplus af such Person shall be deemed to be its combined capital 
and surplus as set fortli in its most recent report of condition so publistled. If at any time the Trustee 
with respect to the Securities of any series shall cease to be eligible in accordance with the 
provisions of  this Section, it shall resign inundiately in the manner and with the effect hereinafter 
specified in this Article. 

Section 610. Resignation and Removal; Appointment of SucrRssor 

No resignation or removal of the Trustee and no appointment of a successor Trustee 
prmuant to this Article shall become eff'active until the acceptance of appointnient by the successor 
Trustee in accordance with the applicable requirements of Section 61 1. 

The Trustee may resign at any time With respect to the Securities of one or more Series by 
giving written notice thereof to the Company. If the instrument of acceptance by a successor 
Tnlstee required by Section 61 1 shall not have been delivered to the Trustee within 30 days aRer 
the giving of such notice of resignation, the resigning Trustee may petition any court of competent 
jurisdiction for the appointment of a successor Trustee with respect to the Securities of such series. 

The Trustee may be removed at any time with respect to the Securities of any series by Act 
of the Hoiders of a majority in principal amount of the (htstanding Securities of such series, 
delivered to the Trustee and to the Company. 

If at any time: 
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( I )  the Trustee shaU fail to comply with Section 608 after written request therefor by 
the Conipany or by any Holder who has been a bona fide Holder of a Security for at lem six 
months, or 

(2) the Trustee shall cease Lo be eligible under Section 609 and shall fail to resign after 
written request therefor by the Company or by any such EXolder, or 

( 3 )  the Trustee shall become incapable of acting or shall be adjudged a bankrupt or 
insolvent or a remiver of the Trustee or of its property shall be appointed or any public 
officer shall take charge or control of the Trustee or of its property or affairs for the purpose 
of rehabilitation, conservation or liquidation, 

then, in any such case, (A) the Company by a Board Resolution may remove the Trustee with 
respect &a all Securities, or (B) subject to Section 5 14, any Holder who has been a bona fide Holder 
of a Security for at least six months may, on behalf of himself and all others similarly situated, 
petition any court of canipetent jurisdiction for the removal of the Trustee with respect to all 
Securities and the appointment of a successor Trustee or Trustees. 

If the Tnistee shall resign, be removed or become incapablc of acting, or if  a vacancy shall 
occur in the office of Trustee fot any cause, With respect to the Securities of one or more series, the 
Company, by a Board Resolution, shalt promptly appoint a successor Trustee or Trustees with 
respat  to the Securities of that or those series (it being understood that any such successor Trustee 
may be appointed with respect to the Securities of one.or more or all of such series and that at any 
time there shall be only one Trustee with respect to the Securities of any particular series) and shall 
cornply with the applicable requirements of Section 6 1 I .  If, within one year after such resignation, 
removal or incapability, or the occurrence of such vacancy, a sucxwsor Trustee with respect to the 
Securities of any series shalI be appointed by Act of the I-iolders of a majority in principal amount 
of the Outstanding Securities of SUCII series delivered to the Company and the retiring Trustee, the 
successor Trustee so appointed shall, forttwith upon its acceptant& of such appointment in 
accordance with the applicable requirements of Section 611, become the successor Trustee with 
respect to the Securities of such series and to that extent supersede the sucxessor Trustee appointed 
by the Company. If no successor Trustee With respect to the Securities of any series shall have been 
so appointed by the Company or the Holders and accepted appointment in the manner required by 
Section 61 1, any Holder who has been a bona fide Holder of a Security of such series for at least six 
months may, on behalf of himself and all others similarly situated, petition any court of competent 
jurisdiction for the appointment of a successor Trustee with respect to the Securities ofsuch series. 

The Company shall give notice of each resignation and each removal of the Tnrstee with 
respect to the Securities of any series and each appointment of a surxessor Tnlstee with respect to 
the Securities of any series to all Holders of Securities of such series in die manner provided in 
Section 106. Each notice shall include the name of the successor Trustee with respect to the 
Securities of such series and the address of its Corporate Trust Office. 

Section 61 1. Acceptance of Appoktrnail by Successor. 



In case of the appointment hereunder of a successor Trustee with respect to ail Securities, 
every such' successor Trustee so appointed shall execute, acknowledge and deliver to the Company 
and to the retiring Trustee an instrument accepting such appointment, and thereupon the resignation 
or removal of the retiring Trustee shall became effective and such successor Trustee, without any 
brther act, deed or conveyance, shall bemme vested with dl the rights, powers, trusts and duties of 
the retiring Trustee; hut, on the request o f  the Company or the successor Trustee, such retiring 
Trustee shall, upon payment of its charges, execute and deliver an instrument transferring to such 
successor Trustee all the rights, powers and hwfs of the retiring Trustee and shall duly assign, 
transfer and deliver to such successor Trustee all property and money held by such retiring Trustee 
hereunder. 

In case of the appointment hereunder of a successor Trustee with respect to the Securities of 
one or more (but nof all) series, the Cornpany, rhe retiring Tnistee and each successor Tmstee with 
respect to the Securities of  one or more series shall execute and deliver an indenture supplemental 
hereto wherein each successor Trustee shall accept such appointment and which (1) shall contain 
such provisions as shall be necessary or desirable to transfer and confirm to, and to vest in, each 
successor Trustee ail the rights, powers, trusts -and duties of the retiring Trustee with respect to the 
Securities of that 01 those series to which the appointment of such successor Trustee relates, (2) if 
the retiring Trustee is not retiring with respect to all Securities, shall contain such provisions as 
shall be deemed necessary or desirable to confirm that all the rights, powers, trusts and duties ofthe 
retiring Tnlstee with respect to the Securities of that or those series as to which the retiring Trustee 
is not retiring shall continue to be vested in the retiring Trustee, and (3) shall add to or change any 
of the provisions of tius Indenture as shall be r rec~ssary  to provide for or facilitate the 
administration of the trusts hereunder by more than one Tnlstee, it being understood that nothing 
herein or in sueti supplemental indentue shall constitute such Trustees co-trustees ofthe same trust 
and that each such Trustee shall be trustee of a trust or trusts hereunder separate and apart from any 
trust or trusts hereunder administered by any other such Trustee; and upon the execution and 
delivery of such supplemental indenture the resignation or removal of the retiring Trustee shall 
become effective to the extent provided therein and each such successor Trustee, without any 
f i e r  act, deed or conveyance, shall become vested with all the rights, powers, trusts and duties of 
the retiring Trustee with respect to the Securities O f  that or those series to which the appointment of 
such successor Trustee relates; but, on request o f  the Company or any successor Trustee, such 
retiring Trustee shaII duly assign, transfer and deliver to such succ&ssor Ttustee all property and 
money held by such retiring Trustee hereunder with respect to the Securities of that or those series 
to which the appointment of such successor Trustee relates 

Upon request of any such successor Trustee, the Company shall execute any and all 
iristntments fur more fully and certainly vesting in and cBnfiming to such successor Trustee all 
such rights, powers and trusts referred to in the first or second precedingparagrapb, as the w e  may 
he. 

No successor Trustee shall accept its appointment unless at the hine of such acaeptance 
such successor Trustee shall be qualified and eligible urider this ArticIe 

Section 612. Merger, Convenion, Consolidation or Succession to Business 
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Any corporation into which the Trustee may be merged or converted or with which it may 
be consolidated, or any corporation resulting &om any merger, conversion or consolidation to 
which the Trustee shall be a party, or any Corporation succeeding to all or substantially all the 
corporate trust business of the Trustee, shall be the successor of the Trustee hereunder, provided 
such corporation shall be otherwise qualified and eligible under this Article, without the execution 
or filing of any paper or any further act on the part of any of the parties hereto. in case any 
Securities shall have been authenticated, but not delivered, by the Trustee then in office, any 
successor by merger, conversion or rxmsolidation to such authenticating Trustee may adopt such 
authentication and deliver the Securities SO authenticated with the same effwt as if such successor 
Trustee had itself authenticated such Securities. 

Section 613. Preferential Collection of Claims Against Company. 

if and when the Trustee shall be or become a creditor ofthe Company (or any other obligor 
upon the Securities), the Trustee shall be subject to the provisions of the Trust Indenture Act 
regarding the collection of claims against the Company (or any such other obligor). For purposes of 
Section 31 I(%) (4) and (6) of the Trust indenture Act, the following terms shall mean: 

(a} "cash transaction" means any transaction in which f i l l  payment for goods or 
securities sold is made within seven days after delivery of the goods or secruities in 
currency or in checks or other orders drawn-upon banks or bankers and payable upon 
demand; and 

@} "self-liquidating paper" means any draft, bill of exchange, acceptance or obligation 
which is made, drawn, negotiated or incurred by the C~mpany for the purpose of financing 
the purchase, processing, manuCactunng, shipment, storage or sale of goods, wares or 
merchandise and which is secured by documents evidencing title to, possession of, or a Lien 
upon, the goods, wares or merchandise or the receivables or proceeds arising firom the sale 
of the goods, wares or merchandise previously constituting the security, provided the 
security is received by the Trustee simultaneously with the creation of the creditor 
relationship with the Company arising From the making, drawing, negotiating or incurring 
of the draft, bill of exchange, arxeptance or obligation. 

Section 614. Appointment of Authenticating Agent 

From time to bine the Trustee may appoint one or more Authenticating Agents with respect 
to one or more series of Securities, which may include the Company or any of its Afiliates, with 
power to act on behalf of the Trustce to authenticate Securities of such series issued upon original 
issue and upon exchange, reg&ation of transfer or parlial redemption thereof or pursuant to 
Section 306, and Securities so authenticated shall be entitled to the benefits of this Lndenture and 
shall be valid and obligatory for all purposes as if authenticated by the Trustee hereunder. Wherever 
reference is made in this Indenture to the authenticath and delivery of Securities by the Trustee or 
the Trustee's cerfificate of authentication, such reference shall be deemed lo include authentication 
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and delivery on behalf of the Trustee by an Authenticating Agent and a certificate of authentication 
executedm behalf of the Trustee by an Authenticating Agent. Each Authenticating Agent shall be 
acceptable to the Company and shall at all times be a corporation organized and doing business 
under the laws of the United States of America, any State thereof or the District of Columbia, 
authorized under such laws to act as  Authenticating Agent, having a combined capital and surplus 
of not less than $50,000,000 and subject to supervision or examination by Federal or State 
authority. if such Authenticating Agent publishes reports of condition at least annually, pursuant to 
law or to the requirements of said supervising or examining authority, then for the purposes of this 
Section, the combined capital and surplus of such Authenticating Agent shall be deemed to he its 
combined capital and surplus as set forth in its most recent report of mndition so published. Jf at 
any time an Authenticating Agent shall cease to be eligihte in accordance with the provisions of this 
Section, such Authenticating Agent shall resign immediately ul the manner and with the effect 
specified in this Section. 

Any corporation into which an Authenticating Agent may be merged or converted or with 
which it may be consolidated, or any corporation resulting From any merger, conversion or 
consolidation to which such Authenticating Agent shall be a party, or any corporation succeeding to 
the corporate agency or corporate trust business of an Authenticating Agent, shall continue to be an 
Authenticating Agent, provided such corporation shall be otherwise eligible under. this Section, 
without the execution or filing of any paper or any filrther act on the part of the Trustee or the 
Authenticating Agent. 

An Authenticating Agent may resign at any time by giving written notice thereof to the 
Trustee and to the Company The Trustee may at any time terminate the agency of an 
Authenticating Agent by giving written notice thereof to such Authenticating Agent and to the 
Company. Upon receivingsuch a notice of resignation or upon such a termination, or in case at any 
time such Authenticating Agent shali cease to be eligible in accordance with the provisions of this 
Section, the Trustee may appoint a successor Authenticating Agent which shall be arxeptable to the 
Company. Any successor Authenticating Agent upon acceptanrx of its appointment hereundei shall 
become vested with all the rights, powers and duties of its predecessor hereunder, with like effect as  
if originally named as an Authenticating Agent. No successor Authenticating Agent shall be 
appointed unless eligible under the provisions of this Section. 

The Company agrees to pay to each Authenticating Agent Gom time to time reasonable 
compensation for its services under this Section. 

If an appointment with respect to one or more series is made pursuant to this Section, the 
Securities of such series may have endorsed thereon, in addition to the Trustee's certificate of 
authentication, an alternative rmtifirate of authentication'in the following form: 

This is one of the Securities of the series designated therein referred to in the 
within-mentioned Indenture. 

DEIJTSCHE BANK TRUST COMPANY 
AMERICAS 
As Trustee 
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As Authenticating Agent 

Section 6 15.. Indemnification. 

The Company agrees to indemnify the Trustee for, and hold it harmless against, any loss, 
liability or expense incurred by it, arising out  of or in connection with the acceptance or 
admidstration of this indenture or the trusts hereunder or the performance of its duties hereunder 
or under any related document, including the reasonable costs and expenses o f  defending itself 
against or investigating any claim or liability with respect to the Securities, except to the extent 
that any such loss, liability or expense was due to its own negligence or bad faith. The Company 
need not pay for any settlement made without its consent. The obligations ofthe Company to the 
Trustee under tliis Section shall survive the satisfaction and discharge of this Indenture and 
payment in full and/or retirement of the Securities. ' 

ARTICLE SEVEN 

Holders' Lists and Reports by Trustec and Compauy 

Section 701. Company to Furnish Trustee Names and Addresses of Holders. 

The Company will furnish or cause to be t%mished to the Trustee: 

(1) on each Regular Record Date, a Iist, in such form as the Trustee may reasonably 
require, of the nan1e.s and addresses o f  the Holders of Securities of each series as of such 
Regular Record Date, and 

(2) at such other times as the Trustec [nay request in writing, within 30 days d e r  the 
receipt by the Company of any such request, a list of similar form and content a s  of a date 
not mole than 15 days prior to the time such list is fmkhed; 

provided, however, that if and so long as the Trustee shall be the Security Regktrar, no such list 
need be hmishd .  
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Section 702. Pieservation o f  Information; Communications to Holders. 

The Trustee shall preserve, in as current a form as is  reasonably practicable, the names and 
addresses of Holdeis contained in the most recent list as provided in Section 701 and the names and 
addresses of Holders received by the Trustee in its capacity as Security Registrar. The Trustee may 
deskoy any list fiimished to it as provided in Section 701 upon receipt of  a new list so furnished. 

The rights of Holders to comniunicate with other Holders with respect to their rights under 
this Indenture or under the Securities, and the corresponding rights and privileges of the Trustee, 
shall be as provided by the Trust Indenture Act. 

Every Holder of Securities, by receiving and holding the same, agrees with the Company 
and the Trustee Uiat neither the Company nor the Trustee nor any agent of either O P  them shall be 
held accountable by reason of any disciosure of information as to names and addrcsses of Holders 
made pursuant to the Trust Indenture Act. 

Section 703. Reports by Trustee. 

The Trustee shall transmit to Holders such reports concerning the Trustee and its actions 
under this Indenture as may be required purstrant to the Trust Indenhue Act at the times and in the 
manner provided pursuant thereto. If required by Section 313(a) of the Trust Tndenture Act, the 
Trustee shall, within sixty days afier each May 15 folTowhg the date of this Indenture deiiver to 
Holders a briefreport, dated as of such May IS, which complies with the provisions of such Section 
3 I3(a). 

A copy ofeach such report shall, at the time oFsuch transmission to Holders, be filed by the 
Trustee with each stack exchange upon which any Securities are listed, with the Commission and 

. with the Company 

Section 704. Reports by Company. 

The Company shall file with the Trustee and the Commission, and transmit to Holders, such 
infomiation, documents and other reports, and such summaries thereof, as may be required pursuant 
to the Trust ‘indenture Act at the times and in the manner provided pursuant to such Act; provided 
that any such information, documents or reports required to be filed with the Commission pursuant 
to Section 13 or 1 S(d) of the Exchange Act shall be filed with the Trustee within 15 days after the 
same is so required to be filed with the Commission and provided further that all information, 
documents or reports filed with the Commission on behalf of the Company shall be deemed to have 
been delivered to the Trustee on the date OR which such items are posted on the Commission’s 
website on the Inteniet at www.sec SOV. 

ARTICLE EIGHT 



Consolidation, Merger and Safe 

Section 80 I ~ Consolidations and Mergers Permitted. 

Nothing contained in this Indenture or in any of the Securities shall prevent any 
consolidation or merger o f  the Company wid1 or into any other catparation or corporations 
(whether or not affiliated with the Company), or successive consolidations or mergers in which the 
Company or its successor or sucxessors shall be a party or parties, or shall prevent any sale, 
cxmveyance, transfer or other disposition of the property of the (knpany or its successor or 
successors as an entirety, or substantially as an entirety, to any other corporation (whether or not 
affiliated with the Conipany or its successor 01  successor^) authorized to acquire and operate the 
same; provided, however, the Company hereby covenants and agrees that, upon my such 
consolidation, merger, sale, conveyance, transfer or other disposition, the due and punctual payment 
of the principal of @EUL~LIM. if any) and interest on all of the Securities of all series in accordance 
with the terms of each series, according to their tenor, and the due and punctual performance and 
observance of all the covenants and conditions of this Indenture with respect to each series or 
established with respect to such series to be kept or performed by the Company, shall be expressly 
assumed, by supplemental indenture (which shall conform to the provisions of the Trust Indenture 
Act as then in effect) satisfactory in form to the Trustee executed and delivered to the Trustee by the 
entity formed by such consolidation, or into which the Company shall have been merged, or by the 
entity which shall have acquired such property 

Section 802. Rights and Duties of Successor Company. 

h case of any such consolidation, merger, sale, conveyance, transfer or other disposition 
and upon the assumption by the successor corporation, by supplemental indenture, executed and 
delivered IQ the Trustee and satisfactory in form to die Trustee, of the due and punctual payment of 
the principal of, premium, if any, and interest on all of the Securities of dl series outstanding and 
the due and punctual perfomlance of all of the covenants and conditions of this Indenture or 
estabIished with respect to each series of the Securities to be performed by the Company with 
respect to each series, such successor corporation shall succeed to and be substituted for the 
Company, with the same effsct as if it had been named herein as Lhe party of the h t  part, and 
thereupon the predecessor. corporation shall be relieved of all obligations and cavenants under this 
Indenture and the Securities. Such successor corporation thereupon may cause to be signed, and 
may issue either in its own name or in the name of the Company or any other predecessor obligor 
on the Securities, any or all of the Securities issuahte hereunder which theretofore shall not have 
been signed by the Company arid delivered to the Tnatee; and, upon ffie order of such SUCC~SSOX~ 

company, instead of the Company, and subject to all the terms, conditions and limitations in this 
Indenture prescribed, the Trustee shall authenticate and shall deliver any Securities which 
previously shall have been signed and delivered by the oflicers of the predecessor Company to the 
Tmstee for authentication, and any Securities which such successor corporation thereafter shall 
cause to be signed and delivered to the Trustee for that purpose All the Securities so issued shall in 
all respects have the same legal rank and benefit under tlus h1denture as the Securities theretofore or 
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thereafter issued in accordance with the terms of this Indenhire as though all of such Securities had 
been issued at the date of the execution hereof. 

Nothing contained in this Indenture or in any of the Securities shall prevent the Company 
fi-om merging into itself or acquiring by purchase or otherwise all or any part of the property of any 
other corporation (whether or not affiliated with the Company). 

Section 803 Opinion of Counsel. 

The Trustee may receive an Opinion of Counsel as conclusive evidence that any such consolidation, 
merger, sale, conveyance, transfer or other disposition, and any such assumption, comply with the 
provisions of this Article. 

ARTICLE NINE 

Supplemental Indentures 

Section 901 Supplemental Indenhres Without Consent o€ Holders 

Without the consent of any Holders, the Company, when authorized by a Board Resolution, 
and the Trustee, at any time and from time to time, may enter into one or more indentures 
supplemental hereto, in form satisfactory to the Trustee; for any of the following purposes: 

(1) to evidence the succession of another Person to the Company and the assumption by 
any such successor of the covenants of the Company herein and in the Securities pursuant to 
Article Eight or Section 117; or 

(2) to add to the covenants of the Conipany for the benefit of the Holders of all or any 
series of Securities (and if such covenants are to be for the benefit of less than all series of 
Securities, stating that such covenants are expressly being included solely for the benefit of 
such series) or to surrender any right or power herein conferred upon the Company; 
provided, however, that in respect of any such additional covenant, such supplemental 
indenture may provide for a particular period of grace after default (which period may be 
shorter or longer than that allowed in the case of other defaults) or may provide for an 
immediate enfosement upon such default or may limit the remedies available to the Trustee 
upon such default or may limit the right of the Holders of a majority in aggregate principal 
amount ofthe Securities ofsuch series to waive such default; or 

( 3 )  to add any additional Events of Default for the benefit of the Holders of all or any 
series of Securities (and i f  such additional Events of Default are to be For the benefit of less 
than all series of Securities, stating that such additional Events of Default are expressly 
being included solely for the benefit of such series); or 

(4) to add to or change any of the provisions of this indenture to such extent as shall be 
necessary to peimit or facilitate the issuance of Securities in bearer form, regisbble or not 



registrable as to principal, and with or without intercst coupons, or to permit or facilitate the 
issuance of Securities in uncertificated form; or 

(5)  to add to, change or eliminate any of the provisions of this Indenture in respect of 
one or more series of Securities, provided that any such addition, change or elimination (A) 
shall neither (i) apply to any Security of any series created prior to the execrition of such 
supplemental indenture and entitled to the benefit of such provision nor (ii) modify the 
rights of the Holder of any such Security with respect to such provision or (E3) shall become 
effective only when there is no such Security Outshiding; or 

(6) to secure the Securities; or 

(7) to establish the Form or terms of Securities of any series as permitted by Sections 
201 and 301; or 

(8) to evidence and provide for the acceptance of appointment hereunder by a successor 
Trustee with respect to the Securities of one or more series and to add to or change a n y  of" 
the provisions of this Indenture as shalt be necessary to provide for or facilitate the 
administration of the tw(s hereunder by one or more successor Trustees, pursuant to the 
requirements of Section 6 1 1 ; or 

(9) to c u e  any ambiguity, to correct or supplement k i y  provision herein which may be 
defective or intmnsistent with any other provision herein., or to make any other provisions 
with respect to matters or questions arising under this Indenture, provided that such action 
pursuant to this CIause (9) shall not adversely affect the interests of the 15olders of 
Securities of any series in any material respect. 

The Trustee is hereby authorized to join with the Company in the execution of any sucli 
supplemental indenture, and to make any further appropriate agreements and stipulations which 
[nay be therein COn&ined. 

Any supplemental indenture authorized by the provisions of this Section may be executed 
by the Company and the Trustee without the consent of the holders of any of the Securities at the 
time outstanding, notwithstanding any of the provisions of Section 902. 

Section 902. Supplemental Indentures With Consent of Holders. 

With the consent of the Holders o f  not less than a majority in priricipai amount of the 
Outstanding Securities OF each series affected by such supplemental indenture, by Act of said 
HoIders delivered to the Company and the Trustee, tlie Company, when authorized by a Board 
Resolution, and the Trustee may enter into an indenture or indentures supplemental hereto for the 
purpose of adding any provisions to or changing in any manner or eliminating any of the provisions 
of this Indenture or of modifyiug in any manner the rights of the Holders of Secwities of such series 
under this Indenture; provided, however, that no such supplemental indenture shall, vdhout the 
cansent of the Holder of each Outstanrling Security affected thereby, 
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- '(1) change the Stated Maturity of the principal of, or any installment of principal of or 
interest on, any Security, or reduce the principal amount thereof or the rate of interest 
thereon or any premium payable upon the redemption thereof, or reduce the anourit of t J g  
principal of an Original Issue Discount Secun'ly or any other Security which wouid be due 
and payable upon a declaration of acceleration of the Maturity thereof pursuant to Section 
502, or change any Placx of Payment where, or the coin or currency in which, any Security 
or any premium or interest thereon is payable, affect the applicability of Article Fourteen to 
any Security, or impair the right to institute suit for the enforcement of any such payment on 
or after the Stated Maturity thereof (or, in the case of redemption, on or aAer the 
Redemption Date), or 

( 2 )  reduce the percentage in principal amount of the Outstanding Securities of my 
series, the consent of whose Holders is required for any such supplemental indenture, or the 
consent of whose Holders is required for any waiver (of compliance with certain provisions 
of this hdenture or certain defaults hereunder and their consequences) provided for in thjs 
Indenture, or 

(3) modify any of the provisions of this Section, Section 513 or Section 1007, except to 
increase any such percentage or to provide that certain other provisions of this Indenhire 
cannot be modified or waived without the consent of the Holder of each Outstanding 
Secarity aRected thereby; provided, however, that this clause shall not be deemed to require 
the consent of any Holder with respec€ to clmges in the references to "the Trustee" and 
concomitant changes in this Section and Section 1007, or  the deletion of this proviso, in 
accordance with the requirements of Sections 61 1 and 901(8). 

A supplemental indenture which changes or eliminates any covenant or other provision of 
this Indenture which has expressly been included solely for the benefit of one or more particular 
series of Securities, or which modifies the rights of the Holders of Securities of such series with 
respect to such covenant or other provision, shall be deemed not to affect the rights under this 
Indenture of the Holders of Securities of any other series; provided that no such supplemental 
indenhue shall modify any provision of this Indenture so as to adversely affect the rights of any 
holder of outstanding Senior Debt to the benefits of Article Fourteen. 

It shall not be necessary for any Act of Iiolders under this Section to approve the particular 
form of any proposed supplemental indenture, but it shall be sufficient if such Act shall approve the 
substance thereof. 

Section 903. Execution ofSupplementa1 Indentures.. 

In executing, or accepting the additional trusts created by, any supplemental indenture 
permitted by this Article or the modifications thereby of the trusts created by this Indenture, the 
Trustee shall be entitled to receive, and (subject to Section 601) shalf be fully protected in relying 
upon, an Opinion of Counsel stating that the execution of such supplemental indentrue is 
authorized or pemiittod by this Indenture. The Trustee may, but shall not be obligated to, enter into 



any such supplemental indenture which affects the Trustee's own rights, duties or immunities under 
this Indeflture or otherwise. 

Section 904. Effect of Supplemenfal Indentures. 

Upon the execution QE any supplemental indenture under this Article, this Indenture shall be 
modified in accordance therewith, and such supplemental indenture shall form a part of ttus 
Indenture for all purposes; and every Holder of Securities theretofore or thereafter authenticated and 
delivered hereunder shall be bound thereby. 

Section 905, Conformity with Trust Indenture Act. 

Every supplemental indenture executed pursuant to this Article shall conform to the 
requirements of the Trust Indenture Act as then in effect. 

Section 906. Reference in Securities to Supplemental Indentures 

Secwities of any series autheriticated and delivered aAer the execution of any supplemental 
indenture pursuant to this Article may, and shall ifirequircd by the Trustee, bear a notation in form 
approved by the Tnislee as to any matter provided for in such suppiemental indenture. If the 
Company shall so determine, new Securities of any series so modified as to rxmfonn, in the opinion 
of the Trustee and the Company, to any such supplemental indentuxe may be prepared and executed 
by the Company and authenticated and delivered by the Trustee in exchange for Outstaiding 
Securities ofsuch series. 

ARTICLE TEN 

Covenan Is 

Section 1001. Payment of Principal, Premium and Interest. 

The Company covenants and agrees for the benefit of each series OF Securities that i t  will 
duly and punctually pay the principal of and any preinium and interest on the Securities of that 
series in accordance with the terms of the Securities and tlus hdenture. 

Section 1002. Maintenance of Office nr Agency. 

The Company will maintain in each Place of Payment for any series oFSecuritics a~ oflice 
oI agency where Securities of that sdes may be presented or surrendered for payment, where 
Seciuities of that sm'es may be surrendered for registralion of transfer or exchange and where 



notices and demands to or upon the Company in respect of the Securities of that series and this 
Indenturdmay be served The Company will gve prompt written notice to the Trustee of the 
location, and any change in the location, of such office or agency. If at any time the Company shall 
fail to maintain any such required office or agency or shall fail to furnish the Trustee with the 
address thereof, such presentations. surrenders, notices and demands may be made or served at the 
Corporate Trust Ofice ofthe Trustee, and the Company hereby appoints the Trustee as its agent to 
receive all such presentations, surrenders, notices and demands. 

The Company may also @om time to time designate one or more other offices or agencies 
where the Securities of one or more series may be presented or surrendered for any or alf such 
purposes and may from time to time rescind such designations; provided, however, that no such 
designation or rescission shall in any maruier relieve the Company of its obligation to maintain an 
ofiice or agency in each Place of Payment for Securities of any series for such puxposes. The 
Company will give prompt written notice to the Trustee of any such designation or rescission and of 
any change in the location of any srich other office or agency 

Section 1003. Money for Securities Payments to Be Held in Trust. 

If the Company shall at any time act as its own Paying Agcnt with respect to a n y  series of 
Securities, it will, on or before each due date of the principal of or any premium or interest on any 
of the Securities of that series, segregate and hold in trust for the benefit of the Persons entitled 
thereto a sum surJjcient to pay the principal and any ptem*um and interest so becorning due until 
such sums shall be paid to such Persons or otherwise disposed of as herein provided and will 
promptly notify the Trustee of its action or failure so to act. 

Whencver the Company shall have one or more Paying Agents for any series of Securities, 
it will, on or before each due date of the principal of or any premium 01 interest on any Securities of 
that series, deposit with a Paying Agent a sum sufficient to pay such amount, such sum to be held as 
provided by the Trust Indenhue Act, and (unless such Paying Agent is the Trustee) the Company 
will proniptly notifjr the Trustee of its action or failure so to act. 

The Company will cause each Paying Agent for m y  series of Securities other than the 
Trustee to execute and deliver to the Trustee an instrument in wluch such Paying Agent shall agree 
with the Trustee, subject to the provisions of this Section, that such Paying Agent will (1) comply 
with the provisions of the Trust Indenture Act applicable to it as a Paying Agent and (2) during the 
continuance of any default by the Company (or any other obligor upon the Securities of that series) 
in the making of any payment in respect of the Securities of that series, upon the written request of 
the Trustee, forthwith pay to the Trustee all sums held in txust by such Paying Agent for payment in 
respect of the Securities of that series. 

The Company may at any time, for the purpose of obtaining the satisfaction and discharge 
of this Indenture or for any other purpose, pay, or by Company Order direct any Paying Agent to 
pay, to the Trustee all sums held in tnisl by the Company or such Paying Agent, such sums to be 
held by Lhe Trustee upon the same trusts as those upon which such swns were held by the Company 
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or such Paying Agent; and, upon such payment by any Paying Agent to the Trustee;such Paying 
Agent shdl be releasect from all further liability with respect to such money. 

Any money deposited with the Trustee or any Paying Agent, or then held by the Company, 
in trust for the payment of the principal of or any premium or interest on any Security of any series 
and remaining unclaimed for I 8  months after such principal, premium or interest has become due 
and payable shall be paid to the Company on Company Request, or (if then held by the Company) 
shall be discharged from such hust; and the Holder of such Security shdl thereafter, as an 
Unsecured general creditor, look only to the Company fot payment theereof, and all liability of the 
Trustee or such Paying Agent with respect lo such trust money, and all liability of the Cotnpany as 
trustee thereof, shall thereupon cease; provided, however, that the Trustee or such Paying Agent, 
before being required to make any such repayment, may at the expense of the Company cause to be 
published once, in a newspaper published in the English language, customarily published on each 
Business Day and of g e n a l  circulation in the Borough of Manhaftan, The City of New York, New 
York, notice that such money remains unclaimed and that, after a date spmified therein, wkridi shall 
not be less than 30 days from the date of such pubtication, any unclaimed balance OF such money 
then remaining will be repaid to the Company. 

Section 1004. Statement by Officers as to Default. 

The Company will deliver to the Trustee, within 120 days after the end of each fiscal year of 
the Company ending after the date hereof, an Officers' Certificate, stating whether or not to the best 
knowledge of the signers thereof the Conipany is in default in the performance and observance of 
any of the t e r n ,  provisions and conditiom of this Indenture (without regard to any period of grace 
or requirement of notice provided hereunder) and, if the Company shall be in default, specifying all 
such defaults and the nature and stalus theredofwhich they may have knowledge. 

Section 1005. Maintenance of Properlies 

The Company will cause all properties used or useful in the conduct of its business or the 
business of any Subsidiary to be maintained and kept in good mndition, repair and working order 
and supplied with all necessary equipment and will cause to be made all necessary repairs, 
renewals, replacements, betterments and improvements thereof, all as in the judgment of the 
Company may be iiecessary so that the business carried on in cmmection therewith may be properly 
and advantageously conducted at all h e s ,  provided, however, that nothing in this Section shall 
prevent the Company from discontinuing the operation or maintenance of any of such properties i f  
such discontinuance is, in the judgment of the Company, desirable in the conduct of its business or 
the business of any Subsidiary. 

Section 1006. Payment ofTaxes and Other Claims 

The Company will pay or discharge or cause to be paid or discharged, before the same shall 
become delinquent, ( 1 )  all taxes, assessments and governmental charges levied or imposed upon the 
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Company or any Subsidiary or upon the income, profits or property of the Company or any 
Subsidiary, and (2) all lawh! claims for labor, materials and supplies whjch, if unpaid, might by 
law become a lien upon the property of the Company or any Subsidiary; provided, however, that the 
Company shall not be required to pay or discharge or cause to be paid or discharged any such tax, 
assessment, charge or claim whose amount, applicability or validity is being contested in good faith 
by appropriate proceedings. 

Section 1007. Waiver of Certain Covenants 

Except as otherwise specified as contempiated by Section 301 for Securities of such series, 
the Company may, with respect to the Securities of any series, omit in any particular instance to 
comply with any term. provision or condition set forth in any covenant provided pursuant to Section 
101(18), 901(2) or 901(7) for the benefit of the Holders of such series if before the time for such 
compliance the Holders of at least a majority in principal amount of the Outstanding Securities of 
such series shall, by Act of such Holders, either waive such compliance in such instance or 
generally waive compliance with such term, provision or condition, but no such waiver shall extend 
to or affect such term, provision or condition except to the extent so expressly waived, and, until 
such waiver shall become effective, the obligations of the Company and the duties of the Tnistee in 
respect of any such term, provision or condition shall remain in full force and effect. 

Section 1008. Calculation of Original Issue Discount. 'A 

The Company shall file with the Trustee promptly at the end of each calendar year a written 
notice specifying the amount of original issue discount (including daily rates and accrual periods) 
accrued on Outstanding Securities as of the end o f  such year. 

ARTICLE ELEVEN 

Redemption of Securities 

Section 1101" Applicability of Article. 

Securities of any series which are redeemable before their Stated Maturity shall be 
redeemable in accordance with their t e n s  and (except as offletwise specified as contemplated by 
Section 301 for such Securities) in accordance w-th this Article. 

Section 1 102. Election to Redeem; Notice to Trustee. 

The election of the Company to redeem my Securities shall be evidencxd by a Board 
Resolution or in another manner specified as contemplated by Section 301 for such Securities. In 
case of any redemption at the election of the Company the Company shall, at least 45 days prior to 
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the Redemption Date fixed by the Company (unless a shorter notice shall be satisfactory to &he 
Trustee), notify the Trustee of such Redemption Date and of the principal amount of Securities of 
such series to be redeemed. ln the case of any redemption of Securities prior to the expiration of any 
restriction on such redemption provided in the terms of such Securities or elsewhere in this 
Jndenture, the Company shall furnish the Trustee with an Officers' Certificate evidencing 
compliance with such restriction. 

Section I 103. Selection by Trustee of Securities to Be Redeemed. 

ff less than ail the Securities of any series are ta be redeemed (unless all the Securities of 
such series and of a specified tenor are to be redeemed or unless such redemption affects only a 
single Security), the particular Securities to be redeemed shall be selected not more than 60 days 
prior to the Redemption Date by the Trustee, from the Outstanding Securities of such series not 
previously called for redemption, by such method as the Trustee shall deem fair and appropriate and 
which may provide for the selection for redemption of a portion of the principal amount of any 
Security of such seiies, provided that the unredeemed portion of the principal amount of ;my 
Security shall be in an authorized denomination (which shall not be less than the minimum 
arithorized denomination) for such Security. If less than all the Securities of such series are to be 
redeemed (unless such redemption affects only a single Security), the particular Securities to be 
redeemed shall be selected not more than 60 days prior to the Redemption Date by the Trustee, 
from the Outstanding Securities of such series not previously called for redemption in accordance 
with the preceding sentence. 

The Trustee shall pFomptly notify the Company in writing of the Securities selected for 
redemption as aforesaid and, in case of any Securities selected for partial redemption as aforesaid, 
the principal amount thereof to be redeemed. 

The provisions of the two preceding paragraphs shall not apply with respect to any 
redemption affecting only a single Security, whether such Security is to be redeemed in whole or in 
part. in the case of any  such redemption in part, the unredeemed portion of the principal amount of 
the Security shall be in an authorized denomination (which shall not be less than the minimum 
authorized denomination} for such Security. 

For all purposes of this Indenture, unless the context otherwise requires, all provisions 
relating to the redemption of Securities sliall relate, in the case of any Securities redeemed or to be 
redeemed only in part, to the portion of the principal mount of such Securities which has been or is 
to be redeemed 

Section 1 104. Notice of the Redemption 

Notice of redemption shall be given by mail not less than 30 nor more than 60 days prior to 
the Redemption Date, to each Holda of Securities to be redeemed, at his or her address appearing 
in the Security Register. 

-5s- 



All notices ofredemption shall identify the Securities to be redeemed and shall state: 

(1) the Redemption Date; 

(2) the Redemption Price; 

( 3 )  i f  less than all the Outstanding Securities of any series consisting of more than a 
singie Security are to be redeemed, the identification (and, in the case of partial redemption 
of any such Securities, the principal amounts) of the particular Swruities to be redeemed 
and, if less than all the Outstanding Secwities of any series consisting of a single Security 
are to be redeemed, the principal amount of the particular Security to be redeemed; 

(4) that on the Redemption Date the Redemption Price wit1 become due and payable 
rrpon each such Security to be redeemed and, ifapplicablc, that interest thereon wilt cease to 
accrue on and aitcr said date; 

( 5 )  the place or places where each such Security is to be surrendered for payment af the 
Redemption Price; and 

(6) that the redemption is for a sinking h d ,  if such is the case. 

Notice of redemption of Securities to be redeemed at the election of the Company shall be 
given by the Company ot, at the Company's request, bjv the Trustee in the name and at the expense 
of the Company and shall be irrevocable. 

The notice if mailed in the manner herein provided shall be conclusively presumed to have 
been given, whether or not the Holder receives such notice. In any case, failure to give such notice 
by maif or m y  defect in the notice to the Holder of any Security designated for redemption as a 
whole or in part shall not affect the validity of the proceedings for the redemption of any other 
security. 

Section 1105. Deposit of Redemption Price. 

On or before any Redemption Date, the Company shall deposit with the Trustee or with a 
Paying Agent (or, i f  the CAmpany is acting as its own Paying Agent, segregate and haId in trust as 
provided in Section 1003) an amount of money sufficient to pay the Redemption Price of, and 
(except if die Redemption Date shall be an Interest Paymerit Date) accrued interest on, all the 
Securities which ate to be redeemed on that date. 

Section I !06 Securities Payable on Redemption Date. 

Noticx of redemption having been given as aforesaid, the Securities so to be redeemed shall, 
on the Redemption Date, become due and payable at the Redemption Price therein specified, and 
from and after such date (unless the Company shall default in the payment of the Redemption Price 

-56- 



and accrued interest) such Securities shall cease to bear interest. Upon surrender of any such 
Security for redemption in accordance with said notice, such Security shall be paid by the Company 
at the Redemption Price, together witti accrued interest to the Redemption Date; provided, however, 
that, unless otherwise specified as contemplated by Section 301, installments of interest whose 
Stated Maturity is on or prior to the Redemption Date will be payable to the €folders of such 
Securities, or one or more Predecessor Securities, registered as such at the close of business on the 
relevant Record Dates according to their terms and the provisions of Section 307. 

Section 1107. Securities Redeemed in Part 

Any Security which is to be redeemed only in part shall be surrendered at a Place of 
Paylieat therefor (with, if the Company or the Trustee SO requires, due endorsement by, or a written 
instrument of transfer in form satisfactory to the Company and the Trustee duly executed by, the 
Holder thereof or his or her attorney duly authorized in writing), and the Company shall execute, 
and the Trustee shall authenticate and deliver to the Holder o f  such Security without service charge, 
a new Security or Securities of die same series and of like tenor, of any authorized denontination as 
requested by such Holder, in aggregate pn'ncipal amount equal to and in exchange for the 
unredeemed portion of the principal of the Security so surrendered; provided, however, that a 
Depositary need not sunender a Global Security for a partial redemption and may be authorized to 
make a notation on such Global Security of such partial redemption. In the case of a partial 
redemption of a Global Security, the Depositary, and in turn, the participants in the Depositary shall 
have the responsibility to select any securities to bf: redeemed by random lot. 

ARTICLE TWELVE 

Sinking Funds 

Section 1201. Applicability of Article. 

The provisions of this Article s l d  be applicable to any sinking find €0~ the retirement of 
Securities of any series cxcept a s  otherwise specified as cantemplated by Section 301 for such 
Securities. 

The minimum mount of my sinking hind payment provided for by the terms of any 
Securities is herein referred to as a "mandatary sinking h d  payment", and any payment in excess 
of such minimum amount provided for by the terms of such Securities is herein referred to as an 
"optional sinking fund payment". If provided for by the terms of my Securities, the cash amount of 
any sirllcirig fimd payment may be subject to reduction as provided in Section 1202. Each sinking 
fUnd payment shall be applied to the redemption of Securities as provided for by the terms of such 
Securities 

Section 1202. Salisfachoti of Sinking Fund Paymciits wifh Securities. 
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Ttie Company ( I )  may deliver outstanding Securities of a series (other fIian any previously 
called for redemption) and (2) may apply as a credit Securities of a series which have been 
redeemed either at the election of the Company pursuant to the terms of such Securities or through 
ttie application of permitted optional sinking h d  payments pursuant to the terms of such 
Securities, in each case in satisfaction of all or any pait of any sinking fiind payment with respect to 
any Securities of such series required to be made pursuant to the terms of such Securities as and to 
the extent provided for by the terms of such Securities; provided that the Securities to be so credited 
have riot been previously so credited. The Securities to be so credited shall be received and credited 
for such purpose by the Trustee at the Redemption Price, as specified in the Securities so to be 
redeemed, for redemption through operation of the sinking h n d  and the amount of such sinking 
fimd payment shall be ieduced accordingly. 

Section 1203. Redemption of Securities for Sinking Fund. 

Not less than 45 days prior to each sinking fund payment date for any Securities, the 
Company will deliver to the Trustee an Officers’ Certificate specifying the amount of the next 
ensuing sinking fund payment for such Securities pursuant to the terms of such Securities, the 
portion thereof, if any, which is to be satisfied by payment of rash and the portion thereof, if  any, 
which is to be satisfied by delivering and crediting Securities pursuant to Section 1202 and will also 
deriver to the Trustee any Securities to be so delivered. Not less than 30 days prior to each such 
sinking find payment date, the Trustee s h d  select the Securities to be redeemed upon such sinking 
fimd payment date in the manner specified in Section 1103 and cause notice of the redemption 
thereof to be given in the name of and at the expense of the Company in the manner provided in 
Section 1104. Such notice having been duly given, the redemption of such Securities shall be made 
upon the tenns and in the manner stated in Sections 1 106 and 1107. 

ARTICLE THIRTEEN 

Defeasance and Covenant Defeasaiice 

Section 1301. Company’s Option to Effect Defeasance or Covenant Defeasance. 

The Company may elect, at its option at any time, to have Section I302 or Section 1307 
applied to any Securities or any series of Securities, as the caSe may be, designated pursuant to 
Section 301 as being defeashie pursuant to sntch Section 1302 or 1303, in accordancx with any 
applicable requirements provided pursuant to Section 301 and upon compliance with the conditions 
set forth below in this Article. Any such election shall be evidenced by a Board Resolution or in 
another manner specified as  contemplated by Section 301 for such Securities. 

Section 1302. Defeasance and Discharge. 
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Upon the Company's exercise of its option (if any) to have this Section applied to any 
Securities-or any series of Securities, as the case may be, the Company shall be deemed to have 
been discharged from its obligations with respect to such Securities as provided in this Section on 
and after the date the conditions set forth in Section 1304 are satisfied (hereinafter called 
"Defeasance"). For this purpose, such Defeasance mans that the Company shall be deemed to have 
paid and discharged the entire indebtedness represented by such Securities and to have satisfied all 
its other obligations under siich Securities and this Indenture insofar as such Securities are 
concerned (and the Trustee, at the expense of the Company, shall execute proper instruments 
acknowledging the same), subject to the following which shall survive until otherwise terminated or 
discharged hereunder: (1) the rights of Holders of such Securities to receive, solely from the trust 
fund descnbd in Section 1304 and as  more fulIy set forth in such Section, payments in respect of 
the principal of and any premium and interest on such Securities when payments are due, (2) the 
Compan~s  Obligations with respect to such Swurities under Sections 304, 305, 306, 1002 and 
1003, (3) Lhe rights, powers, trusts. duties and immunities of the Trustee 1ie;eunder and (4) rhis 
Article. Subject to compliance with this Article, the Company may exercise its option (if any) to 
have this Section applied to any Securities notwithstanding the prior exercise of its option (if any) 
to have Section 1303 applied to such Securities 

Section 1303. Covenant Defeasance. 

Upon the Company's exercise of its option (if any) to have this Section applied to any 
Securities or any series of Securities, as the case may be; ( I )  the Company shall be released &om its 
obligations under Section 80t(3), Sections 1005 through 1006, inclusive, and any covenants 
provided pursuant to Section 301(19), 901(2) or 901(7) for the benefit of the Holders of such 
Securities and (2) the occurrence of any event specified in Sections 501(4) (with respect to any of 
Section 801(3), Sections 1005 through 1006, inclusive, and any such covenants provided pursuant 
to Section 301(19), 901(2) or 901(7)), and 501(7) shall be deemed not to be or result in an Event of 
Default in each case with respect to such Securities as provided in this Section on and aRer [he date 
the conditions set forth in Section 1304 ate satisfied (hereinafter called "Covenant Defeasance"). 
For this purpose, such Covenant Defeasance means that, with respect to such Securities, the 
Company may omit to comply with and shall have no liability in respect of any term, condition or 
limitation set ro& in any such specified Section (to the extent so specified in the case of Section 
501(4)) or Article Fourteen, whether directly or indirectly by reason of any refmiice elsewhere 
herein to any such Section or Article or by reaon of any refercnce in any such Section or Axticle to 
any other provision herein or in any other docunent, but the remainder of'this Indenture and such 
Securities shall be unafTcted tliereby. 

Section t304. Conditions to Defeasance or Covenant Defeasance. 

The following shall be the conditions to the applicalion of Section 1302 or Section 1303 to 
any Securities or any series of Sectuities, as the case may be 

(1) 'The Coinpany shall irrevocably have deposited or caused to be deposited with the 
Trustee {or another trustee which satisfies the req~~i remen~s  conreniplated by Section 609 
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and agrees to comply with the provisions of this Article applicable to it) as mist funds in 
mist for the purpose of making the following payments, specifically piedged as  security for, 
and dedicated solely to, the benefit of the Holders of such Securities, (A) money in an 
amount, or (B) U.S Government Obligations which through the scheduled payment of 
principal. and interest in respect thereof in accordance with their terms will provide, not later 
than one day before the due date o f  any payment, nioriey in an amount, or (C) a combination 
thereof, in each case sufficient, in the opinion of a fum of independent public accountants 
expressed in a written certification thereof delivered to the Trustee, to pay and discharge, 
and which shall be applied by the Trustee (or any such other qualifjFlrig trustee) to pay and 
discharge, the principat of and any premium and interest on such Securities on the 
respective Stated Maturities, in accordance with the terms of this Indenture and such 
Securities. As used herein, "ZJ S. C;ovemment Obligation" means (x) any security which is 
(i) a direct obligation of the United States of Anierica for the payment of which the full faith 
and credit o f  the United States of America is pledged or ( i i )  an obligation of a Person 
controIled or supervised by and acting as an agency or insbumentality of the United States 
of America the payment of which is unconditionally guaranteed as a hll faith and credit 
obligation by the United States of America, which, in either case (i) or (ii), is not callable or 
redeemable at the option of the issuer themf ,  and (y) any depositary receipt issued by a 
bank (as defmed in Section 3(a)(2) of the Securities Act) as custodian with respect to any 
U.S. Government Obligation which is specified in Clause (x) above and held by such bank 
for the account of the holder o f  such depositary receipt, or with respect to any specific 
payment o f  principal of or interest on any U.S. Government Obligation which is so 
specified and held, providd that (except & required by law) such custodian is not 
authorized to make any deduction from the amount payable to the holder of such depositary 
receipt fiom any amount received by the custodian in respect of the 1J.S. Government 
Obligation or the specific payment of principal or interest evidenced by such depositary 
receipt. 

(2) In tlie event of an election to have Section 1302 apply to any Securities or any series 
of Securities, as the case may be, the Company shall have delivered to the Tnistee an 
Opinion of Counsei stating that (A) the Company tias received &om, or diere has been 
published by, the Znternal Revenue Service a ruling or (E) since the date of this instrument., 
there has been a change b> the applicable Federal income tax law, in either case (A) or (E) 
to the effect that, and based thereon such opinion shall cnnfinn that, the Holders of such 
Securities will not recognize gain or loss for Pdcral income tax purposes as a result of the 
dqosit, Def iance  and discharge to be effected With respect to such Securities and will be 
subject to Federal income tax on the same amount, in the Same nianner and at the same 
times as would be the case if  such deposit, Defeasance and discharge were not to ocmr. 

(3) h the event of an election to have Section 1303 apply to any Securities or any series 
of Securities, as the case may be, the Company shall have delivered to the Trustee a n  
Opinion of Co~lnsel to the effect that the I-iolders of such Securities will riot recognize gain 
or loss for Federal income tax purposes as a restilt of the deposit and Covenant Defeasance 
to be effected with respect to such Securities and Will be subject to Federal income tax on 
the same amount, in the same manner and at the same times as would be tlie case if such 
deposit and Covenant Defeasance were not to occur. 
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-(4) The Company shall have delivered to the Trustee an Officers' Certificate to the 
effect that neither such Securities nor any other Securities of the same series, i f  then listed 
on any securities exchange, will be delisted as a result of such deposit. 

( 5 )  No event which is, or after notice or lapse of time or both would become, an Event 
of Default with respect to such Securities or any  other Securities shall have occurred and be 
continuing at the time of such deposit or, with regard to any such event specified in Sections 
SOl(5) and (6), at any time on or prior to the 90th day after tIie date of such deposit (it  being 
understood that this condition shall not be deemed satisfied until after such 90th day) 

(6)  Such Defeasance or CAvenant Defeasance shall not cause the Trustee to have a 
conflicting interest witiun the meaning of the Trust Indenture Act (assuming all Securities 
are in default witkin the meaning of such Act) 

(7) Such Defiximice or Covenant Defeasanrx shall not result in a breach or violation of, 
or constitute a default under, any other agreement or instrument to which the Company is a 
party or by which it is bound. 

(8) Such Defeasance or Covenant Defeasance shall not. result in the W s t  mking kom 
such deposit constituting an investment compmy within the meaning of the Investment 
Company Act unless such trust shall be registered under such Act or exempt Front 
registration thereunder. 

(9) At the time of such deposit, (A) no default in the payment of' any principal of or 
premium or interest on any Senior 'Debt shall have occurred and be continuing, (B) no event 
of default with respect to any Senior Debt shdl have resulted h such Senior Debt 
becoming, and continuing to be, due and payable prior to the date on which it would 
otherwise have become due and payable (unless payment of such Senior Debt has been 
made or duly piovided for), and (C) no other event of default with respect to any Senior 
Debt shall have occurred and be continuing permitting (after notice or lapse of time or both) 
the holders of such Senior Debt (or a trustee on behalf of such holders) to dullare such 
Senior Debt due and payable prior to the date on wllidi it would otherwise have become 
due and pa.yable. 

(10) The Conipany shall have delivered to the Trustee an Officers' Certificate and an 
Opinion of counsel, each stating that a\\ conditions precedent with respect to such 
Defasance or Covenant Defeasance have been complied with. 

Section 1305. 
Miscellaneaus Provisions. 

Deposited Money and US Govenunent Obligations to Bc Held in T~ust; 

Subject to the provisions of the last paragraph of Section 1003, aII money and U.S. 
Government Obligations (including the proceeds thereof) deposited with the Trustee or other 
qualifying trustee (solely for purposes of this Section and Section 1306, the Trustee and any such 
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other trustee are refenwl to collectively as the "Trustee") pursuant to Section 1304 in respect of any 
Securities.shal1 be held in trust and applied by the Trustee, in accordance with the provisions of 
such Securities and this indenture, to the payment, either directly or through any such Paying Agent 
(including the Company acting as its own Paying Agent) as the Tnlstee may determine, to the 
Holders of such Securities, of all sums due and to become due therean in respect of principal and 
any premium and interest, but money so held in trust need not be segregated from other hnds 
except to the extent required by law. 

Money and US.  Govenmient Obligations so held in trust shall not be subject to the 
provisions oF Article Fourteen. 

The Company shall pay and indemniFy the Trustee against any tax, fee or other charge 
imposed on or assessed against the IJ.S. Government Obligations deposited pursuant to Section 
1304 or the principal and interest received in respect thereof other than any such tax, fee or other 
charge which by law is for the account of the Holders of Outstanding Securities. 

Anything in this Article to the contrary notwithstanding, the Trustee shall deliver or pay to 
the Company f?om time to time upon Company Request any money or US. Government 
Obligations held by i t  as provided in Section 1304 with respect to any Securities which, in the 
opinion of a firm of independent public accountants expressed in a written certification thereof 
delivered to the Trustee, are in excess of the amount thereof which would then be required to be 
deposited to effect the Defeasance or Covenant Defeasance, 3s the case may be, with respect to 
such Securities. 

Section 1306. Reinstatement. 

If the Trustee or the Paying Agent is unable to apply any money in accordance with this 
Article with respect to any Securities by reason of any order or judgment of any court or 
governmental authority enjoining restraining or athenvise prohibiting such application, then thc 
obligations under this Indenme and such Secun'ties from which the Cx>mpany has been discharged 
or released pursuant to Section 1302 or I303 shall be revived and reinstated as though no deposit 
had occurred pursuant to this Ahcle with respwt to such Securities, until such time as the Trustee 
or Paying Agent is permitted to apply all money heId k tncjt pursuant to Section 1305 with respcct 
to such Securities in acrardance with this Article; provided, however, that if the Company makes 
any payment of principal of or any premium or interest on any such Security fotfowing such 
reinstatement of its obligations, the Company shall be subrogated to the rights (if any) of the 
Holders of such Securities to receive such payment from the money so held in trust 

ARTICLE FOURTEEN 

Junior Sribordioated Securities 

Section 1401. Certain Securities Subordinate to Senior Debt. 
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As provided pursuant to Section 301 or in a supplemental indenture, the Company may 
issue one or more series of Securities subject to the provisions of this Article Fourteen, and each 
Holder of a Security of a series so issued (“Junior Subordinated Securities“), whether upon original 
issue or upon transfer or assignment thereof, accepts and agrees to be bound by such provisions. 

The payment of the principal of, premium, if any, and interest on all Junior Subordinated 
Securities issued with respect to which this Article Fourteen applies shall, to the extent and in the 
manner hereinafier set forth, be subordinate and subject in right of payment to the prior payment in 
full of all Senior Debt, whether outstanding at tlie date of this Indenture or thereafter incurred: 

No provision of this Article Fourteen shall prevent the occurrence of any default or Event of 
Default hereunder. 

Section 1402. Payment Over of Proceeds Upon Default 

In the event and during the continuation of any default in the paynent of principal, 
premium, interest or any other payment due 0x1 any Senior Debt cxmtinuing beyond the period o f  
grace, if any, specified in the insttument evidencing such Senior Debt, unless and until such default 
shall have been cured or waived or shall have ceased to exist, or in the event that the maturity o f  
any Senior Debt has been accelerated because of a default, then no payment shall be made by the 
Company with respect to the principal (including redemption and sinking fiind payments) of, or 
premium, if any, or interest on the Junior Subordinated Securities 

In the event that, notwithstanding the foregoing, any payment shall be recxived by the 
Trustee or any holder when such payment is prohibited by the preceding paragraph o f  this Section 
1402, such payment shall be held in trwl for the benefit of, and siiall be paid over or delivered to, 
the holdets of Senior Debt or their respective representatives, or to the trustee or trustees under any 
indenture pursuant to which m y  of such Senior Debt may have been issued, as their respective 
interests may appear, but only to &he extent that the holders o f  the Senior Debt (or their 
representative or representatives or a trustee) notify the Trustee within 90 days of such paynent of 
the amounts then due and owing on the Senior Debt and only the amounts specified in such notice 
to the Trustee shall be paid to the holdem o f  Senior Debt. 

Section 1403. Payment Over of ProcReds IJpon Dissolution, Etc 

Upon any payment by the Company, or distribution of assets of the Company of any kind or 
character, whether in cash, property or securities, to creditors upon any dissolution or winding-up or 
liquidation or reorganization of the Company, whether voluntary or involuntary or in bankruptcy, 
insolvency, receivership or other proceedings, all anmints duc or to become due upon all Senior 
Debt shall first be paid in full, or payment thereof provided for in money in accordance with its 
lerms, before any payment is made on account of the principal (and premium, if  any) or interest on 
the junior Subordinated Secun*ties; and upon ariy such dissolution or winding-up or liquidation or 
reorganization any paynent by the Company, or distribution of assets of the Coinpaay of any kind 
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or character, whether in cash, property or securities, to which the Holders of the Junior 
Subordinated Securities or the Trustee would he entitled, except for the provisions of this Article 
Fourteen, shall be paid by the Company or by any receiver, trustee in bankruptcy, liquidating 
trustee, agent or other person making such payment or distribution, or by the Holders of the Junior 
Subordinated Secw-ties or by the Trustee under this Indenture if received by them or it, directly to 
the holders o f  Senior Debt (pro rata to such holders on the basis of the respective amowits of Senior 
Debt held by such holders, as calculated by the Company) or their representative or representatives, 
or to the trustee or trustees under any indenhire pursriant to which any instruments evidencing any 
Senior Debt may have been issued, as their respective interests may appear, to the extent necessary 
to pay all Senior Debt in full, in money or money's worth, after giving effect to any concurrent 
payment or distribution to or for the holders of Senior Debt, before any payment or distribution is 
made to the holders of Junjor Subordinated Securities or to the Trustee. 

In the event that, notwithstanding the foregoing, any paynient or distribution of assets ofthe 
Company of any kind or character, whether in cash, property or secruities, prohibited by the 
foregoing, shall be received by the Trustee or the holders of the Junior Subordinated Securities 
before all Senior Debt is paid in hll, or provision is made for such payment ui money in accordance 
with its terms, such payment or distribution shall be held in trust for the benefit of and shall be paid 
over or delivered to the holders o f  Senior Debt or their representative or representatives, or to the 
trustee or trustees under arty indenture pursuant to which any instruments evidencing any Senior 
Debt may have been issued, as their respective interests may appear, as calculated by the Company, 
for application to the payment of all Senior Debt remaining unpaid to the extent necessary to pay at1 
Senior Debt in full in money in accordance with i t s  terms, after giving effect to any concurrent 
payment or distribution to or for the holders of such Senior Debt. 

For purposes of this Article Fourteen, the words, "cash, property or secutities" shall not be 
deemed to include shares of stock of the Company as reorganized or readjusted, or securities of thc: 
Chnpany or any other corporation provided for by a p1a.n of reorganization or readjustment, the 
paymerit of which is subordinated at least to die extent provided in this Article Fourteen with 
respect to the Junior Subordinated Securities to die paynient of all Senior Debt wlucli may at the 
time be outstanding; provided that (i) the Senior Debt is assumed by the uew corporation, if any, 
resulting From arty such reorganization or readjustment, and (ii) the rights of the holders of the 
Senior Debt are not, without the consent of such holders, altaed by such reorgani7xdion or 
readjustment. The consolidation of the Company With, or the merger of the Conipmy into, another 
carporation or the liquidation or dissolution of the Company following the rmnveyance or transfer 
of its property as an entirety, or substantially as an entirety, to another corporation upon the terms 
and conditions provided for in Article Eight hereof shall not be deemed a dissolution, winding-up, 
liquidation or reorganization for the proposes of this Section 1403 if such other corporation shall, as 
a part of such consolidation, merger, conveyance or transfer, comply with the conditions stated in 
Article Eight hereof. Nothing in Section 1402 or in this Section 1403 shall apply to claims of, or 
payments to, thc Trustee under or pursuant to Section 607. 

Section 1404. Subrogation to fights ofHolders of Senior Debt. 

Subject to the payment in full of all Senior Debt, the rights of the holders of the Junior 
Subordinated Securities shall be subrogated to the rights of the holders of' Senior Debt to receive 
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payments or distributions of cash, property or securities of the Company applicable to the Senior 
Debt; and, for the purposes of such subrogation, no paynient or distributions to the holders of the 
Senior Debt of any cash, property or securities to which the holders of the Junior Subordinated 
Securities or the Trustee would be entitled except for the provisions of this Article Fourteen, and no 
payment over pursuant to the provisioiis of this Article Fourteen, to or for the benefit of the holders 
of Senior Debt by holders of the Junior Subordinated Securities or the Trustee, shall, as between the 
Company, i t s  creditors other than holders of Senior Debt, and the Holders of the Junior 
Subordinated Securities, be deemed to be a payment by the Company to or on acrxlrint of the Senior 
Debt. It is understood that the provisions ofthis Article Fourteen are and are intended solely for the 
purposes of defining the relative rights of the holders of the Junior Subordinated Securities, on the 
one hand, and the holders of the Senior Debt on the other hand. 

Nothing contained in this Article Fourteen or elsewhere in this lndentiue or in the Junior 
Subordinated Securities is intended to or shall impair, as between the Company, its creditors other 
than the holders of Senior Debt, and the holders of the Junior Subordinated Securities, the 
obligation of the Company, which is absolute and unconditional, to pay to the holden of the Junior 
Subordinated Securities the principal of (and premium, if any) and interest on the Junior 
Subordinated Securities as and when the sane shall become due and payable in accordance with 
their terms, or is intended to or shall affect the relative rights of the holders of the Junior 
Subordinated Securities and creditors of the Company other than the holders of tlie Senior Debt, nor 
shall anything herein or therein prevent the Trustee or thc holder of any Junior Subordinated 
Security from exercisinz alI remedies otfierwise permitted by applicable taw upon default under this 
Indenture, subject to the rights, if any, under this ArticIe Fourteen of the holders of Senior Debt in 
respect of cash, property or securities of the Company received upon the exercise o f  any such 
remedy. 

Upon any payment or distribution of assets of the Company referred to in this Article 
Fourteen, the Tnistee, subjmt to the provision of Article Six, and the I-ioldm of the Junior 
Subordinated Securities shall be entitled to rely upon any order or dewee made by any court of 
competent jurisdiction in which such dissolution, winding-up, liquidation or reorganization, 
liquidation or reorganization proceedings are pending, or a certificate of the receiver, trustee in 
bankruptcy, liquidation trustee, agent or other person making such payment or distribution, 
delivered to the Trustee or to the Molders of the Junior Subordinated Securities, for the purposes of 
ascertaining the persons entitled to participate in such distribution, the holders of the Senior Rebt 
and other indebtedness of tlie Company, the amount hereor or payable hereon, the amount or 
amounts paid or distributed thereon and all other facts pertinent thereto or to this Article Fourteen. 

Section 1405. Trustee to Effectuate Subordination. 

Each Holder of a Junior Subordinated Secunty by his 01: her acceptance thereof authorizes 
and directs the Trustee in his or her behalf to cjke such action as may be necessary or appropriate to 
effectuate the subordination provided in this Article Foruteen and appoints the Trustee his or her 
attorney-in-fact for any and ail such purposes 
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Section 1406. Notice to Trustee. 
_ -  

The Company shall give prompt written notice to a Responsible Officer of the Trustee of 
any fact known to the Company which would prohibit the making of any paynient of monies to or 
by the Trustee in respect o f  the Junior Subordinated Securities pursuant to the provisions of this 
Article Fourteen. Notwithstanding the provisions of this Article Fourteen or any other provision of 
ttus Indenture, the Trustee shall not be charged with knowledge of the existence of any facts which 
would prohibit the making of any payment of monies to or by the Trustee in respect of the Junior 
Subordinated Securities pursuant to the provisions of this Article Fourteen, unless and until a 
Responsible Officer of the Trustee shall have received written notice therm[ at the Principal Ofice 
of the Trustee fiom the Company or a holder or holders of Senior Debt or &om any trustee therefor; 
and before the recfiipt of ariy such written notice, the Trustee, subject to the provisions of Article 
Six, shall be entitled in all respects to assume that no such facts exist; provided, however, that i f  the 
Trustee shall not have received the notice provided for in this Section 1406 a1 least two Business 
Days prior to the date upon which by the t e r n  hereof any money may become payable for any 
purpose (including, without limitation, the payment of the principal of (or premium, if any) or 
interest a n  any Junior Subordinated Security), then, anything herein contained to the contrary 
notwithstanding, tile Trustee shall have full power and authority to receive such money and to apply 
the same to the purposes for which they were received, and shalt not be afFected by any notice to the 
contrary which may be received by it within two Business Days prior to such date. 

The Trustee, subject to the provisions of Article Six, shall be entitled to rely on the delivery 
to it of a written notice by a person representing himself to be a holder of Senior Debt (or a trustee 
on behalf of such holder) to establish that such notice has been given by a holder of Senior Debt or 
a tnlstee on behalf of any such holder or holders in the event that the Trustee determines in good 
faith that hrther evidence is required with respect to the right of any person as a holder of Senior 
Debt to participate in my payment or distribution pursuant to this Article Fourteen, the Trustee may 
request such person to furnish evidence to the reasonable satisfaction of the Trustee as to the 
amount of Senior Debt held by such Person, the extent to which such person is entitled to 
participate in such payment or distribution and any other facts pertinent to the rights of such person 
under this Article Fourteen, and if such evidence is not furnished the Trustee may defer any 
payment to such person pending judicial determination as to the right of such person to receive such 
payment. 

Section 1407. Rights of Trustee as Holder of Senior Debt; Pseservation of Trustee's Rights. 

The Trustee in its individual capacity shall be entitled to all the rights set forth in this 
Article Fourteen in respect of any Senior Debt at any time held by it, to the same extent as any other 
holder of Senior Debt, and nothing in this Indcriture shall deprive the Trustee of any of its rights as 
such holder. 

Nothing in this Article Fourteen shaH apply to claim OF, or payments to, the Trustee under 
or pursuant to Section 607. 
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Section 1408. No Waiver of Subordination Provisions. 

No ri@t of any present or futtire holder of any Senior Debt to enforce Subordination as 
herein provided shall at any time in any way be prejudiced or impaired by any act or CaiIure to act 
on the part of the Company or by any act or failure to act, in good faith, by any such holder, or by 
any noncompliance by the Company with the terms, provisions and covenants of this Indenture, 
regardless of any knowledge thereof which any such holder may have or otherwise be charged with. 

Without in any way limiting the generality of the foregoing paragraph, the holders of Senior 
Debt may, at a n y  time and From time to time, without the consent. of or notice to the Trustee or the 
holders of the Junior Subordinated Securities, without incurhg responsibility to the holders of the 
Junior Subordinated Securities and without irnpairhg or releasing the subordination provided in 
this Article or the obligations hereunder of the holders o f  the Junior Subordinated Securities to the 
holders of Senior Debt, do any one or more of the following: (i) change the manner, place or terms 
of payment or extend the time of payment of, or renew or alter, Senior Debt, or otherwise amend or 
supplement in any manner Senior Debt or any instrument evidencing the same or any agreement 
under which Senior Debt is outstanding; (ii) sell, exchange, release or otherwisc deal with any 
property pledged, mortgaged or o t h e d s e  securing Senior Debt; (i i i)  release a n y  person liable in 
any manner for the collection of Senior Debt; and (iv) exercise or refrain from exercising any rights 
against the Company and any other person. 

-6 7-, 



This instrument may be executed in any number of counterparts, each of wluch so executed 
shalt he dkemed to be an original, but all such counterparts shall logether constitute but one and the 
same instrument. 

[n Witness Whereor, the parties hereto have caused this Indenture to be duly executed as of 
the day and year fust above written. 

TCIE UNION LIGHT: HEAT AND POWER 
COMPANY 

DEUTSCH BANK TRUST COMPANY AMERICAS 

as Trustee P 
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Execution Copv 

THE UNION LIGHT, HEAT AND POWER COMPANY 

AND 

DEUTSCHE BANK TRUST COMPANY AMERICAS 
Trustee 

First Supplemental Indenture 

Dated as of March 7,2006 

TO 

Indenture 

Dated as of December I ,  2004 

S .75% Debentures due 20 16 
6.2% Debentures due 2036 
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THIS FIRST SLJPPLXMENTAL INDENTURE, dated as of March 7, 2006, is between 
The Union Light, Heat and Power Company, a corporation duly organized and existing under the 
laws of the State of Kentucky (the “Company”), having its principal office at 139 East Fourth 
Street, Cincinnati, Ohio 45202, and Deutsche Rank Trust Company Americas, as Trustee (the 
“Trustee”) under the Indenture, dated as of December 1, 2004, between the Company and the 
Trustee, as supplemented (the “lndenture”). 

Recitals of the Company 

The Company has executed and delivered the Indenture to the Trustee to provide for the 
issuance from time to time of its unsecured debentures, notes or other evidences of indebtedness 
(the “Securities”), to be issued in one or more series as provided in the Indenture. 

Pursuant to the temis of the Indenture, the Company desires to provide for the 
establislirnent of two new series of its Securities to be known as its 5.75% Debentures due 2016 
(“Series A”) and its 6.2% Debentures due 2036 (“Series B”) and collectively, the “Debentures”), 
in this First Supplemental Indenture. 

All things necessary to make this First Supplemental Indenture a valid agreement of the 
Company have been done. 

Now, therefore, this First Supplemental Indenture Witnesseth: 

For and in consideration of the premises and the purchase of the Debentures by the Initial 
Purchasers and the E-Iolders thereof, it is mutually agreed, for the equal and proportionate benefit 
of all Holders of the Debentures, as follows: 

ARTICLE ONE 

Terms of the Debentures 

Section 101. There is hereby authorized a series of Securities designated the “5.75% 
Debentures due 2016” and a series of Securities designated the “6.2% Debentures due 2016”) 
(Series A and Series B, respectively). Series A and Series €3 shall mature a id  the principal sliall 
be due and payable together with all accrued and unpaid interest thereon on March 10,2016 and 
March 10, 2036, respectively, and both series shall be issued in the form of a registered Global 
Security without coupons, registered in the name of Cede & Co., as nominee of The Depository 
Trust Company, as the Depositary (the “Depositary“). 

Series A and Series B shall be limited in  aggregate principal amount to $50,000,000 and 
$65,000,000, respectively, except as provided in  Section 30 l(2) of the Indenture. 

Section 102. The provisions of Section 305 of the Indenture applicable to Global 
Securities shall apply to the Debentures. The Company hereby designates The Depository Trust 
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Company to act as the Depositary for the Global Securities representing the Debentures. In lieu 
of clause (2) under Section 305, the following provision shall apply to the Debentures: 

Notwithstanding any provision in this Indenture, no Globai Security may be exchanged in 
whole or in part for Debentures registered, and no transfer of a Global Security in whole or in  
part inay be registered, in the name of any Person other than the Depositary for such Global 
Security or a noniinee thereof unless (A) thc Depositary has notified the Company that it is 
unwilling or unable to continue as Depositary for such Global Security or has ceased to be a 
clearing agency registered under the Exchange Act, and a successor Depositary is not appointed 
within 90 days; (B) an Event of Default has occurred and is continuing with respect to the 
Debentures; or (C) the Company in its sole discretion determines not to have any of the 
Debentures represented by a Global Security. 

A Globai Security representing a Debenture inay not be exchanged for another Debenture 
other than as provided in Section 305 of the Indenture; however, beneficial interests in a Global 
Security representing a Debenture may be transferred and exchanged as provided in Section 103 
of this First Supplemental Indenture. 

Section 103. (a) Certain Definitions. For purposes of this Section 103, except as 
otherwise expressly provided or unless the context otherwise requires: 

"Applicable Procedures" means, with respect to any transfer or exchange of or for 
beneficial interests in any Global Debenture, the rules and procedures of the Depositary that 
apply to such transfer or exchange. 

"Global Debenture'' means a Global Security representing Debentures. 

"Indirect Participant" means a Person who holds a beneficial interest in a Global 
Debenture through a Participant. 

"Initial Purchasers" means KeyRanc Capital Markets, a division of McDonald 
Investments Inc. and LaSalle Financial Services, Inc. 

"Participant" means a Person who has an account with the Depositary. 

"Private Placement Legend" means the legend set forth in Section 103(d)(i) of this First 
Supplemental Indenture to be placed on all Debentures except where otherwise permitted by the 
provisions of this First Supplemental Indenture. 

"QIB" means a "qualified institutional buyer" as defined in Rule 144A. 

"Restricted Global Debenture" means a Global Debenture bearing the Private Placemeni 
Legend. 

"Rule 144" means Rule 144 protnulgated under the Securities Act. 

"Rule 144A" means Rule 144A promulgated under the Securities Act. 
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"Successor Security" of any particular Debenture means every Debenture issued after, 
and evidencing all or a portion of the same debt as that evidenced by, such particular Debenture; 
and for purposes of this definition, any Debenture authenticated and delivered under Section 306 
of the Indenture in exchange for or in lieu of a mutilated, destroyed, lost or stolen Debenture 
shall be deemed to evidence the same indebtedness as the mutilated, destroyed, lost or stolen 
Debenture. 

"llnrestricted Global Debenture" means a permanent Global Debenture in the form 
specified in Article Two of this First Supplemental Indenture that represents Debentures that do 
not bear the Private Placement L,egend. 

(b) Transfer and Exchange o m e f i c i a l  Interests in  the Global Debentures. The transfer 
of beneficial interests in the Global Debentures shall be effected through the Depositary, in 
accordance with the provisions of this Section 103 and the Applicable Procedures. Beneficial 
interests in the Restricted Global Debentures shall he subject to restrictions on transfer 
comparable to those set forth herein to the extent required by the Securities Act. Transfers of 
beneficial interests in the Global Debentures also shall require compliance with either 
subparagraph (i) or (ii) below, as applicable, as well as one or more of the other following 
subparagraphs, as applicable: 

(i) _Transfer of B e n e f a  Interests in the Same Global Debenture. Beneficial 
iriterests in any Restricted Global Debenture may be transferred to Persons who take 
delivery thereof in the form of a beneficial interest in the same Restricted Global 
Debenture in accordance with the transfer restrictions set forth in the Private Placement 
Legend. Beneficial interests in any Unrestricted Global Debenture may be transferred to 
Persons who take deliver thereof in the form of a beneficial interest in an llnrestricted 
Global Debenture. No written orders or instructions shall be required to be delivered to 
the Security Registrar to effect the transfers described i n  this Section 103(b)(i). 

(ii) All Other Transfers of Beneficial Interests in Global Debentures. In 
connection with ail transfers of beneficial interests that are not subject to Section 
103(b)(i) above, the transferor of such beneficial interest must deliver to the Security 
Regisfrar either (A)(1) a writtell order from a Participant or an Indirect Participant given 
to the Depositary in accordance with the Applicable Procedures directing the Depositary 
to credit or cause to be credited a beneficial interest in another Global Debenture i n  an 
amount equal to the beneficial interest to be transferred or exchanged and (2) instructions 
given in accordance with the Applicable Procedures containing information regarding the 
Participant account to be credited with such increase. tJpon satisfaction of all of the 
rcquireinents for ttansfer or exchange of beneficial interests in Global Debentures 
contained in this Section 103 and the Debentures or othenvise applicable under the 
Securities Act, the Trustee shall adjust the principal amount of the relevant Global 
Debenture(s) pursuant to Section 103(c) of this First Supplemental Indenture 

(iii) Transfer of' Beneficial Interests to Anotlier Restricted Global Ucbenture. A 
beneficial interest in any Restricted Global Debenture may he transferred to a Pel son who 
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takes delivery thereof in the form of a beneficial interest in  another Restricted Global 
Debenture if the transfer complies with the requirements of Section 103(h)(ii) above and 
the Security Registrar receives a certificate in the form of Exhibit A to this First 
Suppleinental Indenture, including the certifications in item (1) thereof. 

(iv) _Transfer and Exchange of Beneficial Interests in  %.Restricted GIobai 
Debenture for Beneficial “Interests in the Unrestricted Global Debenture. A beneficial 
interest in any Restricted Global Debenture may be exchanged by any holder thereof for a 
beneficial interest jn an Unrestricted Global Debenture or transferred to a Person who 
takes delivery thereof in the fomi of a beneficial interest in an Unrestricted Global 
Debenture if the exchange or transfer coinplies with the requirements of Section 
103(b)(ii) above and the Security Registrar receives the following: 

(A) if the holder of such beneficial interest in a Restricted Global 
Debenture proposes to exchange such beneficial interest for a beneficial interest 
in an Unrestricted Global Debenture, a Certificate from such holder in the foiin of 
Exhibit B to this First Supplemental Indenture, including the certifications in the 
third paragraph thereof; or 

(B) if the holder of such beneficial interest in a Restricted Global 
Debenture proposes to transfer such beneficial interest to a Person who shall take 
delivery thereof in the form of a beneficial interest in an Unrestricted Global 
Debenture, a certificate from such holder in the form of Exhibit A_ to this First 
Supplemental Indenture; 

and, in each such case if the Company or the Security Registrar so requests or if the 
Applicable Procedures so require, an Opinion of Counsel in form reasonably acceptable 
to the Company and the Security Registrar to the effect that such exchange or transfer is 
in conipliance with the Securities Act and that the restrictions on transfer contained 
herein and in the Private Placement Legend are no longer required in order to maintain 
compliance with the Securities Act. 

If any such transfer is effected at a time when an lJnrestricted Global Debenture has not 
yet been issued, the Company shall issue and the Trustee shall authenticate, pursuant to a 
Company order, one or more Unrestricted GIobai Debentures in an aggregate principal 
amount equal to the aggregate principal amount of beneficial interests transferred 
pursuant to subparagraph (A) or (B) above. 

Beneficial interests in an IJnrestricted Global Debenture cannot be exchanged for, or 
transferred to Persons who take delivery thereof in the form of, a beneficial interest in a 
Restricted Global Debenture. 

(c) Cancellation and/or Adjustment of Global D e b e n w .  At such time as all beneficial 
interests in a particular Global Debenture have been exchanged for Definitive Debentures or a 
particular Global Debenture has been redeemed, repurchased or cancelcd in whole and not in 
part, cach such Global Debenture shall be returned to or retained and canceled by the Trustee i n  
accordance with Section 309 of the Indenture. At any time prior to such cancellation, i f  any 
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beneficial interest in  a Global Debenture is exchanged for or transferred to a Person who will 
take delivery thereof in the fonn of a beneficial interest in another Global Debenture, the 
principal amount of Debentures represented by such Global Debenture shall be reduced 
accordingly and an endorsement shall be made on such Global Debenture by the Trustee or by 
the Depositary at tlie direction of the Trustee to reflect such reduction; and if the beneficial 
interest is being exchanged for or transferred to a Person who will take delivery thereof in the 
form of a beneficial interest in another Global Debenture, such other Global Debenture shall be 
increased accordingly and an endorsement shall be made on such Global Debenture by the 
Trustee or by the Depositary at the direction of the Trustee to reflect such increase. 

(d) Form of Additional Legends. In addition to any legends required by Article Two of 
this First Supplemental Indenture, the following legends shall appear on the face of all 
Debentures (including Global Debentures) issued under this First Supplemental Indenture unless 
otherwise provided in this First Supplemental Indenture. 

(i) Private Piacernent Legend. Except as otherwise provided in Section 103(c), 
each Debenture and Successor Security shall bear a legend in substantially the fol’ollowing 
fonn: 

“THIS DEBENTIJRE (OR ITS PREDECESSOR) MAS NOT BEEN REGISTERED 
UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES 
ACT”), AND, ACCORDINGLY, MAY NOT BE OFFERED, SOLD, PLEDGED OR 
OTHERWISE TRANSFERRED, EXCEPT AS SET FORTI-I IN THE NEXT 
SENTENCE. BY ITS ACQTJISITION HEREOF OR OF A BENEFICIAL INTEREST 
HEW,,PN, THE HOLDER: (1) REPRESENTS THAT IT IS A “QUALIFIED 
INSTITUTIONAL BUYER“ (AS DEFPNED lN RULE 144A UNDER THE 
SECURITIES ACT) (A “QIB“), AND (2) AGREES THAT IT WILL NOT RESELL, OR 
OTHERWISE TRANSFER THIS DEBENTlJRE EXCEPT (A) TO THE COMPANY 
OR ANY OF ITS SIJBSIDIARIES, (B) TO A PERSON WHOM THE SELLER 
REASONABLY BELIEVES IS A QIR PURCHASING FOR ITS OWN ACCOUNT OR 
FOR THE ACCOIJNT OF A QIB IN A TRANSACTION MEETING THE 
REQUIIIEMENTS OF RlJLE 144A, (C) JN A TRANSACTION MEETING THE 
RJ3QUlREMENTS OF RULE 144 UNDER THE SECURITIES ACT, OR (D) 
PURSUANT TO AN EFFECTIVE RJ3GISTIW~ION STATEMENT AND, IN EACH 
CASE, IN ACCORDANCE WITH THE APPLICABLE SECURITIES LAWS OF ANY 
STATE OF THE UNITED STATES OR ANY OTHER APPLICABLE JURISDICTION 
AND (’I) AGREES THAT IT WILL DELIVER TO EACH PERSON TO WHOM THIS 
DEBENTIJRE OR AN INTEREST IIEREIN IS TRANSFERRED A NOTICE 
SIJBSTANTIALLY TO THE EFFECT OF THIS LEGEND THE FIRST 
SUPPLEMENTAL INDENTIIRE CONTAINS A PROVISION REQUIRING THE 
TRUSTEE TO REFlJSE TO IEGlSTER ANY TRANSFER OF THIS DEBENTlJRE IN 
VIOLATION OF THE FOREGOING ” 

Section 104. Interest on each of the Debentures shall be payable seniiannually on March 
10 and September 10 of each year (each an “Interest Payinenl Date”), commencing on September 
10,2006, at the rate per annum specified in Series A and Series B from March 10, 2006, or from 
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the most recent Interest Payment Date to which interest has been paid or duly provided for. The 
interest so payable, and punctually paid or duly provided for, on any Interest Payment Date will 
be paid to the Person in whose name such Debenture is registered at the close of business on the 
Regular Record Date for such interest, which shall be the Business Day immediately preceding 
such Interest Payment Date. The amount of interest payable for any period will be computed on 
the basis of a 360-day year of twelve 30-day months. As used herein, “Business Day” means 
any day other than a Saturday or Sunday or a day on which banking institutions in New York, 
New York are authorized or obligated by law or executive order to be closed. 

Section 105. Subject to agreements with or the nrles of the Depositary or any successor 
book-entry security system or similar system with respect to Global Securities, payments of 
interest will be made by check mailed to the Holder of each Debenture at the address shown in 
the Security Register, and payments of the principal amount of each Debenture will be made at 
maturity by check against presentation of the Debenture at the office or agency of the Trustee. 

Section 106. The Debentures shall be issued in denominations of $1,000 or any integra1 
multiple of !% 1,000. 

Section 107. Principal, premium, if any, and interest on the Debentures shall be payable 
in the coin or currency of the United States of America, which, at the time of payment, is legal 
tender for public and private debts. 

Section 108. The Debentures shall be subject to defeasance and covenant defeasance, at 
the Company‘s option, as provided for in Sections 1302 and 1303 of the Indenture. 

Section 109. Subject to the terms of Article Eleven of the Indenture, the Company shall 
have the right to redeem the Debentures, at any time in whole or from time to time in part, as 
provided in the form of the Debentures herein below set forth. If the Company redeems the 
Debentures, the Company shall provide prompt notice of the Make-Whole Amount to the 
Trustee upon its calculation as provided in the Debentures, providing the basis of its computation 
in such notice in leasonable detail, and upon receipt of such notice the Trustee shall notify the 
Depositary. 

ARTICLE TWO 

Form of the Debentures 

Section 201. Debentures ofreled and sold by the Initial Puichasers in reliance on Rule 114A 
shall be issued in the form of one or more Restricted Global Debentures, substantially in the 
form set forth i n  this Article Two, deposited upon issuance with the Tnistee, as custodian for the 
Depositaiy, registeied in the namc of the Depositary or its nominee, in each case for credit to an 
account of a direct or indirect Participant, duly cxecuted by the Company and authenticated by 
the Trustee as provided in the Indenture arid this First Supplemental Indenture. The aggregate 
principal amount of [he Restricted Global Debentures may from time to time be incrcased or 



decreased by acijustments made on the records of the Trustee, as custodian for the Depositary or 
its nominee, as provided in the Indenture and this First Supplemental Indenture. 

[THE WMAINDER OF THIS PAGE HAS BEEN LEFT BLANK INTENTIONALLY.] 

7 



(FORM OF FACE OF DEBENTURE - SERIES A) 

No. R- $50,000,000 

CUSIP No.: 906888 AR 3 
ISIN No.: US906888AR38 

THE UNION LIGHT, HEAT AND POWER COMPANY 

S.75% DEBENTTJRES DIJE 2016 (SERIES A) 

UNLESS THIS CERTIFICATE IS PRESENTED BY AN AUTHORIZED REPRESENTATIVE 
OF THE DEPOSITORY TRUST COMPANY, A NEW YORIC CORPORATION C‘DTC”), TO 
ISSUER OR ITS AGENT FOR REGISTRATION OF TRANSFER, EXCHANGE, OR 
PAYMENT AND SUCH CERTIFICATE ISSUED IS REGISTERED IN THE NAME OF 
CEDE & CO. OR IN SUCH OTHER NAME AS IS REQrJESTED BY AN AUTHORIZED 
REPRESENTATIVE OF DTC (AND ANY PAYMENT IS MADE TO CEDE & CO. OR TO 
SUCH OTHER ENTITY AS IS REQIJESTED BY AN AIJTI-IORIZED REPRESENTATIVE 
OF DTC), ANY TRANSFER, PLEDGE, OR OTHER USE KEREOF FOR VAL,UE OR 
OTHERWISE BY OR TO ANY PERSON IS WRONGFIJL INASMTlCH AS THE 
REGISTERED OWNER HEREOF, CEDE &, CO., HAS AN INTEREST HEREIN. 

[THIS DEBENTURE (OR ITS PREDECESSOR) HAS NOT BEEN REGISTERED UNDER 
THE ‘CIS. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), AND, 
ACCORDINGLY, MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE 
TRANSFERRED, EXCEPT AS SET FORTH IN THE NEXT SENTENCE. BY ITS 
ACQUISITION HEREOF OR OF A BENEFICIAL INTEREST I-IEREIN, THE HOLDER: (1) 
REPRESENTS THAT IT IS A “QTJALIFIED INSTITIJTIONAL BUYER“ (AS DEFINED IN 
RULE 144A UNDER THE SECURITIES ACT) (A “QIB“), AND (2) AGREES THAT IT WILL 
NOT RESELL OR OTHERWISE TRANSFER THIS DEBENTIJRE EXCEPT (A) TO THE 
COMPANY OR ANY OF ITS SUBSIDIARIES, (B) TO A PERSON WHOM TI-EE SEL,I,ER 
REASONABLY BELIEVES 1s A QIB PURCHASING FOR ITS OMN ACCOUNT OR FOR 
THE ACCOIJNT OF A QIB IN A TRANSACTION MEETING THE REQUIREMENTS OF 
RtJLE 144A, (C) IN A TRANSACTION MEETING THE REQTJIREMENTS OF RULE 144 
UNDER THE SECURITIES ACT, OR (D) PURSUANT TO AN EFFECTIVE 
REGISTRATION STATEMENT AND, IN EACH CASE, lN ACCORDANCE WITH THE 
APPLICABLE SECTJRITIES LAWS OF ANY STATE OF THE UNITED STATES OR ANY 
OTHER APPLICABLE JIJFJSDICTION AND ( 3 )  AGIEES THAT rT WILL DELIVER TO 
EACH PERSON TO WHOM TI-IlS DEBENTURE OR AN ENTEREST HEREIN IS 
TRANSFERRED A NOTICE SUBSTANTIALLY TO TJ-E EFFECT OF THIS LEGEND. THE 
FIRST SUPPLEMENTAL INDENTIIRE CONTAINS A PROVISION REQUIRING THE 
TRUSTEE TO REFIJSE TO REGISTER ANY TRANSFER OF THIS DEBENTURE n\r 
VIOLATION OF THE FOREGOING.] 
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THE UNION LIGHT, HEAT AND POWER COMPANY, a corporation duly organized 
and existing under the laws of the Commonwealth of Kentucky (herein called the “Company”, 
which term includes any successor Person under the Indenture hereafter referred to), for value 
received, hereby promises to pay to CEDE & CO,, or registered assigns, the principal sum of 
Fifty Million and No/lOO Dollars ($50,000,000) on March 10, 2016, and to pay interest thereon 
from March 10, 2006, or from the most recent Interest Payment Date to which interest has been 
paid or duly provided for, semiannually, on March 10 and September 10 in each year, 
commencing September 10, 2006, at the rate of 5.75% per annum, until the principal hereof is 
paid or made available for payment. The amount of interest payable on any Interest Payment 
Date shall be computed on the basis of a 360-day year of twelve 30-day months. The interest so 
payable, and punctually paid or duly provided for, on any interest Payment Date will, as 
provided in the Indenture, be paid to the Person in whose name this Security (or one or more 
Predecessor Securities) is registered at the close of business on the Record Date for such interest, 
which shall be the Business Day immediately preceding such Interest Payment Date, Any such 
interest not so punctually paid or duly provided for will forthwith cease to be payable to the 
Holder on such Regular Record Date and may either be paid to the Person in whose name this 
Security (or one or more Predecessor Securities) is registered at the close of business on a 
Special Record Date for the payment of such Defaulted Interest to be fixed by the Trustee, notice 
whereof shall be given to Holders of Securities of this series not less than IO days prior to such 
Special Record Date, or be paid at any time in any other lawful manner not inconsistent with the 
requirements of any securities exchange on which the Securities of this series may be listed, and 
upon such notice as may be required by such exchange, all as more fully provided in the 
indenture. 

Payment of the principal of (and premium, if any) and interest on this Security will be 
made at the corporate trust office of the Trustee maintained for that purpose in the City of New 
Yark, in such coin or currency of the United States of America as at the time of payment is legal 
tender for payment of public and private debts; provided, however, that at the option of the 
Company paynieiit of interest may be made by check rnailed to the address of the Person entitled 
thereto as such address shall appear in the Security Register. 

Any payment 011 this Security due on any day which is not a Business Day in the City of 
New York need not be made on such day, but may be made on the next succeeding Business Day 
with the same force and effect as if made on the due date and no intercst shall accr-ue for the 
period from and after such date, unless such payment is a payment at maturity or upon 
redemption, in which case interest shall accrue thereon at the stated rate for such additional days. 

As used herein, “Business Day” means any day other than a Saturday or Sunday or a day 
on which banking institutions in New York, New York are authorized or obligated by law o r  
executive order to be closed. 

Reference is hereby made to the further provisions of this Security set forth on the 
reverse hereof, which further provisions shall for all purposes have the same effect as i f  set forth 
at this place. 
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Unless the certificate of authentication hereon has been executed by the Trustee referred 
to on the reverse hereof by manual signature, this Security shall not be entitled to any benefit 
under the Indenture or he valid or obligatory for any purpose. 

In Witness Whereof, the Company has caused this instrument to be duly executed. 

THE UNION LIGHT, HEAT AND POWER COMPANY 
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CERTIFICATE OF AUTHENTICATION 

Dated: 

This is one of the Securities of the series designated therein referred to in the 
within-mentioned Indenture. 

DEUTSCWE BANK TRUST COMPANY AMERICAS, Trustee 

By .... ............ ...I.....,.. .........,..... ...* ..... 
Authorized Signatory 

(FORM OF REVERSE OF DEBENTURE) 

This Security is one of a duly authorized issue of securities of the Company (herein 
called the “Securities”), issued and to be issued in one or more series under an Indenture, dated 
as of December I ,  2004, as supplemented by the First Supplemental Indenture dated as of March 
’7, 2006 (the “Indenture”), between the Company and Deutsche Rank Trust Company Americas, 
as Trustee (herein called the “Trustee”, which term includes any successor trustee under the 
Indenture), and reference is hereby made to the Indenture for a statement of the respective rights, 
limitations of rights, duties and immunities thereunder of the Company, the Trustee and the 
Holders of the Securities and of the terms upon which the Securities are, and are to be, 
authenticated and delivered. This Security is one of the series designated on the face hereof, 
which series is issuable without limitation as to the aggregate principal amount thereof. 

The Company has the right to redeem the Securities, in whole or from time to time in 
part, until maturity (such redemption, a “Malte- Whole Redemption,” and the date thereof, the 
“Redemption Date”) at a redemption price equal to the sum of (i) the principal amount of the 
Securities being redeemed plus accrued and unpaid interest thereon to the Redemption Date, and 
(ii) the Make-Whole Amount (as defined below), if any, with respect to the Securities being 
redeemed. 

“Make-Whole Amount” nieans the excess, if any, of (i) the sum, as detetinined by a 
Quotation Agent, of the present value of the principal amount of the Securities to be redeemed, 
together with scheduled payments of interest thereon from the Redemption Date to March 10, 
2016 (in each case not including any portion of such payments of interest accrued as of the 
Redemption Date), i n  each case discounted to the Redemption Date on a semi-niuiual basis 
(assuming a 360-day year consisting of twelve 30-day months) at the Adjusted Treasury Rate 
over (ii) 100% of the principal amount on the Redemption Date of the Securities to be redeemed. 

“Adjusted Treasury Rate” means, with respect Lo any Redemption Date for a Make- 
Whole Redemption. the rate pel annum equal to the semi-annual equivalent yield to maturity of 



the Comparable Treasury Issue, calculated using a price for the Comparable Treasury Issue 
(expressed as a percentage of its principal amount) equal to the Coinparable Treasury Price for 
such Redemption Date, calculated on the third Business Day preceding the Redemption Date, 
plus in each case 0.20% (20 basis points). 

“Comparable Tieasury Issue” means the IJnited States Treasury security selected by the 
Quotation Agent as having a maturity comparable lo the remaining term from the Redemption 
Date to the Stated Maturity o f  the Securities that would be utilized, at the time of selection and in 
accordance with customary financial practice, in pricing new issues of corporate debt securities 
of comparable maturity to the remaining term of the Securities. 

“Quotation Agent” means the Reference Treasury Dealer selected by the Company after 
consultation with the Trustee. “Reference Treasury Dealer” means a primary XJS. Government 
securities dealer. 

“Comparable Treasury Price” means, with respect to any Redemption Date for a Make- 
Whole Redemption, (i) the average of the bid and asked prices for the Comparable Treasury 
Xssue (expressed in each case as a percentage of its principal amount) on the third Business Day 
preceding such Redeniptiori Date, as set forth in the daily statistical release designated “H. 15” 
(or any successor release) published by the Board of Governors of the Federal Reserve System or 
(ii) if such release (or any successor release) is not published or does not contain such prices on 
such Business Day, (A) the average of the Reference Treasury Dealer Quotations for such 
Redemption Date, after excluding the highest and lowest of such Reference Treasury Dealer 
Quotations, or (B) if the Trustee is provided fewer than thee such Reference Treasury Dealer 
Quotations, the aveiage of such Quotations. 

“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury 
Dealer and any Redemption Date for a Make-Whole Redemption, the average of the bid and 
asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its 
principal amount) quoted in writing to the Company and the Trustee by such Reference Treasury 
Dealer at 5:OO p m . ,  New York City time, on the third Business Day preceding such Redemption 
Date. 

Notice of any redemption by the Company will be mailed at least 30 days but not more 
than 60 days before any Redemption Date to each Holder of Securities to be redeemed. If  less 
than ail the Securities are to be redeemed at the option of the Company, the Depositary shall 
select the Securities to be rcdeemed in  accordance with its standard procedures. 

Unless the Company defaults in payment of the Redemption Price, on and after any 
Redemption Date, interest will cease to accrue on the Securities or portions thereof called for 
redemption. 

The Indenture contairis provisions for defeasance at any time of the entire indebtedness of 
this Security or certain iestrictive covenants and Events of Default with respect to this Security 
upon compliance with certain conditions set forth in the Indenture. 



If an Event of Default with respect to Securities of this series shall occur and be 
continuing, the principal of the Securities of this series may be declared due and payable in the 
manner and with the effect provided in the Indenture. 

The Indenture permits, with certain exceptions as therein provided, the amendment 
thereof and the modification of the rights and obligations of the Company and the rights of the 
Holders of the Securities of each series to be affected under the Indenture at any time by the 
Company and the Trustee with the consent of the Holders of a majority in principal amount of 
the Securities at the time Outstanding of each series to be affected. The Indenture also contains 
provisions permitting the Holders of a majority in principal amount of the Securities of each 
series at the time Outstanding, on behalf of the I-lolders of all Securities of such series, to waive 
compliance by the Company with certain provisions of the Indenture and certain past defaults 
under the Indenture and their consequences. Any such consent or waiver by the Holder of this 
Security shall be conclusive and binding upon such Holder and upon all future Holders of this 
Security and of any Security issued upon the registration of transfer hereof or in exchange 
herefor or in lieu hereof, whetlier or not notation of such consent or waiver is made upon this 
Security. 

As provided in and subject to the provisions of the Indenture, the Holder of this Security 
shall not have the right to institute any proceeding with respect to the Indenture or for the 
appointment o f a  receiver or trustee or for any other remedy thereunder, unless such Holder shall 
have previously given the Trustee written notice of a continuing Event of Default with respect to 
the Securities of this series, the Holders of not less than 35% in principal amount of the 
Securities of this series at the time Outstanding shall have made written request to the Trustee to 
institute proceedings in respect of such Event of Default as Trustee and offered the Trustee 
reasonably satisfactory indemnity, and the Trustee shall not have received from the Holders of a 
majority in principal amount of Securities of this series at the time Outstanding a direction 
inconsistent with such request, and shall have failed to institute any such proceeding, for 60 days 
after receipt of such notice, request and offer of indemnity. The foregoing shall not apply to any 
suit instituted by the Holder of this Security for the enforcement of any payment of principal 
hereof or any premium or interest hereon 011 or after the respective due dates expressed herein. 

No reference herein to the Indenture and no provision of this Security or of the Indenture 
shall alter or impair the obligation of the Company, which is absolute and unconditional, to pay 
the principal of (and premium, if any) and interest on this Security at the times, place and rate, 
and in  the coin or currency, herein prcscribed. 

As provided in the Indenture and subject to certain limitations therein set forth, the 
transfer of this Sccurity is registrable in the Security Register, upon surrender of this Sccurity for 
iegistiation of transfer at the office or agency of the Company in any place where the principal of 
(and premium, if any) and interest on this Security are payable, duly endorsed by, 01 

accompanied by a written instrument of transfer in form satisfactory to the Company and the 
Security Registrar duly  executed by, Ihe Holder hereof 01 his attorney duly authorized in writing, 
and thereupon one or more new Securities of this series and of like tenor, of authorized 
denominations and for the same aggregate principal amount, will be issued to the designated 
t ra 11s fe ree or trans re rces . 
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The Securities of this series are issuable only in registered form without coupons in 
denominations of $1,000 and any integral multiple thereof. As provided in the Indenture and 
subject to certain limitations therein set forth, Securities of this series are exchangeable for a like 
aggregate principal amount of Securities of this series and of like tenor of a different authorized 
denomination, as requested by the Holder surrendering the same. No service charge shall be 
made for any such registration of transfer or exchange, but the Company may require payment of 
a sum sufficient to cover any tax or other governmental charge payable in connection therewith. 

Prior to due presentment of this Security for registration of transfer, the Company, the 
Trustee and any agent of the Company or the Trustee may treat the Person in whose name this 
Security is registered as the owner hereof for all purposes, whether or not this Security be 
overdue, and neither the Company, the Trustee nor any such agent shall be affected by notice to 
the contrary. 

All terms used in this Security which are defined in the Indenture shall have the meanings 
assigned to them in the Indenture. 
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(FORM OF FACE OF DEBENTURE - SERIES B) 

NO. R- $65,000,000 

CUSIP No.: 906888 AS 1 
ISIN No.: US906888AS I I 

THE UNION L,IGE-IT, HEAT AND POWER COMPANY 

6.2% DEBENTURES DUE 2036 (SERIES B) 

UNLESS THIS CERTIFICATE IS PRESENTED BY AN AUTHORIZED WPRESENTATIVE 
OF THE DEPOSITORY TRUST COMPANY, A NEW YORK CORPORATION (“DTC”), TO 
ISSUER OR ITS AGENT FOR REGISTRATION OF TRANSFER, EXCHANGE, OR 
PAYMENT AND SUCH CERTIFICATE ISSUED IS REGISTERED IN THE NAME OF 
CEDE & CO. OR IN SUCH OTHER NAME AS IS REQIJESTED BY AN AUTHORIZED 
REPRESENTATIVE OF DTC (AND ANY PAYMENT IS MADE TO CEDE & CO. OR TO 
SUCH OTHER ENTITY AS IS REQUESTED BY AN AUTHORIZED REPRESENTATIVE 
OF DTC), ANY TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR 
OTHERWISE BY OR TO ANY PERSON IS WRONGFUL, INASMIJCH AS THE 
REGISTERED OWNER HEREOF, CEDE & CO., HAS AN INTEREST HEREIN. 

[THIS DEBENTURE (OR ITS PREDECESSOR) HAS NOT BEEN REGISTERED UNDER 
THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), AND, 
ACCORDINGLY, MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE 
TRANSFERRED, EXCEPT AS SET FORTI-I IN THE NEXT SENTENCE. BY ITS 
ACQrJISITION HEREOF OR OF A BENEFICIAL INTEREST HEREIN, THE HOLDER: (1) 
REPRESENTS THAT IT IS A “QUALIFIED INSTITIJTIONAL BUYER” (AS DEFINED hl 
RULE 144A UNDER THE SECURITIES ACT) (A “QIB”), AND (2) AGREES THAT IT WILL 
NOT RESELL OR OTHERWISE TRANSFER THIS DEBENTURE EXCEPT (A) TO THE 
COMPANY OR ANY OF ITS SUBSIDIARIES, (B) TO A PERSON WI-IOM THE SELLER 
REASONABLY RELIEVES IS A QIB PIJRCI-IASING FOR ITS OWN ACCOUNT OR FOR 
THE ACCOUNT OF A QIB IN A TRANSACTION MEETING THE REQI.JIREMENTS OF 
RUL,E 144A, (C) IN A TRANSACTION MEETING THE REQUIREMENTS OF RULE 144 
UNDER THE SECURITIES ACT, OR (D) PUKSlJANT TO AN EFFECTIVE 
REGISTRATION STATEMENT AND, IN GRCI-I CASE, IN ACCORDANCE WITH THE 
APPLICABLE SEC‘IJRITIES LAWS OF ANY STATE OF THE IJNITED STATES OR ANY 
OTHER APPLICABL,E JIJRISDICTION AND (3) AGREES THAT IT WILL DELIVER TO 
EACH PERSON TO WHOM THIS DEBENTIJRE OR AN INTEREST 1413U3N IS 
’I RANSFERRED A NOTICE SUBSTANTIALL,Y TO THE EFFECT OF THIS LEGEND. THE 
FIRST SUPP1,EMENTAL INDENTURE CONTAINS A PROVfSION E Q U ~ R . I N G  THE 
TRUSTEE TO REFIJSE TO REGISTER ANY TRANSFER OF THIS DEBENTUKE IN 
VIOLATION OF THE FOREGOING.] 



THE UNION LIGHT, HEAT AND POWER COMPANY, a corporation duly organized 
and existing under the laws of the Commonwealth of Kentucky (herein called the “Company”, 
which term includes any successor Person under the Indenture hereaftel referred to), for value 
received, hereby promises to pay to CEDE & CO., or registered assigns, the principal sum of 
Sixty-Five Million and No/lOO Dollars ($65,000,000) on March 10, 2036, and to pay interest 
thereon from March 10, 2006, or from the most recent Interest Payment Date to which interest 
has been paid or duly provided for, semiannually, on March 10 and September 10 in each year, 
commencing September 10, 2006, at the rate of 6.2% per annum, until the principal hereof is 
paid or made available for payment. The amount of interest payable on any Interest Payment 
Date shall be coniputed on the basis of a 360-day year of twelve 30-day months. The interest so 
payable, and punctually paid or duly provided for, on any Interest Payment Date will, as 
provided in the Indenture, be paid to the Person in whose name this Security (or one or more 
Predecessor Securities) is registered at the close of business 011 the Record Date for such interest, 
which shall be the Business Day ininiediately preceding such Interest Payment Date. Any such 
interest not so punctually paid or dhly provided for will forthwith cease to be payable to the 
Holder on such Regular Record Date and may either be paid to the Person in whose name this 
Security (or one or more Predecessor Securities) is registered at the close of business on a 
Special Record Date for the payment of such Defaulted Interest to be fixed by the Trustee, notice 
whereof shall be given to Holders of Securities of this series not less than 10 days prior to such 
Special Record Date, or be paid at any time in any other lawfiil manner not inconsistent with the 
requirenients of any securities exchange on which the Securities of this series may be listed, and 
upon such notice as may be required by such exchange, all as more fully provided in the 
Indenture. 

Payment of the principal of (and premium, if any) and interest on this Security will be 
made at the corporate trust office of the Trustee maintained for that purpose in the City of New 
York, in such coin or currency of the United States of America as at the time of payment is legal 
tender for payment of public and private debts; provided, however, that at the option of the 
Company payment of interest may be made by check mailed to the address of the Person entitled 
thereto as such address shall appear in the Security Register. 

Any payment on this Security due on any day which is not a Business Day in the City of 
New York need not be made on such day, but may be made on the next succeeding Business Day 
with the same force and effect as if made on the due date and no interest sliall accrue for the 
period from and after such date, unless such payment is a payment at maturity or upon 
redemption, in which case interest shall acctue thereon at the stated rate for such additional days. 

As used herein, “Business Day” means any day other than a Saturday or Sunday or a day 
on which Imiking institutions in New York, New York are authorized or obligated by law or 
executive order to be closed, 
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Reference is hereby made to the further provisions of this Security set forth on the 
reverse hereof, which fkrther provisions shall for all purposes have the same effect as if set forth 
at this place. 

Unless the certificate of authentication hereon has been executed by the Trustee referred 
to on the reverse hereof by manual signature, this Security shall not be entitled to any benefit 
under the Indenture or be valid or obligatory for any purpose. 

In Witness Whereof, the Company has caused this instrument to be duly executed. 

THE UNION LIGHT, HEAT AND POWER COMPANY 
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CERTIFICATE OF AI_JTI-€ENTICATION 

Dated: 

This is one of the Securities of the series designated therein referred to in the 
wi thin-mentioned Indenture. 

DEIJTSCHE BANK TRUST COMPANY AMERICAS, Trustee 

By ....... ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . 
Authorized Signatory 

(FORM OF REVERSE OF DEBENTURE) 

This Security is one of a duly authorized issue of securities of the Company (herein 
called the “Securities”), issued and to be issued in one or more series under an Indenture, dated 
as of December 1, 2004, as supplemented by the First Supplemental Indenture dated as of March 
7, 2006 (the “Indenture”), between the Company and Deufsche Bank Trust Company Americas, 
as Trustee (herein called the “Trustee”, which term includes any successor trustee under the 
Indenture), and reference is hereby made to the Indenture for a statement of the respective rights, 
limitations of rights, duties and immunities thereunder of the Company, the Trustee and the 
Holders of the Securities and of the terms upon which the Securities are, and are to be, 
authenticated and delivered. This Security is one of the series designated on the face hereof, 
which series is issuable without limitation as to the aggregate principal amount thereof. 

The Company has the right to redeem the Securities, in whole or from time to time in 
part, until maturity (such redemption, a “Make-Whole Redemption,” and the date thereof, the 
“Redemption Date”) at a redemption price equal to the sum of (i) the principal amount of the 
Securities being redeemed plus accnied and unpaid interest thereon to the Redemption Date, and 
(ii) the Make-Whole Amount (as defined below), if any, with respect to the Securities being 
redeemed. 

“Make-Whole Amount” means the excess, if any, of (i) the sum, as determined by a 
Quotation Agent, of the present value of the principal amount of the Securities to be redeemed, 
together with scheduled payments of interest thereon from the Redemption Date to March 10, 
2036 (in each case not including any portion of such payments of interest accrued as of the 
Redemption Date), in each case discounted to the Redemption Date on a semi-annual basis 
(assuming a 360-day year consisting of twelve 30-day months) at the Adjusted Treasury Rate 
over (ii) 100% of the piincipal amount on the Redemption Date of the Securities to be redeemed. 

“Adjusted Treasury Rate” means, with respect to any Redemption Date for a Make- 
Whole Redemption, the rate per annum equal to the semi-annual equivalent yield to maturity of 
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the Comparable Treasury Issue, calculated using a price for the Comparable Treasury Issue 
(expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for 
such Redemption Date, calculated on the third Business Day preceding the Redemption Date, 
plus in each case 0.30% (30 basis points). 

‘[Comparable Treasury Issue” means the United States Treasury security selected by the 
Quotation Agent as having a maturity comparable to the remaining term from the Redemption 
Date to the Stated Maturity of the Securities that would be utilized, at the time of selection and in 
accordance with customary financial practice, in pricing new issues of corporate debt securities 
of comparable maturity to the remaining term of the Securities. 

“Quotation Agent” means the Reference Treasury Dealer selected by the Company after 
consultation with the Trustee. ‘[Reference Treasury Dealer” means a primary U.S. Government 
securities dealer. 

“Comparable Treasury Price” means, with respect to any Redemption Date for a Make- 
Whole Redemption, (i) the average of the bid and asked prices for the Comparable Treasury 
Issue (expressed in each case as a percentage of its principal amount) on the third Business Day 
preceding such Redemption Date, as set forth in the daily statistical release designated “H. IS” 
(or any successor release) published by the Board of Governors of the Federal Reserve System or 
(ii) if such release (or any successor release) is not published or does not contain such prices on 
such Business Day, (A) the average of the Reference Treasury Dealer Quotations for such 
Redemption Date, after excluding the highest and lowest of such Reference Treasury Dealer 
Quotations, or (€3) if the Trustee is provided fewer than three such. Reference Treasury Dealer 
Quotations, the average of such Quotations. 

“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury 
Dealer and any Redemption Date for a Make-Whole Redemption, the average of the bid and 
asiced prices for the Comparable Treasury issue (expressed in each case as a percentage of its 
principal amount) quoted in writing to the Company and the Trustee by such Reference Treasury 
Dealer at 5:OO p.m., New Yorlc City time, on the third Business Day preceding such Redemption 
Date. 

Notice of any redemption by the Company will be rnailed at least 30 days but not more 
than 60 days before any Redemption Date to each Holder of Securities to be redeemed. If less 
than all the Securities are to be redeemed at the option of the Company, the Depositary shall 
select the Securities to be redeerned in accordance with its standard procedures. 

Unless the Company defaults in payment of the Redemption Price, on and after any 
Redemption Date, interest will cease to accrue on the Securities or portions thereof called for 
redemption. 

The Indenture contains piovisions for defeasance at any time of the entire indebtedness of 
this Security or certain restrictive covenants and Events of Default with respect to this Sccririty 
upon compliance with certain conditions set forth in the Indenture. 
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If an Event of Default with respect to Securities of this series shall occur and be 
continuing, the principal of the Securities of this series may be declared due and payable in the 
manner and with the effect provided in the Indenture. 

The Indenture permits, with certain exceptions as therein provided, the amendment 
thereof and the modification of the rights and obligations of the Company and the rights of the 
Holders of the Securities of each series to be affected under the Indenture at any time by the 
Company and the Trustee with the consent of the Holders of a majority in principal amount of 
the Securities at the time Outstanding of each series to be affected. The Indenture also contains 
provisions permitting the Holders of a majority in principal amount of the Securities of each 
series at the time Outstanding, on behalf of the Holders of all Securities of such series, to waive 
compliance by the Company with certain provisions of the Indenture and certain past defaults 
under the Indenture and their consequences. Any such consent or waiver by the I-Iolder of this 
Security shall be conclusive and binding upon such Holder and upon all future Holders of this 
Security and of any Security issued upon the registration of transfer hereof or in exchange 
herefor or in lieu hereaf, whether or not notation of such consent or waiver is made upon this 
Security. 

As provided in and subject to the provisions of the Indenture, the Holder of this Security 
shall not have the right to institute any proceeding with respect to the Indenture or for the 
appointment of a receiver or trustee or for any other remedy thereundcr, unless such Holder shall 
have previously given the Trustee written notice of a continuing Event of Default with respect to 
the Securities of this series, the Holders of not less than 35% in principal amount of the 
Securities of this series at the time Outstanding shall have made written request to the Trustee to 
institute proceedings in respect of such Event of Default as Trustee and offered the Trustee 
reasonably satisfactory indemnity, and the Trustee shall not have received from the Holders of a 
majority in principal amount of Securities of this series at the time Outstanding a direction 
inconsistent with such request, and shall have failed to institute any such proceeding, for GO days 
after receipt of such notice, request and offer of indemnity. The foregoing shall not apply to any 
suit instituted by the Holder of this Security for the enforcement of any payment of principal 
hereof or any premium or interest hereon on or after the respective due dates expressed herein. 

No reference herein to the Indenture and no provision of this Security or of the Indenture 
shall alter or impair the obligation of the Company, which is absolute and unconditional, to pay 
the principal of (and premium, if any) and interest on this Security at the times, place and rate, 
and in the coin or currency, herein prescribed. 

As provided in the Indenture and subject la certain limitations therein set forth, the 
transfer of this Security is registrable in the Security Register, upon surrender of this Security for 
registration of transfer at the office or agency of the Company in any place where the principal of 
(and premium, if any) and interest on this Security are payable, duly endorsed by, or 
accompanied by a written instrument of transfer in form satisfactory to the Company arid the 
Security Registrar duly executed by, the Holder hereof or his attorney duly authorized in writing, 
and thcreupon one or more new Secuiities of this series and of like tenoi, of authorized 
dcnominations and for the same aggregate principal amount, will be issued to the designated 
transferee or transferees. 
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The Securities of this series are issuable only in registered form without coupons in 
denominations of $1,000 and any integral multiple thereof. As provided in the indenture and 
subject to certain limitations therein set forth, Securities of this series are exchangeable for a like 
aggregate principal amount of Securities of this series and of like tenor of a different authorized 
denomination, as requested by the Holder surrendering the same. No service charge shall be 
made for any such registration of transfer or exchange, but the Company may require payment of 
a sum sufficient to cover any tax or other governmental charge payable in connection therewith. 

Prior to due presentment of this Security for registration of transfer, the Company, the 
Trustee and any agent of the Company or the Trustee may treat the Person in whose name this 
Security is registered as the owner hereof for all purposes, whether or not this Security be 
overdue, and neither the Company, the Trustee nor any such agent shall be affected by notice to 
the contrary. 

All terms used in this Security which are defined in the Indenture shall have the meanings 
assigned to them in the Indenture. 
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ARTICLE THREE 

Original Issue of Debentures 

Section 301. An initial issue of the Debentures in the aggregate principal amount of 
$50,000,000 for Series A and $65,000,000 for Series B, may, upon execution of this First 
Supplemental Indenture, or from time to time hereafter, be executed by the Company and 
delivered to the Trustee for authentication, and the Trustee shall thereupon authenticate and 
deliver said Debentures upon a Company Order and Opinion of Counsel pursuant to Section 303 
of the Indenture without any further action by the Company. 

ARTICLE FOUR 

Paying Agent and Security Registrar 

Section 401. Deutsclie Bank Trust Company Americas will be the Paying Agent and 
Security Registrar for the Debentures. 

ARTICLE FIVE 

Covenants 

Section 50 1. The Company covenants and agrees that it shall, during any period in which 
i t  is not subject to Section 13 or 15(d) under the Exchange Act, make available to any Holder or 
beneficial holder of the Debentures which continue to be restricted securities, in connection with 
any sale thereof and any prospective purchaser of the Debentures from such Holder or beneficial 
holder, the information required pursuant to Rule 144A(d)(4) under the Securities Act upon the 
request of any Holder or beneficial holder of the Debentures and it will take such hrther action 
as any Holder or beneficial holder of such Debentures may reasonably request, all to the extent 
required from time to time to enable such Holder or beneficial holder to sell its Debentures 
wi thou1 registration under the Securities Act within the limitation of the exemption provided by 
Rule 144A, as such rule may be amended from time to time. Upon the reqriest of any Holder or 
any beneficial holder of the Debentures, the Company will deliver to such Holder a written 
statenient as to whether it has complied with such requirements. 

ARTICLE SIX 

Sundry Provisions 

Section 601. Except as otherwise expressly provided in this First Supplemental Indenture 
or in the form of Debenture or otherwisc clearly required by the context hereof or thereof, all 
t e~ms used herein or in said form of Debenture that ale defined in  the Indcnturc shall have the 
several meanings respectively assigncd to them thercby 
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Section 602. The Indenture, as supplemented by this First Supplemental Indenture, is in all 
respects ratified and confirmed, and this First Supplemental Indenture shall be deemed part of 
the Indenture i n  the manner and to the extent herein and therein provided. The Trustee shall not 
be responsible in any manner whatsoever for or in respect of the validity or sufficiency of this 
First Supplemental Indenture or for or in respect of the recitals contained herein, all of which 
recitals are made solely by the Company. The Trustee accepts the trusts created by the 
Indenture, as amended and supplemented by this First Supplemental Indenture, and agrees to 
perform the same upon the terms and conditions of the Indenture, as amended and supplemented 
by this First Supplemental Indenture. All of the provisions contained in the Indenture in respect 
of the rights, privileges, immunities, powers, and duties of the Trustee shall be applicable in 
respect of the First Supplemental Indenture as fully and with like force and effect as though fully 
set forth in full herein. 

This instrument may be executed in any number of counterparts, each of which so 
executed shall be deemed to be an original, but all such counterparts shall together constitute but 
one and the same insti-ument. 
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IN WITNESS WHEREOF, the parties hereto have caused this First Supplemental 
Indenture to be duly executed as of the day and year first above written. 

THE UNION LIGHT, HEAT AND POWER 
COMPANY 

n> By: w?- X.__. 

Wendy L,. Aumiller 
Vice President and Treasurer 

, 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Tntstee 
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IN WITNJ2SS WHEREOF, the parties hereto have caused this First Supplemental 
Indenture to be duly executed as of the day and year first above written. 

THE INION LIGHT, HEAT AND POWER 
COMPANY 

BY: __ .- 
Wendy L,* Aluniller 
Vice President and Treasurer 

DEIJTSCHE BANK TRUST COMPANY 
AMERICAS, as Trustee 
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EXHIBIT A 
FORM OF CERTIFICATE OF TRANSFER 

The Union Light, Heat and Power Company 
139 East Fourth Street 
Cincinnati, Ohio 45202 

Deutsche Bank Trust Company 

222 S. Riverside Plaza, 24th Floor 
Chicago, IL 60606-5808 

Americas, Trustee 

Re: -- YO Debentures due _____ [insert date and Series A or Series B, as 
appropriate](the "Securities") of The LJnion tight, Heat and Power Company (the 
Tonipany") 

Reference is made to the Indenture dated as of December 1, 2004 between the Company 
and Deutsche Bank Trust Company Americas, Trustee (the "Trustee") and the First 
Supplemental Indenture dated as of March 7, 2006 (collectively, the "Indenture"). Terms used 
herein and defined in the Indenture or Rule 144 under the IJnited States Securities Act of 1933 
(the "Securities Act") are used herein as so defined. 

-I- , ('he "Transferor'3 owns and proposes to transfer the interest in the 
Debenture[s] specified in Annex A hereto, in the principal amount of $ in such 
I)ebenture[s] or interests (the "Trmsfer'7, to (the "Trnnsfeeree 'y, as further specified in Aimex A 
hereto. In connection with the Transfer, the Transferor hereby certifies lhat: 

[CHECK ALI, THAT APPLY] 

1. 0 Check if Transferee will take delilsry of a beneficial interest in the Restricted 
Global Debenture. The Transfer is being effected pursuant to and in accordance with Rule 144A 
under the United States Securities Act of 1933, as amended (the "Secwities A c ! ' ~ ) ,  and, 
accordingly, the Transferor hereby further certifies that the beiieticial interest is being transferred 
to a Person that the Transferor reasonably believed and believes is purchasing the beneficial 
interest for its own account, or for one or more accounts with respect to which such Person 
exercises sole investment discretion, and such Person and each such account is a "qualified 
institutional buyer" within the meaning of Rule 144A in a transaction mcetiiig the requirements 
of Rule 144A and such Transfer is in compliance with any applicable Blue Sky securities laws of 
any state of the IJnited States. Upon consummation of the pioposed Transfer i n  accordance with 
the terms of the Indenture, the transferred beneficial interest will be subject to the restrictions on 
transfer enumerated i n  the Piivate Placement Legend printed on the Restricted Global Debenture 
and in the Indenture and the Securities Act. 

2. 0 Check and complete if  Transferee w m k e  delivery of a beneficial interest in a 
Debenture Ersuant to any provision of the Securities Act other than Rule 144A. The Transfer is 
being effected in compliance with the transfer restrictions applicahle to beneficial interests in 
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Restricted Global Debentures and pursuant to and in accordance with the Securities Act and any 
applicable Blue Sky securities laws of any slate of the United States, and accordingly the 
Transferor hereby further certifies that (check one): 

(a) U such Transfer is being effected pursuant to and in accordance with Rule 
144 under the Securities Act; 

or 

(b) U such transfer is being effected to the Company or a subsidiary thereof; 

or 

(c) 0 such Transfer is being effected pursuant to an effective registration on 
statement under the Securities Act and in compliance with the prospectus delivery 
requirements of the Securities Act. 

3. 0 Check if Transferee wili&e delivery of a beneficial interest in an Unrestricted 
Global Debenture pursuant to Rule 144. (i) The Transfer is being effected pursuant to and in 
accordance with Rule 144 under the Securities Act and in compliance with the transfer 
restrictions contained in the Indenture and any applicable Blue Sky securities laws of any state of 
the United States and (ii) the restrictions on transfer contained in the Indenture and the Private 
Placement Legend are not required in order to maintain compliance with the Securities Act. 
Upon consummation of the proposed Transfer iu accordance with the terms of the Indenture, the 
transferred beneficial interest will no longer be subject to the restrictions on transfer enumerated 
in the Private Placenient Legend printed on the Restricted Global Debentures and in the 
Indenture. 

This certificate and the statements contained herein are made for your benefit and the 
benefit of the Company. 

[Insert Name of Transferor] 

By: 
Name: 
Title: 

Dated: 



ANNEX A TO CERTIFICATE OF TRANSFER 

1. The Transferor owns and proposes to transfer a beneficial interest in the: 

U Restricted Global Debenture (CUSP 1- 

2. After the Transfer, the Transferee will hold a beneficial interest in the: 

[CHECK ONE] 

(i) 0 Restricted Global Debenture (CUSP ), or 

(ii) 0 TJnrestricted Global Debenture without Transfer restrictions (CIJSP 
__-- -). 
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EXHIBIT I3 
FORM OF CERTIFICATE OF EXCHANGE 

The Union Light, Heat and Power Company 
139 East Fourth Street 
Cincinnati, Ohio 45202 

Deutsche Bank Trust Company 

222 S. Riverside Plaza, 24'h Floor 
Chicago, IL 60606-5808 

Ainericas, Trustee 

Re: __-YO Debentures due ______ [insert date and Series A or Series B, as appropriate] 
(the "Securities") of The IJnion Light, Heat and Power Company (the 
''Company") 

Reference is made to the Indenture dated as of December 1, 2004 between the Company 
and Deutsche Bank Trust Company Americas, Trustee (the "Trustee") and the First 
Supplemental Indenture dated as of March 7, 2006 (collectively, the "Indenture"). Terms used 
herein and defined in the Indenture or in Rule 144 under the United States Securities Act of 
1933 (the "Securities Act") are used herein as so defined. 

___--___ , (the "Owner") owns and proposes to exchange the interest in the 
(the "Exchange"). Debenture[s] specified herein, in the principal amount of 

In connection with the Exchange, the Owner hereby certifies that, in connection with the 
Exchange of the Owner's beneficial interest in a Restricted Global Debenture for a beneficial 
interest in an Unrestricted Global Debenture in an equal principal amount, the Owner hereby 
certifies (i) the beneficial interest is being acquired for the Ownel's own account without transfer, 
(ii) such Exchange has been effected in compliance with the transfer restrictions applicable to the 
Global Debentures and pursuant to and in accordance with the United States Securities Act of 
1933, as amended (the "Securities Act'% (iii) the restrictions on transfer contained in the 
Indenture and the Private Placement Legend are not required in order to maintain compliance 
with the Securities Act arid (iv) the beneficial interest in an Unrestricted Global Debenture is 
being acquired in compliance with any applicable Blue Sky securities laws of any state of the 
Unitcd States. 

This certificate and the statements contained herein are made for your benefit and the 
benefit of the Issuer. 

[Insert Name of Owner] 

By: 
Name: 
Title: 
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THE UNION LIGHT, HEAT AND POWER COMPANY 

AND 

THE F1FTI.X THIRD BANK, Trustee 

Indenture 

Dated as of July I ,  1995 
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INDENTURE, dated as of July 1, 1995, between The [Jnion Light, Heat 
and Power Company, a corporation duly organized and existing under the laws 
of the Commonwealth of Kentucky (herein called the "Company"), having its 
principal office at 139 East Fourth Street, Cincinnati, Ohio 45202, and The Fifth 
Third Bank, an Ohio banking corporation, as Trustee (herein called the 
"Trustee"). 

Recitals of the Company 

The Company has duly authorized the execution and delivery of this 
Indenture to provide for the issuance from time to time of its unsecured 
debentures, notes or other evidences of indebtedness (herein called the 
"Securities"), to be issued in one or more series as in this Indenture provided. 

All things necessary to make this Indenture a valid agreement of the 
Company, in accordance with its terms, have been done. 

Now, Therefore, This Indenture Witnesseth: 

For and in consideration of the premises and the purchase of the 
Securities by the Holders thereof, it is mutually agreed, subject to Article 
Fourteen, if applicable, for the equzil and proportionate benefit of the Holders of 
the Securities of each series thereof, as follows: 

- 

ARTICLE ONE 

Definitions and Other Provisions 
of General Application 

Section 101. Definitions. 

For all purposes of this Indenture, except as otherwise expressly provided 
or unless the context otherwise requires: 

( 1 )  the terms defined in this Article have the meanings assigned to them 
in this Article and include the plural as well as the singular; 

(2) all other terms used herein which are defined in the Trust Indenture 
Act, either directly or by reference therein, have the meanings assigned to them 
therein; 
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( 3 )  all accounting temis not otherwise defined herein have the meanings 
assigned to them in accordance with generally accepted accounting principles; 

(4) unless the context otherwise requires, any reference to an "Article" 
or a "Section" refers to an Article or a Section, as the case may be, of this 
Indenture; and 

(5) the words "herein", "hereof' and "hereunder" and other words of 
similar import refer to this Indenture as a whole and not to any particular 
Article, Section or other subdivision. 

"Act", when iised with respect to any Holder, has the meaning specified 
in Section 104. 

"Affiliate" of any specified Person means any other Person directly or 
indirectly controlling or controlled by or under direct or indirect common control 
with such specified Person. For the purposes of this definition, when 
used with respect to any specified Person means the power to direct the 
management and policies of such Person, directly or indirectly, whether through 
the ownership of voting securities, by contract or otherwise; and the temx 
"controlling" and "controlled" have meanings correlative to the foregoing. - 

"Authenticating Agent" means any Person authorized by the Trustee 
pursuant to Section 614 to act on behalf of the Trustee to authenticate Securities 
of one or more series. 

"Board of Directors" means the board of directors of the Company, or 
any duly authorized committee of that board, or any Person duly authorized to 
act on behalf of that board. 

"Board Resolution" means a copy of a resolution or resolutions certified 
by the Secretary or an Assistant Secretary of the Company to have been duly 
adopted by the Board of Directors and to be in full force and effect on the date 
of such certification, and delivered to the Trustee. 

'IBusiness Day", when used with respect to any Place of Payment, means 
each Monday, Tuesday, Wednesday, Thursday and Friday which is not a day on 
which banking institutions in that Place of Payment are authorized or obligated 
by law or executive order to close. 

"Commission" means the Securities and Exchange Commission, from 
time tn time constituted, created under the Exchange Act, or, if  at 'any time after 
the execution of this instrument such Cormnission is not existing and perfomling 
the duties now assigned to it iuider the Trust Indenture Act, then the body 
performing such duties at such time. 



"Company" means the Person named as the "Company" in the first 
paragraph of this instrument until a successor Person shall have become such 
pursuant to the applicable provisions of this Indenture, and thereafter "Company" 
shall mean such successor Person. 

"Company Request" or "Company Order" means a written request or 
order signed in the name of the Company either by ( i )  its Chairman of the 
Board, its Vice Chairman, its President or a Vice President, and by its Treasurer, 
an Assistant Treasurer, its Secretary or an Assistant Secretary, and delivered to 
the Trustee, or (ij) any two Persons designated in a Board Resolution, or in a 
Company Order previously delivered to the Trustee signed by any two of the 
foregoing, and delivered to the Trustee. 

"Corporate Trust Office" means the office of the Trustee for Securities 
of any series at which at any particular time its corporate trust business shall be 
principally administered, which office at the date of execution of this Indenture 
is located at 38 Fountain Square Plaza, Cincinnati, Ohio. 

"corporation" means a corporation, association, company, joint-stock 
company or business trust. 

"Civenant Defeasance" ha5 the meaning specified in Section 1303. 

"Defaulted Inferest" has the meaning specified in Section 307. 

"Defeasance" has the meaning specified in Section 1302. 

"Depositary" means, with respect to Securities of any series issuable in 
whole or in part in the form of one or more Global Securities, a clearing agency 
registered under the Exchange Act that is designated to act as Depositary for 
such Securities as contemplated by Section 301" 

"Event of Default" has the meaning specified in Section 501. 

"Exchange Act" means the Securities Exchange Act of 19.34 and any 
statute successor thereto, in each case as amended from time to time. 

"Expiration Date" has the meaning specified in Section 104 

"Global Security" means a Security that evidences all or part o f  the 
Securities of my series and bears the legend set forth in Section 204 (or such 
legend as may be specified as contemplated by Section 301 for such Securities). 

"Holder" means a Person i n  whose name a Security is registered in the 
Security R.eg is t er 



"Indenture" means this instrument as originally executed and as i t  may 
from time to time be supplemented or amended by one or more indentures 
supplemental hereto entered into pursuant to the applicable provisions hereof, 
including, for all purposes of this instrument and any such supplemental 
indenture, the provisions of the Trust lndentura Act that are deemed to be a part 
of and govern this instrument and any such supplemental indenture, respectively. 
The term "lndenture" shall also inciude the terms of particular series of 
Securities established as contemplated by Section 30 1. 

"interest", when used with respect to an Original Issue Discount Security 
which by its tenns bears interest only aFter Maturity, means interest payable 
after Maturity. 

"Interest Payment Date", when used with respect to any Security, means 
the Stated Maturity of an instalment of intefest on such Security. 

"Investment Company Act" means the Investment Company Act of 1940 
and any statute successor thereto, in each case as amended from time to time. 

"Junior Subordinated Securities" shall have the meaning specified in 
Section 1401. _- 

"Maturity", when used with respect to any Security, means the date on 
which the principal of such Security or an instalment of principal becomes due 
and payable as therein or herein provided, whether at the Stated Maturity or by 
declaration of acceleration, call for redemption or otherwise. 

"Notice of Default" means a written notice of the kind specified in 
Section S O  i(4). 

"Officers' Certificate" means a certificate signed in the same manner anti 
by Persons as provided for in a Company Request or a Company Order, and 
delivered to the Trustee. 

"Opinion of Counsel" means a written opinion of counsel, who may be 
an employee of or counsel for the Company. 

"Original Issue Discount Security" means any  Security which provides 
for an amount less than the principal amount thereof to be due and payable upon 
a decIaration of acceleration of the Maturity thereof pursuant to Section 502. 

"Outstanding", when used with respect to Securities, means, as of the 
date of determination, all Securities theretofore authenticated and delivered under 
this Indenture, except: 
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(1) Securities theretofore cancelled by the Trustee or delivered to the 
Trustee for cancellation; 

(2) Securities for whose payment or redemption money in the 
necessary amount has been theretofore deposited with the Trustee or any 
Paying Agent (other than the Campmy) in trust or set aside and 
segregated in trust by the Company (if the Company shall act as its own 
Paying Agent) for the Holders of such Securities; provided that, if such 
Securities are to be redeemed, notice of such redemption has been duly 
given pursuant to this Indenture or provision therefor satisfactory to the 
Trustee has been made; 

( 3 )  Securities as to which Defeasance has been effected pursuant to 
Section 1302; and 

(4) Securities which have been paid pursuant to Section 306 or in 
exchange for OT in lieu of which other Securities have been authenticated 
and delivered pursuant to this Indenture, other than any such Securities 
in respect of which there shall have been presented to the Trustee proof 
satisfactory to it that such Securities are held by a bona fide purchaser 
in whose hands such Securities are valid obligations of the Company; - 

provided, however, that in determining whether the Holders of the requisite 
principal amount of the Outstanding Securities have given, made or taken any 
request, demand, authorization, direction, notice, consent, waiver or other action 
hereunder as of any date, (A) the principal amount of an Original Issue Discount 
Security which shall be deemed to be Outstanding shall be the amount of the 
principal thereof which would be due and payable as of such date upon 
acceleration of the Maturity thereof to such date pursuant to Section 502, (El) if, 
as of such date, the principal amount payable at the Stated Maturity of a 
Security is not determinable, the principal amount of such Security which shall 
be deemed to be Outstanding shall be the amount as specified or determined as 
contemplated by Section 301, (C) the principal amount of a Security 
denominated in one or more foreign currencies or currency units which shall be 
deemed to be Outstanding shall be the U S .  dollar equivalent, determined as of 
such date in the manner provided as contemplated by Section 301, of the 
principal amount of such Security (or, in the case of a Security described in 
Clause (A) or (B) above, of the amount determined as provided in such Clause), 
and (D) Securities owned by the Company or m y  other obligor upon the 
Securities or any Affiliate of the Company or of such other obligor shall be 
disregarded and deemed not to he Outstanding, except that, in determining 
whether the Trustee shall be protected in relying upon any such request, 
demand, authorization, direction, notice, consent, waiver or other action, only 
Securities which the Trustee actually knows to be so owned shall be so 
disregarded. Securities so owned which have been pledged in good faith may be 
regarded as Outstanding i f  the pledgee establishes to the satisfaction of the 
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Tnistee the pledgee's right so to act with respect to such Securities and that the 
pledgee is not the Company or any other obligor upon the Securities or any 
Affiliate of the Company or of such other obligor. 

"Paying Agent" means, if not the Company, then any Person authorized 
by the Company to pay the principal of or any premium or interest on any 
Securities on behalf of the Company. 

"Person" means any individual, corporation, partnership, joint venture, 
trust, unincorporated organization or government or any agency or political 
subdivision thereof. 

"Place of Payment", when used with respect to the Securities of any 
series, means the place or places where the principal of and any premium and 
interest on the Securities of that series are payable as specified as contemplated 
by Section 301. 

"Predecessor Security" of any particular Security means every previous 
Security evidencing all or a portion of the same debt as that evidenced by such 
particular Security; and, for the purposes of this definition, any Security 
authenticated and delivered under Section 306 in exchange for or in lieu of a 
mutilated,*destroyed, lost or stolen Security shall be deemed to evidence the 
same debt as the mutilated, destroyed, lost or stolen Security. 

"Redemption Date", when used with respect to any Security to be 
redeemed, means the date fixed for such redemption by or pursuant to this 
Indenture. . 

"Redemption Price", when used with respect to any Security to be 
redeemed, means the price at which it is to be redeemed pursuant to this 
Indenture. 

"Regular Record Date" for the interest payable on any Interest Payment 
Date on the Securities of any series means the date specified for that purpose as 
contemplated by Section 301. 

"Responsible Officer", when used with respect to the Trustee, means any 
vice president, any assistant vice-president, any trust officer or assistant trust 
officer of the Trustee assigned to the Trustee's corporate trust department and 
customarily performing functions similar to those performed by any of the above 
designated officers and also means, with respect to a particular corporate trust 
matter, any other officer to whom such matter is referred because of his 
knowledge of and familiarity with the particular subject. 
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"Securities" has the meaning stated in the first recital of this Indenture 
and more particularly means any Securities authenticated and delivered under 
this Indenture. 

"Securities Act" means the Securities Act of 1933 and any statute 
successor thereto, in each case as amended from time to time. 

"Security Kegister" and "Security Registrar" have the respective meanings 
specified in Section 305. 

"Senior Debt" of the Company mems the principal of, premium, if any, 
interest on and any other payment due pursuant to any of the following, whether 
outstanding at the date of execution of this Indenture or thereafter incurred, 
created or assumed: (a) all indebtedness of the Company evidenced by notes, 
debentures, bonds or other securities sold by the Company for money, excluding 
Junior Subordinated Securities, but including all first mortgage bonds of the 
Company outstanding from time to time; (b) all indebtedness of others of the 
kinds described in the preceding clause (a) assumed by or guaranteed in any 
manner by the Company, including through an agreement to purchase, 
contingent or otherwise; and (c) all renewals, extensions or r e h d i n g s  of 
indebtedness of the kinds described in any of the preceding clauses (a) and (b); 
unless, in- the case of any particular indebtedness, renewal, extension or 
refunding, the instrument creating or evidencing the same or the assumption or 
guarantee of the same expressly provides that such indebtedness, renewal, 
extension or refunding is not superior in right of payment to or is pari passu 
with the Junior Subordinated Securities. 

"Special Record Date" for the payment of any Defaulted Interest means 
a date fixed by the Trustee pursuant to Section 307. 

"Stated Maturity", when used with respect to any Security or any 
jnstalment of principal thereof or interest therean, means the date specified in 
such Security as the fixed date on which the principal of such Security or such 
instaiment of principal or interest is due and payable. 

"Subsidiary" means a corporation more than 50% of the outstanding 
voting stock of which is owned, directly or indirectly, by the Company or by 
One or mole other Subsidiaries, or by the Company and one or more other 
Subsidiaries. For the purposes of this definition, "voting stock" means stock 
which ordinarily has voting power for the election of directors, whether at all 
times or only so long as 110 senior class of stock has such voting power by 
reason of any contingency. 

"Trust Indenture Act" means the Trust Indenture Act of 1939 as in force 
at the date as of which this instrument was executed, except as provided in 
Section 905. 



"Trustee" means the Person' named as the "Trustee" in the first paragraph 
of this instrument until a successor Trustee shall have become such pursuant to 
the applicable provisions of this Indenture, and thereafter "Trustee" shall mean 
or include each Person who is then a Trustee hereunder, and if at any time there 
is more than one such Person, "Trustee" as used with respect to the Securities 
of any series shall mean the Trustee with respect to Securities of that series. 

"1J.S. Government Obligation" has the meaning specified in Section 
1304. 

"Vice President", when used with respect to the Company or the Trustee, 
means any vice president, whether or not designated by a number or a word or 
words added before or after the title "vice president". 

Section 102. Compliance Certificates and Opinions. 

Upon any application or request by tbe Company to the Trustee to take 
any action under any provision of this Indenture, the Company shall furnish to 
the Trustee such certificates and opinions as may be required under the Trust 
Indenture Act. Each such certificate or opinion shall be given in the form of an 
Officers' Certificate, if to be given by an officer of the Company, or an Opinion 
of Counsel, if to be given by counsel, and shall comply with the requirements 
of the Trust Indenture Act and any other requirements set forth in this Indenture. 

Every certificate or opinion with respect to conlpliance with a condition 
or covenant provided for in this Indenture shall include, 

( 1 )  a statement that each individual signing such certificate or 
opinion has read such covenant or condition and the definitions 
herein relating thereto; 

(2) a statement that, in the opinion of each such individual, he has 
made such examination or investigation as is necessary to enable him to 
express an informed opinion as to whether or not such covenant or 
condition has been cornpIied with; and 

( 3 )  a statement ils to whether, in the opinion of eacfi such 
individual, such condition or covenant has been complied with. 

Section 103. Forni of Documents LMivered to Trustee. 

In m y  case where several matters are required to be certified by, or 
covered by an opinion of, any specified Person, i t  is not necessary that all such 
matters be certified by, or covered by the opinion of, only one such Person, or 
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that they be so certified or covered by only one document, but one such Person 
may certify or give an opinion with respect to some matters and one or more 
other such Persons as to other matters, and any such Person may certify or give 
an opinion as to such matters in one or several documents. 

Any  certificate or opinion of an officer of the Company may be based, 
insofar as it relates to legal matters, upon a certificate or opinion of, or 
representations by, counsel, unless such officer knows, or in the exercise of 
reasonable care should know, that the certificate or opinion or representations 
with respect to the matters upon which his certificate or opinion is based are 
erroneous. Any such certificate or opinion of counsel may be based, insofar as 
it relates to factual matters, upon a certificate or opinion of, or representations 
by, an officer or officers of the Company stating that the information with 
respect to such factual matters is in the possession of the Company, unless such 
counsel knows, or in the exercise OF reasonable care should know, that the 
certificate or opinion or representations with rcspect to such matters are 
erroneous. 

Where any Person is required to make, give or execute two or more 
applications, requests, consents, certificates, statements, opinions or other 
instruments under this Indenture, they may, but need not, be consolidated and 
form one- iiistrument. 

Section 104. Acts of Holders; Record Dates. 

Any request, demand, authorization, direction, notice, consent, waiver 
or other action provided or permitted by this Indenture to be given, made or 
taken by Holders may be embodied in and evidenced by one or more 
instruments of substantially similar tenor signed by such Holders in person or 
by agent duly appointed in writing; and, except as herein otherwise expressly 
provided, such action shall become effective when such instrument or 
instruments are delivered to the Trustee and, where it is hereby expressly 
required, to the Company. Such instrument or instruments (and the action 
embodied therein and evidenced thereby) are herein sometimes referred to as the 
"Act" of the Holders signing such instrument or instruments. Proof of execution 
of any  such instrument or of a writing appointing any such agent shall be 
sufficient for m y  purpose of this Indenture and (subject to Section 601) 
concl\isive in favor of the Trustee and the Company, if made in the manner 
provided in this Section. 

The fact and date of the execution by any Person of any such instrument 
or WTiting may be proved by the affidavit of a witness of such execution or by 
a certificate of a notary public or other officer authorized by law to take 
acknowledgments of deeds, certifying that the individual signing such instrument 
O r  writing acknowledged to him the execution thereof Where such execution is 



by a signer acting in a capacity other than his individual capacity, such 
certificate or affidavit shall also constitute sufficient proof of lis authority. The 
fact and date of the execution of any such instrument or writing, or the authority 
of the Person executing the same, may also be proved in any other manner 
which the Trustee deems sufficient. 

The ownership of Securities shall be proved by the Security Register. 

Any request, demand, authorization, direction, notice, consent, waiver or 
other Act of the Holder of m y  Security shall bind every future Holder of the 
Same Security and the Holder of every Security issued upon the registration of 
transfer thereof or in exchange therefor or in lieu thereof in respect of anything 
done, omitted or suffered to be done by the Trustee or the Company in reliance 
thereon, whether or not notalion of such action is made upon such Security. 

The Company may set any day as a record date for the purpose of 
determining the Holders of Outstanding Securities of any series entitled to give, 
make or take any request, demand, authorization, direction, notice, consent, 
waiver or other action provided or permitted by this Indenture to be given, made 
or taken by Holders of Securities of such series, provided that the Company may 
not set a record date for, and the provisions of this paragraph shall not apply 
with respe’ct to, the giving or making of any notice, declaration, request o r  
direction referred to in the next paragraph. I f  any record date is set pursuant to 
this paragraph, the Holders of Outstanding Securities of the relevant series on 
such record date, and no other Holders, shall be entitled to take the relevant 
action, whether or not such Holders remain Holders after such record date; 
provided that no such actio11 shall be effective hereunder unless taken OR or 
prior to the applicable Expiration Date by Holders of the requisite principal 
m o u n t  of Outstanding Securities of such series on such record date. Nothing 
in this paragraph shall be construed to prevent the Company from setting a new 
record date for any action for which a record date has previously been set 
pursuant to this parag1 aph (whereupon the record date previously set shall 
automatically and with no action by any Person be cancelled and of no effect), 
and nothing in this  paragraph shall be construed to render ineffective any action 
taken by Holders of the requisite principal amount of Outstanding Securities of 
the relevant series on the date such action is taken. Promptly after any record 
date is set pursuant to this paragraph, the Company, at its own expense, shall 
cause notice of such record date, the proposed action by Holders and the 
applicable Expiration Date to be given to the Trustee in writing and to each 
Holder of Securities of the relevant series in the manner set forth in Section 106. 

The Trustee may set any day as a record date for the purpose of 
determining the Holders of Outstanding Securities of any series entitled to join 
in the giving or making of (i) m y  Notice of Default, (ii) any declaration of 
acceleration referred to in Section 502, (iii) a n y  request to institute proceedings 
referred to in Section 507(2) or (iv) any direction referred to in Section 512, in 



each case with respect to Securities of such series. If any record date is set 
pursuant to this paragraph, the Holders of Outstanding Securities of such series 
on such record date, and no other Holders, shall be entitled to join in such 
notice, declaration, request or direction, whether or not such Holders remain 
Holders after such record date; provided that no such action shall be effective 
hereunder unless taken on or prior to thc applicable Expiration Date by Holders 
of the requisite principal amount of Outstanding Securities of such series on 
such record date. Nothing in this paragraph shall be construed to prevent the 
Trustee from setting a new record date for any action for which a record date 
has previously been set pursuant to this paragraph (whereupon the record date 
previously set shall automatically and with no action by any Person be cancelled 
and of  no effect), and nothing in this paragraph sliall be construed to render 
ineffective any action taken by Holders of the requisite principal amount of 
Outstanding Securities of the relevant series on the date such action is taken. 
Promptly after any record date is set pursuant to this paragraph, the Trustee, at 
the Company’s expense, shall cause notice of such record date, the proposed 
action by Holders and the applicable Expiration Date to be given to the 
C o n l p a q  in writing and to each Woider of Securities of the relevant series in the 
manner set forth i n  Section 106. 

With respect to any record date set pursuant to this Section, the party 
hereto which sets such record date may designate any day as  the ”Expiration 
Date” and from t h e  to time may change the Expiration Date to any earlier or 
later day; provided that no such change shall be effective unless notice of the 
proposed new Expiration Date is given to the other party hereto in writing, and 
to each Holder of Securities of the relevant series in the manner set forth in 
Section 106, on or prior to the existing Expiration Date. If an Expiration Date 
is not designated with respect to any record date set pursuant to this Section, the 
party hereto which set such record date shall be deemed to have initially 
designated the 180th day after such record date as the Expiration Date with 
iespect thereto, subject to its right to change the Expiration Datc as provided in 
this paragraph. Notwithstanding the foregoing, no Expiration Date shall be later 
than*the 380th day after the applicable record date. 

Without limiting the foregoing, a Holder entitled hereunder to take any 
action hereunder with regard to any particular Security may do so with regard 
to all or any part of the principal aniount of such Security or by one or more 
duly appointed agents each of which may do so pursuant to such appointment 
with regard to all or any part of such principal mount  

Section 105. Notices, Etc., to Trustee and Company. 

Any request, demand, authnrimtion, direction, notice, consent, waiver 
or Act of Holders or other document provided or pennitted by this Indenture to 
be made upon, given or furnished to, or filed with, 
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(1) the Trustee by any Holder or by the Company shalJ be sufficient 
for every purpose hereunder if made, given, furnished or filed in writing 
to or with the Trustee at its Corporate Trust Office, Attention: Corporate 
Trust Administration, or 

(2) the Company by the Trustee or by any Holder shall be sufficient 
for every purpose hereunder (unless otherwise herein expressly provided) 
if in writing and mailed, first-class postage prepaid, to the Company 
addressed to it at the address of its principal office specified in the first 
paragraph of this instrument or at any other address previously furnished 
in writing to the Trustee by the Company. 

Section 106. Notice to Holders; Waiver. 

Where this Indenture provides for notice to Holders of any event, such 
notice shall be sufficiently given (unless otherwise herein expressly provided) 
if in writing and mailed, to each Holder affected by such event, at his address 
as it appears in the Security Register, not later than the latest dale (if any), and 
not earlier than the earliest date (if any), prescribed for the giving of such notice, 
in any case where notice to Holders is given by mail, neither the failure to mail 
such notice, nor any defect in any notice so mailed, to any particular FIolder 
shall affect the sufficiency of such notice with respect to other Holders. Any 
notice when mailed to a Holder in the aforesaid manner shall be conclusively 
deemed to have been received by such Holder whether or not actually received 
by such Holder. Where this Indenture provides for notice in any manner, such 
notice may be waived in writing by the Person entitled to receive such notice, 
either before or after the event, and such waiver shall be the equivalent of such 
notice. Waivers of notice by Holders shall be filed with the Trustee, but such 
filing shall not be a condition precedent to the validity of any action [<&en in 
reliance upon such waiver. 

In case by reason of the suspension of regular mail service or by reason 
of any other cause i t  shall be impracticable to give such notice by mail, then 
such notification as shall be made with the approval of the Trustee shall 
constitute a sufficient notification for every purpose hereunder. 

Section 107. Conflict with Trust Indenture Act. 

If  any provision hereof limits, qualifies or conflicts with a provision of 
the Tnist Indenture Act which is required under such Act to be a part of and 
govern this Indenture, the latter provision shall control. If any provision of this 
Indenture modifies or excludes any provision of the Trust Indenture Act which 
may be so modified or excluded, the latter provision shall be deemed to apply 
to this Indenhue as so niodified or to be excluded, as the case may be. 
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Section 108. Effect of Headings and Table of Contents. 

The Article and Section headings herein and the Table of Contents are 
for convenience only and shall not affect the construction hereof. 

Section 109. Successors and Assigns. 

All cavenants and agreements in this Indenture by the Company shall 
bind its successors and assigns, whether so expressed or not. 

Section 1 10. Separability Clause. 

In case any provision in this Indenture or in the Securities shall be 
invalid, illegal or unenforceable, the validity, legality and enforceability of the 
remaining provisions shall not in any way be affected or impaired thereby. 

Section 1 1 1. Benefits of Indenture. 

Nothing in this Indenture or in the Securities, express or implied, shall 
give to any Person, other than the parties hereto, their successors hereunder, the 
Holders, and the holders of any Senior Debt, any benefit or any legal or 
equitable right, remedy or claim under this Indenture. 

Section 112. Governing Law. 

This Indenture and the Securities shall be governed by and construed in 
accordance with the law of tlie State of New York. Without regard to conflicts 
of laws principles thereof. 

Section 113. Legal Holidays. 

In any case where any Interest Payment Date, Redemption Date or Stated 
Maturity of any Security shall not be a Business Day at any Place of Payment, 
then (notwithstanding any other provision of this Indenture or of the Securities 
(other than a provision of any Security which specifically states that such 
provision shall apply in lieu of this Section)) payment of interest or principal 
(and premium, if any) need not 'ne made at such Place of Payment on such date, 
but may be made on the next succeeding Business Day at such Place of Payment 
with the same force and effect as if made on the Interest Payment Date or 
Redemption Date, or at the Stated Maturity, and no interest shall accrue with 
respect to such payment for the period from and after such Interest Payment 
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Date, Redemption Date or Stated Maturity, as the case may be, to such next 
succeeding Business Day. 

Section 114. Certain Matters Relating to Currencies. 

Whenever any action or Act is to be taken hereunder by the Holders of 
Securities denominated in different currencies or currency units, then for 
purposes of determining the principal amount of Securities held by such Holders, 
the aggregate principal amount of the Securities denominated in a foreign 
currency or currency unit shall be deemed to be that amount of Dollars that 
could be obtained for such principal amount on the basis of a spot exchange rate 
specified to the Trustee for such series in an Officers’ Certificate for exchanging 
such foreign currency or currency unit into Dollars as of the date of the taking 
of such action or Act by the Holders of the requisite percentage in principal 
amount of  the Securities. 

The Trustee shall segregate moneys, funds and accounts held by the 
Trustee in one currency or currency unit from any moneys, funds or accounts 
held in any other currencies or currency units, notwithstanding any provision 
herein that would otherwise permit the Trustee to commingle such amounts. 

c- 

Section 1 15. Immunity of Incorporators, Stockholders, Officers and Directors. 

N o  recourse shall be had for the payment of the principal of (and 
premium, if any), or the interest, if any, on any Securities of any series, or for 
any claim based thereon, or upon any obligation, covenant or agreement of this 
Indenture, against any incorporator, stockholder, officer or director, as such, 
past, present or future, of the Company or of any successor corporation, either 
direclly or indirectly through the Company or any successor corporation, 
whether by virtue of any constitution, statute or rule of law or by the 
enforcement of any assessment of penalty or otherwise; i t  being expressly agreed 
and understood that this Indentllre and all the Securities of each series are solely 
corporate obligations, and that no personal liability whatever shall attach to, or 
is incurred by, any incorporator, stockholder, officer or director, past, present or 
future, of the Company or of any successor corporation, either directly or 
indirectly through the Company or any successor corporation, because of the 
incurring of the indebtedness hereby authorized or under or by reason of any of 
the obligations, covenants or agreements contained in this Indenture or in any 
of the Securities of any  series, or to be implied hercfrorn or therefrom; and that 
all such personal liability is hereby expressly released and waived as a condition 
of, and as part of the consideration for, the execution of this Indenture and the 
issuance of the Securities of each series 
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Section 1 16. Counterparts. 

This Indenture may be executed in any number of counterpaxts, each of 
which shall be an original; but such counterparts shall together constitute but 
one and the same instrument. 

Section 117. Assignment to Affiliate. 

The Company will have the right at all times to assign by indenme 
supplemental hereto any of its rights or obligations under the Indenture to a 
direct, indirect, or wholly owned Affiliate of the Company; provided that, in the 
event of any such assignment, the Company will remain liable for all such 
obligations. 

ARTICLE TWO 

Security Forms 

Section 2Cn. Forms Generally. 

The Securities of each series shall be i n  substantially the form set forth 
in this Mic le ,  or in such other form as shall be established by or pursuant to a 
Board Resolution or in one or more indentures supplemental hereto, in each case 
with such appropriate insertions, omissions, substitutions and other variations as 
are required or permitted by this Indenture, and may have such Ietlers, numbers 
or other marks of identification and such legends or endorsements placed 
thereon as may be required to comply with the rules of any securities exchange 
or Depositary therefor or as may, consistently herewith, be determined by the 
officers executing such Securities, as evidenced by their execution thereof. If the 
form of Securities of any series is established by action taken pursuant to a 
Board Resolution, a copy of an appropriate record of such action shall be 
certified by the Secretary or an Assistant Secretary of the Company and 
delivered to the Trustee at or prior to the delivery of the Company Order 
contemplated by Section 303 for the autlientication and delivery of such 
Securities. 

The definitive Securities shall be printed, lithographed or engraved on 
steel engraved borders or may be produced in any  other niarmer, all as 
determined by the officers executing such Securities, as evidenced by their 
execution of such Securities. 
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......... ................ ..-. -*.-,?.->. ",,V. .I.*--.,. ..U 

Section 202. Form of Face of Security. 

[Insert any legend required by the Internal Revenue Code and the 
regulations thereunder.] 

THE UNION LIGHT, HEAT AND POWER COMPANY 

.......................................................................... 

No. ......... $ ........ 
ClJSIP NO. 

The Union Light, Heat and Power Company, a corporation duly 
organized and existing under the laws of the Commonwealth of Kentucky 
(herein called the "Company", which term includes any successor Person under 
the Indenture hereinafter referred to), for value received, hereby promises to pay 
to ..............................................., or registered assigns, the principal sum of 
...................................... Dollars on ........................................................ [if the 
Security is to bear interest prior to Maturity, insert: , and to pay interest 
thereon from ............. or from the most recent Interest Payment Date to which 

_- 

interest has been paid or duly provided for, ................... on ............ and ............ 
in each year, commencing ........., at the rate of ... .?! per m u m ,  until the 
principal hereof is paid or made available for payment. The interest so payable, 
and punctually paid or duly provided for, on any Interest Payment Date will, as 
provided in such Indenture, be paid to the Person in whose name this Security 
(or one or more Predecessor Securities) is registered at the close of business on 
the Regular Record Date for such interest, which shall be the ....... or ....... 
(whether or not a Business Day), as the case may be, next preceding such 
Interest Payment Date. Any such interest not so punctually paid or duly provided 
for will forthwith cease to be payable to the Holder on such Regular Record 
Date and may either be paid to the Person in whose name this Security (or one 
or more Predecessor Securities) is registered at the close of business on a 
Special Record Date for the paynient of such Defaulted Interest to be fixed by 
the Trustee, notice whereof shall be given to Holders of Securities of this series 
not less than 10 days prior to such Special Record Date, or be paid at any time 
in any other lawful manner not inconsistent with the requirements of any 
securities exchange on which the Securities of this series may be listed, and 
upon such notice as may be required by such exchange, all as more fuily 
provided in said Indenture]. 

[If the Security is not to bear interest prior to Maturity, insert: The principal 
of this Security shall not bear interest except in the case of a default in payment 
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of principal upon acceleration, upon redemption or at  Stated Maturity and in 
such case the overdue principal and any overdue premium shall bear interest at  
the rate of .... % per annum {to the extent that the payment of such interest shall 
be fegally enforceable), from the dates such amounts are due until they are paid 
or made available for payment. Interest on any overdue principal or premium 
shall be payable on demand. Any such interest on overdue principal or premium 
which is not paid on demand shall bear interest at the rate of ...... % per annum 
(to the extent that the payment of such interest on interest shall be legally 
enforceable), from the date of such demand until the amount so demanded is 
paid or made available for payment. Interest on any overdue interest shall be 
payable on demand.] 

Payment of the principal of (and premium, if any) and [if applicable, 
insert: any such] interest on this Security will be made at the office or agency 
of the Company maintained for that purpose in ............, in such coin or currency 
of the United States of America as at the time of payment is legal tender for 
payment of public and private debts [if applicable, insert: ;provided, however, 
that at the option of the Company payment of interest may be made by check 
mailed to the address of the Person entitled thereto as such address shall appear 
in the Security Register]. 

Any payment on this Security due on any day which is not a Business 
Day in the City of New York need not be made on such day, but may be made 
on the next succeeding Business Day with the same force and effect as if made 
on the due date and no interest shall accrue for the period from and after such 
date. 

Reference is hereby made to the further provisions of this Security set 
forth on the reverse hereof, [if subordinated, insert: including, without 
limitation, provisions subordinating the payment of the principal hereof and any 
premium and interest hereon to the payment in full of all Senior Debt as defined 
in the Indenture] which such further provisions shall for all purposes have the 
same effect as if set forth at this place. 

Unless the certificate of authentication hereon has been executed by the 
Trustee referred to on the reverse hereof by manual signature, this Security shall 
not be entitled to any benefil under the Indenture or be valid or obligatory for 
any purpose. 



In Witness Whereof, the Company has caused this instrument to be duly 
executed. 

THE UNION LIGHT, HEAT AND POWER COMPANY 

By ...,...,....... .... ...........-.. .. "_..._.......... 

Section 203. Form of Reverse of Security. 

This Security is one of a duly authorized issue of securities of the 
Company (herein called the "Securities"), issued and to be issued in one or 
more series under an Indenture, dated as of July I ,  199.5 (herein called the 
"Indenture", which te rn  shall have the meaning assigned to i t  in such 
instrument), between the Company and The Fifth Third Bank, as Trustee (herein 
called the "Trustee", which term includes any successor trustee under the 
Indenture), and reference is hereby made to the Indenture For a statement of the 
respective rights, limitations of rights, duties and immunities thereunder of the 
Company, the Trustee and the Holders of the Securities and of the terms upon 
which the Securities are, and are to be, authenticated and delivered. This 
Security is one of the series designated on the face hereof [if applicable, insert: 
, limited in aggregate principal amount to $.. ......... 1. 

[If applicable, insert: The Securities of this series are subject to redemption 
upon not less than 30 days' notice by mail, [if applicable, insert: ( 1 )  on ....."..... 
in any year commencing with the yew and ending with the year _..... 
through operation of the sinking fund for this series at a Redemption Price equal 
to 100% of the principal mount ,  and (2)] at any time [if applicable, insert: OR 

or after .........., ..J, as a whole or in part, at the election of the Company, at the 
following Redemption Prices (expressed as percentages of the prjr~cipal amount): 
I f  redeemed [if applicable, insert: on or before ._...I "..._ ..", ... %, and i f  
redeemed) during the 12-month period beginning of the years indicated, 

- Year 
Redemption 

Price - Year 
Redemption 
- Price 
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and thereafter at a Redemption Price equal to ..... % of the principal amount, 
together in the case of any such redemption [if applicable, insert: (whether 
through operation of the sinking fund or otherwise)] with accrued interest to the 
Redemption Date, but interest installments whose Stated Maturity is on or prior 
to such Redemption Date will be payable to the Holders of such Securities, or 
one or  more Predecessor Securities, of record at the close of business on the 
relevant Record Dates referred to an the face hereof, all as provided in the 
Indenture .3 

[If applicable, insert: The Securities of this series are subject to redemption 
upon not less than 30 days' notice by mail, ( 1 )  on ......"..... in any year 
commencing with the year .... and ending with the year .... through operation of 
the sinking fund for this series at the Redemption Prices for redemption through 
operation of the sinking fund (expressed as percentages of the principal amount) 
set forth in the table below, and (2) at any time [if applicable, insert: on or 
after _........... 1, as a whole or in part, at the election of the Company, at the 
Redemption Prices for redemption otherwise than through operation of the 
sinking fund (expressed as percentages of the principal amount) set forth in  the 
table below: I f  redeemed during the 12-month period beginning ......_.". ". of the 
years indicated, 

Redemption Price For 
Redemption Otherwise Than 

Through Operation of the 
SinkinE Fund 

Redemption Price For 
Redemption Through 

Operation of the Sink& 

and thereafter at a Redemption Price equal to ..... YO of the principal amount, 
together in the case of any such redemption (whether through operation of thc 
sinking fund or otherwise) with accrued interest to the Redemption Date, but 
interest installmer,ts whose Stated Maturity is on or prior to such Redemption 
Date will be payable to the Holders of such Securities, or onc or more 
Predecessor Securities, of record at the close of business on the relevant Record 
Dates referred to on the face hereof, all as provided in the Indenture 1 
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[If applicable, inseft: Notwithstanding the foregoing, the Company may not, 
prior to ............., redeem any Securities of this series as contemplated by [if 
applicable, insert: Clause (2) ofj the preceding paragraph as a part of, or in 
anticipation of, any refunding operation by the application, directly or indirectly, 
of moneys borrowed having an interest cost to the Company (calculated in 
accordance with generally accepted financial practice) of less than ..... % per 
annum "1 

[If applicable, insert: The sinking fund for this series provides for the 
redemption on ............ in each year beginning with the year ....... and ending 
with the year ...... of [if applicable, insert: not less than $ .......... ("mandatory 
sinking fund") and not more than] $......... aggregate principal amount of 
Securities of this series. Securities of this series acquired or redeemed by the 
Company otherwise than through [if applicable, insert: mandatory] sinking 
fund payments may be credited against subsequent [if applicable, insert: 
mandatory] sinking fund payments otherwise required to be made [if applicable, 
insert: , in the inverse order in which they become due].] 

[If the Security is subject to redemption of any kind, insert: In the event of 
redemption of this Security in part only, a new Security or Securities of this 
series and of like tenor for the unredeemed portion hereof will be issued in the 
name of tfie Holder hereof upon the cancellation hereof.] 

[If subordinated, insert: The indebtedness evidenced by the Securities af this 
series is, to the extent and in the manner provided in the Indenture, expressly 
subordinate and subject in right of payment to the prior payment in full of all 
Senior Debt of the Company (as defined in the Indenture) whether outstanding 
at the date of the Indenture or thercafter incurred, and this Security is issued 
subject to the provisions of the Indenture with respect to such subordination. 
Each holder and owner of this Security, by accepting the same, agrees to and 
shall be bound by such provisions and authorizes the Trustee in his behalf to 
take such action as may be necessary or appropriate to effectuate the 
subordination so provided and appoints the Trustee his attorney-in-fact for such 
purpose.] 

[If applicable, insert: The Indenture contains provisions for defeasance at 
any time of [the entire indebtedness of this Security] [or] [certain restrictive 
covenants and Events of Default with respect to this Security) [, in  each case] 
upon compliance with certain conditions set fort11 in the Indenture.] 

[If the Secwity is not an Original Issue Discount Security, insert: If an Event 
of Default with respect to Securities of this series shall occur and be continuing, 
the principal of the Securities of this series may be declared due and payable in 
the m m e r  and with the effect provided in the indenture.) 
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/If the Security is an Original Issue Discount Security, insert: If an Event of 
Default with respect to Securities of this series shall occur and be continuing, 
an amount of principal of the Securities of this series may be declared due and 
payable in the manner and with the effect provided in the Indenture. Such 
amount shall be equal to insert: formula for determining the amount. Upon 
payment (i) of the amount of principal so declared due and payable and (ii) of 
interest on any overdue principal, premium and interest (in each case to the 
extent that the payment of such interest shall be legally enforceable), all of the 
Company’s obligations in respect of the payment of the principal of and 
premium and interest, if any, on the Securities of this series shall terminate,] 

The Indenture permits, with certain exceptions as therein provided, the 
amendment thereof and the modification of the rights and obligations of the 
Company and the rights of ihe Holders of the Securities of each series to be 
affected under the Indenture at any time by the Company and the Trustee with 
the consent of the Holders of a majority in principal amount of the Securities at 
the time Outstanding of each series to be affected. The Indenture also contains 
provisions permitting the Holders of a majority in principal amount of the 
Securities of each series at the time Outstanding, on behalf of the Holders of all 
Securities of such series, to waive compliance by the Company with certain 
provisions of the Indenture md certain past defaults under the Indenture and 
their consFquences. Any such consent or waiver by the Holder of this Security 
shall be conclusive and binding upon such Holder and upon all future Holders 
of this Security and of any Security issued upon the registration of transfer 
hereof or in exchange herefor or in lieu hereof, whether or not notation of such 
consent or waiver is made upon this Security. 

As provided in and subject to the provisions of the Indenture, the Holder 
of this Security shall not have the right to institute any proceeding with respect 
to the Indenture or for the appointment of a receiver or trustee or for any other 
remedy thereunder, unless such Holder shall have previously given the Trustee 
written notice of a continuing Event of Default with respect to the Securities of 
this series, the Holders of not less than 35% in principal amount of the 
Securities of this series at the time Outstanding shall have made written request 
to the Trustee to institute proceedings in respect of such Event of Default as 
Trustee and offered the Trustee indemnity reasonably satisfactory to the Trustee, 
and the Trustee shall not have received from the Holders of a majority in 
principal amount of Securities of this series at the time Outstanding a direction 
inconsistent with such request, and shall have failed to institute any such 
proceeding, for 60 days after receipt of such notice, request and offer of 
indemnity. The foregoing shall not apply to any suit instituted by the Holder of 
this Security for the enforcement of any payment of principal hereof or any 
premium or interest hereon on or after the respective due dates expressed herein. 

No reference herein to the Indenture and no provisian of this Security or 
of the Indenture shall alter or impair the obligation of (he Company, which is 
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absolute and unconditional, to pay the principal of and any premium and interest 
on this Security at the times, place and rate, and in the coin or currency, herein 
prescribed. 

As provided in the Indenture and subject to certain limitations therein set 
forth, the transfer of this Security is registrable in the Security Register, upon 
surrender of this Security for registration of transfer at the office or agency of 
the Company in any place where the principal of and any premium and interest 
on this Security are payable, duly endorsed by, or accompanied by a written 
instrument of transfer in form satisfactory to the Company and the Security 
Registrar duly executed by, the Holder hereof or his attorney duly authorized in 
writing, and thereupon one or more new Securities of this series and of like 
tenor, of authorized denominations and for the same aggregate principal amount, 
will be issued to the designated transferee or transferees. 

The Securities of this series are issuable only in registered form without 
coupons in denominations of $....... and any integral multiple thereof. As 
provided in the Indenture and subject to certain limitations therein set forth, 
Securities of this series are exchangeable for a like aggregate principal amount 
of Securities of this series and of like tenor of a different authorizd 
denomination, as requested by the Holder surrendering the same. 

c- 

No service charge shall be made for any such registration of transfer or 
exchange, but the Company may require payment of a sum sufficient to cover 
any tax or other governmental charge payable in connection therewith. 

Prior to due presentment of this Security for registration of transfer, the 
Company, the Trustee and any agent of the Company or the Trustee may treat 
the Person in whose name this Security is registered as the owner hereof for all 
purposes, whether or not this Security be overdue, and neither the Company, the 
Trustee nor any such agent shall be affected by notice to the contrary. 

All terms used in this Security which are defined in the Indenture shall 
have the meanings assigned to them i n  the Indenture. 

Section 204. Form of Legend for Global Securities. 

Unless otherwise specified as contemplated by Section 301 for the 
Securities evidenced thereby, every Global Security authenticated and delivered 
hereunder shall bear a legend in substantially the following form (or such other 
form as a securities exchange or Depositary may request or require): 

This Security is a Global Security within the meaning of the Indenture 
hereinafter referred to and is registered in the name of a Depositary or a 
nominee thereof. This Security may not be exchanged in whole or in part for a 
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Security registered, and no transfer of this Security in whole or in part may be 
registered, in the name of any Person other than such Depositary or a nominee 
thereof, except in the limited circumstances described in the Indenture. 

Section 205. Form of Trustee’s Certificate of Authentication. 

The Trustee’s certificates of authentication shall be in substantially the 
following form: 

This is one of the Securities of the series designated therein referred to 
in the within-mentioned Indenture. 

THE FIFTH THIRD BANK, 

As Trustee 

c- By ......................................... 
Authorized Signatory 

ARTlCLE TI-TREE 

The Securities 

Section 301. Amount Unlimited; issuable in Series. 

The aggregate principal anlount of Securities which may be authenticated 
and delivered under this Indenture is unlirnited. 

The Securities may be issued in one or tnore series. There shall be 
established in or pursuant to a Board Resolution and, subject to Section 303, set 
forth, or determined in the manner provided, in an Officers’ Certificate, or 
established i n  one or more indentures supplemental hereto, prior to the issuance 
of Securities of any series, 

( 1 )  the title of the Securities of the series (which shall distinguish the 
Securities of the series from Securities of any  other series); 

(2) my limit upon the aggregate principal amount of the Securities of 
the series which may be arithenticated and delivered under this Indenture 
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(except for Securities authenticated and delivered upon registration of 
transfer of, or in exchange for, or in lieu of, other Securities of the series 
pursuant to Section 304, 305, 306, 906 or 1107 and except for any 
Securities which, pursuant to Section 303, are deemed never to have been 
authenticated and delivered hereunder); 

(3) the Person to whom any interest on a Security of the series shall 
be payable, if other than the Person in whose name that Security (or one 
or more Predecessor Securities) is registered at the close of' business on 
the Regular Record Date for such interest; 

(4) the date or dates on which the principal of any Securities of the 
series is payable; 

( 5 )  the rate or rates at which any Securities of the series shall bear 
interest, i f  any, the date or dates from which any such interest shall 
accrue, the Interest Payment Dates on which any such interest shall be 
payable, the manner of determination of such Interest Payment Dates and 
the Regula  Record Date for any such interest payable on any Interest 
Payment Date; 

-@) the right, if any, to extend the interest payment periods and the 
duration of such extension; 

(7) the place or places where the principat of and any prcrnium and 
interest on any Securities of the series shall be payable; 

(8) the period or periods within which, the price or prices at which 
and the terms and conditions upon which any Securities of the series may 
be redeemed, in whole or in part, at the option of the Company and, if 
other than by a Board Resolution, the manner in which any election by 
the Company to redeem the Securities shall be evidenced; 

(9) the obligation, if any, of the Company to redeem or purchase any 
Securities of the series pursuant to any sinking fund or analogous 
provisions or at the option of the Holder thereof and the period or 
periods within which, the price or prices at which and the terns and 
conditions upon which any Securities of the series shall be redeemed or 
purchased, in whole or in part, pursuant to such obligation; 

(IO) 
issuable; 

the denominations in which any Securitie.s of the series shall be 

(1 I )  if the amount of principal of or any premium or interest on any 
Securities of the series may be determined with reference to an index or 
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pursuant to a formula, the manner in  which such amounts shall be 
determined; 

(12) if other than the currency of the tlnited States of America, the 
currency, currencies or currency units in which the principal of or any 
premium or interest on any Securities of the series shall be payable and 
the manner of determining the equivalent thereof in the currency of the 
United States of America for any purpose, including for purposes of the 
definition of "Outstanding" in Section 101; 

(13) if the principal of or any premium or interest on any Securities 
of the series is to be payable, at the election of the Company or the 
Holder thereof, in one or more currencies or currency units other than 
that or those in which such Securities are stated to be payable, the 
currency, currencies or currency units in which the principal of or any 
preinjum or interest on such Securities as to which such election is made 
shall be payable, the periods within which and the ternis and conditions 
upon which such election is to be made and the amount so payable (or 
the manner in which such amount shall be determined); 

(14) if other than the entire principal amount thereof, the portion of 
the-principal arnount of any Securities of the series which shall be 
payable upon declaration of acceleration of the Maturity thereof pursuant 
to Section 502; 

(15) if the principal amount payable ai the Stated Maturity of any 
Securities of the series will not be determinable as of any one or more 
dates prior to the Stated Maturity, the m o u n t  which shall be deemed to 
be the principal amount of such Securities as of any such date for any 
purpose thereunder or hereunder, including the principal arnount thereof 
which shall be due and payable upon any Maturity other than the Stated 
Maturity or which shall be deemed to be Outstanding as of any date prior 
to the Stated Maturity (or, in any such case, the manner in which such 
amount deemed to be the principal amount shall be determined); 

(16) i f  applicable, that the Securities of the series, i n  whole or any 
specified part, shall be defeasible pursuant to Section 1302 or Section 
1303 or both such Sections; 

(17) if  applicable, that any Securities of the series shall be issuable 
in  whole or in part in the form of one or more Global Securities and, in 
such case, the respective Depositaries for such Glcbal Securities, the 
form of any legend or legends which shall be borne by any such Global 
Security in addition to or in lieu of that set forth in Section 204 and any 
circumstances in addition to or in lieu of those set forth in Clause (2) of 
the last paragraph of Section 305 in which a n y  such Global Security may 
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be exchanged in whole or in part for Securities registered, and any 
transfer of such Global Security in whole or in part may be registered, 
in the name or names of Persons other than the Depositary for such 
Global Security or a nominee thereof; 

(18) any addition to or change in the Events of Default which applies 
to any Securities of the series and any change in the right of the Trustee 
or the requisite Holders of such Securities to declare the principal amount 
thereof due and payable pursuant to Section 502; 

(19) any addition to or change in the covenants set forth in Article 
Ten which applies to Securities of the series; 

(20) the applicability of, or any addition to or change in, Article 
Fourteen with respect to the Securities of  a series; 

(21) any other terms of the series (which terms shall not be 
inconsistent with the provisions of this Indenture. 

All Securities of any one series shall be substantially identical except as 
to date and principal amount and except as may otherwise be provided in or 
pursuant tif the Board Resolution referred to above and (subject to Section 303) 
set forth, or determined in the manner provided, in the Officers’ Certificate 
referred to above or in any such indenture supplemental hereto. 

If any of the terms of lhe series are established by action taken pursuant 
to a Board Resolution, a copy of an appropriate record of such action shall be 
certified by the Secretary or an Assistant Secretary of the Company and 
delivered to the Trustee at or prior to the delivery of the Officers’ Certificate 
setting forth the terms of the series. 

Section 302. Denominations. 

The Securities of each series shall be issuable only in registered form 
without coupons and only in such denominations as shail be specified as 
contemplated by Section 301. In the absence of any such specified denomination 
with respect to the Securities of any series, the Securities of such series shall be 
issuable in  denominations of $1,000 and my integral multiple thereof. 

Section 303. Execution, Autlientication, Delivery and Dating. 

The Securities shall be executed on behalf of the Company by its 
CJ~ajrman of the Board, its Vice Chairman, its President, one o f  its Vice 
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Presidents, or its Treasurer. The signature of any of these officers on the 
Securities may be manual or facsimile. 

Securities bearing the manual or facsimile signatures of individuals who 
were at any time the proper officers of the Company shall bind the Company, 
notwithstanding that such individuals or any of them have ceased to hold such 
offices prior to the authentication and delivery of such Securities or did not hold 
such offices at the date of such Securities. 

At any time and from time to time after the execution and delivery of 
this Indenture, the Company may deliver Securities of any series executed by the 
Company to the Trustee for authentication, together with a Company Order for 
the authentication and delivery of such Securities, and the Trustee in accordance 
with the Company Order shall authenticate and deliver such Securities. If  the 
form or terms of the Securities of the series have been established by or 
pursuant to a Board Resolution as permitted by Sections 201 and 301, in 
authenticating such Securities, and accepting the additional responsibilities under 
this Indenture in relation to such Securities, the Trustee shall be entitled to 
receive, and (subject to Section 601) shall be fully protected in relying upon, an 
Opinion of Counsel stating, 

-q) if the form of such Securities has  been established by or pursuant 
to Board Resolution as permitted by Section 201, that such form has 
been established in conformity with the provisions of this Indenture; 

(2) if the terms of such Securities have been established by or 
pursuant to Board Resolution as permitted by Section 301, that such 
terms have been established in conformity with the provisions of this 
Indenture; and 

(3) that such Securities, when authenticated and delivered by the 
Trustee and issued by the Company in the manner and subject to any 
conditions specified in such Opinion of Counsel, will constitute valid and 
legally binding abiigations of the Company enforceable in  accordance 
with their terms, sub,ject to bankruptcy, insolvency, fraudulent transfer, 
reorganization, moratorium and similar laws of general applicability 
relating to or affecting creditors' rights to general equity principles and 
to such other matters as such counsel shall set forth therein. 

If such form or terms have been so established, the Trustee shall not be required 
to authenticate such Securities if the issue of such Securities pursuant to tllis 
Indenture will affect the Trustee's OWXI rights, duties or immunities under the 
Securities and this Indenture or otherwise in a manner which is not reasonably 
acceptable to the Trustee. 
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Notwithstanding the provisions of Section 301 and of the preceding 
paragraph, if all Securities of a series are not to be originally issued at one time, 
it shall not be necessary to deliver the Officers' Certificate otherwise required 
pursuant to Section 301 or the Company Order and Opinion of Counsel 
otherwise required pursuant to such preceding paragraph at or prior to the 
authentication of each Security of such series i f  such documents (with 
appropriate variations to reflect such future issuance) are delivered at or prior 
to the authentication upon originat issuance of the first Security of such series 
to be issued. 

Each Security shall be dated the date of its authentication. 

No Security shall be entitled to any benefit under this Indenture or be 
valid or obligatory for any purpose unless there appears on such Security a 
certificate of authentication substantially in the form provided for herein 
executed by the Trustee by manual signature, and such certificate upon any 
Security shall be conclusive evidence, and the only evidence, that such Security 
has been duly authenticated and delivered hereunder. Notwithstanding the 
foregoing, if any Security shall have been authenticated and delivered hereunder 
but never issued and sold by the Company, and the Company shall deliver such 
Security to the Trustee for cancellation as provided in Section 309, for all 
putposes Gf this Indenture such Security shall be deemed never to have been 
authenticated and delivered hereunder and shall never be entitled to the benefits 
of this Indenture. 

Section 304. Temporary Securities. 

Pending the preparation of definitive Securities of any series, the 
Company may execute, and upon Company Order the Trustee shall authenticate 
and deliver, temporary Securities which are printed, lithographed, typewritten, 
mimeographed or otherwise produced, in any authorized denomination, 
substantially of the tenor of the definitive Securities in lieu of which they are 
issued and with such appropriate insertions, omissions, substitutions and other 
variations as the officers executing such Securities may determine, as evidenced 
by their execution of such Securities. 

If temporary Securities of any series are issued, the Company will cause 
definitive Securities of that series to be prepared without unreasonable. delay. 
Afier the preparation of definitive Securities of such series, the temporary 
Securities of such series shall be exchangeable for definitive Securities of such 
series upon surrender of the temporary Securities of such series at the office or 
agency of the Company in a Place of Payment f c x  that series, without charge to 
the Holder Upon surrender for cancellation of any one or more temporary 
Securities of any series, the Company shall execute and the Trustee shall 
authenticate and deliver in exchange therefor one or more definitive Securities 
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of the same series, of any authorized denominations and of like tenor and 
aggregate principal amount. Until so exchanged, the temporary Securities of any 
series shall in all respects be entitled to the same benefits under this Indenture 
as definitive Securities of such series and tenor. 

Section 305. Registration, Registration of Transfer and Exchange. 

The Company shall cause to be kept at the Corporate Trust Office of the 
Trustee a register (the register maintained in such office and in any other office 
or agency OF the Company in a Place of Payment being herein sometimes 
collectively referred to as the "Security Register") in which, subject to such 
reasonable regulations as it may prescribe, the Company shall provide for the 
registration of Securities and of transfers of Securities. The Tnistee is hereby 
appointed "Security Registrar" for the purpose of registering Securities and 
transfers of  Securities as herein provided. 

1Jpon surrender for registration of transfer of any Security of a series at 
the office or agency of the Company in a PIace of Payment for that series, the 
Company shall execute, and the Trustee shall authenticate and deliver, in the 
name of the designared transferee or transferees, one or more new Securities of 
the same series, of a n y  authorized denominations and of like tenor and aggregate 
principal amount. 

At the option of the Holder, Securities of any series may be exchanged 
for other Securities of the same series, of any authorized denominations and of 
like tenor and aggregate principal amount, upon surrender of the Securities to 
be exchanged at such office or agency. Whenever any Securities are so 
surrendered for exchange, the Coinpany shall execute, and the Trustee shall 
authenticate and deliver, the Securities which the Holder making the exchange 
is entitled to receive. 

All Securities issued upon any registration of transfer or exchange of 
Securities shall be the valid obljgaiions of the Company, evidencing the same 
debt, ,and entitled to the same benefits under this Indenture, a s  the Securities 
surrendered upon such registration of transfer or exchange. 

Every Security presented or  surrendered for registration of transfer or for 
exchange shall (if so required by the Company or the Trusteej be duly endorsed, 
or be accompanied by a written instrument of transfer in form satisfactory to the 
Company and the Security Registrar duly execukd, by the Holder thereof or his 
attonley duly authorized in writing. 

No service charge shall be made for any registration of transfer or 
exchange of Securities, but the Company may require payment of a sun 
sufficient to cover any tax or other governmental charge that may be imposed 
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in connection with any registration of transfer or exchange of Securities, other 
than exchanges pursuant to Section 304, 906 or 1107 not involving any transfer. 

If the Securities of any series (or of any series and specified tenor) are 
to be redeemed in part, the Company shall not be required (A) to issue, register 
the transfer of or exchange any Securities of that series (or of that series and 
specified tenor, as the case may be) during a period beginning at the opening of 
business 15 days before the day of the mailing of a notice of redemption of any 
such Securities selected for redemption under Section I103 and ending at the 
close of business on the day of such mailing, or (B) to register the transfer of 
or exchange any Security so selected for redemption in whole or in part, except 
the unredeemed portion of any Security being redeemed in part. 

The provisions of Clauses ( l ) ,  (2); (3) and (4) below shall apply only 
to Globat Securities: 

(1)  Each Global Security authenticated under this Indenture shall be 
registered in the name of the Depositary designated for such Global 
Security or a nominee thereof and delivered to such Depositary or 
nominee thereof or custodian therefor, and each such Global Security 
shall constitute a single Security for all purposes of this indenture. - 

(2) Notwithstanding any other provision in this Indenture, no Global 
Security may be exchanged in whole or in part for Securities registered, 
and no transfer of a Global Security in whole or in part may be 
registered, in the name of any Person other than the Depositary for such 
Global Security or a nominee thereof unless (A) such Depositary (i) has 
notified the Company that it is unwilling or unable to continue as 
Depositary for such Global Security or (ii) has ceased to be a clearing 
agency registered under the Exchange Act, (B) there shall have occurred 
and be continuing an Event of Default with respect to sucli GIobaI 
Security or (C) there shall exist such circumstances, if any, in addition 
to or in lieu of the foregoing as have'been specified for this purpose as 
contemplated by Section 301. 

(3) Subject to Clause (2) above, any exchange of a Global Security 
for other Securities may be made in whole or in part, and all Securities 
issued in exchange for a Global Security or any portion thereof shall be 
registered in such names as the Depositary for such Global Security shall 
direct. 

(4) Every Security authenticated and delivered upon registration of 
transfer of, or in  exchange for or in lieu of, a Global Security or any 
portion thereof, whether pursuant to this Section, Section 304, 306, 906 
or 1107 or otherwise, shall be authenticated and delivered in the form of, 
and shall be, a Global Security, unless such Security is registered in the 
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name of a Person other than the Depositary for such Global Security or 
a nominee thereof, 

Section 306. Mutilated, Destroyed, Lost and Stolen Securities. 

If any mutilated Security is surrendered to the Trustee, the Company 
shall execute and the Trustee shall authenticate and deliver in exchange therefor 
a new Security of the same series and of like tenor and principal arnourlt and 
bearing a number not contemporaneously outstanding. 

If there shall be delivered to the Company and the Trustee (i) evidence 
to their satisfaction of the destruction, loss or theft of any Security and (ii) such 
security or indemnity as may be required by them to save each of them and any 
agent of either of them harmless, then, in the absence of notice to the Company 
or the Trustee that such Security has been acquired by a bona fide purchaser, the 
Company shall execute and the Trustee shall authenticate and deliver, in lieu of 
any such destroyed, lost or stolen Security, a new Security of the same series 
and of like tenor and principal amount and bearing a number not 
contemporaneously outstanding. 

In Ease any such mutilated, destroyed, lost or stolen Security has become 
or is about to become due and payable, the Company in its discretion may, 
instead of issuing a new Security, pay such Security. 

Upon the issuance of any new Security under this Section, the Company 
may require the payment of a swn sufficient to cover any t;uc or other 
governmental charge that may be imposed in relation thereto and any other 
expenses (including the fees and expenses of the Trustee) connected therewith. 

Every new Security of any series issued pursuant to this Section in lieu 
of any destroyed, lost or stolen Security shall constitute an original additional 
contractual obligation of the Company, whether or not the destroyed, lost or 
stolen Security shall be at any time enforceable by anyone, and shall be entitled 
to all the benefits of this Indenture equally and proportionately with any and all 
other Securities of that series duly issued hereunder. 

The provisions of this Section are exclusive and shall preclude (to the 
extent iawful) all other rights and remedies with respect to the replaccment or 
payment of mutilated, destroyed, lost or stolen Securities. 

Section 307. Payment of Interest; Interest Rights Preserved. 

Except as otherwise provided as contemplated by Section 301 with 
respect 10 any series of Securities, interest on any  Security which is payable, and 
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is punctually paid or duly provided for, on any Interest Payment Date shall be 
paid to the Person in whose name that Security (or one or more Predecessor 
Securities) is registered at the close of business on the Regular Record Date for 
such interest. 

Any interest on any Security of any series which is payable, but is not 
punctually paid or duly provided for, on any Interest Payment Date (herein 
caned “Defaulted Interest”) shall forthwith cease to be payable to the Holder on 
the relevant Regular Record Date by virtue of having been such Holder, and 
such Defaulted Interest may be paid by the Company, at its election in each 
case, as provided in Clause (1) or (2) below: 

(1) The Company may elect to make payment of any Defaulted 
Interest to the Persons in whose names the Securities of such series (or 
their respective Predecessor Securities) are registered at the close of 
business on a Special Record Date for the payment of such Defaulted 
Interest, which shall be fixed in the following manner. The Company 
shall notify the Trustee in writing of the amount of Defaulted Interest 
proposed to be paid on each Security of such series and the date of the 
proposed payment, a ~ d  at the sane tinie the Company shall deposit with 
the Trustee an amount of money equal to the aggregate amount proposed 
to+be paid in respect of such Defaulted Interest or shatl make 
arrangements satisfactory to the Trustee for such deposit prior to the 
date of the proposed payment, such money when deposited to be held 
in trust for the benefit of the Persons entitled to such Defaulted Interest 
as in this Clause provided. Thereupon the Trustee shall fix a Special 
Record Date for the payment of such Defaulted Interest which shall be 
not more than 15 days and not less than 10 days prior to the date of the 
proposed payment m d  not less than 10 days after the receipt by the 
Trustee of the notice of the proposed payment. The Trustee shall 
promptly notify the Company of such Special Record Date and, in the 
name and at the expense of the Company, shall cause notice of the 
proposed payment of such Defaulted Interest and the Special Record 
Date therefor to be given to each Holder of Securities of such series in 
the manner set forth in  Section 106, not less than IO days prior to such 
Special Record Date. Notice of the proposed payment of such Defaulted 
Interest and the Special Record Date therefor having been so mailed, 
such Defaulted Interest shall be paid to the Persons in whose names the 
Securities of such series (or their respective Predecessor Securities) are 
registered at the close of business on such Special Record Date and shalI 
no longer be payable pursuant to the following Clause (2). 

(2) The Company may make payment of any Defaulted Interest on the 
Securities of any series in any other  awful manner not inconsistent with 
the requirements of my securities exchange on which such Securities 
may be listed, and upon such notice as may be required by such 
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exchange, if, after notice given by the Company to the Trustee of the 
proposed payment pursuant to this Clause, such manner of payment shall 
be deemed practicable by the Trustee. 

Subject to the foregoing provisions of this Section, each Security 
delivered under this Indenture upon registration of transfer of or in exchange for 
or in lieu of any other Security shall carry the rights to interest accrued and 
unpaid, and to accrue, which were carried by such other Security. 

Section 308. Persons Deemed Owners 

Prior to due presentment of a Security for registration of transfer, the 
Company, the Trustee and any agent of  the Company or the Trustee may treat 
the Person in whose name such Security is registered as the owner of such 
Security for the purpose of receiving payment of principal of and any premium 
and (subject lo Section 307) any interest on such Security and for all other 
purposes whatsoever, whether or not such Security be overdue, and neither the 
Company, the Trustee nor any agent of the Company or the Trustee shall be 
affected by notice to the contrary. 

Noiie of the Company, the Trustee, any Paying Agent (if not the 
Company) or the Security Registrar shall have any responsibility or liability for 
any aspect of the records relating to or payments made on account of beneficial 
ownership interests of a Global Security or for maintaining, supervising or 
reviewing any records relating to such beneficial ownership interests. 

Section 309. Cancellation 

All Seciirities surrendered for paymcnt, redemption, registration of 
transfer or exchange or for credit against any sinking h i d  payment shall, if 
Surrendered to any Person other than the Trustee, be delivered to the Trustee and 
shall be proniptly cancelled by i t .  The Company may at any time deliver to the 
Trustee for cancellation any Securities previously authenticated and delivered 
hereunder which the Company may have acquired in any manner whatsoever, 
and rnay deliver to the Trustee (or to any other Person for delivery to the 
Trustee) for canceIIation a n y  Securities previously authenticated hereunder which 
the Company has not issued and sold, and all Securities so delivered shall be 
promptly cancelled by the Trustee No Securities shall be authenticated in lieu 
of or in exchange for my Securities cancelled as provided in this Section, except 
as expressly permitted by this Indenture. All cancelled Securities held by the 
Trustee shall be disposed of as directed by a Company Order; provided, 
however, that the Trustee shall not be required to destroy such cancelled 
Securities. 
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Section 3 10. CUSIP Numbers. 

The Company in issuing the Securities may use "CIJSIP" numbers (if 
then generally in use), and, if so, the Trustee may use "CIJSIP" numbers in 
notices of redemption as a convenience to Holders; provided that any such 
notice may state that no representation is made as to the correctness of such 
numbers either as  printed on the Securities or as contained in any notice of a 
redeinption arid that reliance may be placed only on the other identificatioli 
numbers printed on the Securities, and any such redemption shall not be affected 
by any defect in or omission of such numbers. 

ARTICLE FOIJR 

Satisfaction and Discharge 

Section 401. Satisfaction and Discharge of Indenture. 

This Indenture shali upon Company Request cease to be of further effect 
(except as to any surviving rights of registration of transfer or exchange of 
Securities herein expressly provided for), and the Trustee, at the expense of the 
Company, shali execute proper instruments acknowledging satisfaction and 
discharge of this Indenture, when ( 1 )  either (A) all Securities theretofore 
authenticated and delivered (other than ( i )  Securities which have been 
destroyed, lost or stolen and which have been replaced or paid as provided in 
Section 306 and (ii)  Securities for whose payment money has theretofore been 
deposited in trust or segregated and held in trust by the Company and thereafter 
repaid to the Company or discharged from such trust, as provided in Section 
1003) have been delivered to the Trustee for cancellation; or (B) all such 
Securities not theretofore delivered to the Trustee for cancellation ( i )  have 
becoine due and payable, or (ii) will become due and payable at their Stated 
Maturity within one year, or ( 5 )  are to be called for redemption within one 
year under arrangements satisfactory to the Trustee for the giving of notice of 
redernption by the Trustee in the name, and at the expense, of the Company, 
and the Company, in the case of (i), (ii) or ( i i i )  above, has deposited or caused 

to be deposited with the Trustee as trust funds in trust for the purpose, money 
in an amount sufficient to pay and discharge the entire indebtedness on such 
Securities not theretofore delivered to the Trustee for cancellation, for principal 
and m y  premium and interest lo the date of such deposit (in the case of 
Securities which have become due and payable) 01 to the Stated Maturity or 
Redemption Lhte, as the case may be, 

(2) the Company has paid or caused to be paid all other sums payable 
hereunder by the Company; and 
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(3) the Company has delivered to the Trustee an Officers' Certificate 
and an Opinion of Counsel, each stating that all conditions precedent 
herein provided for relating to the satisfaction and discharge of this 
Indenture have been coniplied with. 

Notwithstanding the satisfaction and discharge of this Indenture, the 
obligations of the Company to the Trustee under Section 607, the obligations of 
the Company to m y  Authenticating Agent under Section 614 and, if money shall 
have been deposited with the Trustee pursuant to subclause (B) of Clause ( I )  of 
this Section, the obligations of the Trustee under Section 402 and the last 
paragraph of Section 1003 shall survive. 

Section 402. Application of Trust Money 

Subject to the provisions of the last paragraph of Section 1003 and to 
Article Fourteen, if applicable, all money deposited with the Trustee pursuant 
to Section 401 shall be held in trust and applied by it, in accordance with the 
provisions of the Securities and this Indenture, to the payment, either directly or 
through any Paying Agent (including the Company acting as its own Paying 
Agent) as the Trustee may determine, to the Persons entitled thereto, of the 
principal aiid any premium and interest for whose payment such money has been 
deposited with the Trustee. 

ARTICLE FIVE 

Remedies 

Section 501. Events of Default. 

"Event of Default", wherever used herein with respect to Securities of 
any series, means any one of the following events (whatever the reason for such 
Event of Default and whether i t  shall be voluntary or involuntary or be effected 
by operation of law or pursuant to any judgment, decree or order of any court 
or any order, rule or regulation of any administrative or governmental body): 

(1 )  default in the payment of any interest upon any Security of that 
series when i t  becomes due and payable, and continuance of such default 
for a period of 30 days; or 

( 2 )  default in the payment of the principal of or any premitun on any 
Security of \hat series at its Maturity; or 
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( 3 )  default in the deposit of any sinking fund payment, when and as 
due by the terms of a Security of that series; or 

(4) default in the performance, or breach, of a n y  covenant or wmanty 
of  the Company in this Indenture (other than a covenant or warranty a 
default in whose performance or whose breach is elsewhere in this 
Section specificaIly dealt with or which has expressly been included in 
this Indenture solely for the benefit of a series of Securities other than 
that series), and continuance of such default or breach for a period of 90 
days after there has been given, by registered or certified mail, to the 
Company by the Trustee or to the Company and the Trustee by the 
Holders of at least 35% in principal amount of the Outstanding Securities 
of that series a written notice specifying such default or breach and 
requiring it  to be remedied and stating that such notice is a "Notice of 
Default" hereunder; or 

(5) the entry by a court having jurisdiction in the premises of (A) a 
decree or order for relief in respect of the Company in an involuntary 
case or proceeding under any applicable Federal or state bankruptcy, 
insolvency, reorganization or other similar law or (B) a decree or order 
adjudging the Company a bankrupt or insolvent, ar approving as properly 
file'd a petition seeking reorganization, <arrangement, adjustment or 
composition of or in respect of the Company under any applicable 
Federal or state law, or appointing a custodian, receiver, liquidator, 
assignee, trustee, sequestrator or other similar official of the Company or 
of any substantial part of its property, or ordering the winding up or 
liquidation of its affairs, and the continuance of any such decree or order 
for relief or any such other decree or order unstayed and in effect for a 
period of 90 consecutive days; or 

(6)  the conunencement by the Company of a voluntary case or 
proceeding under any applicable Federal or state bankruptcy, insolvency, 
reorganization or other similar law or of any other case or proceeding to 
be adjudicated a bankrupt or insolvent, or the consent by i t  to the entry 
of a decree or order for relief in respect of the Company in an 
involuntary case or proceeding under any applicable Federal or state 
bankruptcy, insolvency, reorganization or other similar law or to the 
commencement of any bankruptcy or insolvency case or proceeding 
against it, or the filing by it of a petition or answer or consent seeking 
reorganization or relief under any applicable Federal or state law, or the 
consent by it to the filing of such petition or to the appointment of, or 
taking possession of the Company or of any substantial part of its 
property by, a custodian, receiver, liquidator, assignee, trustee, 
sequestrator or other similar official or the making by the Campany of 
an assignment lor the benefit of creditors, or the admission by it in 
writing of its inability to pay its debts generally as they become due, or 
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the taking of corporate action by the Company in furtherance of any such 
action; or 

(7) any other Event of Default established pursuant to Section 301 
with respect to Securities of that series. 

Section 502. Acceleration of Maturity; Rescission and Annulment. 

If an Event of Default (other than an Event of Defauit specified in 
Section SOl(5) or 501(6)) with respect to Securities of any series at the time 
Outstanding occurs and is continuing, then in every such case the Trustee or the 
Holders of not less than 35% in principal moun t  of the Outstanding Securities 
of that series may declare the principal amount of all the Securities of that series 
(or, if any Securities of that series are Original Issue Discount Securities, such 
portion of the principal amount of such Securities as may be specified by the 
terms thereof) to be due and payable immediately, by 3 notice in writing to the 
Company (and to the Trustee if given by Holders), and upon any such 
declaration such principal amount (or specified amount) shall become 
immediately due and payable. If an Event of Default specified in Section 501(5) 
or 501(6) with respect to Securities of any series at the time Outstanding occurs, 
the principal amount of all the Securities of that series (or, if any Securities of 
that series are Original Issue Discount Securities, such portion of the principal 
amount of such Securities as may be specified by the terms thereof) shall 
automatically, and without any declaration or other action on the part of the 
Trustee or any Holder, become immediately due and payable. 

At any time after such a declaration of acceleration with respect to 
Securities of any series has been made arid before a judgment or decree for 
payment of the motley due has been obtained by the Trustee as hereinafter in  
this Article provided, the Holders of a majority in principal amount of the 
Outstanding Securities of that series, by written notice to the Company and the 
Trustee, may rescind and annul such declaration and its consequences if, 

(1 )  the Company has paid or deposited with the Trustee n sum 
sufficient to pay (A) all overdue interest on all Securities of tliat series, 
(B) the principal of (and premium, if any, on) any Securities of that 
series which have become due otherwise than by such declaration of 
acceleration and any interest thereon at the rate or rates prescribed 
therefor in  such Securities, (C) all suns paid or advanced by the 
Trustee hereunder and the reasoriable compensation, expenses, 
disbursements and advances of the Trustee, its agents and counsel; and 

(2) all Events of Default with respect to Securities of that series, other 
than the non-payment of the principal of Securities of chat series which 



have become due solely by such declaration of acceleration, have been 
cured or waived as provided in Section 513. 

No such rescission shall affect any subsequent default or impair any right 
consequent thereon. 

Section 503. Collection of Indebtedness and Suits for Enforcement by Trustee. 

The Company covenants that if  

(1) default is made in the payment of my interest on any Security when 
such interest becomes due and payable and such default continues for a 
period of 30 days, or 

(2) default is made in the payment of the principal of (or premium, if 
any, on) m y  Security at the Maturity thereof, 

the Company will, upon demand of the Trustee, pay to it, for the benefit of the 
Molders of such Securities, the whole amount then due and payable on such 
Securities for principal and any premium and interest and such further amount 
as shall be-sufficient to cover the costs and expenses of collection, including the 
reasonable compensation, expenses, disbursements and advances of the Trustee, 
its agents and counsel. 

If an Event of Default with respect to Securities of any series occurs and 
is continuing, the Trustee may in its discretion proceed to protect and enforce 
its rights and [he rights of the Holders of Securities of such series by such 
appropriate judicial proceedings as the Trustee shall deem most effectual to 
protect and enforce any such rights, whether for the specific enforcement of any 
covenant or agreement in this Indenture or in aid of the exercise of any power 
granted herein, or to enforce any other proper remedy. 

Section 504. Trustee May File Proofs of Claim. 

In case of any judicial proceeding relative to the Company (or any otfier 
obligor upon the Securities), its property or its creditors, the Trustee shall be 
entitled and empowered, by intervention in such proceeding or otherwise, to take 
any and all actions authorized tinder the Trust Indenhue Act in order to have 
claims of the Holders and the Truscee allowed in any such proceeding. In 
particular, the Trustee shall be authorized to colJect and receive any moneys or 
other property payable or deliverable on any such claims and to distribute the 
s a l e ;  and any custodian, ieceiver, assignee, trustee, liquidator, sequestrator or 
other similar official in any such judicial proceeding is hereby authorized by 
each Holder to make such payments to the Trustee and, in the event that h e  

46 



Trustee shall consent to the making of such payments directly to the Holders, 
to pay to the Trustee any amount due i t  for the reasonable compensation, 
expenses, disbursements and advances of the Trustee, its agents and counsel, and 
any other amounts due the Trustee under Section 607. 

No provision of this Indenture shall be deemed to authorize the Trustee 
to authorize or consent to or accept or adopt on behalf of my Holder any plan 
of reorganization, arrangement, adjustment or composition affecting the 
Securities or the rights of any Holder thereof or to authorize the Trustee to vote 
in respect of the claim of any Holder in any such proceeding; provided, 
however, that the Tnistee may, on behalf of the Holders, vote for the election 
of a trustee in bankruptcy or similar official and be a member of a creditors' or 
other similar committee. 

Section 505. Trustee May Enforce Claims Without Possession of Securities. 

All rights of action and claims under this Indenture or the Securities may 
be prosecuted and enforced by the Trustee without the possession of any of the 
Securities or the production thereof in any proceeding relating thereto, and any 
such proceeding instituted by the Trustee shall be brought in its own name as 
trustee of-an express trust, and any recovery of judgment shall, after provision 
for the payment of the reasonable compensation, expenses, disbursements and 
advances of the Trustee, its agents and counsel, be for the ratable benefit of the 
Holders of the Securities in respect of which such ,judgment has been recovered. 

Section 506. Application of Money Collected. 

Any money collected by the Trustee pursuant to this Article, subject to 
Article Fourteen, if applicable, shall be applied in the following order, at the 
date or dates fixed by the Trustee and, in  case of the distribution of such money 
on account of principal or any premium or interest, upon presentation of the 
Securities and the notation thereon of the payment if only partially paid and 
upon surrender thereof if h l l y  paid: 

First: To the payment of all amounts due the Trustee under Section 607; 
and 

Second: To the payment of the amounts then due and unpaid fer 
principal of mind any premium and interest on the Securities in respect of which 
or for the benefit of which such money has been collected, ratably, without 
preference or priority of any kind, according to the amounts due and payable on 
such Securities for principal and any premium and interest, respectively 

Third: The balance, if any, to the Company. 
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Section 507. Limitation on Suits. 

No Holder of any Security of any series shall have any right to institute 
any proceeding, judicial or otherwise, with respect to this Indenture, or for the 
appointment of a receiver or trustee, or for any other remedy hereunder, unless 

( I )  such Holder has previously given written notice to the Trustee of 
a continuing Event of Default with respect to the Securities of that series; 

(2) the Holders of not less than 35% in principal amount of the 
Outstanding Securities of that series shall have made written request to 
the Trustee to institute proceedings in respect of such Event of Default 
in its own name as Trustee hereunder; 

(3) such Holder or Holders have offered to the Trustee 
indemnity reasonably satisfactory to the Trustee against the costs, 
expenses and liabilities to be incurred in compliance with such request; 

(4) the Trustee for 60 days after its receipt of such notice, request and 
offer of indemnity has failed to institute any such proceeding; and 

-0) no direction inconsistent with such written request has been given 
to the Trustee during such 60-day period by the Holders of a majority in 
principal amount of the Outstanding Securities of that series; i t  being 
understood and intended that no one or more of such Holders shall have 
any right i n  any manner whatever by virtue of, or by availing of, any 
provision of this Indenture to affect, disturb or prejudice the rights of a n y  
other of such Holders, or to obtain or to seek to obtain priority or 
preference over any other of such Holders or to enforce any right under 
this Indenture, except in the manner herein provided and for the equal 
and ratable benefit of all of such Holders. 

Section 508. Unconditional Right of Holders to Receive Principal, 
Premium and Interest. 

Notwithstanding any other provision in this Indenture, the Holder of any 
Security shall have the right, which is absolute and unconditional, to receive 
payment of the principal of <and any premium and (subject to Section 307) 
interest on such Security on the respective Stated Maturities expressed in such 
Security (or, in the case of redemption, on the Redemption Date) and to institute 
suit for the enforcement of any such payment, and such rights shall not be 
impaired without the consent of such Holder. 
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Section 509. Restoration of Rights and Remedies. 

If the Trustee or any Holder has instituted any proceeding to enforce any 
right or remedy under this Indenture and such proceeding has been discontinued 
or abandoned for any reason, or has been determined adversely to the Trustee 
or to such Holder, then and in every such case, subject to any determination in 
such proceeding, the Company, the Trustee and the Holders shall be restored 
severally and respectively to their former positions hereunder and thereafter ali 
rights and remedies of the Trustee and the Holders shall continue as though no 
such proceeding had been instituted. 

Section 5 I O .  Rights and Remedies Cumulative. 

Except as otherwise provided with respect to the replacement or payment 
of mutilated, destroyed, lost or stolen Securities in the last paragraph of Section 
306, no right or remedy herein conferred upon or reserved to the Trustee or to 
the Holders is intended to be exclusive of any other right or remedy, and every 
right and remedy shall, to the extent permitted by law, be cumulative and in 
addition to every other right and remedy given hereunder or now or hereafter 
existing at law or in equity or otherwise. The assertion or employment of ‘my 
right or rGmedy hereunder, or otherwise, shall not prevent the concurrent 
assertion or empIoyment of any other appropriate right or remedy. 

Section 51 1.  Delay or Omission Not Waiver. 

No delay or omission of the Trustee or of any Holder of a n y  Securities 
to exercise any right or remedy accruing upon any Event of Default shall impair 
any such right or remedy or constitute a waiver of m y  such Event of Default or 
an acquiescence therein. Every right and remedy given by this Article or by law 
to the Trustee or to the Holders may be exercised from time to time, and as 
often as may be deemed expedient, by the Trustee or by the Holdcrs, as the case 
may be. 

Section 512. Control by Holders. 

The Holders of a majority in principal amount of the Outstanding 
Securities of any series shall have the right to direct the time, method and place 
of conducting my proceeding for any remedy available to the Trustee, or 
exercising any trust or power conferred on the Trustee, with respect to the 
Securities of such series, provided that 

(1) such direction shall not be in conflict with any rule of law or 
with this Indenture, and 
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(2) the Trustee may take any other action deemed proper by the 
Trustee which is not inconsistent with such direction. 

Section 513. Waiver of Past Defaults. 

The Holders of not less than a majority in principal amount of the 
Outstanding Securities of any series may on behalf of the Holders of all the 
Securities of such series waive any past default hereunder with respect to such 
series and its consequences, except a default 

( 1 )  in the payment of the principal of or any  premium or interest on 
any Security of such series, or 

(2) in respect of a covenant or provision h’ereof which under Article 
Nine cannot be modified or amended without the consent of the Holder 
of each Outstanding Security of such series affected. 

Upon any such waiver, such default shall cease to exist, and any Event 
of Default arising therefrom shall be deemed to have been cured, for every 
purpose of this Indenture; but no such waiver shall extend to any subsequent or 
other default or impair any right consequent thereon. 

Section 514. Undertaking for Costs. 

In any suit for the enforcement of any right or remedy under this 
Indenture, or in  any  sirit against the Trustee for any action laken, suffered or 
omitted by it as Trustee, a court may require any party litigant in such suit to 
file an undertaking to pay the costs of such suit, and niay assess costs against 
any such party litigant, in the manner and to the extent provided in the Trust 
Indenture Act; provided that this Section shall not apply to any suit instituted by 
the Trustee or to any suit instituted by any Holder, or group of I-Iolders, holding 
in the aggregate more than 10% in principal amount of Outstanding Securities 
(of any series), or to any suit instituted by a Holder for the enforcement of  the 
payment of the principal of or any premium or interest on any Security on or 
after the Stated Maturity thereof {or, in the case of redemption, on or after the 
Redemption Date). 

Section 5 15. Waiver of Usury, Stay or Extensioil Laws 

The Company covenants (to the extent that it may lawfully do so) that 
i t  will not at any time insist upon, or plead, or in any  manner whatsoever claim 
or take the benefit or advantage of, any usury, stay or extension law wherever 
enacted, now or at any time hereafier in force, which may affect the covenants 
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or the performance of this Indenture; and the Company (to the extent that i t  may 
IawFully do so) hereby expressly waives all benefit or advantage of any such law 
and covenants that i t  will not hinder, delay or impede the execution of any 
power herein granted to the Trustee, but will suffer and permit the execution of 
every such power as though no such law had been enacted. 

ARTICLE SIX 

The Trustee 

Section 601. Certain Duties and Responsibilities. 

The duties and responsibilities of the Trustee shall be as provided by the 
Trust Indenture Act. Notwithstanding the foregoing, no provision of this 
Indenture shall require the Trustee to expend or risk its own funds or otherwise 
incur any financial liability in the performance of any of its duties hereunder, or 
in the exercise of any of its rights or powers, if it shall have reasonable grounds 
for believing that repayment of such funds or adequate indemnity against such 
risk or liability is not reasonably assured to it. Whether or not therein expressly 
so providetl, every provision of this Indenture relating to the conduct or affecting 
the liability of or affording protection to the Trustee shall be subject to the 
provisions of this Section. 

Section 602. Notice of Defaults. 

If a default occurs hereunder with respect to Securities of any series, the 
Trustee shall give the Holders of Securities of such series notice of such default 
as and to the extent provided by the Trust Indenture Act, unless such default 
shall have been cured or waived; provided, however, that in the case of any 
default of the character specified in Section 501(4) with respect to Securities of 
such series, no such notice to Holders shall be given until at least 30 days after 
the occurrence thereof. For the purpose of this Section, the term "default" means 
any event which is, or after notice or lapse of time or both would become, an 
Event of Default with respect to Securities of such series. 

Section 603. Certain Rights of Trustee. 

Subject to the provisions of Section 601 : 
! 

(1) the Trustee may rely and shall be protected in acting or refraining 
from acting upon m y  resolution, certificate, statement, instrument, 
opinion, report, notice, I equest, direction, consent, order, bond, 



debenture, note, other evidence of indebtedness or other paper or 
document believed by it to be genuine and to have been signed or 
presented by the proper party or parties; 

(2) any request or direction of the Company mentioned herein shall 
be sufficiently evidenced by a Company Request or Company Order, and 
any resolution of the Board of Directors shall be sufficiently evidenced 
by a Board Resolution; 

( 3 )  whenever in  the administration of this Indenture the Trustee shall 
deem it desirable that a niatter be proved or established prior to taking, 
suffering or omitting any action hereunder, the Trustee (unless other 
evidence be herein specifically prescribed) may, in the absence of bad 
faith on its part, rely upon an Officers’ Certificate; 

(4) the Trustee niay consult with counsel of its selection and the 
advice of such counsel or any Opinjon of Counsel shall be full and 
complete authorization and protection in respect of any action taken, 
suffered or omitted by i t  hereunder in good faith and in reliance thereon; 

( 5 )  the Trustee shall be under no obligation to exercise any of the 
rights or powers vested in i t  by this Indenture at the request or direction 
of any of the Holders pursuant to this Indenture, unless such Holders 
shall have offcred to the Trustee security or indemnity reasonably 
satisfactory to the Trustee against the costs, expenses and liabilities 
which might be incmed by i t  in  compliance with such request or 
direction; 

(6) the Trustee shall not be bound to make any investigation into the 
facts or matters stated in any resolution, certificate, statement, instrument, 
opinion, report, notice, request, direction, consent, order, bond, debenture, 
note, other evidence of indebtedness or other paper or document, but the 
Tnistee, in its discretion, may make such further inquiry or investigation 
into such facts or matters as i t  may see fit .  

(7) the Trustee may execute any of the trusts or powers hereunder or 
perform any duties hereunder either directly or by or through agents or 
attorneys and the Trustee shall not be responsible for any misconduct or 
negligence on the part of (my agent or altorney appointed with due care 
by i t  hereunder 

Section 604. Not Responsible for Recitals or Issuance of Securities. 

The recitals contained herein and in Ihe Secwities, exc.ept the Trustee’s 
cedjfrcates of authenticstion, shall bc taken as the statements of thc Company, 



and neither the Trustee nor any Authenticating Agent assumes any responsibility 
for their correctness. The Trustee makes 110 representations as to the validity or 
sufficiency of this Indenture or of the Securities. Neither the Trustee nor any 
Authenticating Agent shall be accountable for the use or application by the 
Company of Securities or the proceeds thereof. 

Section 605. May Hold Securities. 

The Trustee, any Authenticating Agent, any Paying Agent, any Security 
Registrar or any other agent of the Cornpany, in  its individual or any other 
capacity, may become the owner or pledgee of Securities and, subject to 
Sections 608 and 613, may otherwise deal wid] the Company with the same 
rights i t  would have if i t  were not Trustee, Authenticating Agent, Paying Agent, 
Security Registrar or such other agent. 

Section 606. Money Held in Trust. 

Money held by the Trustee in trust hereunder need not be segregated 
from other fimds except to the extent required by law. The Trustee shall be 
under no i’iability for interest on any money received by it  hereunder except as 
otherwise agreed in writing with die Company. 

Section 607. Compensation and Reimbursement. 

The Company agrees 

(1) to pay to the Trustee from time to time such compensation as 
shall be agreed to in writing between the Coinpany and the Trustee for 
all services rendered by it  hereunder (which compensation shall not be 
liniited by any provision of law in regard to the compensation of a 
trustee of an express trust); 

(2) except as otherwise expressly provided herein, to reimburse the 
Trustee upon its request for all reasonable expenses, disbursements and 
advances incurred or made by the Trustee in accordance with any 

provision of this Indenture (including the reasonable compensation and 
the expenses and disbursements of its agents and counsel), except any 
such expense, disbursement or advance as may be attributable to its 
negligence or bad faith; ‘and 

( 3 )  to indemnify the Trustee far, and to hold i t  harmless against, any  
loss, liability or expense incurred without negligence or bad faith on its 
part, arising out of or in connection with the acceptance or administration 
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of the trust or trusts hereunder, including the cost5 and expenses of 
defending itself against any claim or liability in connection with the 
exercise or performance of any of its powers or duties hereunder. 

The Trustee shall have a lien prior to the Securities as to all property and 
funds held by it  hereunder for any amount owing it or any predecessor Trustee 
pursuant to this Section 607, except with respect to funds held in trust for the 
benefit of the Holders of particular Securities. 

When the Trustee incurs expenses or renders services in connection with 
an Event of Default specified in Section 501(S) or Section 501(6), the expenses 
(including the reasonable charges and expenses of its counsel) and the 
compensation for the services are intended to constitute expenses of 
admillistration under any applicable Federal or State bankruptcy, insolvency or 
other similar law. 

The provisions of this Section shall survive the tcmiination of this 
Indenture. 

Section 608. Conflicting Interests. _- 
If the Trustee has or shall acquire a conflicting interest within the 

meaning of the Trust Indenture Act, the Trustee shall either eliminate such 
interest or resign, to the extent and in the manner provided by, and subject to 
the provisions of, the Trust Indenture Act and this Indenture. To the extent 
permitted by such Act, the Trustee shall not be deemed to have a conflicting 
interest by virtue of being a trustee under this Indenture with respect to 
Securities of more than one series. 

Section 609. Corporate Trustee Required; Eligibility. 

Theie shall at all times be one (and only one) Trustee hereunder with 
respect to the Securities of each series, which may be Trustee hereunder for 
Securities of one or more other series. Each Trustee shall be a Person that is 
eligible pursuant to the Trust Indenture Act to act as such and has a combined 
capital and surplus of at least $SO,OOO,OOO I f  a n y  such Person publishes reports 
of condition at least annually, pursuant to law or to the requirenients of its 
supervising or examining authority, then for the purposes of this Section and to 
the extent permitted by the Trust Indenture Act, the combined capital and 
surplus of such Person shall be deenied to be its combined capital and surplus 
as set forth i n  its most recent report of condition so published If at a n y  time the 
Trustee wi th  respect to the Securities of any series shall ceaSe to bc eligible in 
accordance with the provisions of this Section, i t  shall resign inmediately in the 
manner and with the effect hereinafter specified in this Article. 
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Section 61 0. Resignation and Removal; Appointment of Successor. 

No resignation or removal of the Trustee and no appointment of a 
successor Trustee pursuant to this Article shall become effective until the 
acceptance of appointment by the successor Trustee in accordance with the 
applicable requirements of Section 61 1. 

The Trustee may resign at any time with respect to the Securities of one 
or more series by giving written notice thereof to the Company. If the 
instrument of acceptance by a successor Trustee required by Section 61 1 shall 
not have been delivered to the Trustee within 30 days after the giving of such 
notice of resignation, the resigning Trustee may petition any court of competent 
jurisdiction for the appointment of a successor Trustee with respect to the 
Securities of such series. 

The Trustee may be removed at any time with respect to the Securities 
of any series by Act of the Holders of a majority in principal amount of the 
Outstanding Securities of such series, delivered to the Trustee and to the 
Company 

I f  at any  time: _- 
(1) the Trustee 

request therefor by 
shall fail to comply with Section 608 after written 
the Company or by any Holder who has been a bona 

fide Holder of a Security for at least six months, or 

(2) the Trustee shall cease to be eligible under Section 609 and shall 
fail to resign aRer written request therefor by the Company or by any 
such I-Iolder, or 

(3) the Trustee shall become incapable of acting or shall be adjudged 
a bankrupt or insolvent or a receiver of the Trustee or of its property 
shall be appointed or any pubiic officer slmll take charge ar control of 
the Trustee or of its property or affairs for the purpose of rehabilitation, 
conservation or liquidation, 

then, in any  such case, (A) the Company by a Board Resolution may remove the 
Trustce with respect to all Securities, or (€3) subject to Section 514, any Holder 
who has been a bona fide Holder of a Security for at least six months may, on 
behalf of himself and all others similarly situated, petition any court of 
competent jurisdiction for the removal of the Trustee with respect to all 
Securities and the appointment of a successor Trustee or Trustees. 

If the Trustee shall resign, be removed or become incapable of acting, or 
i f  a vacancy shall occur i n  the office of Trustee for “ n y  cause, with respect to 
the Securities of one or more series, the Company, by a Board Resolution, shall 



promptly appoint a successor Trustee or Trustees with respect to the Securities 
of that or those series (it being understood that any such successor Trustee may 
be appointed with respect to the Securities of m e  or more or all of such series 
and that at any time there shall be only one Trustee with respect to the 
Securities of any particular series) and shall comply with the applicable 
requirements of Section 61 1. if, within one year after such resignation, removal 
or incapability, or the occurrence of such vacancy, a successor Trustee with 
respect to the Securities of any series shall be appointed by Act of the I-Iolders 
of a majority in principal m o u n t  of the Outstanding Securities of such series 
delivered to the Company and the retiring Trustee, the successor Trustee so 
appointed shall, forthwith upon its acceptance of such appointment in accordance 
with the applicable requirements of Section 61 1 ,  become the successor Trustee 
with respect to the Securities of such series and to that extent supersede the 
successor Trustee appointed by the Company. If no succcssor Trustee with 
respect to the Securities of any series shall have been so appointed by the 
Company or the Holders and accepted appointment in the manner required by 
Section 61 1, any Holder who has been a bona fide Holder of a Security of such 
series for at least six months may, an behalf of himself and all others similarly 
situated, petition any c o w  of competent jurisdiction for the appointment of a 
successor Trustee with respect to the Securities of such series. 

ThE Company shall give notice of each resignation and each removal of 
the Trustee with respect to the Securities of any series and each appointment of 
a successor Trustee with respect to the Securities of any series to all Holders of 
Securities of such series in the manner provided in Section 106. Each notice 
shall include the name of the successor Trustee with respect to the Securities of 
such serics and the address of its Corporate Trust Office. 

Section 6 1 I .  Acceptance of Appointment by Successor. 

In case of the appointment hereunder of a successor Trustee with respect 
to all Securities, every such successor Trustee so appointed shall execute, 
acknowledge and deliver to the Company and to the retiring Trustee an 
instrument accepting such appointment, and thereupon the resignation or removal 
of the retiring Trustee shall become effective and such successor Trustee, 
without a n y  W h e t  act, deed or conveyance, shall become vested with all the 
rights, powers, trusts and duties of the retiring Trustee; but, on the request of the 
Company or the successor Trustee, such retiring Trustee shall, upon payment of 
its charges, execute and deliver an instrument transferring to such successor 
Trustee ail the rights, powers and trusts of the retiring Trustee and shall duly 
assign, transfer and deliver to such successor Trustee all property and money 
held by such retiring Trustee hereunder. 

In case of the appointment hereunder of a successor Trustee with respect 
to the Securities of one or more (but not all) series, the Company, the retiring 
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Trustee and each successor Trustee with respect to the Securities of one or more 
series shall execute and deliver an indenture supplemental hereto wherein each 
successor Trustee shall accept such appointment and which (1) shall contain 
such provisions as shall be necessary or desirable to transfer and confirm to, and 
to vest in, each successor Trustee all the rights, powers, trusts and duties of the 
retiring Trustee with respect to the Securities of that or those series to which the 
appointment of such successor Trustee relates, (2) if the retiring Trustee is not 
retiring with respect to all Securities, shall contain such provisions as shall be 
deemed necessary or desirable to confirm that all the rights, powers, trusts and 
duties of the retiring Trustee with respect to the Securities of that or those series 
as to which the retiring Trustee is not retiring shall continue to be vested in the 
retiring Trustee, and ( 3 )  shall add to or change any of the provisions of this 
Indenture as shall be necessary to provide for or facifitate the adnlinistrafion of 
the trusts hereunder by more than one Trustee, i t  being understood that nothing 
herein or in such supplemental indenture shall constitute such Trustees 
co-trustees of the same trust and that each such Trustee shall be trustee of a trust 
or trusts hereunder separate and apart from any trust or trusts hereunder 
administered by any other such Trustee; and upon the execution and delivery of 
such supplemental indenture the resignation or removal of the retiring Trustee 
shall become effective to the extent provided therein and each such successor 
Trustee, without any hrther act, deed or conveyance, shall become vested with 
all the rights, powers, trusts and duties of the retiring Trustee with respect to the 
Securities of that or those series to which the appointment of such successor 
Tnistee relates; but, on request of the Company or any successor Trustee, such 
retiring Trustee shall duly assign, transfer ‘md deliver to such successor Trustee 
all property and money held by such retiring Trustee hereunder with respect to 
the Securities of that or those series to which the appointment of such successor 
Trustee relates 

Upon request of any such successor Trustee, the Company shall execute 
any and all instruments for more fully and certainly vesting in and confirming 
to such successor Trustee all such rights, powers and trusts referTed to in the 
first or second preceding paragraph, as the case may be. 

No successor Trustee shall accept its appointment unless at the time of 
such acceptance such successor Trustee shall be qualified and eligible under this 
Article. 

Section 6 12. Merger, Conversion, Consolidation or Succession to Business 

Any corporation into which the Trustee may be merged or converted or 
with which i t  may be consolidated, or any corporation resulting from any 
merger, conversion or consolidation to which the Trustee shall be a party, or m y  
corporation succeeding to all or substantially all the corporate trust business of 
the Trustee, shall be the successor of the Trustee hereunder. provided such 
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corporation shall be otherwise qualified and eligible under this Article, without 
the execution or filing of any paper or any further act on the part of any of the 
parties hereto. In case any Securities shall have been authenticated, but not 
delivered, by the Trustee then in office, any successor by merger, conversion or 
consolidation to such authenticatjng Trustee may adopt such authentication and 
deliver the Securities so authenticated with the same effect as if such successor 
Trustee had itself authenticated such Securities. 

Section 61 3. Preferential Collection of Claims Against Company. 

If and when the Trustee shall be or become a creditor of the Company 
(or any other obligor upon the Securities), the Trustee shall be subject to the 
provisions of the Trust Indenture Act regarding the collection of claims against 
the Company (or any such other obligor). For purposes of Section 3 1 I(b) (4) 
and (6 )  of the Trust Indenture Act, the following terms shall mean: 

(a) "cash transaction" means any transaction in which Full payment for 
goads or securities sold is made withjn seven days after delivery of the goods 
or securities in currency or in checks or other orders drawn upon banks or 
bankers and payable upon demand; and - 

(b) "self-liquidating paper" means any draft, bill of exchange, acceptance 
or obligation which is made, drawn, negotiated or incurred by the Company for 
the purpose of financing the purchase, processing, manufacturing, shipment, 
storage or sale of goods, wares or merchandise and which is secured by 
documents evidencing title to, possession of, or a iien upon, the goods, wares 
or merchandise or the receivables or proceeds arising from the sale of the goods, 
wares or merchandise previously constituting the security, provided the security 
is received by the Trustee simultaneously with the creation of the creditor 
relationship with the Company arising from the making, drawing, negotiating or 
incurring of the draft, bill of exch'mge, acceptance or obligation. 

Section 614. Appointment of Authenticating Agent. 

From time to time the Trustee may appoint one or more Authenticating 
Agents with respect to one or more series of Securities, which may include the 
Company or any of its Affiliates, with power to act on behalf of the Trustee to 
authenticate Securities of such series issued upon original issue and upon 
exchange, regisiration of transfer or partial redemption thereof or pursuant to 
Section 306, and Securities so authenticated shall be entitled to the benefits of 
this Indenture and shall be valid and obligatory for all purposes as i f  
authenticated by the Trustee hereunder. Wherever reference is made in this 
Indenture to the authentication and delivery of Securities by the Trustee or the 
Trustee's certificate of authentication, such reference shall be deemed to include 



authentication and delivery on behalf of tbe Trustee by an Authenticating Agent 
and a certificate of authentication executed on behalf of the Trustee by an 
Authenticating Agent. Each Authenticating Agent shall be acceptable to the 
Company and shall at all times be a corporation organized and doing business 
under the laws of the llnited States of America, any State thereof or the District 
of Columbia, authorized under such laws to act as Authenticating Agent, having 
a combined capital and surplus of not less than $50,000,000 and subject to 
supervision or examination by Federal or State authority. If  such Authenticating 
Agent publishes reports of condition at least annually, pursuant to law or to tl1e 
requjrements of said supervising or examining authority, then for the purposes 
of this Section, the combined capital and surplus of such Authenticating Agent 
shall be deemed to be its combined capital and surplus as set forth in its most 
recent report of condition so published. If at any time an Authenticating Agent 
shall cease to be eligible in accordance with the provisions of this Section, such 
Authenticating Agent shall resign immediately in the manner and with the effect 
specified in this Section. 

Any corporation into which an Authenticating Agent may be merged or 
converted or with which it may be consolidated, or m y  corporation resulting 
from any merger, conversion or consolidation to which such Authenticating 
Agent shall be a party, or any corporation succeeding to the corporate agency 
or corporafe trust business of an Authenticating Agent, shall continue to be an 
Authenticating Agent, provided such corporation shall be otherwise eligible 
under this Section, without the execution or filing of any paper or any further 
act on the part of the Trustee or the Authenticating Agent. 

An Authenticating Agent may resign at any time by giving written notice 
thereof to the Trustee and to the Company. The Trustee may at any time 
terminate the agency of an Authenticating Agent by giving written notic,e thereof 
to such Authenticating Agent and to the Company. Upon receiving such a notice 
of resignation or upon such a termination, or in case at any time such 
Authenticating Agent shall cease to be eligible in accordance with the provisions 
of this Section, the Trustee may appoint a successor Authenticating Agent which 
shall be acceptable to the Company. Any successor Authenticating Agent upon 
acceptance of its appointment hereunder shall become vested with all the rights, 
powers and duties of its predecessor hereunder, with like effect as if  originally 
named as an Authenticating Agent. NO successor Authenticating Agent shall be 
appointed unless eligible under the provisions of this Section. 

T!ie Company agrees to pay to each Authenticating Agent from time to 
time reasonable compensation for its services under this Section. 

I f  xi appointment with respect to one or more series is made pursuant to 
this Section, the Securities of such series may have endorsed thereon, in addition 
to the Trustee’s certificate of authentication, an alternative certificate of 
autlientication in the following form: 
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This is one of the Securities of the series designated therein referred to 
in the within-mentioned Indenture. 

THE FIFTH THIRD BANK 

As Trustee 

By. ................................... .., 
As Authenticating Agent 

By .............................. 
Authorized Officer 

Section 615. Indemnification. 

The Company agrees to indemnify the Trustee for, and hoId i t  
harmless against, any loss, iiability or expense incurred by it, arising out of or 
in connection with the acceptance or administration of this Indenture or the 
trusts hereunder or the perfommnce of its duties hereunder or under any 
rqlated document, including the reasonable costs and expenses of defending 
itself against or investigating any claim or liability with respect to the 
Securities, except to the extent that any such loss, liability or expense was 
due to its own negligence or bad faith. The Company need not pay for any 
settlement made without its consent. The obligations of the Company to the 
Trustee under this Section shaIl survive the satisfaction and discharge of this 
Indenture and payment in full asidlor retirement of the Securities. 

ARTICLE SEVEN 

Holders’ Lists and Reports by Tnrstee and Conipany 

Section 701. Company to Furnish Trustee Names and Addresses of Holders. 

The Company will f in i sh  or cause to be furnished to the Trustee: 
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(1) on each Regular Record Date, a list, in  such Form as the 
Trustee may reasonably require, of the names and addresses of the 
Holders of Securities of each series as of such Regular Record Date, and 

(2) at such other times as the Trustee may request in writing, within 
30 days after the receipt by the Company of any such request, a list of 
similar form and content as of a date not more than 15 days prior to the 
time such list is furnished; 

pravided, however, that if and so long as the Trustee shall be the Security 
Registrar, no such list need be h i s h e d .  

Section 702. Preservation of Infom~ation; Communications to Holders. 

The Trustee shall preserve, in as current a form as is reasonably 
practicable, the names ‘and addresses of Holders contained in the most recent list 
as provided in Section 701 and the names and addresses of Holders received by 
the Trustee in  its capacity as Security Registrar. The Trustee may destroy any 
list furnished to i t  as provided in Section 701 UPOR receipt of a new list so 
furnished. 

.e- 

The rights of Holders to communicate with other Holders with respect 
to their rights under this Indenture or under the Securities, and the corresponding 
rights and privileges of the Trustee, shall be as provided by the Trust Indenture 
Act. 

Every Holder of Securities, by receiving and holding the same, agrees 
with the Company and the Trustee that neither the Company nor the Trustee nor 
any  agent of either of them shall be held accountable by reason of any 
disclosure of information as to names and addresses of Holders made pursuant 
to the Trust Indenture Act. 

Section 703. Reports by Trustee. 

The Trustee shall transmit to I-Iolders such reports concerning the Trustee 
and its actions under thk Indenture as may be required pursuant to the Trust 
Indenture Act at the tinies and in the manner provided pursuant thereto. I f  
required by Section 317(a) of the Trust Indenture Act, the Trustee shall, within 
sixty days after each May 15 following the date of this Indenture deliver to 
Holders a brief iepart, dated as of such May 15, which complies with the 
provisions of such Section .3 13(a). 

61 



A copy of each such report shall, at the time of such transmission to 
Holders, be filed by the Trustee with each stock exchange upon which any 
Securities are listed, with the Conmission and with the Company. 

Section 704. Reports by Company. 

The Company shall file with the Trustee and the Cornmission, and 
transmit to Holders, such information, documents and other reports, and such 
summaries thereof, as may be required pursuant to the Trust indenture Act at the 
times and in the manner provided pursuant to such Act; provided that any such 
information, documents or reports required to be filed with the Commission 
pursuant to Section 13 or 15(d) of the Exchange Act shall be filed with the 
Trustee within 15 days after the same is so required to be filed with the 
Cornmission. 

ARTICLE EIGHT 

Consolidation, Merger and Sale 

Section 801, Consolidations and Mergers Permitted. 

Nothing contained in this Indenture or in any of the Securities shall 
prevent any consolidation or merger of the Company with or into any other 
corporation or corporations (whether or not affiliated with the Company), or 
successive consolidations or mergers in which the Company or its successor or 
successors shall be a party or parties, or shaI1 prevent any sale, conveyance, 
transfer or other disposition of the property of the Company or its successor or 
successors as an entirety, or substantially as an entirety, to any other corporation 
(whether or not affiliated with the Company or its successor or successors) 
authorized to acquire and operate the same; provided, however, the Company 
hereby covenants and agrees that, upon any such consolidation, merger, sale, 
conveyance, transfer or other disposition, the due and punctual payment of the 
principal of (premium, if any) and interest on all of the Securities of all series 
in accordance with the terms of each series, according to their tenor, and the due 
and punctual performance and observance of all the covenants and conditions 
of this Indenture with respect to each series or established with respect to such 
series to be kept or performed by the Company, shall be expressly assumed, by 
supplemental indenwe (which shall conform to the provisions of the Tmst 
Indenture Act as then in effect) satisfactory in form to the Trustee executed and 
delivered to the Trustee by the entity formed by such consolidation, nr into 
which the Company shall have been merged, or by the entity which shall have 
acqiiired such property. 
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Section 802. Rights and Duties of Successor Company 

In case of any such consolidation, merger, sale, conveyance, transfer or 
other disposition and upon the assumption by the successor corporation, by 
supplemental indenture, executed and delivered to the Trustee and satisfactory 
in form to the Trustee, of the due and punctual payment of the principal of, 
premium, if any, and interest on all of the Securities of all series outstanding and 
the due and punctual perforrnance of all of the covenanLs and conditions of this 
Indenture or established with respect to each series of the Securities to be 
performed by the Company with respect to each series, such successor 
corporation shall succeed to and be substituted for the Company, with the same 
effect as if i t  had been named herein as the party of the first part, and thereupon 
the predecessor corporation shall be relieved of all obligations and covenants 
under this Indenture and the Securities. Such successar corporation thereupon 
may cause to be signed, and may issue either in its own name or in the name 
of the Cdrnpany or any other predecessor obligor on the Securities, any or all 
of the Securities issuable hereunder which theretofore shall not have been signed 
by the Company and delivered to the Trustee; and, upon the order of such 
successor company, instead of the Company, and subject to all the terms, 
conditions and limitations in this Indenture prescribed, the Trustee shall 
authenticate and shall deliver any Securities which previously shall have been 
signed an$deIivered by the officers of the predecessor Company to the Trustee 
for authentication, and any Securities which such successor corporation 
thereafter shall cause to be signed and delivered to the Trustee for that purpose. 
,411 the Securities so issued shall in all respects have the same legal rank and 
benefit under this Indenture as the Securities theretofore or thereafter issued in 
accordance with the terms of this Indenture as though all of such Securities had 
been issued at the date of the execution hereof. 

Nothing contained in this Indenture or in any of the Securities shall 
prevent the Company from merging into itself or acquiring by purchase or 
otherwise all or any  part of the property of any other corporation (whether or 
not affiliated with the Company). 

Section 803. Opinion of Counsel. 

The Trustee may receive an Opinion of Counsel as conclusive evidence 
that any such consolidation, merger, sale, conveyance, transfer or other 
disposition, and m y  such assumption, comply with the provisions of this Article. 
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ARTTCLE NINE 

Supplemental Indentures 

Section 901. Supplemental Indentures Without Consent of Holders. 

Without the consent of any Holders, the Company, when authorized by 
a Board Resolution, and the Trustee, at any time and from time to time, may 
enter into one or more indentures supplemental hereto, in form satisfactory to 
the Trustee, for any of the following purposes: 

( I )  to evidence the succession of another Person to the Company and 
the assumption by any such successor of the covenants of the Company 
herein and in the Securities pursuant to Article Eight or Section 117; or 

(2) to add to the covenants of the Company for the benefit of the 
I-iolders of all 01 any series of Securities (and if such covenants are to be 
for the benefit of less than all series of Securities, stating that such 
Covenants are expressly being included solely for the benefit of such 
series) or to surrender any right or power herein conferred upon the 
Company; provided, however, that in respect of any such additional 
covenant, such supplemental indenture may provide for a particular 
period of grace after default (which period may be shorter or longer than 
that allowed in the case of other defaults) or may provide for an 
immediate enforcement upon such default or may limit the remedies 
available to the Trustee upon such default or may limit the right of the 
Holders of a majority in aggregate principal amount of the Securities of 
such series to waive such default; 

( 3 )  to add any additional Events of Default for the benefit of the 
Holders of all or any series of Securities (and if such additional Events 
of Default are to be for the benefit of less than all series of Securities, 
stating that such additional Events of Default are expressly being 
included solely for the benefit of such series); or 

(4) to add to or change any of the provisions of this Indenture to such 
extent as shall be necessary to permit or facilitate the issuance of 
Securities in bearer form, registrable or not registrable as to principal, 
and with or without interest c;oupons, or to permit or facilitate the 
issuance of Secilrities in uncertificated form; or 

( 5 )  to add to, change or eliminate any of the provisions of this 
Indenture in respect of one or inore series of Securities, provided that 
any such addition, change or elimination (A) shall neither ( i )  apply to 
any Security of any series created prior to the execution of such 
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supplemental indenture and entitled to the benefit of such provision nor 
(ii) modify the rights of the Holder of any such Security with respect to 
such provision or (B) shall become effective only when there is no such 
Security Outstanding; or 

(6) to secure the Securities; or 

(7) to establish the form or terms of Securities of any series as 
permitted by Sections 201 and 301; or 

(8) to evidence and provide for the acceptance of appointment 
hereunder by a successor Trustee with respect to the Securities of one or 
more series and to add to or change any of the provisions of this 
Indenture as shall be necessary to provide for or facilitate the 
administration of the trusts hereunder by one or more successor Trustees, 
pursuant to the requirements of Section 61 I ;  or 

(9) to cure any ambiguity, to corxect or supplement any provision 
herein which may be defective or inconsistent with m y  other provision 
herein, or to make any other provisions with respect to matters or 
questions arising under this Indaitwe, provided that such action pursuant 
to- this Clause (9) shall not adversely affect the interests of the Holders 
of Securities of any series in any material respect. 

The Trustee is hereby authorized to join with the Company in the 
execution of any such supplemental indenture, and to make any hrther 
appropriate agreements and stipulations which may be therein contained. 

Any supplemental indenture authorized by the provisions of this Section 
may be executed by the Company and the Trustee without the consent of the 
holders of any of the Securities at the time outstanding, notwithstanding any of 
the provisions of Section 902. 

Section $02. Supplemental Indentures With Consent of Holders. 

With the consent of the Holders of not less than a majority in principal 
amount of the Outstanding Securities of each series affected by such 
supplemental indenture, by Act of said Holders delivered to the Company and 
the Trustee, the Company, when authorized by a Board Resolution, and the 
Trustee may enter into an indenture or indentures supplemental hereto for the 
purpose of adding any provisions to or changing in any manner or eliminating 
a n y  of &he provisions of this Indenture or of modifying in any manner the rights 
of the Holders of Securities of such series under this Indenture; provided, 
however, that no such supplemental indenture shall, without the consent of the 
Holder of each Outstanding Security affected thereby, 



(1) change the Stated Maturity of the principal of, or any installment 
of principal of or interest on, any Security, or reduce the principal 
amount thereof or the rate of interest thereon or any premium payable 
upon the redemption thereof, or reduce the amount of the principal of an 
Original Issue Discount Security or any other Security which would be 
due and payable upon a declaration of acceleration af the Maturity 
thereof pursuant to Section 502, or change any Place of Payment where, 
or the coin or currency in which, any Security or any premium or interest 
thereon is payable, affect the applicability of Article Fourteen to any 
Security, or impair the right to institute suit for the enforcement of any 
such payment on or after the Stated Maturity thereof (or, in the case of 
redemption, on or after the Redemption Date), or 

(2) reduce the percentage in principal amount of the Outstanding 
Securities of any series, the consent of whose Holders is required for any 
such supplemental indenture, or the consent of whose Holders is required 
for any waiver (of compliance with certain provisions of this Indenture 
or certain defaults hereunder and their consequences) provided for in this 
Indenture, or 

(3) modify any of the provisions of this Section, Section 513 or 
Seaion 1007, except to increase any such percentage or to provide that 
certain other provisions of this Indenture cannot be modified or waived 
without the consent of the Holder of each Outstanding Security affected 
thereby; provided, however, that this clause shall not be deemed to 
require the consent of any Holder with respect to changes in the 
references to "the Trustee" and concomitant changes in this Section and 
Section 1007, or the deletion of this proviso, in accordance with the 
requirements of Sections 61 1 and 90l[S). 

A supplemental indenture which changes or eliminates any covenant or 
other provision of this Indenture which has expressly been included solely for 
the benefit of one or more particular series of Securities, or which modifies the 
rights of the Holders of Securities of such series with respect to such covenant 
or other provision, shall be deemed not to affect the rights under this Indenture 
of the Holders of Securities of any other series; provided that no such 
supplemental indenture shall modify any provision of tlus Indenture so as to 
adversely affect the rights of any holder of outstanding Senior Debt to the 
benefits of Article Fourteen. 

! 

I t  shall not be necessary for a n y  Act of Holders under this Section to 
approve the particular form of any  proposed supplemental indenture, but it shall 
be sufficient i f  such Act shall approve the substance thereof. 
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Section 903. Execution of Supplemental Indentures. 

In executing, or accepting the additional trusts created by, any 
supplemental indenture permitted by this Article or the modifications thereby of 
the trusts created by this Indenture, the Trustee shall be entitled to receive, and 
(subject to Section 601) shall be fully protected jn relying upon, an Opinion of 
Counsel stating that the execution of such supplemental indenture is authorized 
or permitted by this Indenture. The Trustee may, but shall not be obligated to, 
enter into any such supplemental indenture wkich affects the Trustee’s own 
rights, duties or immunities under this Indenture or otherwise. 

Section 904. Effect of Supplemental Indentures. 

Upon the execution of any supplemental indenture under this Arlicle, this 
Indenture shall be modified in accordance therewith, and such supplemental 
indenture shall form a part of this Indenture for all purposes; and every Holder 
of Securities theretofore or thereafter authenticated and delivered hereunder shall 
be bound thereby. 

Section 9OS. Conformity with Trust Indenture Act. 

Every supplemental indenture executed pursu;int to this M i c l e  shall 
conform to the requirements of the Trust Indenture Act as then in effect. 

Section 906. Reference in Securities to Supplemental Indentures. 

Securities of any series authenticated and delivered after the execution 
of any supplemental indenture pursuant to this Article may, ‘and shall ifrequired 
by the Trustee, bear a notation in form approved by the Trustee as to any matter 
provided for in such supplemental indenture. if the Company shall so determine, 
new Securities of any series so modified as to conform, in the opinion of the 
Trustee and the Company, to ‘any such supplemental indenture may be prepared 
and executed by the Company and authenticated and delivered by the ‘Trustee 
in exchange for Outstanding Securities of such series. 
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ARTICLE TEN 

Covenants 

Section 1001. Payment of Principal, Premium and Interest. 

The Company covenants and agrees for the benefit of each series of 
Securities that i t  will duly and punctually pay the principal of and any premium 
and interest on the Securities of that series in accordance with the terms of the 
Securities and this Indenture. 

Section 1002. Maintenance of Office or Agency. 

The Company will maintain in each Place of Payment for any series of 
Securities an office or agency where Securities of that series may be presented 
or surrendered for payment, where Securities of that series may be surrendered 
for registration of transfer or exchange and where notices and demands to or 
upon the Company in respect of the Securities of that series and this Indenture 
may be served. The Company will give prompt written notice to the Trustee of 
the locatioh, and any change in the location, of such office or agency. If at any 
time the Company shall fail to maintain any such required office or agency or 
shall fail to furnish the Trustee with the address thereof, such presentations, 
surrenders, notices and demands may be made or served at the Corporate Trust 
Office of the Trustee, aid the Company hereby appoints the Trustee as its agent 
to receive all such presentations, surrenders, notices and demands. 

The Company may also from time to lime designate one or mQre other 
offices or agencies where the Securities of one or more series may be presented 
or surrendered for any or all such purposes and may from time to time rescind 
such designations; provided, however, that no such designation or rescission 
shall in any maimer relieve the Company of its obligation to maintain an office 
or agency in each Place of Payment for Securities of any series for such 
purposes. The Company will give prompt written notice to the Trustee of any 
such designation or rescission and of any change in the location of any such 
other office or agency. 

Section 1003. Money for Securities Payments to Be Held in Trust. 

if the Company shall at any time act as its own Paying Agent with 
respect to any series of Securities, i t  will, on or before each due date of the 
principal of or any premium or interest on any of the Securities of that series, 
segregate and hold in trust for the benefit of the Persons entitled thereto a sum 
sufficient to pay the principal ,and any premium and interest so becoming due 
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until such sums shall be paid to such Persons or otherwise disposed of as herein 
provided and will promptly notify the Trustee of its action or failure so to act. 

Whcnever the Company shall have one or more Paying Agents for any 
series of Securities, it wiil, on or before each due date of the principal of or any 
premium or interest on any Securities of that series, deposit with a Paying Agent 
a sum sufficient to pay such amount, such sum to be held as provided by the 
Trust Indenture Act, and (unless such Paying Agent is the Trustee) the Company 
will promptly notify the Trustee of its action or failure so to act. 

The Company will cause each Paying Agent for any series of Securities 
other than the Trustee to execute and deliver to the Trustee an instrument in 
wliich such Paying Agent shall agree with the Trustee, subject to the provisions 
of this Section, that such Paying Agent will ( I }  comply with the provisions of 
the Trust Indenture Act applicable to it as a Paying Agent and (2) during the 
continuance of any default by the Company (or any other obligor upon the 
Securities of that series) in the making of any payment in respect of the 
Securities of that series, upon the written request of the Trustee, forthwith pay 
to the Trustee all sums held in trust by such Paying Agent for payment in 
respect of the Securities of that series. 

The Company may at any time, for the purpose of obtaining the 
satisfaction and discharge of this Indenture or for any other purpose, pay, or by 
Company Order direct any Paying Agent to pay, to the Trustee all sums held in 
trust by the Compmy or such Paying Agent, such sums to be held by the 
Trustee iipoti the sane tn~sts  as those upon which such sums were held by the 
Compmy or such Paying Agent; and, upon such payment by any Paying Agent 
to the Trustee, such Paying Agent shall be released from all further liability with 
respect to such money. 

Any money deposited with the Trustee or any Paying Agent, or then held 
by the Company, in trust €or the payment of the principal of or any premium or 
interest on any  Security of any seiies and remaining unclaimed for I8 months 
after such principal, premium or interest has become due and payable shall be 
paid to the Company on Company Request, or (if then held by the Company) 
shall be discharged from such trust; and the Holder of such Security shall 
thereafter, as an unsecured general creditor, look only to the Company for 
payment thereof, and all liability of the Trustee or such Paying Agent with 
respect fo such trust money, and all liability of the Company ils tnistee thereof, 
shall thereupon cease; provided, however, that l.he Trustee or such Paying Agent, 
before being required to make m y  such repayment, may at the expense. of the 
Company cause to be published once, in a newspaper published in the English 
language, customarily published on each Business Day and of general circulation 
in the Borough of Manhattan, The City of NEW York, New York, notice that 
such money remains imclaimed mid that, after a dale specified therein, which 
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shall not be less than 30 days from the date of such publication, any unclaimed 
balance of such money then remaining will be repaid to the Company. 

Section 1004. Statement by Officers as to Default. 

The Company will deliver to the Trustee, within 120 days aAer the end 
of each fiscal year of the Company ending after the date hereof, an Officers' 
Certificate, stating whether or not to the best knowledge of the signers thereof 
the Company is in default in the performance and observance of any of tlie 
terms, provisions and conditions of this Indenture (without regard to any period 
of grace or requirement of notice provided hereunder) and, if the Company shall 
be in default, specifying all such defaults and the nature and status thereof of 
which they may have knowledge. 

Section 1005. Maintenance of Properties. 

The Company will cause all properties used or useful in the conduct of 
its business or the business of any Subsidimy to be maintained and kept in good 
condition, repair and working order and supplied with all necessary equipment 
and will 'Eause to be made all necessary repairs, renewals, replacements, 
betterments and improvements thereof, all as in the judgment of the Company 
may be necessary so that the business carried on in connection therewith may 
be properly and advantageously conducted at all times; provided, hawever, that 
nothing in this Section shall prevent the Company from discontinuing the 
operation or maintenance of any of such properlies if such discontinuance is, in 
the judgment of the Company, desirable in the conduct of its business or the 
business of any  Subsidiary. 

Section 1006. Payment of Taxes and Other Claims. 

The Company will pay or discharge or cause to be paid or discharged, 
before the same shall become delinquent, ( 1 )  all taxes, assessments and 
governmental charges levied or imposed upon the Company or any Subsidiary 
or upon the income, profits or property of the Company or any Subsidiary, and 
(2) all lawful claims for labor, materials and supplies which, if unpaid, might by 
law become a lien upon the property of the Company or any Subsidiary; 
provided, however, that the Company shall not be required to pay or discharge 
or cause to be paid or discharged any such tax, assessment, charge or claim 
whose amount, applicability or validity is being contested in good faith by 
appropriate proceedings. 



Section 1007. Waiver of Certain Covenants. 

Except as otherwise specified as contemplated by Section 301 for 
Securities of such series, the Company may, with respect to the Securities of any 
series, omit in any parficuiar instance to comply with any term, provision or 
condition set forth in any covenant provided pursuant to Section 301(18), 901(2) 
or 901(7) for the benefit of the Holders of such series if before the time for such 
compliance the Holders of at least a majority in principal amount of the 
Outstanding Securities of such series shall, by Act of such Holders, either waive 
such compliance in such instance or generally waive compliance with such term, 
provision or condition, but no such waiver shall extend to or affect such term, 
provision or condition except to the extent so expressly waived, and, until such 
waiver shall become effective, the obligations of the Company and the duties of 
the Trustee in respect of any such term, provision or condition shall remain in 
full force and effect. 

Section 1008. Calculation of Originaf Issue Discount. 

The Company shall file with the Trustee promptly at the end of each 
calendar year a written notice specifying the amount of original issue discount 
(including-daily rates and accrual periods) accrued on Outstanding Securities as 
of the end of such year. 

ARTICLE ELEVEN 

Redemption of Securities 

Section 1 101. Applicability of Article.. 

Securities of any series which are redeemable before their Stated Maturity 
shall be redeemable in accordance with their terms and (except as otherwise 
specified as contemplated by Section 301 for such Securities) in accordance with 
this Article. 

Section 1102. Election to Redeem, Notice to Trustee. 

The election of the Company to redeem my Securities shall be evidenced 
by a Board Resolution or in another manner specified as contemplated by 
Section 301 for such Securities. In case of any redemption at the election of the 
Company the Company shall, at least 4.5 days prior to the Redemption Date 
fixed by the Company (unless a shorter notice shall be satisfactory to the 
Trustee), notify the Trustee of such Redemption Date and of the principal 
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amount of Securities of such series to be redeemed. In the case of any 
redemption of Securities prior to the expiration of any restriction on such 
redemption provided in the terms of such Securities or elsewhere in this 
Indenture, the Company shall furnish the Trustee with an Officers’ Certificate 
evidencing compliance with such restriction. 

Section 1103. Selection by Trustee of Securities to Be Redeemed. 

If less lhan all the Securities of any series are to be redeemed (unless all 
the Securities of such series and of a specified tenor are to be redeemed or 
unless such redemption affects only a single Security), the particular Securities 
to be redeemed shall be selected not more than 60 days prior to the Redemption 
Date by the Trustee, from the Outstanding Securities of such series not 
previously called for redemption, by such method as the Trustee shall deem fair 
and appropriate and which may provide for the selection for redemption of a 
portion of the principal amount of any Security of such series, provided that the 
unredeemed portion of the principal amount of any Security shall be in an 
authorized denomination (which shall not be less than the minimum authorized 
denomination) for such Security. if less than all the Securities of such series are 
to be redeemed (unless such redemption affects only a single Security), the 
particular Securities to be redeemed shall be selected not more than 60 days 
prior to the Redemption Date by the Trustee, from the Outstanding Securities 
of such series not previously called for redemption in accordance with the 
preceding sentence. 

The Trustee shall promptly notify the Company in writing of the 
Securities selected for redemption as aforesaid and, in case of any Securities 
selected for partial redemption as aforesaid, the principal amount thereof to be 
redeemed. 

The provisions of the two preceding paragraphs shall not appiy with 
respect to any redemption affecting only a single Security, whether such Security 
is to be redeemed in whole or in part. In the case of any such redemption in 
part, the unredeemed portion of the principal amount of the Security shall be in 
an authorized denomination (which shall not be less than the niinimum 
authorized denomination) for such Security. 

For all purposes of tllis Indenture, unless the context otherwise requires, 
all provisions relating to the redemption of Securities shall relate, in the case of 
any Securities redeemed or to be redeemed only in part, to the portion of the 
principal amount of such Securities which has been or is to be redeemed. 

72 



Section 1104. Notice of the Redemption. 

Notice of redemption shall be given by mail not less than 30 nor more 
than 60 days prior to the Redemption Date, to each Holder OF Securities to be 
redeemed, at his address appearing in the Security Register. 

All notices of redemption shall identify the Securities to be redeemed and 
shall state: 

( I )  the Redemption Date, 

(2) the Redemption Price, 

(3) if less than all the Outstanding Securities of any series consisting 
of more than a single Security are to be redeemed, the identification 
(and, in the case of partial redemption of any such Securities, the 
principal amounts) of the particular Securities to be redeemed and, if less 
than d l  the Outstanding Securities of any series consisting of a single 
Security are to be redeemed, the principal amount of the particular 
Security to be redeemed, 

-(4) that on the Redemption Date the Redemption Price will become 
due and payable upon each such Security to be redeemed and, if 
applicable, that interest thereon will cease to accrue on md afier said 
date, 

( 5 )  the place or places where each such Security is to be surrendered 
for payment of the Redemption Price, and 

(6) that the redemption is for a sinking fund, if S U C ~  is the case. 

Notice of redemption of Securities to be redeemed at the election of the 
Company shall be given by the Company or, at the Company's request, by the 
Trustee in the name and at the expense of the Company and shall be irrevocable. 

The notice if mailed in the manner herein provided shall he conclusively 
presumed to have been given, whether or not the Holder receives such notice.. 
in any case, failure to give such notice by mail or any defect in the notice to the 
EIalder of any Security designated for redemption as a whole or in part shall not 
affect the validity of the proceedings for the redemption of any other Security. 

Section 110s. Deposit of Redemption Price. 

On or before any Redemption Date, the Conipany shall deposit with the 
Trustee or with a Paying Agent (or, i f  the Company is acting as its own Paying 
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Agent, segregate and hold in trust as provided in Section 1003) an amount of 
money sufficient to pay the Redemption Price of, and (except if the Redemption 
Date shall be an Interest Payment Date) accrued interest on, all the Securities 
which are to be redeemed on that date. 

Section 1 106. Securities Payable on Redemption Date. 

Notice of redemption having been given as aforesaid, the Securities so 
to be redeemed shall, on the Redemption Date, become due and payable at the 
Redemption Price therein specified, and from and after such date (unless the 
Company shall default in the payment of the Redemption Price m d  accrued 
interest) such Securities shall cease to bear interest. Upon surrender of any such 
Security for redemption in accordance with said notice, such Security shall be 
paid by the Company at the Redemption Price, together with accrued interest to 
the Redemption Date; provided, however, that, unless otherwise specified as 
contemplated by Section 301, installments of interest whose Stated Maturity is 
on O r  prior to the Redemption Date will be payable to the Holders of such 
Securities, or one or more Predecessor Securities, registered as such at the close 
of business on the relevant Record Dates according to their terms and the 
provisions of Section 307. 

I 

Section 1107. Securities Redeemed in Part. 

Any Security which is to be redeemed only in part shall be surrendered 
at a Place of Payment therefor (with, i f  the Company or the Trustee so requires, 
due endorsement by, or a written instnunent of transfer in form satisfactory so 
the Company and the Trustee duly executed by, the Holder thereof or his 
attorney duly authorized in writing), and the Company shall execute, and the 
Trustee shall authenticate and deliver to the Holder of such Security without 
service charge, a new Security or Securities of the same series and of like tenor, 
of any authoriz.eti denomination as requested by such Holder, in aggregate 
principal amount equal to and in exchange for the unredeemed portion of the 
principal of the Security so surrendered; provided, however, that a Depositary 
need not surxnder a Global Security for a partial redemption and may be 
autliorized to make a notation on such Global Security of such partial 
redemption. I n  the case of a partial redemption of a Global Security, the 
Depositary, and in  turn, the participants in the Depositary, shall have the 
responsibility to select any Securities to be redeemed by random lot. 



ARTICLE TWELVE 

Sinking Funds 

Section 1201. Applicability of Article. 

The provisions of this Article shall be applicable to any sinking fund for 
the retirement of Securities of any series except as otherwise specified as 
Contemplated by Section 301 for such Securities. 

The minimum amount of any sinking fund payment provided for by the 
terms of any Securities is herein referred to as a "mandatory sinking fund 
payment", and any payment in  excess of such minimum aniount provided for by 
the terms of such Securities is herein referTed to as an "optional sinking fund 
payment". I f  provided for by the terms of any Securities, the cash 
amount of any sinking fund payment may be subject to reduction as provided 
in Section 1202. Each sinking fund payment shall be applied to the redemption 
of Securities as provided for by the terms of such Securities. 

Section 1202. Satisfaction of Sinking Fund Payments with Securities. 

The Company ( 1 )  may deliver Outstanding Securities of a series (other 
than any previously called for redemption) and (2) may apply as a credit 
Securities of a series which have been redeemed either at the election of the 
Company pursuant to the terms of such Securities or through the application of 
permitted optional sinking fund payments pursuant to the terms of- such 
Securities, in each case in satisfaction of all or any part of any s id ing  fund 
payment with respect to any Securities of such series required to be made 
pursuant to the terms of such Securities as and to the extent provided for by the 
terms of such Securities; provided that the Securities to be so credited have not 
been previously so credited. The Securities to be SO credited shall be received 
and credited for such purpose by the Trustee at the Redemption Price, as 
specified in the Securities so to be redeemed, for redemption through operation 
of the sinking fund and the moun t  of such sinking fund payment shall be 
reduced accordingly. 

Section 1203. Redemption of Securities for Sinking Fund. 

Not less than 4.5 days prior to each sinking fund payment date for any 
Securities, the Company will deliver to the Trustee ai Officers' Certificate 
specifying the amount of the next ensuing sinking fund payment for such 
Securities pursuant to the terms of such Securities, the portion thereof, if any, 
which is to be satisfied by payment of cayh and the portion thereof, if any, 



which is to be satisfied by delivering and crediting Securities pursuant to Section 
1202 and will also deliver to the Trustee any Securities to be so delivered. Not 
less than 30 days prior to each such sinking fund payment date, the Trustee shall 
select the Securities to be redeemed upon such sinking fund payment date in the 
manner specified in Section 1103 and cause notice of the redemption thereof to 
be given i n  the name of and at the expense of the Company in the manner 
provided in Section 1104. Such notice having been duly given, the redemption 
of such Securities shall be made upon the terms and in the manner stated in 
Sections 1106 and 1107. 

ARTICLE THIRTEEN 

Defeasance and Covenant Defeasance 

Section 1301. Company’s Option to Effect Defeasance or Covenant Defeasance. 

The Company may elect, at its option at any time, to have Section 1302 
or Section 1303 applied to any Securities or any series of Securities, as the case 
may be, designated pursuant to Section 301 as being defeasible pursuant to such 
Section 1702 or 1303, in accordance with any applicable requirements provided 
pursuant to Section 301 and upon compliance with the conditions set forth 
below in this Article. Any such election shall be evidenced by a Board 
Resolution or in another manner specified as contemplated by Section 301 for 
such Securities. 

Section 1302. Defeasance and Discharge. 

Upon the Company’s exercise of its option (if any) to have this Section 
applied to any Securities of my series of Securities, as &be case may be, the 
Company shall be deemed to have been discharged from its obligations with 
respect to such Securities as provided in this Section on and after the date the 
conditions set forth in Section 1304 are satisfied (hereinafter called 
“Defeasance”). For this purpose, such Defeasance means that the Company shall 
be deemed to have paid and discharged the cntire indebtedness represented by 
such Securities and to have satisfied all its other obligations under such 
Securities and this Indenture insofar as such Securities are concerned (and the 
Trustee, at the expense of the Company, shall execute proper instruments 
acknowledging the same), subject to the following which shall survive until 
otherwise terminated or discharged hereunder. ( 1 )  the rights of Holders of such 
Securities to receive, solely from the trust frmd described in Section 1304 and 
as more fully set forth in such Section, payments in respect of the principal of 
and any premium and interest on such Securities when payments are due, (2) the 
Company’s obligations with respect to such Securities under Sections 304, 305, 



306, 1002 and 1003, (3) the rights, powers, trusts, duties and immunities of the 
Trustee hereunder and (4) this Article. Subject to compliance with this Article, 
the Company may exercise its option (if any) to have this Section applied to any 
Securities notwithstanding rhe prior exercise of its option (if any) to have 
Section 1303 applied to such Securities. 

Section 1303. Covenant Defeasance. 

Upon the Company's exercise of its option (if any) to have this Section 
applied to any Securities or any series of Securities, as the case may be, ( 1 )  the 
Company shall be released from its obligations under Section 801(3), Sections 
1005 through 1006, inclusive, and any covenants provided pursuant to Section 
301(19), 901(2) or 901(7) for the benefit of the Holders of such Securities and 
(2) the occurrence of any event specified in Sections 501(4) (with respect to any 
of Section 801(3), Sections 1005 through 1006, inclusive, and any such 
covenants provided pursuant to Section 301(19), 901(2) or 901(7)), and 501(7) 
shall be deemed not to be or result in an Event of Default in each case with 
respect to such Securities as provided in this Section on and after the date the 
conditions set forth in Section 1304 are satisfied (hereinafter called "Covenant 
L)efeasmce"). For this purpose, such Covenant Defeasance means that, with 
respect to Such Securities, the Company may omit to comply with and shall have 
no liability in respect of any term, condition or limitation set forth in any such 
specified Section (to the extent so specified in the case of Section 501(4)) or 
Article Fourteen, whether directly or ind~rectly by reason of any reference 
elsewhere herein to any such Section or Article or by reason of any reference 
in any such Section or Article to any other provision herein or in any other 
document, but the remainder of this Indenture and such Securities shall be 
unaffected there by. 

Section 1304. Conditions to Defeasance or Covenant Defeasance. 

The following shall be the conditions to the application of Section 1302 
or Section 1303 to any Securities or any series of Securities, as the case may be: 

( 1 )  The Company shall irrevocably have deposited or caused to be 
deposited with the Trustee (or another trustee which satisfies the 
requirements contemplated by Section 609 and agrees to comply with the 
provisions of this M i c l e  applicabie to it)  as trust funds in tnist for the 
purpose of making the following payments, specifically pledged as 
security for, and dedicated solely to, the benefit of the Holders of such 
Securities, (A) money in an amount, or (B) US. Government Obligations 
which through the scheduled payment of' principal and interest in respect 
thereof in accordance with their terms will provide, not later than one 
day before the due date of any payment, money in an amount, or (C) a 
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combination thereof, in  each case sufficient, in the opinion of a firm of 
independent public accountants expressed in a written certification 
thereof delivered to the Trustee, to pay and discharge, and which shall 
be applied by the Trustee (or any such other qualifying trustee) to pay 
and discharge, the principal of and any premium and interest on such 
Securities on the respective Stated Maturities, in accordance with the 
terms of this Indenture and such Securities. As used herein, "U.S. 
Government Obligation" means (x) any security which is (i) a direct 
obligation of the United States of America for the payment of which the 
full faith and credit of the United States of America is pledged or (ii) an 
obligation of a Person controlled or supervised by and acting as an 
agency or instrumentality of the United States of America the payment 
of which is unconditionally guaranteed as a full  faith and credit 
ob5gation by the United States of America, which, in either case (i) or 
(ii), is not callable or redeemable at the option of the issuer thereof, and 
(y) any depositary receipt issued by a bank (as defined in Section 3(a)(2) 
of the Securities Act) as custodian with respect to any U.S. Government 
Obligation which is specified in Clause (x) above and held by such bank 
for the account of the holder of such depositary receipt, or with respect 
to any specific payment of principal of or interest on any U.S. 
Government Obligation which is so specified and held, provided that 
(ej<Zept as required by law) such custodian is not authorized to make any 
deduction from the amount payable to the holder of such depositary 
receipt from any amount received by the custodian in respect of the U.S. 
Government Obligation or the specific payment of principal or interest 
evidenced by such depositary receipt. 

(2) In the event of an election to have Section 1302 apply to any 
Securities or any series of Securities, as the case may be, the Company 
shall have delivered to the Trustee an Opinion of Courisel stating that (A) 
the Company has received from, or there has been published by, the 
Internal Revenue Service a ruling or (B) since the date of tllis instrument, 
there has been n change in the applicable Federal income tax law, in 
either case (A) or (B) to the effect that, and based thereon such opinion 
shall confirm that, the Holders of such Securities will riot recognize gain 
or loss for Federal income tax purposes as a result of the deposit, 
Defeasance and discharge to be effected with respect to such Securities 
and will be subject to Federal income tax on the same amount, in the 
same manner and at the same times as would be the case if such deposit, 
Defeasance and discharge were not to occur. 

(3) In the event of an election io have Section 1303 apply to any 
Securities or any  series of Securities, RS the case may be, the Company 
shall have delivered to the Trustee an Opinion of Counsel to the effect 
that the Molders of such Securities Will not recognize gain or loss for 
Federal income tax purposes as a result of the deposit and Covenant 
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Defeasance to be effected with respect to such Securities and will be 
subject to Federal income tax on the same amount, in the sanie manner 
and at the same times as would be the case if such deposit and Covenant 
Defeasance were not lo occur” 

(4) The Company shall have delivered to the Trustee an Officers’ 
Certificate to the effect that neither such Securities nor any other 
Securities of the same series, if then listed on any securities exchange, 
will be delisted as a result of such deposit. 

(5) No event which is, or after notice or lapse of time or both would 
become, an Event of Default with respect to such Securities or any other 
Securities shall have occurred and be continuing at the time of such 
deposit or, with regard to any such event specified in Sections SOl(5) 
and (6), at any time on or prior to the 90th day after the date of such 
deposit (it being understood that this condition shall not be deemed 
satisfied until after such 90th day). 

( 6 )  Such Defeasance or Covenant Defeasance shall not cause the 
Tmstee to have a conflicting interest within the meaning of the Trust 
Indenture Act (assuming all Securities are in default within the rneanhg 
of3uch Act). 

(7) Such Defeasance or Covenant Defe,asance shall not result in a 
breach or violation of, or constitute a default under, any other agreement 
or instrument to which the Company is a party or by which i t  is bound. 

(8) Such Defeasance or Covenant Defeasance shall not result in the 
tnlst arising from such deposit constituting an investment company 
within the meaning of the Investment Company Act unless such trust 
shall be registered under such Act or exempt from registration 
thereunder. 

(9) At the time of such deposit, (A) no default in the payment of any 
principal of or premium or interest on any Senior Debt shall have 
occurred and be continuing, (8) no event of default with respect to any 
Senior Debt shall have resulted in such Senior Debt becoming, and 
continuing to be, due and payable prior to the date on which i t  would 
otherwise have become due and payable (unless payment of such Senior 
Debt has been made or duly provided for}, and (C} no other event of 
default with respect to any Senior Debt shall have occurred and be 
continuing permitting (after notice or lapse of time or both) the holders 
of such Senior Debt (or a trustee on behalf of such holders) to declare 
such Senior Debf due and payablc prior to the date on which i t  would 
otherwise have become due and payable. 



(10) The Company shall have delivered to the Trustee an Officers' 
Certificate and an Opinion of Counsel, each stating that all conditions 
precedent with respect to such Defeasance or Covenant Defeasance have 
been complied with. 

Section 1305. Deposited Money and U.S. Government Obligations to Be 
Held in Trust: Miscellaneous Provisions. 

Subject to the provisions of the last paragraph of Section 1003, ail 
money and U.S. Govenment Obligations (including the proceeds thereof) 
deposited with the Trustee or other qualifying trustee (soleIy for purposes of this 
Section and Section 1306, the Trustee and any such other trustee are referred to 
collectively as the "Trustee") pursuant to Section 1304 in respect of any 
Securities shall be held in trust and applied by the Trustee, in accordance with 
the provisions of such Securities and this Indenhire, to the payment, either 
directly or through any such Paying Agent (including the Company acting as its 
own Paying Agent) as the Trustee may determine, to the Holders of such 
Securities, of all sums due and to become due thereon in respect of principal and 
any premium and interest, but money so held in trust need not be segregated 
rrom other funds except to the extent required by law. - 

Money and U.S. Government Obligations so held in trust shall not be 
subject to the provisions of Article Fourteen. 

The Company shall pay and indemnify the Trustee against any tax, fee 
or other charge imposed on or assessed against the U.S. Government Obligations 
deposited pursuant to Section 1304 or the principal and interest received in 
respect thereof other than any such tax, fee or other charge which by law is for 
the account of the Holders of Outstanding Securities. 

AJiything in this Article to the contrary notwithstanding, the Trustee shall 
deliver or pay to the Company from time to time upon Company Request any  
money or U.S. Government Obligations held by i t  as provided in Section 1304 
with respect to any Securities which, in the opinion of 8 firm of independent 
public accountants expressed in a written certification thereof delivered to the 
Trustee, are in excess of the amount thereof which would then be required to be 
deposited to effect the Defeasance or Covenant Defeasance, as the case may be, 
with respect to such Securities. 

Section 1306. Reinstatement. 

If the Trustee or the Paying Agent is unable to apply any money in 
accordance with tlus Article with respect to any Securities by reason of any 
order or ,judgment of any court or governmental authority enjoining, restraining 
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or  otherwise prohibiting such application, then the obligations under this 
Indenture and such Securities from which the Company has been discharged or 
released pursuant to Section 1302 or 1303 shall be revived and reinstated as 
though no deposit had occurred pursuant to this Article with respect to such 
Securities, until such time as the Trustee or Paying Agent is permitted to apply 
all money held in trust pursuant to Section 1305 with respect to such Securities 
in accordance with this Article; provided, however, that if the Company makes 
any payment of principal of or any premium or interest on any such Security 
following such reinstatement of its obligations, the Company shall be subrogated 
to the rights (ifany) of the I-lolders of such Securities lo receive such payment 
from the money so held in trust. 

ARTICLE FOUR.TEEN 

Jwior Subordinated Securities 

Section 1401. Certain Securities Subordinate to Senior Debt. 

As provided pursuant to Section 301 or in a supplemental indenture, the 
Company-Tnay issue one or more series of Securities subject to the provisions, 
of this Article Fourteen, and each Holder of a Security of a series so issued 
("Junior Subordinated Securities"), whether upon original issue or upon transfer 
or assignment thereof, accepts and agrees to be bound by such provisions. 

The payment of the principal of, premium, if any, and interest on all 
Junior Subordinated Securities issued with respect to which this Article Fourteen 
applies shall, to the extent and in the manner hereinafter set forth, be subordinate 
and subject in right of payment to the prior payment in hll of all Senior Debt, 
whether outstanding at the date of this Indenture or thereafter incurred. 

No provision of this Article Fourteen shall prevent the occurrence of any 
defauit or Event of Defauit hereunder. 

Section 1402. Payment Over of Proceeds Upon Default. 

In the event and during the continuation of any  default in the payment 
of principal, premium, interest or any other payment due on any Senior Debt 
continuing beyond the. period of grace, if  any,  specified in the instrument 
evidencing such Senior Debl, unless and until such default shall have been cured 
or waived or shall have ceased to exist, or in the event that the maturity of any 
Senior Debt has  been accelerated because of a default, then no payment shall be 
made by [he Company with respect to the principal (including redemption and 



sinking fund payments) of, or premium, if  any, or interest on the Junior 
Subordinated Securities. 

In the event that, notwithstanding the foregoing, any payment shall be 
received by the Trustee or any holder when such payment is prohibited by the 
preceding paragraph of this Section 1402, such payment shall be held in  trust for 
the benefit of, and shall be paid over or delivered to, the holders of Senior Debt 
or their respective represeotatives, or to the trustee or trustees under any 
indenture pursuant to which any of such Senior Debt may have been issued, as 
their respective interests may appear, but only to the extent that the holders of 
the Senior Debt (or their representative or representatives or a trustee) not i6  the 
Trustee within 90 days of such payment of the amounts then due and owing on 
the Senior Debt and only the mounts  specified in such notice to the Trustee 
shall be paid to the holders of Senior Debt. 

Section 1403. Payment Over of Proceeds Upon Dissolution, Etc. 

Upon any payment by the Company, or distribution of assets of the 
Company of any kind or character, whether in cash, property or securities, to 
creditors upon any dissolution or winding-up or liquidation or reorganizatian of 
the Compiiny, whether voluntary or involuntary or in bankruptcy, insolvency, 
receivership or other proceedings, all amounts due or to become due upon all 
Senior Debt shall first be paid in full, or payment thereof provided for in money 
in accordance with its terms, before any payment is made on account of the 
principal (and premium, if any) or interest on the Junior Subordinated Securities; 
and upon any such dissolution or winding-up or liquidation or reorganization 
any payment by the Company, or distribution of assets of the Company of any 
kind or character, whether id cash, property or securities, to which the Holders 
of the Junior Subordinated Securities or the Trustee would be entitled, except 
for the provisions of this Article Fourteen, shall be paid by the Company or by 
any receiver, trustee in  bankruptcy, liquidating trustee, agent or other person 
making such payment or distribution, or by the Holders of the Junior 
Subordinated Securities or by the Trustee under this Indenture if received by 
them or it, directly to the holders of Senior Debt (pro rata to such holders on the 
basis of the respective amounts of Senior Debt held by such holders, as 
calculated by the Company) or their representative or representatives, or to the 
trustee or trustees under any indenture pursuant to which any instruments 
evidencing any Senior Debt may have been issued, as their respective interests 
may appear, to the extent necessary to pay all Senior Debt in hll, in money or 
money’s worth, after giving effect to any concurrent payment or distribution to 
or for the holders of Senior Debt, before any payment or distribution is made 
to the holders of Junior Subordinated Securities or to the Trustee. 

In the event that, notwithstanding the foregoing, any payment or 
distribution of assets of the Company of any kind or character, whether in cash, 
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property or securities, prohibited by the foregoing, shall be received by the 
Trustee or the holders of the Junior Subordinated Securities before all Senior 
Debt is paid in full, or provision is made For such payment i n  money in 
accordance with its terms, such payment or distribution shall be held in trust for 
the benefit of and shall be paid over or delivered to the holders of Senior Debt 
or their representative or representatives, or to the trustee or trustees under any 
indenture pursuant to which any iilstruments evidencing any  Senior Debt may 
have been issued, as their respective interests may appear, as calculated by the 
Company, for application to the payment of all Senior Debt remaining unpaid 
to the extent necessary to pay all Senior Debt in full in money in accordance 
wit11 its terms, after giving effect to any concurrent payment or distribution to 
or for the holders of such Senior Debt. 

For purposes of this Article Fourteen, the words, "cash, property or 
securities" shall not be deemed to include shares of stock of the Company as 
reorganized or readjusted, or securities of the Company or any other corporation 
provided for by a plan of reorganization or readjustment, the payment of which 
is subordinated at least to the extent provided in this Article Fourteen with 
respect to the Junior Subordinated Securities to the payment of all Senior Debt 
which may at the time be outstanding; provided that (i) the Senior Debt is 
assumed by the new corporation, if any, resulting from any such reorganization 
or readjusfment, and (ii) the rights of the holders o f  the Senior Debt are not, 
without the consent of such holders, altered by such reorganization or 
readjustment. The consolidation of the Company with, or the merger of the 
Company into, another corporation or the liquidation or dissolution of the 
Company following the conveyance or transfer of its property as an entirety, or 
substantially as an entirety, to another corporation upon the terms and conditions 
provided for in Article Eight hereof shall not be deemed a dissolution, 
winding-up, liquidation or reorganization for the proposes of this Section 1403 
if such other corporation shall, as a part of such consolidation, merger, 
conveyance or transfer, comply with the conditions stated in Article Eight 
hereof. Nothing in Section 1402 or in this Section 1403 shall apply to claims of, 
or payments to, the Tnistee under or pursuant to Section 607, 

Section 1404. Subrogation to Rights of Holders of Senior Debt. 

Subject to the payment in full of all Senior Debt, the rights of the holders 
of the Junior Subordinated Securities shall be subrogated to the rights of the 
holders of Senior Debt to receive payments or distributions of cash, property or 
securities of the Company applicable to the Senior Debt; and, for the purposes 
of such subrogation, no payment or distributions to the holders of the Senior 
Debt of any cash, property or securities to which the holders of the Junior 
Subordinated Securities or the Trustee would be entitled except for the 
provisions of this Article Fourteen, and no payment over pursuant to the 
provisions of this Article Fourteen, to or for the benefit of the holders of Senior 
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Debt by holders of the Junior Subordinated Securities or the Trustee, shall, as 
between the Company, its creditors other than holders of Senior Debt, and the 
Holders of the Junior Subordinated Securities, be deemed to be a payment by 
the Company to or on account of the Senior Debt. It is understood that the 
provisions of this Article Fourteen are and are intended solely for the purposes 
of defining the relative rights of the holders of the Junior Subordinated 
Securities, on the one hand, and the holders of the Senior Debt on the other 
hand. 

Nothing contained in this Article Fourteen or elsewhere in this Indenture 
or in the Junior Subordinated Securities is intended to or shall impair, as 
between the Company, its creditors other than the holders of Senior Debt, and 
the holders of the Junior Subordinated Securities, the obligation of the Company, 
which is absolute and unconditional, to pay to the holders of the Junior 
Subordinated Securities the principal of (and premium, if any) and interest on 
the Junior Subordinated Securities as and when the same shail become due and 
payable in accordance with their terms, or is intended to or shall affect the 
relative rights of the holders of the Junior Subordinated Securities and creditors 
of the Company other than the holders of the Senior Debt, nor shall anything 
herein or therein prevent the Trustee or the holder of any Junior Subordinated 
Security from exercising all remedies otherwise permitted by applicable law 
upon defaiilt under this Indenture, subject to the rights, ifany, under this Article 
Fourteen of the holders of Senior Debt in respect of cash, property or securities 
of the Company received upon the exercise of a ~ y  such remedy. 

Upon any payment or distribution of assets of the Company referred to 
in this Article Fourteen, the Trustee, subject to the provision of Article Six, and 
the Holders of the Junior Subordinated Securities shall be entitIed to reiy upon 
any order or decree made by any court of competent jurisdiction in which such 
dissolution, winding-up, liquidation or reorganization, liquidation or 
reorganization proceedings are pending, or a certificate of the receiver, trustee 
in bankruptcy, liquidation trustee, agent or other person making such payment 
or distribution, delivered ta the Trustee or to the Holders of the Junior 
Subordinated Securities, for the purposes of ascertaining the persons entitled to 
participate in such distribution, the holders of the Senior Debt and other 
indebtedness of the Company, the amount hereof or payable thereon, the amount 
or amounts paid or distributed thereon and all other facts pertinent thereto or to 
this Article Fourteen. 

Section 1405. Tnistee to Effectuate Subordination. 

Each Holder of a Junior Subordinated Seciuily by his acceptance thereof 
authorizes and directs the Trustee in his behalf to take such action as may be 
necessary or appropriate to effectuate the subordination provided in this Article 
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Fourteen and appoints the Trustee his attorney-in-fact for any and all such 
purposes. 

Section 1406. Notice to Trusteeq 

The Company shall give prompt written notice to a Responsible Officer 
of the Trustee of any fact known to the Company which would prohibit the 
making of  any payment of monies to or by the Trustee in respect of the Junior 
Subordinated Securities pursuant to the provisions of this Article Fourteen. 
Notwithstanding the provisions of this Article Fourteen or any other provision 
of this Indenture, the Trustee shall not be charged with knowledge of the 
existence of any facts which would prohibit the making of any payment of 
monies to or by the Trustee in respect of the Junior Subordinated Securities 
pursuant to the provisions of this Article Fourteen, unless and until a 
Responsible Officer of the Trustee shall have received written notice thereof at 
the Principal Office of the Trustee from the Company or a holder or holders of 
Senior Debt or from any trustee therefor; and before the receipt of any such 
written notice, the Trustee, subject to the provisions of Articie Six, shall be 
entitled in all respects to assume that no such facts exist; provided, however, that 
if the Trustee shall not have received the notice provided for in this Section 
1406 at le-kst two Business Days prior to the date upon which by the terms 
hereof any money may become payable for any purpose (including, without 
limitation, the payment of the principal of (or premium, if any) or interest on 
any Junior Subordinated Security), then, anything herein contained to the 
contrary notwithstanding, the Trustee shall have full power and authority to 
receive such money and to apply the same to the purposes for which they were 
received, and shall not be affected by any notice to the contrary which may be 
received by i t  within two Business Days prior to such date. 

The Trustee, subject to the provisions of Article Six, shall be entitled to 
rely on the delivery to it of a written notice by a person representing himself to 
be a holder of Senior Debt (or a trustee on behalf of such holder) to establish 
that such notice has been given by a holder of Senior Debt or a trustee on behalf 
of any such holder or holders. In the event that the Trustee determines in good 
faith that further evidence is required with respect to the right of any person as 
a holder of Senior Debt to participate in any payment or distribution pursuant 
to this Article Fourteen, the Trustee may request such person to hrnish evidence 
to the reasonable satisfaction of the Trustee as to the amount of Senior Debt 
held by such Person, the extent to which such person is entitled to participate 
in such payment or distribution and any other facts pertinent to the rights of 
such person under this Article Fourteen, and if such evidence is not furnished 
the Trustee may defer any payment to such person pending judicial 
determination as to the right of such person to receive such payment. 
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Section 1407. Rights of Trustee as Holder of Senior Debt; Preservation of 
Trustee’s Rights. 

The Trustee in its individual capacity shall be entitled to all the rights set 
forth in this Article Fourteen in respect of any Senior Debt at any time held by 
it, to the same extent as any other holder of Senior Debt, and nothing in this 
Indenture shall deprive the Trustee of any of its rights as such holder. 

Nothing in this Article Fourteen shall apply to clajms of, or payments to, 
the Trustee under or pursuant to Section 607. 

Section 1408. No Waiver of Subordination Provisions. 

No right of any present or future holder of any Senior Debt to enforce 
subordination as herein provided shall at any time in any way be prejudiced or 
impaired by any act or failure to act on the part of the Company or by any act 
or failure to act, in  good faith, by any such holder, or by any noncompliance by 
the Company with the terms, provisions and covenants of this Indenture, 
regardless of any knowledge thereof which any such holder may have or 
otherwise be charged with. 

’ 

- 
Without in any way limiting the generality of the foregoing paragraph, 

the holders of Senior Debt may, at any time and from time to time, without the 
consent of or notice to the Trustee or the holders of the Junior Subordinated 
Securities, without incurring responsibility to the holders of the htnior 
Subordinated Securities and without impairing or releasing the subordination 
provided in this Article or the obligations hereunder of the holders of the Junior 
Subordinated Securities to the holders of Senior Debt, do any one or more of the 
following: (i) change. the manner, place or terms of payment or extend the time 
of payment of, or renew or alter, Senior Debt, or otherwise amend or 
supplement in any manner Senior Debt or any instrument evidencing the same 
or any agreement under which Senior Debt is outstanding; (ii) sell, exchange, 
release or otherwise deal with any property pledged, mortgaged or otherwise 
securing Senior Debt; (iii) release any person liable in any ~ n a m e r  for the 
collection of Senior Debt; and (jv) exercise or refrain from exercising any rights 
against the Company and any other person. 
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'I'liis inslrument may he exec~rtcd in any  numbcr o f  counterparts, each 01' 
which so executed shall be deemed to be an original, but all such counterparts 
shall together constitute but one and the sanic instrument. 

In Wimess Whcreol', the parties hereto have caused this Indenture to be 
duly executed as  o f  the day and year first above written. 

THE I N I O N  LiCil-IT. HlZAT A N D  POWER COMPANY 

Trcasurcr 



THE UNION LIGHT, HEAT AND POWER COMPANY 

AND 

THE FIFTH THIRD BANK, 
Trustee 

Second Supplemental Indenture 

Dated as of April 30, 1998 

T O  

Illdent ure 

Dated as of .July 1, 199s 

6.50% Debentures Due 2008 



SECOND SUPPLEMENTAL INDENTURE, dated as of April 30, 1998, 
between The Union Light, Heat and Power Company, a corporation duly organized and 
existing tinder the laws of the Commonwealth of Kentucky (herein called tlie 
"Company"), having its principal office at 139 East Fourth Street, Cincinnati, Ohio 
4.5202, and The Fifth Tliird Bank, an Ohio bankjng corporation, as Tnistee (herein 
called the "Tnlstee") under the Indenture dated as of July 1, 1995 between the 
Company and the Trustee (the "Indenture"). 

Recitals of the Company 

The Company has executed and delivered the Lndenture to the Trustee to 
provide for the issuance fiom time to time of its unsecured debentures, notes or other 
evidences of indebtedness (the "Securities"), to be issued in one or more series as in the 
Indenture provided. 

Pursuant to the terms of tlie Indenture, the Company desires to provide for tile 
establishlent of a new series of its Securities lo be known as its 6.50% Debentures 
Dite 2008 (lierein called the "Debentures"), in this Second Supplemental Indenture. 

AI1 things necessary to make this Second Supplemental Indenture a valid 
agreement of the Company have been done. 

Now, Therefore, This Second Supplemental Indenture Witnesseth: 

For aid in consideration of the preinises and the purchase of the Debentures by 
the Holders thereof, i t  is mutually agreed, for. the equal and proportionate benefit of all 
Holders of the Debentures. as follows: 

ARTICLE ONE 

Terms or the L3ebentures 

Section 101. There is hereby authoiized a series of Securities dcsignated the 
"6.50% Ilebentures Due 2008", limited in aggregate principal amount to $20,000,000 
(except as provided in Section 301(2) of the Indenture). The Debentures shall mature 
and the principal shall be due a2d payable together with all accrued and unpaid interest 
thereon on April 30, 2008 and shall be issued in the form of a registered Global 
Seculily without coupoils, iegistered in the name of Cede & Co , as nominee of Thc 
Depository Trust Company (the "Depositary") 

Section 102. The provisions of Section 305 of the Indenture applicable to 
Global Securities shall apply to the Debentui es 

Section 103. Interest on each of the Debenhu-es shall be payable semiannually 
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on April 30 and October 30 in each year (each an "Interest Payment Date"), 
Goinnleiicing on October 30, 1998, at the rate per annuin specified in the designation of 
the Debentures from April 30, 1998, or from the most recent Interest Payment Date to 
which interest has been paid or duly provided for. The interest so payable, and 
punctually paid or duly provided for, on any Interest Payment Date will be paid to the 
Person in whose name sucfi Debenture (or one or more Predecessor Securities) is 
registered at the close cf business on the Regular Record Date for such interest, which 
shall be the Business Day immediately preceding such Interest Payment Date. The 
amount of inteiest payable for any period will be computed on the basis of a 360-day 
year of twelve 30-day months. As used herein, "Business Day" means any day, other 
than a Saturday or Sunday, or n day on which banking institutions in New York, New 
York are authorized or obligated by law or executive order to be closed. 

Section 104. Subject to agreements with or the rules of the Depositary or any 
successor book-entry security system or similar system with respect to Global 
Securities, payments of interest will be made by check mailed to the Holder of each 
Debenture at the address shown in the Securily Register, and payments of the principal 
amount of each Debenture will be made at niaturity by check against preseiitation of 
the Debentuie at the oKke or agency of the Trustee. 

Section 105. The Debentures shall be issued in denominations of $1,000 or 
any integral multiple of $1,000. 

Section 106. Principal and interest on the Debentures shall be payable in the 
coin or currency of the United States of America, wliich, at the time of payment, is 
legal tender for public and privatc debts. 

Section 107. The Debenhires shall be subject to defeasance and covenant 
defeasance, at the Company's option, as provided for in Sections 1302 and 1303 of the 
Indenture. 

Section 108. Subject to the tcrms of Article Eleven of the Indenture, the 
Company shall have the right to redeem the Debentures, in whole but not in part, 
froin time to time and at any tiinc (such redemption, an "Optional Redemption", and 
the date thereof, the "Optional Redemption Date") upon not less than 30 days' notice 
to the holders, at a redemption price equal to the sun1 of (A) the greater of (i) 100% 
of the principal amount of the Debenlures to be redeemed or (ii) the sum of the 
present values of the Remaining Scheduled Payments thereon discounted to the 
Optional Redemption Date on a semiannual basis (assuming a 360day year 
consisting of twelve 30-day months) at the Treasury Rate plus 1 8  basis points, less 
the Applicable Accrued Interest Amount plus (8) the Applicable Accrued Interest 
Amount. 

"Applicable Accrued Inkiest Amount" means, at  the Optional Redemption 
Date, the amount of interest acciued and unpaid from the prior interest payment date 
to thc Optional Redemption Datc on the Debentures subjcct to the Optional 
Redemption determined at the rale per annum shown i n  the title thereof, coinputed 
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on the basis of a 360-day year of twelve 30-day months. 

"Comparable Treasury Issue" means the United Slates Treasury secutity 
selected by an Independent Investment Ranker as having a maturity that would be 
utilized, at the time of selection and in accordance with customary financial practice, 
in pricing new issues of corporate debt securities of comparable maturity to the 
remaining term of the Debentures to 'be redeemed pursuant to the Optional 
Redemption. "Independent fnvestinent Banker" means one of the Reference 
Treasury Dealers appointed by the Trustee after consultation with the Company. 

"Comparable Treasury Price" means, with respect to the Optional 
Redemption Date, the average of the Reference Treasury Dealer Quotations for such 
Optional Redemption Date. 

"Reference Treasury Dealer" means a primary U.S. Government securilies 
dealer in  New York City (a "Primary Treasury Dealer"). "Reference Treasury Dealel 
Quotalions" means, with respect to each Reference Treasuiy Dealer and any 
redemption date, the average, as determined by the Trustee, of the bid arid asked 
prices for the Comparable Treasury Issue (expressed in each case as a percentage of 
its principal amount) quoted in writing to the Trustee by such Reference Treasuiy 
Llealer at S:O0 p.m. on the third Business Day preceding such redemption date. 

"Remaining Scheduled Payments" means, with respect to any Debenture, the 
remaining scheduled payments of the principal thereof to be redeemed and interest 
thereon that would be due after the Optional Redemption Date but for the Optional 
Redernptio n. 

"Treasury Rate" means, with respect la the Optional Redemption Date (if 
any), the rate per annum equal to thc semiannual equivalent yield to maturity of the 
Comparable Treasury Issue, assuming a price for the Comparable Treasury Issue 
(exprcssed as a percentage of its piincipal amount) equal to the Comparable Tleasury 
Price for such Optional Redemption Date. 

ARTICLE TWO 

Form of the Debentures 

Section 201 I The Debentures are to be substantially in the following form and 
shall include substantially the legend shown so long as the Debentures are Global 
Securities: 
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FOIIRTH SUPPLEMENTAL, INDENTURE, dated as of September 17, 1999, 
between The tJnion Light, Heat and Power Conipany, a corporation duly organized and 
existing under the laws of the Commonwealth of Kentucky (herein called the 
"Company"), having its principal office at 139 East Fourth Street, Cincinnati, Ohio 
45202, and Fifth Third Bank, an Ohio banking corporation, as Trustee (herein called 
the "Trustee") under the Indenture dated as of July 1, I995 between the Company and 
the Trustee (the "Indenture"). 

Recitals of  the Company 

The Company has executed and delivered the Indenture to the Trustee to 
provide for the issuance fioni time to h i e  of its unsecured debentures, notes or other 
evidences of indebtedness (the "Securities"), to be issued in one or more series as in the 
Indenture provided. 

Pursuant to the terms of the Indenture, the Company dcsires to provide for the 
establishinent of a new series of its Securities to be known as its 7.875% Debentures 
Due 2009 (herein called the "Debentures"), in this Fourth Supplemental Indenture. 

All things necessary to make this Fourth Supplemental Indenture a valid 
agreement of the Company have been done. 

Now, Theieforc, This Fouitli Supplemental Indenture Witnesseth: 

For and i n  consideration of the preiiiises and tlie purchase of the Debentures by 
the Holders thereof, i t  is mutually agreed, for the equal and proportionate benefit of all 
Holders of the Debentures, as follows: 

ARTICLE ONE 

Teniis of the Debentures 

Scction 101 There is hereby authorized a series of Securities designated the 
"7.875% Debentuies Due 2009", limited in aggregate principal amount to $20,000,000 
(except as provided in Section 301 (2 )  of the Indenture) The Debentures shall mature 
and the pincipal shall be due and payable together with all accrued and unpaid interest 
tlicreon on September 15, 2009 and shall be issued in the forin of a registercd Global 
Security without coupons, registered in the name of Cede & Co , as nominee of The 
Depositoiy Trust Company (the "Depositary") 

Section 102 The provisions of Section 305 of the Inden~ure applicable to 
Global Securities shall apply to the Debentures. 

Section 107. Inlerest on each oT the Debentures shall be payable scinianniially 
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on March I S  and September 15 in each year (each an "Interest Payinent Date"), 
commencing on March 15, 2000, at the rate per aruiurn specified in the designation of 
the Debentures fioin September 17, 1999, or !?om the most recent interest Payment 
Date to which interest has been paid or duly provided for. The inteiest so payable, and 
punctually paid or duly provided for, on any Interest Payueiit Dale will be paid to the 
Person in whose name such Debenture (or one or more Predecessor Securities) is 
registcred at the close of business on the Regular Record Date for such intetest, which 
shall be the Business Day inmediately preceding such Interest Payinent Date. The 
amount of interest payable for any period will be computed on the basis of a 3GO-day 
year o f  twelve 30-day months. As used herein, "Business Day" means any day, other 
than a Saturday or Sunday, 01 a day on which banking institutions in New Yor-k, 
New York are authorized or obligated by law or executive ordei to be closed. 

Section 104. Subject to agieements with or tlie rules of the Depositary or any 
successor book-entry security systeni or similar system with respect to Global 
Securities, payments of interest will be made by check mailed to the Holder of each 
Debenture at the address shown in tlie Security Register, and payments of the principal 
amount of each Debentute will be made at  maturity by check against picsenlation of 
the Debenture at h e  oflice or agency of the Ti-ustee. 

Section 10.5. The Debentures shall be issued i n  denominations of $1,000 or 
any integral mulliple of $1,000. 

Section 106. Principal and interest on the Debentures shall be payable in the 
coin or curreiicy of the IJnited States of America, which, at the lime of payment, is 
legal tender for public and private debts. 

Section 107. The Debentures shall be subject to defeasancc and covenant 
defeasance, at the Company's option, as provided Tor in Sections 1302 and 1303 of the 
Indenture. 

Section 108 Subject to the teiins of Article Eleven of' the indenture, the 
Company shall have the righl to redeeni the Debentures, in whole but not i n  part, 
fi om fiine to time and at any tiiiie (such iedemption, an "Optional Redemption", and 
the date tlieieof, the "Optional Redeniplion Date") upon not less than 30 days' notice 
to thc holders, at a redemption price equal to thc sum of (A) tlic gicatcr of ( I )  100% 
of tlic principal amount of the Debentures to be Iedeemed or ( i i )  the siini of the 
prcsent values of the Remaining Scheduled Payments thereon discounled to the 
Optional Redemplion Date on a semiannual basis (assuming a 360-day year 
consistrng of twelve 30-day months) at the Treasury Rate plus 25 basis points, less 
the Applicable Accrued Interest Amount plus (B) the Applicable Accrued Jnterest 
Ani0 11 ii t 

"Applicable Accrued Iiitetest Amount" IYEBIIS, at the Optional Redemption 
Date, the amount of interest accrued and unpaid flom the prioi inkiest paynient date 
lo the Optional Redemption Date on the Debeiitures srrbject to the Optional 
Redemption determined at the rate per annum shown in the tjlle thereof, computed 



on tlie basis of a 360-day year of twelve 30-day months. 

"Comparable Treasury Issue" means the [Jnited States Treasury security 
selected by an Independent Investment Banlcer as having a maturity that would be 
utilized, at the time of selection and in  accordance with customary financial practice, 
i n  pricing new issues of corporate debt securities of comparable maturity to tlie 
remaining temi of the Debentures to be redeemed pursuant to the Optional 
Redemption. "lndependcnl Investment Raidcer" means one of the Reference 
Treasury Dealers appoinled by the Trustee after consullation with the Company. 

"Comparable Treasury Price" means, with respect to the Optional 
Redemption Date, the average of the Reference Treasury Dealer Quotations for such 
Optional Redcniptioii Date. 

"Refcrence Treasuiy Dealer" means a primary I1.S. Government securities 
dealer in New York City. "Reference Treasury Dealer Quotations" means, with 
respect to each Reference Treasury Dealer and any redeniption date, the average, as 
determined by the Trustee, of the hid and asked prices for the Comparable Treasuiy 
Issue (expressed in each case as a percentage of its principal amount) quoted in  
writing to thc Trustce by such Reference Treasury Dealer at 5.00 p.m. on tlic third 
Business Day preceding such I edeinption date. 

"Remaining Scheduled Payments" means, with respect to any Debenture, thc 
remaining scheduled payments of the principal thereof to be redeemed and interest 
thereon that would be due after the Optional Redemption Date but  for the Optional 
Redemption. 

"Treasury Rate" means, with respect lo the Optional Redemption Date (if 
any), the rate per annum equal to the serniaruitral equivalent yield to maturity of the 
Compai able 'Treasury Issue, assuining a price for the Comparable Treasury Issue 
(expressed as a percentage of its principal amount) equal to the Comparable Tieaswy 
PI icc foi such Optional Redemption Dale. 

ARTICLE TWO 

Form of thc Debentures 

Section 201. The Debentures are to be substantially in the following foim and 
shall iriclude substantially the legend shown so long as the Debenluics arc Global 
Securi I i es . 
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NO. R-- 

(FORM OF FACE OF DEBENTURE) 

,I. 

CUSIP No. 906888 AP 7 

THE UNION LIGHT, HEAT AND POWER COMPANY 

7.875% DEBENTURE DUE 2009 

UNL,ESS THIS CERTIFICATE IS PRESENTED BY AN AUTHORIZED 
REPRESENTATIVE OF THE DEPOSITORY TRUST COMPANY, A NEW YORK 
CORPORATION (”DTC”) T O  ISSUER OR ITS AGENT FOR REGISTRATION OF 
TRANSFER, EXCHANGE, OR PAYMENT AND ANY CERTIFICATE 1SStJED IS 
REGISTERED 1N THE NAME OF CEDE & CO. OR IN SUCH OTHER NAME AS 
IS EQUESTED BY AN AUTHORIZED REPRESENTATIVE OF DTC (AND ANY 
PAYMENT IS MADE TO CEDE & CO. OR TO SUCH OTHER ENTITY AS IS 
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF DTC), ANY 
TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR OTHERWISE 
BY OR TO ANY PERSON IS WRONGFUL, INASMUCH AS THE REGlSTERED 
OWNER HEREOF, CEDE & CO., IHAS AN INTEREST HEREIN. 

THE UNION LIGHT, HEAT A N D  POWER COMPANY, a coqioralion duly 
organized and existing under the laws of the Commonwealth of Kentucky (herein 
called the “Company”, which tenn includes any successor Person wider the Indenture 
liereaftel ieferied to), for value received, hereby promises to pay to CEDE & CO., 01 

registered assigns, the principal sum of and No/l00 Dollars 
ts ) on September 15,2009, and Lo pay interest thereon froni September 17, 
1999 or froin the most recent Interest Paynienl Date to which interest has been paid or 
duly provided for, semiaiiiiually on March 15 and September 15 in each year, 
coinniencing March 15, 2000, at the rate of 7.8’75% per anniim, until the principal 
hereof is paid or made available for paynient. The amount of interest payable on any 
Interest Payment Date shall be computed on the basis of a 360-day year of twelve 30- 
day montlis. The interest so payable, and punctiially paid or duly provided for, on any 
Interest Payment Date will, as provided in the Indenture, be paid to the Person in 
whose name this Security (or one or more Predecessor Secuiities) is registered at the 
close of business on the Regular Record Date for such interest, which shall be the 
Business Day immedialely preceding such Interest Payment Date. Any such interest 
not so punctually paid or duly provided for will forthwith cease to be payable lo the 
Holder on such Regular Record Date and may either be paid to the Person in  whose 
name [his Security (or one or more Predecessor Securities) is registered at the close of 
business on a Special Record Date for the payment of such Defaulted Interest to be 
fixed by the Trustee, nolice whereof shall be given to Holders of Securities of this 
series not less Ilia11 I O  days prior to such Special Record Dale, 01‘ be paid at any time in 
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any other lawful manner not inconsistent with the requirements of any securities 
exchange on which the Securities of this series niay be listed, and upon such notice as 
inay be required by such exchange, all as niore fully provided in the Indenture. 

Payment of the principal of (and premium, if any) and interest on this Security 
will be made at the corporate tnist office of the Trustce maintained for that purpose in 
the Ciry o f  Cincinnati, in  such coin or currency of the United States of America as at 
the Lime of payment is legal Lender for payment of public and private debts; provided, 
however, that at the option of the Cotnpany payment of interest may be made by check 
niailed to the address of the Person entitled thereto as such address shall appear i n  the 
Security Register. 

Any payment on (his Security due on any day which is not a Business Day in 
the City of New York need not be made 011 such day, but may be made on the next 
succeeding Business Day with thc same force and effect as if made on the due date and 
no inleresl shall accriie for the period from and after such date, unless such payment is 
a payment at maturity or upon redemption, i n  which case interest shall accrue thereon 
at thc stated rate for such additional days. 

As used herein, "Business Day" incans any day, other than a Saturday or 
Sunday, or a day on which banking instittitions in New York, New York are 
authorized or obligated by law or executive order to be closed. 

Reference is hereby made to the further provisions of [his Security set forth on 
the reverse hereof, which furlher provisions shall for all purposes have the same elfect 
as if set forth at this place 

IJnless the ccrtificate of authentication hereon has been executed by the Trustec 
referred to on the reverse hereof by ntanual signature, this Security shall not be entitled 
to any benefit under the Indenture or be valid or obligatory for any purpose. 

In Witness Whereof, the Conipany has caused this instrument to be duly 
executed. 

THE UNION LIGHT, HEAT A N D  POWER COMPANY 

By.. ... I . . . . . . .  I ........ .,. " I  
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CERTIFICATE OF AIJTI-IENTICATION 

Dated: 

This is one of the Seciirities of the series designated therein 
referred to in the within-mentioned Indenture. 

FIFTH TI-IlRD HANK, 
ils Trustee 

By ........I-. ~_ ......"....._.".. 
Authorized Signatory 

(FORM OF REVERSE OF DEBENTURE) 

This Security is one of a duly authorized issue of securities of the Company (herein 
called the "Securities"), issued and to be issued in one or more series under an 
Indenture, dated as of Ju ly  1, 1995 (as supplemented, herein called the "Indenture", 
which term shall have the nieaning assigned to i t  in  such instrument), bctween the 
Company and Fifth Third Bank, as Trustee (herein called the "Tnistee", wliich temi 
includes any sticcessor tnistee under the Indenture), and reference is hereby made to thc 
Indenture for a stalcinent of the I espective rights, limitations of rights, duties and 
irnmunitics thereunder of the Conipany, the Ti ustee and the Holders of the Securities 
and of the terms upon which thc Scciirities arc, and are to be, authenticated and 
delivered. This Secuiity is one of the series designated on the face hereof, limited in  
aggregate principal amount to $20,0OO,OOO. 

The Securities of this seiies ale subject to optional redemption, in whole but not in 
part, from time to time and at any time (such redemption, an "Optional Rcdemption", 
and the date thereof, the "Optional Redeniption Date") upon not less than 30 days' 
notice to the hoiders, at a redemption price cqtial to the sum of [A) the grealer of (i) 
100% of the principal amount of the Secuiities of this seiies to be iedeemed or (ii) 
Ihe sum of the present values of the Remaining Scheduled Payments thereon 
discounted lo (he Optional Redemption Datc on a semiaimual basis (assiinling a 360- 
day year consisting of twelve 30-day months) at the Treasuiy Rate plus 25 basis 
points, less the Applicable Accrued 1ntei.est Amount plus (R)  [he Applicable Accrued 
Inteiest Amount. 

"Applicable Accrued Intcrest Amount" means, al the Optional Redemption Date, the 
amount of interest acciued and unpaid rrom the prior interest payment date to the 
Optional Redemption Date on the Securities of this seiics subject to the Optional 
Redemption determined at the rate pel annum shown in  the titlc thcreof, computed 
on the basis of a 360-day year of twelve 30-day inonlhs. 

"Coinparable Treasury lssue" means the United States Treasury security sclected by 



an Independent Investment Banker as having a maturity that would be utilized, at the 
time of selection and in  accordance with customary financial practice, in pricing new 
issues of corporate debt securities of comparable maturity to the remaining term of 
the Securities of this series to be redeemed pursuant to the Optional Redemption. 
"Independent Investment Banker" means one of the Reference Treasury Dealers 
appointed by the Tiustee after corisultation with the Company. 

"Comparable Treasury Price" means, with respect to the Optional Redemption Date, 
the average of the Reference Treasury Dealer Quotations for such Optional 
Redemption Date. 

"Reference Treasury Dealer'' ineatis R primary U S .  Government securities dealer in 
New York City. "Reference Treasury Dealer Quotations" means, with respect to 
each Reference Treasury Dealer and any redemption date, the average, as determined 
by the Tnistee, of tlie bid and asked prices for the Cornparable Treasury Issue 
(expressed in each case as a percentage of its principal amount) quoted in writing to 
tlie Trustee by such Reference Treasury Dealer at 5:OO p.m. on the third Business 
Day preceding such redemption date. 

"Remaining Scheduled Payments" means, with respect to any Securities of this 
series, the remaining scheduled payments of the principal thereof to be redeemed and 
interest thereon that would be due after the Optional Redemption Date but for the 
Optional Redemption. 

"Treasuiy Rate" means, wilh respect to the Optional Redemption Date (if any), the 
rate per annum equal to the semiannual equivalent yield to inaturity of the 
Comparable Treasury Issue, assuming a price for the Comparable Treasury issue 
(expressed as a percentage of its principal amount) equal to the Comparable Treasury 
Price for such Optional Redemption Date. 

The Indenture contains provisions for defeasance at any time of the entire indebtedness 
of this Security or certain restrictive covenants and Events of Default with respect to 
this Security upon compliance with certain conditions set forth in the Indenture. 

I f  an Event of Default with respect to Securities of tl$ series shall occur and be 
continuing, the principal of the Secuities of this series may bc declared due and 
payable in the manlier and with the effect piovided in the Indenture. 

The Indenture permits, with certain exceptions as therein provided, the amendment 
thereof and the modification of the rights and obligations of the Company and the 
rights of the Holders of the Securities of each seties to be affected under the Indenture 
at any time by the Company and the Tnistee with the consenl of the I-Iolders of a 
majority i n  principal ainount of the Securities at the time Outstanding of each series to 
be affected The Indeiiluie also contains provisions pennitling the Holders of a 
inajority in principal ainount of the Securitics of each series at the h i e  Outstanding, on 
behalf of the liolders of all Securities of such series, lo waive compliance by the 
Company with certain provisions of lhe Indentuie and certain past defaults under the 
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Indenture and their consequences. Any such consent or waiver by the Holder of this 
Secui ily shall be conclusive and binding upon such Holder and upon all Cuture Holders 
of this Security and of any Security issued upon tlie registration of transfer hereof or in 
exchangc herefor or in lieu hereof, whether or not notation ofsuch consent or waiver is 
made upon this Security. 

As provided in and subject to llie provisions of the Indenture, the Holder of this 
Security shall not have the right to institute any proceeding with respect to the 
Indenture or for the appointment of a receiver or tiustee or for any other remedy 
thereunder, unless such Holder shall have previously given the Trustee written nolice 
of a continuing Event of Default with respect to the Securities of this series, the 
Holders of not less than 35% in principal amount of the Securities of this series at the 
time Outstanding shall have made written iequest to the Trustee to institute 
proceedings in respect of such Event of Default as Trustee and offered the Trustee 
reasonably satisfactory indeinnily, and the Tiuslee shall not have received from the 
Holders of a majority in principal amount af Securities of this series at the time 
Outstanding a direction inconsistent with such requcst, and shall have railed to institute 
any such proceeding, fa1 60 days after reccipt of such iiotice, request and offer of 
indemnity. The foregoing shall not apply to any suit instituted by the I-IIolder of this 
Security for tlie enforcenicnt of  any payment of  principal hereof or any premium or 
interest hereon on or aner the respective due dates expiessed herein. 

No reference herein 10 the Indenture and no provision of this Security or of the 
Indenture sliall alter or impair the obligation of the Company, which is absolute and 
unconditional, to pay the principal of and any premium and interest on this Security at 
the times, place and rate, and in the coin or currency, lierein prescribed. 

As provided i n  the Indentute and subject to certain liniitations tlierein set forth, the 
transfer of this Security is iegistrable in the Security Register, upon suncnder of this 
Security for iegistration of transfer at the office or agency of the Company in any place 
wliere the principal of and any pieinium and interest on this Security are payable, duly 
endorsed by, or accoiiipanied by a written instrument of transfer in form satisfactory to 
the Company and the Security Registrar duly executed by, the Holder hereof 01 his 
attorney duly authorized in writing, and Ihereupon one or mole new Securities of this 
series and of like tenol, of authorized denominations and foi the same aggegate 
principal amount, will be issued to the designated transferee or transrerees. 

The Securities of this series are issuable only in registered forni without coupons in 
denoiiiinations of SI ,000 and any integral multiple thereor As provided i n  the 
Indenture and subject to certain limitations therein set forth, Securities of this series are 
exchangeable Tot a like aggregate principal amount of Securities of this series and of 
like tenor of a different authorized denomination, as requested by the Holder- 
suirendeiing the same. 

No service charge shall be made foi any such registration of tiansfer or exchange, but 
thc Coiiipany may require paynient of a sum sufficient to covet any lax or other 
governmental chai ge payable in connection therewith. 



Prior to due presentment of this Security for registration of transrer, the Company, the 
Trustee and any agent of the Company or the Trustee may treat the Person i n  whose 
nanw this Security is registcred as the owner liereof for all purposes, whcther or not this 
Securiiy be overdue, and neither the Cotiipany, the Trustee nor any such agent shall be 
affected by notice to the contrary. 

All terms used in this Security whicli are defined in the Indenture shall have the 
meanings assigned to them in the Indenture. 

ARTICLX THREE 

Original Issue of Debentures 

Section 301. Debenhires in the aggregate pnncipaI amount of $20,000,000, 
may, upon execution of this Fourth Supplemental Indenture, or from time to time 
thereaftet, be executed by tlie Company and delivered to the Trustee for authentication, 
and the Ti ustee shall thereupon authenticate and deliver said Debentures upon a 
Company Order without any further action by the Company. 

ARTICLE FOUR 

Paying Agent and Security Registrar 

Section 401. Fifth Third Bank will be the Paying Agent and Security Registrar 
for the Debentures. 

ARTICLE FIVE 

Sundty Provisions 

Section 501. Except as otherwise expressly provided in this Fourth 
Supplemental Indenture or in tlie fomi of Debenture or otherwise clearly required by 
the context hereof or thereof, all teuiis iised herein or i n  said fomi of Debcnture that are 
defined in the Indenture shall have the several meanings respectively assigned to them 
thereby excepl that terms defined in both this Fourlh Supplemental Indenlure and the 
Indenture shall have the meanings assigned to them heiein. 

Section 502. The Indenture, as supplemented by this Fourth Supplemental 
Indenture, is in all respects ratified and confirmed, and this Foiuth Supplerncntal 
Indenture shall be deemed part o l  the Indenture in the manner and to the exlent herein 
and thercin provided. 
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This instrument may be executed in any number of counterparts, each of which 
so executed shall be deemed to be an original, but all such counterparts shall together 
constitute but oiie and the same instrument. 

I n  Witness Whereof, the parties hereto have caused this Fourth SuppIanental 
Indenture to be duly executed as of the date first above written. 

THE UNION LIGHT, HEAT AND POWER COMPANY 

Vice President and 
Treasurer 

FIPTFI THIRD BANK, as Trustee 
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