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Arbough 

KENTUCKY UTILJTIES COMPANY 

Response to Attorney General’s Supplemental Data Requests Dated August 18,201 1 

Case No. 2011-00161 

Question No. 2 

Witness: Daniel I<. Arbough 

4-2. For the four quarters ending June 30, 20 I 1, please provide: 

(1) a calculation detailing the Company’s cost of long-term debt; 

(2) all data, work papers, and source documents, and calculatioris used in computing the 
long-term cost rate; 

(3) all details, including calculations, amortization tables, and work sheets, related to the 
amounts for unamortized debt issuance balance and unamortized premium/discount 
and issuance expenses; 

(4) copies, details, and documentation of all debt issues as well as private placement, 
and/or loan agreements (issue date, debt amounts, private placement agreements, 
lending agreements, underwriter, underwriting spread, SEC filings, etc.) associated all 
fiiiancings used in determining the Company’s long-term debt cost rate; and 

( 5 )  copies of all debt cost docurnents, work papers, and data in both hard copy and 
electronic (Microsoft Excel) formats, with all data and formulas intact. If this 
information has been provided in response to another data request, please indicate the 
appropriate data request number, the document title, and the page number(s). 

A-2. (1) Please see the attachment on CD in the folder titled Question No. 2 being filed 
pursuant to a Petition for Confidential Protection. 

(2) Please see the attachment on CD in the folder titled Question No. 2 being filed 
pursuant to a Petition for Confidential Protection. 

(3) Please see the attachment on CD in the folder titled Question No. 2 being filed 
pursuant to a Petition for Confidential Protection. Amortization tables for Purchase 
Accounting Adjustments (PAA) are not included because PAA is not used for 
ratemaking purposes. 
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Arbough 

(4) Copies of all debt docuinents are on CD in folder titled Question No. 2. The 
underwriter spread provided below for the KTJ First Mortgage bond issuances was 
calculated by taking tlie difference between the offering price within the Term Sheet 
and the purchase price stated in Section 3 of the Bond Purchase Agreement. The 
Term Sheet and Boiid Purchase Agreement are also attached as support to this 
response. 

Kentucky Utilities First Mortgage Bonds 

M a t u r a  Principal Term Sheet Bond Purchasg Agreement Underwriter Spread 
2015 $ 250,000,000 99.650% 99.050% 0.600% 

98.972% 0.650% 2020 $ 500,000,000 99.622% 
2040 $ 750,000,000 98.915% 98.040% 0.875% 

( 5 )  See responses to i t e m  1-4 above. 





November 25,2009 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 

LOAN AGREEMENT 
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i ‘  THIS AGREEMENT made on November 25,2009 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

Fidelia Corporation, a Delaware corporation, as lender {the Lender). 

Whereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the l.ender to the Borrower of a loan in the amount of 
$50,000,000 {the “Loan Amount”); 

Now it is hereby agreed as follows: 

1. Definitions 

(s j I .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open; 

Defaulf lnferest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effecfive Dafe shall have the meaning given to it in Clause 2. ’l ; 

Final Repayment Date means November 25,2019; 

lnferesf Paymenf Date means May 25 and November 25 of each year, 
commencing May 25, 201 0, during the term of this agreement, provided, 
that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

{ Loan Amounf means $50,000,000; 



Maturity Date means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of Clause 3.1; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3:l. Such date shal be a Business Day as defined herein. 

2. Term Loan 

2.1 This Agreement shall come into effect on November 25, 2009 (the 
“Effective Date”). 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

2.3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. (\ 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4. 1 The rate of interest on the Loan Amount is 4.445%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
tweive 30-day tnonths upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. {, 4.3 
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5.  Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 

6.3 

Interest shall be payable in arrears on each Interest Payment Date. 

If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events i 

8. Operational Breakdown 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (Le. the companies 
consolidated in E.ON AG’s balance sheet); 

If a Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (Le. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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( , 9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231 , Wilmington, DE 
19808, Fax No. (302) 996-9080, Attn: President. 

I O .  Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

11, Severability 

I I .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

42, Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS wh his Agreement the day and 
year first above written. 

SIGNED by 

for and on behalf of 
Kentucky Utilities Company 

SIGNED by 

(, ; 

Udo H. Koch, President 
Fidelia Corporation 

SIGNED by [f&&$& /?%!!&,& 
Claire Morse, Treasurer 
Fidelia Corporation 
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January 1!5,206)4 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on January 15, 2004 

Between 

KENTUCKY UTILlTlES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FIDELIA CORPORATION, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$5Q,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Mow it is hereby agreed as follows: 

1. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default Interest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means January 16, 2012; 

hferest Payment Date means January 15th and July 15th of each year 
during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

Maturity Date means the Final Repayment Date; 

1 



Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. TermLoan 

2.1 This Agreement shall come into effect on January 15, 2004 (the 
“Effective Date”). 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

2.3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A7 attached hereto. 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4.1 The rate of interest on the Loan Amount is 4.39%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 

3 



7. 

7.1 

7.2 

Termination Events 

The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the EON Group (Le. the companies 
consolidated in EON AG’s balance sheet); 

7.2.4 Securities and Exchange Commission or Public Utility Holding 
Company Act (PUHCA) requirements prohibit the transactions 
hereunder. 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) or 
(7.2.4) of this Section, Lender shall at its discretion grant Borrower a 
reasonable grace period unless such grace period shall be detrimental to 
the Lender. If the Termination Event is uncured at the expiration of such 
period, the Loan Amount outstanding together with interest will become 
due and payable immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (Le. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax## (502) 627-4742 except for confirmations which 
should be sent to the attention of Mimi Kelly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 91 9 N. Market Street, Suite 504, Wilmington, Delaware 
19801 , fax## (302) 778-5014, Attn: President. 

4 0. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

11. Severability 

11 .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 

5 



113. Law 

13. I This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written. 

SIGNED by-- 
for and on behalf of - / ) 
Kentucky Utilities Company ) 

SIGNED by ~- _I___ & )  _,._-- 
Udo Koch, President ) 
Fidelia Corporation ) 



0 
I 
t, 
0 



July 25, 2008 

Fidel i a Corporation, I nc. 
(as Lender) 

LOAN AGREEMENT 

C\Documents and Settings\e006256\Local Settings\Temporary Internet Files\OLK8\KU S50 million 07-25-08 
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THIS AGREEMENT made on July 25,2008 

Between 

TUCMY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

Fidelia Corporation, a Delaware corporation, as lender (the Lender) 

hereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the arnount of 
$50,000,000 (the “Loan Amount”); 

ow it is hereby agreed as follows: 

’I. Definitions 

1 .I In this Agreement 

Business Day means a day an which banks in New York are generally 
open; 

Default Interest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means July 25, 20 18; 

Interest Payment Date means January 25 and July 25 of each year, 
commencing January 26, 2009, during the term of this agreement, 
povided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

1 



Maturity Date means the Final Repayment Date; 

Request rneans a request for the Loan Amount from the Borrower to the 
Lender under the terms of Clause 3.1; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2. I 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4,3 

Term Loan 

This Agreement shall come into effect on July 25, 2008 (the 
I ’  Effective D a tell) 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,O00,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 6.16%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30-day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) proinptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in E.ON AG’s balance sheet); 

If a Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. 

9.1 

9.2 

9.3 

I O .  

10.1 

q + l ,  

11.1 

q 2. 

12.1 

otices 

Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

Communications to the Lender shall be addressed to: Fidelia 
Corporation, lnc., 2751 Centerville Road, Suite 231, Wilmington, DE 
19808, Fax No. (302) 996-9080, Attn: President. 

The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

Severability 

If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

Cou nlerpa rts 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 

SIGNED by 

SIGNED by 

SIGNED by 

year first above written. 

for and on behalf of &"' 

Kentucky Utilities Company 

~~~~ 

Udo H. Koch, President 
Fidelia Corporation 

Claire Morse, Treasurer 
Fidelia Corporation 
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August 26,2008 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 
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GREEMENT tnade on August 26, 2008 

Between 

TUCKY UTlLlTllES C8 
as borrower (the Borrower); and 

PANY, a Kentucky and Virginia corporation, 

Fidelia Corporation, a Delaware corporation, as lender (the Lender). 

hereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the amount of 
$50,000,000 (the “Loan Amount”); 

ow it is hereby agreed as ~OIIOWS: 

efi nitions 

1 .I In this Agreement 

wsiness Day means a day on which banks in New York are generally 
open; 

Default Interest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1 ; 

Final Repayment Date means August 27,201 8 ;  

Interest Payment Date means February 26 and Aiigiist 26 of each year, 
commencing February 26, 2009, during the term of this agreement, 
provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 
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aturity Bate means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of Clause 3.1; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall he a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement: shall come into effect on August 26, 2008 (the 
“Effective Date”) 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 5.645%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30-day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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5. 

5. I 

5.2 

5.3 

Repayment an Prepayment 

The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 

3 



7. 

'"7.1 

7.2 

Termination Events 

The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e the companies 
consolidated in E.ON AG's balance sheet); 

If a 'Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8 .  Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. 

9.1 

9.2 

9.3 

'I 0. 

10.1 

I d .  

11.1 

2. 

12.1 

otices 

Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231, Wilmington, DE 
19808, Fax No. (302) 996-9080, Attn: President. 

The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

Severability 

If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

Counterparts 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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"1. Law 

13 1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written 

SIGNED by 

for and on behalf of+' 
Kentucky 1Jtilities Company 

Fidelia Corporation 

,,' * ' ! ' , I ,  ~ 

[ I J. .'. ( L  , (  SIGNED by - - 
Claire Morse, Treasur<r 
Fidelia Corporation 
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June 20,2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on June 20,2007 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

FIDELIA CQRPQRATlQN, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$50,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed 

1. Definitions 

I .I In this Agreement 

as follows: 

Business Day means a cAay on which banks in New York are generally 
open 

Default Merest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus I %; 

€ffective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means June 20,201 7; 

lnferesf Payment Date means June 20th and December 20th of each 
year during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

Maturify 5ate means the Final Repayment Date; 
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Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1; 

Termination Evenf means an event specified as such in Clause 7; 

Walue Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3. I 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on June 20, 2007 (the 
I’ Effective Date”) . 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Ava i la b i I ity of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 5.98%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day's prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
pa ya b I e immediately . 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 

9.2 

9.3 

10. 

10.1 

ll. 

11.1 

12. 

12.1 

Each communication to he made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Mimi Kelly. 

Communications to the Lender shall be addressed to: Fidelia 
Corporation, 2751 Centervilte Road, Suite 231, Wilmington, 
Delaware 19808, fax## (302) 996-9080, Attn: President. 

Ass ig nmen t 

The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

Severa bi I ity 

If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

Counterparts 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

I N  WITNESS whereof the parties have exe uted this Agreement the day and 
year first above written. A J'' f 

SIGNED by 

for and on behalf6f 1 
Kentucky Utilities Company ) 

S1GNED by 
Udo K 
Fidelia Corporation 1 
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June 23,2006 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on June 23,2006 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FlDELlA CORPORATION, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$50,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

1. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnferest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus I YO; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Dafe means June 23,2036; 

Interest Payment Date means June 23rd and December 23rd of each 
year during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

Mafurity Date means the Final Repayment Date; 



Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1; 

Termination Event means an event specified as such in Clause 7; 

Value Dafe means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3. I 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on June 23, 2006 (the 
“Effective Date”). 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 6.33%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $l,Q00,000 and, provided further, the Bor,rower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall he made on the Final Repayment Date, or an an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. 

7.1 

7.2 

Te r rn i n a l. io n Eve n ts 

The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any s u m  
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic: and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
'Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Joe Barnes. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 91 9 N, Market Street, Suite 504, Wilmington, Delaware 
19801, fax# (302) 778-5514, Attn: President. 

10. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

1 1. Severability 

I I .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 'This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall he governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have execufed this Agreement the day and 
vear first above written. ./ 
.r 

SIGNED by 1 
Daniel K. Arhough,j reasurer ) 
for and on behalf 6f ) 
Kentucky Utilities Company ) 

Fidelia Corporation 1 
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July 8, 2005 

Kentucky Utilities Company 
(as Borrower) 

Fide I ia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEME T made on July 8,2005 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FlDELlA CORPORATION, a Delaware corporation, as lender (the 
Len der). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$50,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

1, Definitions 

I .I In this Agreement 

Busfness Day means a tiay on which banks in New 'fork are generally 
open 

Default lnteresf Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2. I ; 

Final Repayment Date means July 8,201 5; 

lnterest Payment Date means January 8 and July 8 of each year during 
the term of this agreement, provided, that: 

any lnterest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

Maturity Date means the Final Repayment Date; 
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Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Walue Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. Term Loan 

2.1 This Agreement shall come into effect on July 8, 2005 (the “Effective 
Date”). 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

2.3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. interest 

4.1 The rate of interest on the Loan Amount is 4.735%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment an PN?p;aywllePPt 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

7.2.4 Securities and Exchange Commission or Public Utility Holding 
Company Act (PUHCA) requirements prohibit the transactions 
hereunder. 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) or 
(7.2.4) of this Section, Lender shall at its discretion grant Borrower a 
reasonable grace period unless such grace period shall be detrimental to 
the Lender. If the Termination Event is uncured at the expiration of such 
period, the Loan Amount outstanding together with interest will become 
due and payable immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Mimi Kelly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 91 9 N. Market Street, Suite 504, Wilmington, Delaware 
19801, fa* (302) 778-5014, Attn: President. 

10. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

d 1. Severability 

1 I .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

?i 2. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. haw 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the p 
year first above written. 

xecuted this Agreement the day and 

Kentucky Utilities 

Fidelia Corporation ) 
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October 25,2006 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on October 25,2006 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FIDELIA CORPORATION, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$50,’000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

1. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnferesf Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repaymenf Dafe means October 25,201 6; 

lnferesf faymenf Date means April 25th and October 25th of each year 
during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $50,000,000; 

Mafurify Dafe means the Final Repayment Date; 
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Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Terminafion Evenf means an event specified as such in Clause 7; 

Value Dafe means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1, Such date shall be a Business Day as defined herein. 

2. VerrnLoan 

2.1 This Agreement shall come into effect on October 25, 2006 (the 
”Effective Date”) . 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

2.3 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4.1 The rate of interest on the Loan Amount is 5.675%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of I O  Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the €.ON Group (i.e. the companies 
consolidated in EON AG's balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.7 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (Le. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 

9.3 

,I 0. 

10.1 

q1. 

11.1 

12. 

12.1 

Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Joe Barnes. 

Communications to the Lender shall be addressed to: Fidelia 
Corporation, 91 9 N. Market Street, Suite 504, Wilmington, Delaware 
19801 , fax## (302) 778-5514, Attn: President. 

Assig nmen t 

The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

Severability 

If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

Counterparts 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

I N  WITNESS whereof the parties have executed this Agreement the day and 
year first abovD2&( 

SIGNED by 
Daniel K. Arbough, reasurer ) 
for and on behalf 6f ) 
Kentucky Utilities Company ) 

.. / '  

SIGNED by ) 
Udo Koch, President ) 
Fidelia Corporation ) 
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April 24, 2009 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 
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THIS AGWEEME T made on April 24, 2009 

Between 

KENTUCKY UTILITIES CO P A W ,  a Kentucky and Virginia corporation, 
as borrower (the Borrower), and 

Fidelia Corporation, a Delaware corporation, as lender (the Lender) 

Whereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the amount of 
$50,0 0 0 , O O  0 (the I’ Loa n Am o CI n t ” ) ; 

Now it is hereby agreed as follows: 

1. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open; 

Default lnterest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6 3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means April 24, 2017; 

Interest Payment Date means October 24 and April 24 of each year, 
commencing October 26, 2009, during the term of this agreement, 
provided. that 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day, 

Loan Amount means $50,000,000; 
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Maturity Date means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lendet- under the terms of Clause 3.1 

Termination Event means an event specified as such it1 Clause 7; 

Value Date tneans the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. Term Loan 

2 1 This Agreement shall come into effect on April 24. 2009 (the 
"Effective Date"). 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $50,000,000. 

2 3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit "A" attached hereto. 

3. Availabil ity of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
"Request") to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payrnent is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9 3  

4. Interest 

4.1 The rate of interest on the Loan Amount is 5.28%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30-day months up011 the Loan Amount 

4.3 Interest shall be payable in arrears on each Interest Payment Date 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Atnount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repaytnent Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date. which difference, if negative, shall be deemed to be 
zero The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, he conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6 .3  If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7 '1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Defa~ilt hereunder, 

7.2 1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower, 

7 2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in E.ON AG's balance sheet); 

If a Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the L.oan 
Amount outstanding together with interest will become due and payable 
immediately . 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9.  Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Conimunications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231, Wilmington, DE 
19808, Fax Na. (302) 996-9080, Attn. President. 

"1. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender 

I I. Severability 

1 I . I  If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12 1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart 
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13. Law 

'I 3.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day arid 
year first above written 

SIGNED by 
Daniel K Arbough, Ttkasiirer 
for and on behalf of 
Kent ~ i c  k y Uti I it i es C o m pan y 

Claire Morse, Treasurer 
Fidelia Corporation 
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July 27, 2009 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation, lnc. 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREE ENT made on July 27, 2009 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation. 
as borrower (the Borrower): and 

Fidelia Corporation, a 5elaware corporation, as lender (the Lender). 

Whereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the amount of  
S50,000,000 (the “Loan Amount”); 

NSW it is hereby agreed as follows: 

1. Definitions 

I .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open; 

Default Interest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1 %; 

Effective Date shall have the meaning given to it in Clause 2.1; 

f i r ia i  Repayment Date means July 29, 201 9; 

Interest Payment Date means January 27 and July 27 of each year, 
corrimencing January 27, 201 0, during the term of this agreement, 
provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Arnoiint means $50,000!000; 



Maturity Date means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of ClaLise 3.1; 

Termination Event means an event specifjed as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request rnade in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall conie into effect on July 27, 2009 (the 
‘I Effective Date”). 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a terni loan in an amount of S50,000,000. 

The new indebtedness shall lie evidenced by a note in substantially 
the form of Exhibit “A!’ attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will subinit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be subtnitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 4.81 04 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30-day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 

L 



5. epayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date. whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days' prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date. which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5,3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall he made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified, 

6.2 Interest shall be payable in arrears on each Interest Payment Date 

6 3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. 

7.1 

7.2 

Term in at ion Events 

'The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

The following shall constitute an Event of Default hereunder: 

7.2.1 Default is rnade by the Borrower in the payinent of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

.7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in E.ON AG's balance sheet); 

If a Perinination Event occurs under Clause 7 2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
i in n i  ecl i a t e I y . 

If a Termination Event occurs according to Clauses '7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period iinless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediate I y . 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender- 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other citxumstances incurred by 
one party for which the other party cannot be held responsible (1.e. 
power outages, strikes, lock-outs, dotnestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsiniile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202. Aftn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231, Wilmington, DE 
19808, Fax No. (302) 996-9080, Attn: President. 

1 0. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

I! 1. Severability 

11 . I  If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executpd this Agreement the day and 
year first above written. 

SIGNED by __ 
Daniel K. Arbough, Trddsurer 
for and on behalf of / /  
Ke t i  t (.I c ky Uti I i ties Co idpa t i  y 

i 

SIGNED by i 
Udo H. Koch, Preslaent 
Fidelia Corporation 

! I ,  SIGNED by 
Claire Morse, Treasurer 
Fide I i a Cor p o ratio n 

F 



‘“f 
v‘ 
0 
E: m 
9 

I 
t3 
A 
F- 

W 



February 7, 2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAM AGREEMENT 
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THIS AGREEMENT made on February 7, 2007 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FIDELIA CORPORATION, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 

The Lender and the Borrower hereby enter into an agreement for the 

$53,000,000 (the Loan Amount). 

Now it is hereby agreed as follows: 

1. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are g 
open 

n era1 I y 

Default lnterest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1 Oh; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means February 7, 2022; 

lnterest Payment Date means February 7 and August 7 of each year 
during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $53,000,000; 

Maturity Date means the Final Repayment Date; 

1 



Request means a request for the Loan Amount fram the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on February 7, 2007 (the 
I ’  Effective Date”) . 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $53,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 5.69%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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7. Termination Events 

7.1 'The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG's balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (Le. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Joe Barnes. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 2751 Centerville Road, Suite 231 , Wilmington, 
Delaware 19808, fax# (302) 996-9080, Attn: President. 

do. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

I q .  Severability 

I1 . I  If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender 

3 



13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have execp)d this Agreement the day and 
year first 

for and on behalf d 1 
Kentucky Utilities Company ) 

Udo Koch, President ) 
Fidelia Corporation ) 

6 
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October 25,2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on October 25.2007 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

FlDELlA CORPORATION, a Delaware corporation, as lender (the 
Len der). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$70,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

'In Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnterest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus I Oh; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means October 25,2019; 

lnterest Payment Date means April 25th and October 25th of each year 
during the term of this agreement, provided, that: 

any lnterest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amownt means $70,000,000; 
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Maturity gate means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the tender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

Term Loan 

This Agreement shall come into effect on October 25, 2007 (the 
"Effective Date") . 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $70,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit "A" attached hereto. 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
"Request") to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4.1 The rate of interest on the Loan Amount is 5.71 %. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Laan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

"7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of I O  Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG's balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 



9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall he addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Gretchen Newton. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 2751 Centerville Road, Suite 231, Wilmington, 
Delaware 19808, fax# (302) 996-9080, Attn: President. 

I O .  Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

I I. Severability 

1 I .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may he executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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q3. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written. 

for and on behalf of" ) 
Kentucky Utilities Company ) 

Fidelia Corporation j 
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&MENDED AND EESTATED NOTE 

$75,000,000 February 12, 2007 

FOR VALUE RECEIVED, on August 15, 2013, (“Maturity Date”) the undersigned, 
KENTUCKY UTILITIES COMPANY, a Kentucky aiid Virgiiiia corporation (the “Borrower”), 
unconditionally promises to pay to FIDELIA CORPORATION (the “L,ender”), at the Lender’s 
office at 300 Delaware Aveiiue, Wilmington, Delaware 19801, or at such other place as the 
holder of this Note inay from time to time designate in writing, in  lawful nioney of the United 
States of America and ininiediately available fiinds, tlie principal sum of $75,000,000. This Note 
is referred to in aiid was executed and delivered under the Loan and Security Agreement dated as 
of August 15,2003, as amended by the Amendment to Loan and Security Agreement dated as of 
February 12, 2007 (as amended, modified or restated from time to time, the “L,oan Agreement”) 
between the Borrower and the Lender, to which reference is made for a more complete statement 
of the terms and conditions under which the loan evidenced by this Note was made and is to be 
repaid. Capitalized terms used in this Note and not otherwise defined have the meanings 
assigned to such terms in the Loan Agreement. 

Unless otherwise paid sooner under the provisions of Section 2.6(c) or 7.1 of the Loan 
Agreement, the principal indebtedness represented by this Note is payable on tlie Maturity Date. 
The Borrower further promises to pay interest on the outstanding principal aniount of the 
indebtedness represented by this Note from the date o f  this Note until payment in full at the 
applicable rates determined in accordance with Section 2.3(A) of the L,oan Agreement. Except 
as otherwise provided in the L,oan Agreement, interest is payable quarterly in arrears not later 
than the last Business Day of each calendar quarter and is computed on the basis of a 360-day 
year consisting of twelve 30-day months. 

If payment under this Note becomes due and payable 011 a day that is not a Business Day, 
the due date of such payment is extended to the next succeeding Business Day. In no 
contingency or event whatsoever will interest charged under this Note, however such interest 
inay be characterized or computed, exceed the highest rate pennissible under any law which a 
court o f  competent jurisdiction, in a final determination, deems applicable to this Note. In the 
event that such a court determines that the Lender has received interest under this Note in excess 
of the highest rate applicable to this Note, any such excess interest collected by the Lender is 
deemed to Iiave been a repayment of principal and be so applied. 

This Note is subject to prepayment at the option of the Borrower as provided in the Loan 
Agreement. 

DEMAND, PRESENTMENT, PROTEST AND NOTICE OF NONPAYMENT AND 
PROTEST ARE WAIVED BY THE BORROWER. 

This Note amends and restates the Note dated as of August 15, 2003 (the “Existing 
w’) made by the Borrower in favor of the Lender in the original principal amount of 



$75,000,000. Execution and delivery of this Note and any docunient executed pursuant hereto 
are not intended and should not be construed (i) to deem to have repaid or otherwise discharged 
any amount of principal of or interest on the Existing Note, or (ii) to effect a novation or 
otherwise to release the obligation of the undersigned under or extinguish tlie debt evidenced by 
the Existing Note. 

This Note has been delivered and is deemed to have been made, at kVilniiiigton, Delaware 
and will be interpreted in  accordance with the iiitenial law as (as opposed to conflicts of law 
provisioiis) and decisions of tlie State of Delaware. Whenever possible each provision of this 
Note will be interpreted in such manner as to be effective and valid under applicable law, but if 
any provision of this Note is prohibited by or invalid under applicable law, such provision will 
be ineffective to the extent of such prohibition or invalidity, witliaut illvalidating the reniainder 
of such provision or the remaining provisions of this Note. Whenever in this Note reference is 
made to the Lender or the Borrower, such reference is deemed to include, as applicable, a 
reference to their respective successors and assigns. The provisions of this Note are binding 
upon and inure to the benefit of said successors and assigns. The Borrower’s successors and 
assigns include, without Iiiiiitation, a receiver, trustee or debtor-in-possession of or for the 
Bo now er 

KENTUCKY UTILJTTES COMPA 

_- 

Title: Treasurer -7 
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arch 30,2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Gorpcr ratio n 
(as Lender) 
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TWlS AGREE T made an March 313. 2007 

TUCKY UTILITES CO 
as borrower (the Borrower); and 

Y, a Kentucky and Virginia corporation, 

Fil E5 EklA c 0 RP 0 RATiO , a DeEaware carporatian, as lendey (the 
Lender). 

Where as 

(A) 
provision by the  Lender to the Borrower of a loan in the  amount of 
$75,0010.000 (the Loan Amount). 

The Lender and the Borrower hereby enter inlo an agreement for the 

it is hereby agreed as follows: 

I. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default dnferest Rate means: the rate, as determined by t h e  Lender, 
applying to t h e  principal element of an overdue amount under Clause 6.3, 
calculated as t h e  sum of the interest rate in effect immediately before the 
due date of such amount,  plus 1 %; 

Efiective Date shall have the meaning given to it in Clause 2.1 ; 

Final Repayment Date means Fsrlarch 30, 2037: 

fnterest Payment Date means March 30th and September 30th of each 
year during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means S75.0Q0,QQQ; 

aturiiqy Date means the Final Repayment Date; 



Request means a r e q u e s t  for the Loan Amount from the Borrower to the 
Lend.er under the terms of clause 3.  I : 

~ e ~ ~ ? ~ ~ ~ ~ ~ o ~  Event means an wen t  specified as such in Ciause 7: 

VaIcre Bate means the date upan which cleared f u n d s  are made available 
to the Borrower by the Lender pursuant to a Request msde in accordance 
with C l ~ u s e  3.2, Such  date shall be a Business Day as defined herein. 

2. 

2.1 

2 2  

2.3 

3. 

3.7 

4* 

4.1 

4.2 

4 3  

Term Loan 

This Agreement shall come into effect on March 30, 2007 (tile 
“Effective Date”), 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $75,000,000. 

The new indebtedness shall be evidenced by a note in substant ia l ly  
the farm of Exhibit “A‘* attached hereto. 

On the  Effective Date. the Eorrower will submit a request (the 
“ R ~ Q u E s ~ ” )  to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
io which payment is to be made. The Request shal l  be submitted to 
the Lender by t h e  Borrower and delivered in accordance with Clause 
9.3, 

lnte rest 

The rate of interest on the Loan Amount is 5.86%. 

interest shall accrue on the basis of a 360-clay year consisting of 
twelve 36 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date, 



5. Repayment and Prepayment 

5.1 The Borrower shall repay ihe Loan Amouzt together with all interest 
accrued thereon and alt other amounts d u e  from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day's prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than SI ,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the presEnt value of the difference 
between ( i )  the interest payable provided in this loan agreement and 
(ii) t h e  interest payable at the prevailing interest rate at the time of 
prepayment, far the period from the date of prepayment: through the 
~ a t ~ ~ i t ~ ~  Date, which difference. if negative. shall b e  deemed to be 
zero. The present value tfulilli b e  determined using the prevailing 
interest rate at the time of the prepayment as t h e  discount raie. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6,'l AEI payments of principal to be made to the Lender by the Borrower 
shalt be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) la such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears an each Interest Payment Date. 

6.3 If and ta the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 



7, Termination Events 

T 'l The Borrower shall notify the Lender of any Event a i  Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7 2.7 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 18 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i e. the companies 
consolidated in EON AG's balance sheet); 

lf a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If ip Termination Event occurs according to Clauses (7.2.117) or (7.2.3) .of this 
Section, Lender shall at its discretion grant Bc)rsower a reasonable grace 
period un3sss such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period. the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrozver caused by Acts of God or other circurnstrances incurred by 
one party for which the  other party cannot be held responsible (i.e. 
power outages. strikes, lock-outs, domestic and foreign acts of 
government and the like). 



9 1 Each communication lo be made in respect of this Agreement shall 
be made in writing but, unless ofhenvise stated, may be made by 
facsimite transrnissicm or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities; Company. 220 Vd, Main Si.. Louisville, KY 48202. Attn: 
Treasurer Fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Mimi Kelly. 

9.3 Communications to the Lender shall be addressed to: Fidetia 
Corporatian, 27’51 Centerville Road. Suite 231, WJilmington, 
Delaware 19808, fax# (302) 496-9080, Hitn: President. 

10.1 The Lender may at any time assign. novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

4 .1 .  Severability 

11 . I  If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the vajidity, legality and 
enforceability of the remaining provisions shall not in any way b e  
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together consfiiute one Agreement Any party may enter into 
an Agreement by signing any such counterpart 



- -  

13. Law 

$3.2 This Agreement shall be governed by and construed for ai! purposes 
in accordance with the laws of Deliaware. 

I N  WITNESS whereof the parties have executed this  Agreement the day  and 

Daniel K. Arboergh, 
for a n d  an behalf of 
Ken4 u c k y U ti I I ti e s C o rn pa n y 

1 
) 





May 20, 2008 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 
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THIS AGREEMENT made on May 20, 2008 

Kentucky Utilities Company, a Kentucky and Virginia corporation, as 
borrower (the Borrower); and 

Fidelia Corporation, a Delaware corporation, as lender- (the Le17der) 

Whereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the amount of 
S 7 5,O 0 0,O 0 0 (the " Lo an Amount") ; 

Now it is hereby agreed as follows: 

1. efin it ions 

1 .1  In this Agreement 

Business Day means a day on which banks in New York are generally 
open: 

Default lnterest Rate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2"'l; 

Final Repayment Date means May 22, 2023; 

lnterest Payment Date means May 20 and November 20 of each year, 
commencing Novetnber 20, 2008, during the term of this agreement, 
provided, that: 

any Interest Payment Date which is not a Business Day shall be exlended 
to the next succeeding Business Day; 

Loan Amount means S75,000,000; 



Maturity Date means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of Clause 3.1; 

Termimfion Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on May 20, 2008 (the 
“Effective Date”) . 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of S75,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the L.ender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 5.85’/0 

Interest shall accrue on the basis of a 360-day year consisting o f  
twelve 30-day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date 

, 



5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the E3orrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than SI ,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 I f  and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. 

7.1 

7.2 

Term in at ion Events 

The Borrower shall notify the Lender of any Event of Refault (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it 

The following shall constitute an Event of Default hereunder: 

7 2.1 Default is made by the Borrower in the payment of any sun1 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in E.ON AG's balance sheet); 

If a Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
i M med i a te I y . 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall he detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts 9f 
government and the like). 



9. atices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Becky Smith 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231 , Wilmington, DE 
19808, Fax No. (302) 996-9080, Attn: President. 

10. Assignment 

10~1  The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

4 1. Severability 

I 1  . I  If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 

5 



13. Law 

13”l This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written. ,/‘ 

Danrel K. Arboug6, Trgasurer I .  

for and on behalf of Crdr 

Kentucky Utilities Cam pan y 

. ,  

bbr 
Udo H. Koch, President 
Fidelia Corporation 

s (;,y&y@ ypl&,z 
Claire Morse, Treasurer 
Fidelia Corporation 
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December 19,2005 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on December 19,2005 

Between 

KENTUCKY UTlllTIES COMPANY, a Kentucky corporation, as borrower 
(the Borrower); and 

FIDELIA CORPORATION , a Delaware corporation, as lender (the 
Len der). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$75,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

q .  Definitions 

1 . I  In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnterest Rafe means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus IYo; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means December 21,201 5; 

Interest Payment Date means June 19th and December 19th of each 
year during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $75,000,000; 

Maturity Date means the Final Repayment Date; 

1 



Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

Term Loan 

This Agreement shall come into effect on December 19, 2005 (the 
"Effective Date"). 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $75,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit "A" attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
"Request") to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4.1 The rate of interest on the Loan Amount is 5.36%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day's prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. 

7.1 

7.2 

Termination Events 

The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of I O  Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shaft be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (Le. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W, Main St., l...ouisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Joe Barnes. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 91 9 N. Market Street, Suite 504, Wilmington, Delaware 
19801 , fax# (302) 778-5514, Attn: President. 

I O .  Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

11. Severability 

I 1 .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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43. haw 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written. 

A / /  / 

SIGNED by 

for and on behdfof ) 
Kentucky Utilities Company ) 

Fidelia Corporation 1 
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Fidelia Corporation, Inc. 
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T made on December 15,2008 

Y, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

ia Corporation, a Delaware corporation, as lender (the Lender). 

kereas 

The Lender and the Borrower hereby enter into an agreement for the 
provision by the Lender to the Borrower of a loan in the amount of 
$75,000,000 (the “Loan Amount”); 

QW it is hereby agreed as f o l l o ~ ~ :  

i. Definitions 

1 .I In this Agreement 

usiness Day means a day on which banks in Mew York are generally 
open; 

Default Interest ate means the rate, as determined by the Lender, 
applying to the principal element of an overdue amount tinder Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1 %; 

Effective Date shall have the meaning given to it in Clause 2.1 ; 

Final Repayment Date means December 17,201 8; 

Interest Payment Date means June 15 and December 15 of each year, 
commencing June 15, 2009, during the term of this agreement, provided, 
that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

mount means $’75,000,000; 

I 



ate means the Final Repayment Date; 

est means a request for the Loan Amount from the Borrower to the 
r under the terms of Clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

h e  Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

This Agreement shall come into effect on December 15, 2008 (the 
“Effective Date”). 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $75,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

vailability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

. Interest 

4.1 The rate of interest on the Loan Amount is 7.035%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30-day months upon the Loan Amount. 

4.3 Interest shall he payable in arrears on each Interest Payment Date. 
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5.  ayment and ayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause 5.2 to such account as the Lender shall 
have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E O N  Group (i.e. the companies 
consolidated in E.ON AG’s balance sheet); 

If a Termination Event occurs under Clause 7.2.2 of this section, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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otices 

9.1 Each communication to be made in respect of this Agreement shall 
he made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer, Fax No. (502) 627-4742, except for confirmations, which 
shall be sent to the attention of Karen Daly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, Inc., 2751 Centerville Road, Suite 231 , Wilmington, DE 
19808, Fax No. (302) 996-9080, Attnr President. 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

19. Severability 

11 .I If any of the provisions of this Agreemerit becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterpart§ 

1 2 ~ 1  This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

SIGNED by 

SIGNED by 

SIGNED by 

IN WITNESS whereof the partie 
year first above written 

g h ,’ T r i a  s j$e r 
for and on behalf of /) 
Kentucky Utilities Cornpahy 

Udo H. Koch, President 
Fidelia Corporation 

/” 

[I,[.!. I-4- fa&@ 
Claire M i k e ,  Treasurer 
Fidelia Corporation 

6 



3 
0 c 

W 
tr' 

I 



30 April, 2003 

Kentucky Utilities 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on April 30,2003 

Between 

KENTUCKY UTILITIES, a Kentucky corporation, as borrower (the 
Borrower); and 

FlDELlA CORPORATION, a Delaware corporation, as lender (the 
Lender). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$1 00,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

1. Definitions 

I. 1 In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnteresf Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

. Effective Date shall have the meaning given to it in Clause 2.1: 

Final Repayment Date means April 30, 201 3; 

lnferest Payment Date means April 30 and October 30 of each year 
during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $1 00,000,000; 

Maturity Date means the Final Repayment Date; 



Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. TermLoan 

2.1 This Agreement shall come into effect on April 30, 2003 (the 
”Effective Date”). 

2.2 The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $100,000,000. 

2.3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

3. Availability of Requests 

3.1 On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

4. Interest 

4.1 The rate of interest on the Loan Amount is 4.55%. 

4.2 Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

4.3 Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender . 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of I O  Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (Le. the companies 
consolidated in EON AG’s balance sheet); 

7.2.4 Securities and Exchange Commission or Public Utility Holding 
Company Act (PUHCA) requirements prohibit the transactions 
hereunder. 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) or 
(7.2.4) of this Section, Lender shall at its discretion grant Borrower a 
reasonable grace period unless such grace period shall be detrimental to 
the Lender. If the Termination Event is uncured at the expiration of such 
period, the Loan Amount outstanding together with interest will become 
due and payable immediately. 

k 8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other paey cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

9.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities, 220 W. Main St., Louisville, KY 40202, Attn: Treasurer fax# 
(502)627-4742 except for confirmations which should be sent to the 
attention of Mimi Kelly. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 300 Delaware Avenue, Suite 545, Wilmington, 
Delaware 19801 , fax# (302) 427-591 3, Attn: President 

I O .  Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

1 I. Severability 

1 I .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 
r! 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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43. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

this Agreement the day and 
year first above written. 

SIGNED by 

/ Kentucky Utilities 
in the presence of: 

Fidelia Corporation 
i 
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September 14,2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on September 14,2007 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

FIQELIA CORPORATION, a Delaware corporation, as lender (the 
Len der). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$1 00,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

I. Definitions 

1 .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default lnteresf Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the slim of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

€ffecfive Date shall have the meaning given to it in Clause 2.1 ; 

Final Repayment Date means September 14,2028; 

Merest Payment Date means March 14th and September 14th of each 
year during the term of this agreement, provided, that: 

any Interest Payment Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $100,000,000; 

Maturity Date means the Final Repayment Date; 
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Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1 ; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on September 14, 2007 (the 
I ’  Effective Date” ) . 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $1 00,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “A” attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
“Request”) to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

Interest 

The rate of interest on the Loan Amount is 5.96%. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 
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5. Repayment and Prepayment 

5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
day’s prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is not 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall be payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 
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7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1 ) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the Loan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. Notices 

9.1 

9.2 

9.3 

1 0. 

10.1 

11. 

11.1 

12. 

12.1 

Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
'Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Gretchen Newton. 

Communications to the Lender shall be addressed to: Fidelia 
Corporation, 2751 Centerville Road, Suite 231 , Wilmington, 
Delaware 19808, fax# (302) 996-9080, Attn: President. 

Assignment 

The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

Severability 

If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

Counterparts 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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13. Law 

13.1 This Agreement shall be governed by and construed for all purposes 
in accordance with the laws of Delaware. 

IN WITNESS whereof the parties have executed this Agreement the day and 
year first above written. 

for and on b e h a p f  1 
Kentucky Utilities Company ) 

Fidelia Corporation ) 
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December 20,2007 

Kentucky Utilities Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on December 20,2007 

Between 

KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation, 
as borrower (the Borrower); and 

FIDELIA CORPORATION, a Delaware corporation, as lender (the 
Len der). 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$100,000,000 (the Loan Amount). 

The Lender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

4 .  Definitions 

I .I In this Agreement 

Business Day means a day on which banks in New York are generally 
open 

Default Interest Rate means: the rate, as determined by the Lender, 
applying to the principal element of an overdue amount under Clause 6.3, 
calculated as the sum of the interest rate in effect immediately before the 
due date of such amount, plus 1%; 

Effective Date shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means December 19, 2014; 

Merest Payment Date means June 20th and December 20th of each 
year, commencing June 20, 2008, during the term of this agreement, 
provided, that: 

any Interest Paytnent Date which is not a Business Day shall be extended 
to the next succeeding Business Day; 

Loan Amount means $1 00,000,000; 



Mafurify Date means the Final Repayment Date; 

Request means a request for the Loan Amount from the Borrower to the 
Lender under the terms of clause 3.1; 

Termination Event means an event specified as such in Clause 7; 

Value Date means the date upon which cleared funds are made available 
to the Borrower by the Lender pursuant to a Request made in accordance 
with Clause 3.1. Such date shall be a Business Day as defined herein. 

2. 

2. I 

2.2 

2.3 

3. 

3.1 

4. 

4.1 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on December 20, 2007 (the 
"Effective Date"). 

The Lender grants to the Borrower upon the terms and conditions of 
this Agreement a term loan in an amount of $100,000,000. 

The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit "A" attached hereto. 

Availability of Requests 

On the Effective Date, the Borrower will submit a request (the 
"Request") to the Lender for the Loan Amount, such Request 
specifying the Value Date, the Maturity Date and the bank account 
to which payment is to be made. The Request shall be submitted to 
the Lender by the Borrower and delivered in accordance with Clause 
9.3. 

lnterest 

The rate of interest on the Loan Amaunt is 5.45Oh. 

Interest shall accrue on the basis of a 360-day year consisting of 
twelve 30 day months upon the Loan Amount. 

Interest shall be payable in arrears on each Interest Payment Date. 



5. Repayment and Prepayment 

6 5.1 The Borrower shall repay the Loan Amount together with all interest 
accrued thereon and all other amounts due from the Borrower 
hereunder on the Final Repayment Date, whereupon this Agreement 
shall be terminated. 

5.2 On any Interest Payment Date, and with at least three business 
days’ prior written notice, the Borrower shall be entitled to prepay 
any amount of the loan outstanding, provided such payment is riot 
less than $1,000,000 and, provided further, the Borrower shall pay a 
prepayment charge equal to the present value of the difference 
between (i) the interest payable provided in this loan agreement and 
(ii) the interest payable at the prevailing interest rate at the time of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall he deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

5.3 A certificate from the Lender as to the amount due at any time from 
the Borrower to the Lender under this Agreement shall, in the 
absence of manifest error, be conclusive. 

6. Payments 

6.1 All payments of principal to be made to the Lender by the Borrower 
shall be made on the Final Repayment Date, or on an Interest 
Payment Date under Clause (5.2) to such account as the Lender 
shall have specified. 

6.2 Interest shall he payable in arrears on each Interest Payment Date. 

6.3 If and to the extent that full payment of any amount due hereunder is 
not made by the Borrower on the due date then, interest shall be 
charged at the Default Interest Rate on such overdue amount from 
the date of such default to the date payment is received by the 
Lender. 



7. Termination Events 

7.1 The Borrower shall notify the Lender of any Event of Default (and 
the steps, if any, being taken to remedy it) promptly upon becoming 
aware of it. 

7.2 The following shall constitute an Event of Default hereunder: 

7.2.1 Default is made by the Borrower in the payment of any sum 
due under this Agreement and such default: continues for a 
period of 10 Business Days; 

7.2.2 Bankruptcy proceedings are initiated against the Borrower; 

7.2.3 The Borrower leaves the E.ON Group (i.e. the companies 
consolidated in EON AG’s balance sheet); 

If a Termination Event occurs under Clause (7.2.2) of this section, the 
Loan Amount outstanding together with interest will become due and 
payable immediately. 

If a Termination Event occurs according to Clauses (7.2.1) or (7.2.3) of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is uncured at the expiration of such period, the I-oan 
Amount outstanding together with interest will become due and payable 
immediately. 

8. Operational Breakdown 

8.1 The Borrower is not liable for any damages incurred by the Lender 
and the Lender is not liable for any damages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by 
one party for which the other party cannot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 



9. Notices 

9.1 Each communication to be made in respect of this Agreement shall 
be made in writing but, unless otherwise stated, may be made by 
facsimile transmission or letter. 

3.2 Communications to the Borrower shall be addressed to: Kentucky 
Utilities Company, 220 W. Main St., Louisville, KY 40202, Attn: 
Treasurer fax# (502) 627-4742 except for confirmations which 
should be sent to the attention of Gloria Dickson. 

9.3 Communications to the Lender shall be addressed to: Fidelia 
Corporation, 2751 Centerville Road, Suite 231, Wilmington, 
Delaware 19808, fax # (302) 996-9080, Attn: President. 

10. Assignment 

10.1 The Lender may at any time assign, novate or otherwise transfer all 
or any part of its rights and obligations under this Agreement to any 
affiliate of the Lender. 

11. Severability 

11 .I If any of the provisions of this Agreement becomes invalid, illegal or 
unenforceable in any respect under any law, the validity, legality and 
enforceability of the remaining provisions shall not in any way be 
affected or impaired. 

12. Counterparts 

12.1 This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party may enter into 
an Agreement by signing any such counterpart. 
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Amendment 
to 

Loan and Security Agreement 
b e tw e e n 

Kentucky IJtilities Company 
and 

Fidelia Corporation 

This Amcndment (tlie “Amendment”) to that certain Loan and Security Agreement dated 
as of August 15, 2003 between Kentiicky Utilities Company (the “Borrower”) and Fidelia 
Coiporation (the “L.endcr”) is entered into as of February 12, 2007. 

WHEREAS, Boil-ower and Lender entered a L.oaii and Security Agreement dated as of 
August 15, 2003 (as modified and amended, the “Loan and Security Agreement”) piirsuant to 
which Lender agreed to nialte terni loans available to Boirower; 

WHEREAS, in order to iiiduce the L,ender to inalie such tenn loans available, the 
Borrower agreed to secure its ohligations to Lender by granting tlie Lender a security interest in, 
aiid lien itpon, the Collateral (as defined in the Loan and Security Agreement); 

WHEREAS, pursuant to such Loan and Security Agreement, Borrower has two Loaiis 
outstanding - one iii the amount of $7S,OOO,OOO due Augiist 15, 2013, and evidenced by a 
proinissory note dated August IS, 2003 and one in tlie aiiiount of $33,000,000 due November 24, 
2010 aiid evidenced by a promissory note dated November 24, 2003 (collectively, tlie 
“Promissory Notes”); 

WHEREAS, L,ender and Borrower have deteiiiiiiied that it is no longer necessary or 
advisable for the existing and fiiture L,oans under the Loan and Security Agreement to be secured 
by the Collateral; and 

WHEREAS, the parties desire to amend the L,oan aiid Security Agreement and the 
Promissory Notes to reflect that the L.oans will be unsecured. 

NOW, THEREFORE, in  consideration of the foregoing and the mutual agreements 
contained in this Amendment, tlie Borrower and tlie L eiicler agree as follows: 

1.  ~- Definitions. All capitalized terms used herein shall have tlie same nieaniiig given 
to thein in the L.oan and Security Agreement, unless othenvise defined herein. 

2. Issuance of Amended and Restated Notes; Caiicellation of Prior Notes; Release of 
Security Interest. In connection with this Amendment, tlie Borrower shall issue to the L,ender 
Amended and Restated Notes duly executed by the Borrower in the foiin attached hereto as 
Exhibit B for each of the existing Promissory Notes. Concurrent with receipt thereof, tlie Lender 
sliall deliver such existing Promissory Notes to Borrower marked “‘Cancelled. Replaced with 
“hinended and Restated Note.” The Lender’s security interest and other liens in, on and to the 
Collateral shall be, and hereby is, terniiiiated and released and Lender shall, and hereby does, 
c i ss ign  and  redeliver (or cause to be reassigned and redelivered) to the Borrower, or to such 
Person 3s tlie Boirower designates such of tlie Collateral (if any) assiyied by the Borrower to tlie 



Lender (or otlieiivisz held by 11ic Lcnclei) as lias not been sold or otherwise applied by the Lender 
uiidci tlie terms of thc Loan and Sccurity Agrcenient and still held by it  tlicreiinder, together with 
appi op ri a t e i nstrumen t s o f reassign iiient and re1 ease, i iic 1 ud i ng UCC t eim i n a t i on s t atein en ts. For 
avoidance of doubt, tlie me of the tciiii “L.oan and Sectirity Agreement” shall not be construed so 
as to evidence any continuing or futiire security interest or lien in  the Collateral. 

3 .  Aniendnieiit of Section 1 , l ,  (a) Section 1.1 of the L.oan and Security Agreement 
is liereby amended by deleting the following definitions: 

“Bond Tius tee” 
“Code” 
“Collateral” 
“Equipiiient” 
“First Mortgage Indenture” 
“L,i en” 
“Pemii tted Lien” 

(b) Section 1.1 of the Loan and Security Agreement is hereby aiiieiided by 
deleting the definition of “Agvceiiient” in its entirety arid replacing it  with the following: 

“Agreement” nieaiis that certain Loan and Security Agreement dated as of 
August 15, 2003 between Kentucky Utilities Company and Fidelia 
Corporation, as the same niay be amended, modified or restated from time 
to time. 

4. Amendment of Section 1.3, Section 1.3 of the L,oan arid Security Agreeiiient is 
hereby deleted in its entirety and shall be replaced with the following: 

1.3 Intentionally omitted. 

5 .  Aniendmeiit of Section 2.7. Section 2.7 of the Loan and Security Agreemelit is 
hereby amended by deleting the pluase, “and the Lender is entitled to retain its security interest 
in and to all existing and future Collateral” in the second sentence thereof. 

6. Amendment of  Section 3.1. Section 3. I of the Loan and Security Agreement is 
hereby deleted in its entirety and sliall be replaced with the following: 

“3.1 Documents. Tlic Leiicler lias received all of tlie following (or the delivery 
of such has been waivcd), each duly executed, in foiin and substance satisfactory to the 
Lender, and delivered on or prior to the applicable Borrowing Date: 

(i) This Agreement, duly executed by the Borrower 

(ii) The Note, evidencing such Loan, duly executed by tlie Borrower 
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( i i i )  Certified copies of all documents evidencing any necessary 
corporate action, consents and governmental approvals, if any, 
with respect to this Agreement and the Notes. 

(iv) A signature authorization certificate for the Borrower. 

( Y) Sucli o k r  dociunents as the Lender niay reasonably request.” 

7. Amendnient of Article 4. Article 4 “‘Collateral” of the Loan and Security 
Agreement is hereby deleted in its entirety and shall be replaced with the following: 

“4. In tent ional I y omitted.” 

8. Aiiiendiiient of Section 5.2. Section 5.2 of the Loan and Security Agreement is 
hereby deleted in its entirety and shall be replaced with the following: 

“5.2 Authority. The execution and delivery by the Borrower of this 
Agreement and the Notes and the performance of the Borrower’s obligations under this 
Agreement and the Notes: (i) are within the Borrower’s corporate powers; (ii) are duly 
authorized by the Borrower’s board of directors or other goveiiijiig body; ( i i j )  are not in 
contravention of the tei-ms of the Borrower’s certificate of incorporation or bylaws or of 
any material indenture, agreement or undertaking to which the Roirower is a party or by 
which the Borrower or any of its property is bound; (iv) does iiot require any consent, 
registration or approval of any Goveimnental Aiitliority, which has iiot been obtained; (v) 
does not contravene any material contractual or governmental restriction binding upon 
tlie Borrower; and (vi) will not result in the irriposition of any lien, claim or encumbrance 
upon any property of tlie Boiiower under any existing niaterial indenture, mortgage, deed 
of trust, loan or credit agreement or other material agreement or instrument to which the 
Borrower is a party or by which it or its property may be hound or affected.” 

9. Amendment of Section 5.5. Section 5.5 of the L,oan and Security Agreement is 
hereby deleted i n  its entirety and shall be replaced with the following: 

“5.5 Intentionally omitted.” 

10. Amendinent of Sectioii 6.1. Section 6.1 of the Loan and Seciu-ity Agreement is 
liereby amended by deleting clause (A) in its entirety and replacing clause (A) with the following: 

“(A) Intentionally omitted.” 

11. Amendment of Section 6.2. Section 6.2 of the Loan and Security Agreement is 
hereby deleted in  its entirety and shall be replaced with the following: 

“6.2 Intentionally omitted.” 

12. 
amended by cleleting Sections 7 1 7 3, 7.3 and 7.4 in their entirety and replacing tlieni with the 
fo 11 ow i n g : 

Aniendnieiit of Article 7. Article 7 of the Loan and Security Agreement is hereby 



“7, EVENTS O F  DEFAIJLT 

7.1 Events of Default. The followi~~g events shall coiistitute events of default 
(‘‘Events of Default”): 

(A) 
Agreement and such default continues for a period of 10 Business Days; 

Default is made by the Borrower in the payment of any sum due under this 

(B) Baiiliruptcy proceedings are initiated against the Borrower; or 

(C) 
E.ON AG’s balance sheet); 

The Borrower leaves the E.ON Group (Le., the companies consolidated ill 

If an Event of Default occurs under clause (B) of this Section 7.1, the L,oans will become 
iiiiniediately due and payable. 

If an Event of Default occiirs imder clause (A) or (C) of this Section 7,1, Lender shall at 
its discretion grant Borrower a reasonable grace period unless such grace period shall be 
detrimental to the L,ender. If the Event of Default is uncured at the expiration of such period, the 
Loans outstanding together with interest will become due and payable immediately. 

7.2 Rights and Remedies Generally. IJpon the occurrence and continuance 
of an Event of Default, the L,ender has all rights and remedies contained in this Agreement aiid 
under applicable laws, all of which rights and remedies are cumulative, and none exclusive, to 
the extent permitted by law. Any single or partial exercise by the Lender of any right or remedy 
for a default or breach of any term covenant, condition or agreement in this Agreement does not 
affect its rights and does not waive, alter, affect or prejudice any other right or remedy to which 
the Lender may be lawfully entitled for the same default or breach. 

7.3 Waiver of Demand. Demand, presentment, protest and notice of 
nonpaymnt are waived by the Borrower. 

7.4 Payments Set Aside. To the extent that the Borrower makes a payment or 
payments to the L,ender aiid such payment or payments or any part thereof are substantially 
invalidated, declared to be fraudulent or preferential, set aside and/or required to be repaid to a 
trustee, receiver or any other party under the banltruptcy law, state or federal law, coninioii law 
or equitable cause, then to the extent of such recovery, the obligation or part thereof origiiially 
intended to be satisfied will be revived and continue in  full rorce and effect as if such payment 
had not been made or such enforcement or setoff had not occurred.” 

13. Amendment of Article 8. Article 8 “Subordination” of the L.oan and Security 
Agreeiiient is hereby deleted in  its entirety aiid sliall be replaced with the following: 

“8. Intentionally omitted.” 

14. Ainendinent to Form of Note. Exhibit A, Fonn of Note, is hereby deleted in its 
entirety and replaced with the new Exhibit A attached hereto. 
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15. Conditions to Effectiveness. The aiiieiidnieiits to the Loan and Security 
Xyieement set forth above shall tmonie effective upon (i)  the execution of this Amendment by 
the Borrower and the Lendei and ( i i )  delivery of Aiiieiided and Restated Notes duly executed by 
the Boil-ower in the form attached hereto as Exhibit B for each of the existing Promissory Notes. 

16. CoiitiiiLiiiig Force and Effect of Loan arid Security_A~reement. Except as 
specifically modi Fied or amended by the terms of this Amendmelit, all other terms and provisions 
of the L.oaii and Securi ty Agreement are incorporated by reference herein, and in all respects, 
sliall continue in fiill force aiid effect. The Borrower, by execirtion of this Ameiidnierit, hereby 
reaffirms, assuiiies aiid binds itself to all of the obligations, duties, rights, covenants, teniis and 
conditions that are contained in  the Loan aiid Security Agreement. 

17. Miscellaneous. 

(a) Choice of Law. THIS AMENDMENT SHALL, BE GOVERNED BY AND 
CONSTRUED FOR AL,L, PURPOSES IN ACCORDANCE WITH THE INTERNAL LAWS OF 
THE SATE OF DEL,AWARE. 

(b) Successors and Assieiis. This Ameiidment shall be binding upon the Borrower 
and the L,ender and their respective successors and assigns, and shall inure to the benefit of the 
Borrower and the Lender and their respective successors and assigns. 

( e )  Cotmterpai-ts. This Aiiiendnleilt may be executed in any number of coiinteiyarts, 
all of which shall constitute one and the sanie agreeiiieiit. 

(d) Further Assurances. From t h e  to time, the parties hereto agree to execute aiid 
deliver all such documents and iiistninients and take or cause to be taken, all such further actions, 
as rnay reasonably be necessary or desirable to coiisuiiiiiiate the transactions contemplated by 
this Amendment. 

[Signature Page to Follow]. 
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and 
year first above written. 

KENTUCKY UTILITIES COMPANY 

Address: 1 Quality Street 
Lexington, Kentucky 40507 
Attn: Treasurer 

$ 

r-ecL< J ei- c. 

By: 
Name: - b-;e/ l :  &LdGJ ' 

Title: 

FIDELIA CORPORATION 

Address: 300 Delaware Avenue 
Wilmington, Delaware 19801 
Attn: Executive Vice President 

Facsimile: 302-41 7-59 13 r /Y 
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EXHIBIT A 

FORM OF NOTE 

NOTE 

$ Date 

FOR VALUE RECEIVED, on (“Maturity Date”) the undersiped, 
ICENTLTKY IJTILJTIES COMPANY, a I<cntucky and Virginia corporation (the “Borrower”), 
iinconditioiially promises to pay to FIDELIA CORPORATION (the “Lender”), at the L,ender’s 
office at 300 Delaware Avenue, Wilmington, Delaware 19801, or at such othe1 place as the 
holder of this Note may from time to time designate in writing, in lawful iiioiiey of the United 
States of America and immediately available fiinds, the principal suni of S . This 
Note is referied to in and was executed and delivered tinder tlie L,oan and Security Agreeinelit 
dated as of August 15, 2003, as amended by tlie Amendment to Loan and Security Agreement 
dated as of October -, 2006 (as amended, iiiodified or restated fioni tiiiie to tinie, the “Loan 
Agreement”) between tlie Borrower and the L,ender, to which reference is made for a more 
complete statement of the tcrms and coiiditions tinder which the loan evidenced by this Note was 
made and is to be repaid. Capitalized tei-nis used in this Note and not otheiwise defined have the 
nieanings assigned to such terms in the Loan Agreement. 

Unless otherwise paid sooner under the provisions of Section 2.6(c) or 7.1 of the Loan 
Agreement, the principal indebtedness represented by this Note is payable on the Maturity Date. 
The Borrower further promises to pay interest on the outstanding principal amount of tlie 
indebtedness represented by this Note from tlie date of this Note tmtil payment in full at the 
applicable rates deterniined in accordance with Section 2.3(A) of tlie Loan Agreement. Except 
:is olliei-wise piovided in the L.oan Agreement, interest is payable quarterly in arrears not later 
than the last Busincss Day of each calendar quarter and is computed on the basis of a 360-day 
year consisting of twelve i0-day months. 

If payment under this Note becomes due and payable on a day tliat is not a Business Day, 
the due date of such paynient is extended to the next succeediiig Business Day. In 110 

contingency or event wliatsoever will interest charged under this Note, however such interest 
may be characterized or coinputed, exceed the highest rate perniissible under aiiy law which a 
court of competent jurisdiction, i n  a final deteniiiiiation, deenis applicable to this Note. In tlie 
event that s~icli a court determines that the L,ender has received interest under this Note in excess 
of the highcst ratc applicable to this Note, any such excess interest collected by the L,ender is 
deeiiied to have been a repayment of principal and be so applied. 

This Note is subject to prepayment at the option of the Borrower as provided i n  the Loan 
Agreement. 

DEMAND, PRESENTMENT, PROTEST AND NOTICE OF NONPAYMENT AND 
PROTEST ARE WAIVED BY THE BORROWER. 



This Note has beeti delivered and is deemed to have been made, at Wilmington, Delaware 
and !till be inteiyretud in accordance with the iiiternal law as (as opposcd to conflicts of law 
provisions) and decisions of thc State of Delau are. Whenever possible each piovision of this 
Note will be interpreted in such manlier as to be effective and valid tinder applicable law, but if 
any provision of this Note is prohibited by or invalid tinder applicable law, such provision will 
be ineffcctive to the extent of such prohibition or invalidity, without invalidating the remainder 
of sucli provision or the iemaining provisions of this Note. \Nhenever in this Note refcrence is 
made to the Lender or the Boi-rower, siich reference is deemed to include, as applicable, a 
reference to their respective siiccessors and assigns. The provisions of this Note are binding 
upon and inure to the benefit of said sticcessors and assigns. The Borrower’s siiccessors and 
assigns include, \vi thotit limitation, a receiver, trustee or debtor-in-possession of or for the 
Boi-rower. 

KENTTJCKY UTILITIES COMPANY 

BY:- 
Title: _- 
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EXHIBIT B 

FORM OF AMENDED AND RESTATED NOTE 

&MENDED AND RESTATED NOTE 

$ Date 

FOR VALUE RECEIVED, on (“Maturity Date”) the undersigned, 
KENTUCKY UTILITIES COMPANY, a Kentucky and Virginia corporation (the “Boirower”), 
unconditionally promises to pay to FIDELIA CORPORATION (the “Lender”), at the Lender’s 
office at 300 Delaware Avenue, Wihiiington, Delaware 19S01, or at such other place as tlie 
holder of this Note may from time to time designate in writing, in lawfiil money of the United 
States of America and iinmediately available ftinds, the principal stiiii of $ , This 
Note is referred to in and was executed and delivered under the Loan and Security Agreement 
dated as of August 15, 2003, as anieiided by tlie Aiiiendinent to Loan and Security Agreement 
dated as of October -, 2006 (as amended, modified or restated fiom time to time, the “Loan 
Agreement”) between tlie Borrower and the L,ender, to which reference is made for a more 
complete statement of tlie terms and conditions under which the loan evidenced by this Note was 
made and is to be repaid. Capitalized terms used in this Note atid not otherwise defined have the 
meanings assigned to such terms in  the Loan Agreement. 

Unless otherwise paid sooner tinder lhe provisioiis of Section 2,6(c) or 7.1 of the L,oaii 
Agreement, tlie principal indebtedness represented by this Note is payable on the Maturity Date. 
The Borrower further promises to pay interest on the outstanding principal amount of the 
iiidebtediiess represented by this Note fioni the date of this Note until payment in full at the 
applicable rates detemiiiied in accordance with Section 2.3(A) of the Loan Agreement. Except 
as otherwise provided in the Loan Agreeineiit, interest is payable quarterly in arrears not Iater 
than the last Business Day of each calendar quarter and is computed on tlie basis of a 360-day 
year consisting of twelve 30-day months. 

If payment d e r  this Note becomes due and payable on a day that is not a Busiiiess Day, 
the due date of such payment is extended to the next succeeding Business Day. In no 
contiiigency or event ivhatsoever will interest charged under this Note, however such interest 
may be characterized or computed, exceed the hjgliest rate pemissible iinder any law which a 
court of competent jurisdiction, in a final determination, deems applicable to this Note. In the 
event that such a court determines that the L,ender has received iiiterest under this Note in excess 
of the highest rate applicable to this Note, any such excess interest collected by the Lender is 
tlecnied to have been n iepaynient of piiiicipal and be so applied. 

This Note is subject to prepayment at the option of the Borrower as provided in  the L.oan 
Agreenient . 

DEMAND, PRESENTMENT, PROTEST AND NOTICE OF NONPAYMENT AND 
PROTEST ARE WAIVED BY THE BORROWER. 



This Note amends and restates the Note dated as of [- 3 (the “Existins Note”) 
made by the Borrower i n  fwor  O F  the Lender i n  the original principal aiiio\iiit of $[ 1. 
Execution and delivery of this Note rind any tlocumcnt executctl pLiistiant hereto are not intendcd 
and should not be construed (i) to dceni to have repaid or othenvise discharged any amount of 
principal of or interest on the Esisting Note, or (ii) to effect a novatioii or otheiwise to release tlie 
obligation of tlic utidersigiied tinder or extinguish the debt evidenced by the Existing Note. 

This Note has been delivered and is deemed to have been made, at Wiliiiiiigton, Delaware 
and will be interpreted in accordance with the intenial law as (as opposed to conflicts of law 
provisions) and decisions of the State of Delaware. Whenever possible each provision of this 
Note will be interpreted in sucli manner as to be effective and valid under applicable law, but if 
any provision of this Note is proliibited by or invalid under applicable law, sucli provision will 
be ineffective to tlie extent of such proliibition or iiivalidity, witliout invalidating tlie remainder 
of such provision or the remaining provisions of this Note. Whenever in this Note reference is 
iiiade to the Lender or the Borrower, such referelice is dceiried to include, as applicable, a 
reference to their respective successors and assigns. The provisions of this Note are binding 
upon and inure to thc benefit of said successors and assigns. The Borrower’s successors and 
assigns include, without limitation, a receiver, trustee or debtor-in-possession of or for the 
Borrower. 

KENT‘CJCKY IJTILTTTES COMPANY 

By: 
Title: 

-10- 



I 
0 

to 

I 
t3 
n 
& 
W 



CONFIDENTIAL 

KENTUCKY UTILITIES COMPANY 

TERM SHEET 

Issuer: 

Distribution: 

Trade Date: 

Expected Settlement Date: 

Joint Book-Running Managers: 

Co-Managers: 

Security Description: 

Principal Amount: 

Expected Ratings 
(Moody’s / S&P / Fitch)*: 

Maturity Date: 

Interest Payment Dates: 

Benchmark Treasury: 

Benchmark Treasury Yield: 

Spread to Benchmark Treasury: 

Yield to Maturity: 

Coupon: 

Offering Price: 

$250,000,000 First Mortgage Bonds Due 2015 
$500,000,000 First Mortgage Bonds Due 2020 
$750,000,000 First Mortgage Bonds Due 2040 

Kentucky Utilities Company 

Rule 144A / Regulation S with registration rights 

November 8,2010 

November 16,2010 (T+5) 

Credit Siiisse Securities (USA) LLC 
Merrill Lynch, Pierce, Fenner & Smith 

Incorporated 
BNP Paribas Securities Corp. 
Mitsubishi UFJ Securities (USA): Inc. 
RBS Securities Inc. 
Scotia Capital (IJSA) Inc. 

BBVA Securities Inc. 
RBC Capital Markets, LL,C 
Santander Investment Securities Inc. 
SunTrust Robinson Humphrey, Inc. 
The Williams Capital Group, L.P. 

First Mortgage Bonds 
Due 20 1 5 

$250 million 

A2 / A  / A +  
(stable / stable / stable) 

November I ,  20 15 

May 1 and November I ,  
commencing May I ,  201 I 

I .25% due October 3 I ,  
2015 

1.1 19% 

+58 basis points 

1.699% 

I .6X% per annum 

99.650% of principal 
amount 

First Mortgage Bonds 
Due 2020 

$500 million 

A2 / A  / A +  
(stable / stable / stable) 

November I ,  2020 

May 1 and November 1, 
commencing May I ,  201 1 

2.625% due August 15, 
2020 

2.545% 

+7.5 basis points 

3.295% 

3.250% per annum 

99.622% of principal 
amount 

First Mortgage Bonds 
Due 2040 

$7.50 million 

A2 / A  / A +  
(stable / stable / stable) 

November I ,  2040 

May 1 and November I ,  
commencing May 1,201 I 

4.375% due May 15,2040 

4. I 17% 

+I  08 basis points 

5.197% 

5.1 25% per annum 

98.915% of principal 
amount 



Redemption Provisions: 

Denominations: 

CUSIP / ISIN: 

Make-whole call, i n  
whole or in part, at T+10 
basis points, plus accrued 
arid unpaid interest. 

$2,000 and integral 
multiples of $1,000 

144A: 491 674 BB2 / 
IJS49 1674BB28 

Reg S: 1J49 1 2 4  AA6 / 
USU4912QAAG8 

Prior to August 1 ,  2020, 
make-whole call, in whole 
or in part, at T+IS basis 
points, plus accrued and 
unpaid interest. 

On or after August 1, 
2020, callable, in whole or 
in  part, at par plus accrued 
and unpaid interest. 

$2,000 and integral 
multiples of$1,000 

144A: 491 674 BD8 / 
US491 674BD83 

Reg S: U4912Q AB4 / 
US1J49 1 2QAB42 

Prior to May I ,  2040, 
make-whole call, in whole 
or in part, at T+20 basis 
points, plus accrued arid 
unpaid interest. 

On or after May 1 ~ 2040, 
callable, in whole or in 
part, at par plus accrued 
and unpaid interest. 

$2,000 and integral 
multiples of$1,000 

144.4: 491 674 BF3 I 
US491674BF.32 

Reg S: U4912Q AC2 I 
USU49 I2QAC25 

* Note: A security rating is not a recommendation to buy, sell or hold securities, it may be revised or withdrawn at any time 
by the assigning rating organization and each rating presented should be evaluated independently of any other rating. 

These securities have not been registered under the Securities Act of 1933, as amended (the “Securities 
Act”), and may only be sold to qualified institutional buyers pursuant to Rule 144A or outside the United 
States to non-U.S. persons in compliance with Regulation S under the Securities Act. 

This communication should be read in conjunction with the Issuer’s preliminary offering tneniorandum dated November 8, 
201 0 (the “Offering Memorandum”). The information i n  this communication supersedes the information in the Offering 
Memorandum to the extent it is inconsistent with the inforniation in  the Offering Memorandum. This communication is 
qualified in its entirety by reference to the Offering Memorandum. 

ANY DISCLAIMERS OR OTHER NOTICES THAT MAY APPEAR BELOW ARE NOT APPL,ICABLE TO THIS 
COMMUNICATION AND SHOULD BE DISREGARDED. SUCH DISCLAIMERS OR OTI-IER NOTICES WERE 
AUTOMATICAL,LY GENERATED AS A RESULT OF THIS COMMUNICATION BEING SENT VIA BLOOMBERG 
OR ANOTHER EMAIL SYSTEM. 
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NOT A N E W  ISSUE BOOK-ENTRY O N L Y  
On May 24, 2007, the date the Bonds were originally issued, Bond Counsel delivered its opinions that stated that, subject to the 

conditions and exceptions set forth under the caption “Tax Treatment,” undei then current law, interest on each series of Bonds offered would 
be excludable from the gross income of the recipients thereof lor federal income tax purposes, except that no opinion was expressed regarding such 
exclusion fr-om gross income with respect to any Bond during any period in which it is held by a “substantial user” or a “related person” of the 
related Project as such terms ale  used in Section i47(a) of the Internal Revenue Code of 1986, as amended (the “Code”) Interest on each series 
of Bonds would be an item of tax preference in determining alternative minimum taxable income for individuals and corporations under the Code 
Such interest may be subject to certain federal income taxes imposed on certain corporations, including imposition of the branch profits tax on a 
portion of such interest Bond Counsel was further of the opinion that interest on each series of Bonds would be excludable from the gross 
income of the recipients thereof for Kentucky income tax purposes and that, under then current law, the principal of each series of Bonds would 
be exempt from ad valorem taxes in Kentucky Such opinions have not been updated as of the date hereof and no continuing tax exemption 
opinions are expressed by Bond Counsel However, in connection with the conversion of the interest rate mode on each series of Bonds to the 
Long Term Rate Period, as more fully described herein, Bond Counsel will deliver its opinions to the effect that the conversion of the interest 
rate on each series of Bonds (a) is authorized 01 permitted by the Act and the related Indenture and (b) will not adversely affect the validity of 
the Bonds or any exclusion of the interest thereon from the gross income of the owners of the Bonds for federal income tax purposes See “Tax 
Treatment” herein 

$17,675,000 $6,927,000 
County of C a r r o l l ,  ICentucky 

E n v i r o n m e n t a l  Faci l i t ies  Revenue B o n d s  
2 0 0 7  Ser ies  A 

( K e n t u c k y  Ut i l i t i es  C o m p a n y  Pro jec t )  
D u e :  F e b r u a r y  1, 2 0 2 6  

County of T r i m b l e ,  ICeiitucky 
E n v i r o n m e n t a l  Faci l i t ies  Revenue B o n d s  

2 0 0 7  Series A 
( ICentucky Utilities C o m p a n y  Pro jec t )  

Due: M a r c h  1, 2 0 3 7  
(MT)  ( N T )  

Conversion Date: April 3,  2008 

“Bonds”) are special and limited obligations of the County of Carroll, Kentucky and the County of Trimble, Kentucky (the 
“Issuers”), respectively, payable by the respective Issuers solely from and secured by payments to  be received by the Issuers 
pursuant to separate Loan Agreements with 

(the “Company”), except as payable fIom proceeds of such Bonds or investment earnings thereon T h e  Bonds do not constitute 
general obligations of the Issuers or a charge against the general credit or taxing powers thereof or of the Commonwealth of 
Kentucky or any other political subdivision of Kentucky. 

Rates. Pursuant to  the Indentures under which the Bonds were issued, the Company has elected to  convert the interest rate 
mode on the Bonds of each series to  the Long Term Rate Period to  maturity, effective as of April 3, 2008 (the “Conversion 
Date”). T h e  Bonds are subject t o  mandatory tender for purchase on the Conversion Date and are being reoffered hereby 

T h e  Carroll County Bonds will bear interest at the Long Term Rate of 5.75% per annum from April 3, ZOOS, to and 
including January 31, 2026, the day immediately preceding the maturity date of the Carroll County Bonds. T h e  Trimble County 
Bonds will hear interest at the Long Term Rate of 6.00% per annum from April 3, ZOOS, to  and including February 28, 2037, 
the day immediately preceding the maturity date of the Trimble County Bonds. O n  or after June 1,  2018 (the initial date on 
which the Bonds will be subject to  optional redemption), the Company may elect to  convert the interest rate mode on the Bonds 
of each series to  another interest rate mode or to  another Long Term Rate Period pursuant to  the terms of the Indentures. See 
“Summary of the Bonds” in the Official Statement dated May 17, 2007, as supplemented by the Supplement dated May 22, 
2007, relating to  the Bonds (the “2007 Official Statement”), and “Appendix E-Summary of Certain Provisions of the Bonds 
while Bearing Interest at a Flexible Rate, a Variable Rate or a Long Term Rate” in the 2007 Official Statement. 

2008. T h e  Bonds will be subject to  optional redemption, extraordinary optional redemption, in whole or in part, and mandatory 
redemption following a determination of taxability prior to  maturity, as described herein. See “Summary of the Bonds- 
General-Opliorinl Reclerq~tiori,” “--Extrnordirinry Optiorinl Recleinptiori,” and “-hInridatory Rederiiptiori; Deterrnirintiori of 
Eixnbility.” 

guaranty insurance policies issued by Ambac Assurance Corporation (“Ambac Assurance” or the “Bond Insurer”), which were 
issued simultaneously with the original issuance of the Bonds on May 24, 2007. 

T h e  Bonds are registered in the name of Cede €3 Go., as registered owner and nominee for T h e  Depository Trust  
Company ( “DTC”) ,  New York, New York. D T C  will act as securities depository. Except as described herein, purchases of 
beneficial ownership interests in the Bonds will be made in book,entry only form in denominations of $S,000 and integral 
multiples thereof; provided that one Trimble County Bond may be in the denomination of, or include an additional $2,000. 
Purchasers will not receive certificates representing their beneficial interests in the Bonds. See the information contained under 
the caption “Summary of the Bonds-Book.EntryOnly System” in the 2007 Official Statement. T h e  principal of, premium, if 
any, and interest on the Bonds will he paid by Deutsche Bank Trust  Company Americas, as Trustee, to Cede €3 Go., as long as 
Cede €3 Go. is the registered owner of the Bonds. Disbursement of such payments to  the D T C  Participants is the responsibility 
of DTC, and disbursement of such payments to  the purchasers of beneficial ownership interests is the responsibility of D T C s  
Direct and Indirect Participants, as more fully described in the 2007 Official Statement. 

T h e  Bonds of each series (individually the “Carroll County Bonds” and the “Trimble County Bonds” and, collectively, the 

Ken tucky  Util i t ies Company  

T h e  Bonds of each series were originally issued on May 24, 2007 as separate series and currently bear interest at Auction 

T h e  Bonds will accrue interest from the Conversion Date, payable on each June  1 and December 1, commencing June 1,  

Payment of the principal of and interest on the Bonds when due will be insured as of the Conversion Date by financial 

Pr ice:  100% 

T h e  Bonds are reoffered subject to prior sale, to  withdrawal or modification of the offer without notice (provided, 
however, that any such notice of withdrawal must he given no later than the Business Day prior to  the Conversion Date) and to  
the approval of certain legal matters by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel, the approval of certain 
other legal matters by Jones Day, Chicago, Illinois and John  R. McCall, Esq., Executive Vice President, General Counsel, 
Corporate Secretary and Chief Compliance Officer of the Company, and by Winston €3 Strawn LLP, Chicago, Illinois, counsel 
to  the Remarketing Agent, and certain other conditions I t  is expected that the Bonds will be available for redelivery to D T C  in 
New York, New York on or about April 3, 2008. 

Dated: March 27, 2008 
Lehman  Bro the r s  



No dealer, broker, salesman or other person has been authorized by the Issuers or either 
of them, the Company or the Remarlteting Agent to give any information or to make any 
representation with respect to the Bonds, other than those contained in this Reoffering Circular, 
and, if given or made, such other information or representation must not be relied upon as having 
been authorized by any of the foregoing. The Remarketing Agent has provided the following 
sentence for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the 
information in this Reoffering Circular 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 Remarlteting Agent does not guarantee the accuracy or completeness of such 
information. The inforination and expressions of opinion herein are subject to change without 
iiotice and neither the delivery of this Reoffering Circular 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 information set forth herein with respect 
to the Issuers has been obtained fiom the Issuers, and all other information has been obtained 
from the Company and from other sources which are believed to be reliable, but it is not 
guaranteed as to accuracy or completeness by, and is not to be construed as a representation by, 
the Remarketing Agent. 

I n  connection with the reoffering of the Bonds, the Remarketing Agent inay over-allot or 
effect transactions which stabilize or maintain the market prices of such Bonds at levels above 
those which might otherwise prevail in the open market. Such stabilizing, if commenced, inay 
be discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE ISSUERS, THE COMPANY, THE BOND INSIJRER AND 
THE TERMS OF THE REOFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. 
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR 
STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, 
THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCIJRACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL, OFFENSE. 
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$17,875,000 $8,927,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: February 1,2026 

County of Trimble, Kentucky 
Environmental Facilities Revenue Bonds 

2007 Series A 
(Kentucky Utilities Company Project) 

Due: March 1,2037 
(AMTI (AMT) 

General Information 

This Reoffering Circular is provided to furnish inforination in connection with the 
reoffering by (i) the County of Carroll, Kentucky (“Carroll County”) of its Environinental 
Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities Company Project), in the aggregate 
principal ainount of $1 7,87S,OOO (the “Carroll County Bonds”) issued on May 24, 2007 pursuant 
to an Indenture of Trust dated as of March 1, 2007 (the “Carroll County Indenture”) between 
Carroll County and Deutsche Bank Trust Company Americas (the “Carroll County Trustee”), as 
Trustee, Paying Agent and Bond Registrar, and (ii) the County of Triinble, Kentucky (“Triinble 
County”) of its Eiivironinental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), in the aggregate principal ainount of $8,927,000 (the “Triinble County 
Bonds” and, collectively with the Carroll County Bonds, the “Bonds”) issued on May 24,2007 
pursuant to an Indenture of Trust dated as of March 1, 2007 (the “Triinble County Indenture” 
and, collectively with the Carroll County Indenture, the “Indentures”) between Triinble County 
and Deutsche Bank Trust Company Americas (the “Triinble County Trustee” and, collectively 
with the Carroll County Trustee, the “Trustee”), as Trustee, Paying Agent and Bond Registrar. 

Pursuant to separate Loan Agreements by and between Kentucky Utilities Company (the 
“Company”) and the respective Issuers, dated as of March 1, 2007 (each, a “Loan Agreement” 
and, collectively, the “Loan Agreements”), proceeds froin the sale of the Bonds, other than 
accrued interest, if any, paid by the initial purchasers thereof, were loaned by the respective 
Issuers to the Company. The L,oan Agreements are separate undertakings by and between the 
Company and the applicable Issuer. 

Approximately $16 inillion of proceeds and accrued interest froin the Carroll County 
Bonds have thus far been applied to finance certain solid waste disposal facilities (the “Carroll 
County Project”) owned by the Company. The remaining balance of approximately $2 inillion 
of proceeds and accrued interest froin the Carroll County Bonds remains in escrow and will be 
applied to finance the remainder of the Carroll County Project. The proceeds and accrued 
interest of the Triinble County Bonds were applied to finance certain solid waste disposal 
facilities (the “Triinble County Project”) owned by the Company. For inforination regarding the 
Carroll County Project and Triinble County Project (the “Projects”), see “The Projects” 
described generally under that caption in the 2007 Official Statement (as hereinafter defined). 

The Bonds are being converted to bear interest during a Long Terin Rate Period to the 
respective dates appearing on the cover of this Reoffering Circular, but may be subsequently 
converted again to bear interest at a Daily Rate, a Weekly Rate, a Flexible Rate, a Seini-Annual 
Rate, an Annual Rate or an Auction Rate. This Reoffering Circular pertains only to the Bonds 



during such period of time that they bear interest at the Long Term Rate, established on the 
Conversion Date of April 3, 2008. 

The Bonds are special and limited obligations of the respective Issuer and the respective 
Issuer’s obligation to pay the principal of and interest and any premium on, and purchase price of, 
its respective series of Bonds is limited solely to the revenues and other amounts received by the 
Trustee under the applicable Indenture pursuant to the applicable Loan Agreement. The Bonds 
do not constitute an indebtedness, general obligation or pledge of the faith and credit or taxing 
power of the respective Issuer, the Commonwealth of Kentucky or any political subdivision 
thereof. 

Ainbac Assurance Corporation (“Ainbac Assurance” or the “Bond Insurer”), concurrently 
with the issuance of the Bonds, issued separate Financial Guaranty Insurance Policies in respect 
of each series of Bonds (each a “Bond Insurance Policy”), insuring the payment of regularly 
scheduled payments of the principal of the applicable series of Bonds and interest thereon that 
have become “Due for Payment” (as this term is defined in each such Bond Insurance Policy), 
but in  either case shall be unpaid by reason of nonpayment by the Issuer. Each Bond Insurance 
Policy was issued pursuant to an Insurance Agreement between the Company and Ainbac 
Assurance dated the date of issuance of the applicable series of Bonds (the “Insurance 
Agreement”). The Bond Insurance Policy will not insure payment of the purchase price of 
Bonds subject to mandatory purchase or purchase on the demand of the Bondholders thereof or 
payment of the principal, premium or interest on the Bonds as a result of an acceleration, 
redemption (other than special mandatory redemption upon occurrence of a Deterinination of 
Taxability as hereinafter described) or other advancement of maturity. Certain updated 
information with respect to the Bond Insurer is included in this Reoffering Circular. See “The 
Bond Insurer” herein and “The Bond Insurance Policy and the Bond Insurer” in the 2007 Official 
Statement. 

Brief descriptions of the Company, the Issuers, the Bonds, the Loan Agreements, the 
Indentures and the Bond Iiisurance Policies are contained in certain portions of the Official 
Statement (including the appendices thereto) dated May 17,2007, as supplemented by the 
Supplement dated May 22, 2007 (the “2007 Official Statement”). The 2007 Official Statement, 
other than Appendices A, B and C thereto, is incorporated by reference in this Reoffering 
Circular. Capitalized t e rm used but not defined herein shall have the meanings set forth in the 
2007 Official Statement. Information with respect to the Company is set forth in Appendix A 
hereto and has been furnished by the Company. The Issuers and Bond Counsel assume no 
responsibility for the accuracy or completeness of such Appendix A or such information. 
Appendix B to this Reoffering Circular contains the opinions of Bond Counsel delivered on May 
24,2007, the date on which the Bonds were initially issued, and the proposed forins of opinion 
of Bond Counsel to be delivered in connection with the conversion of each issue of the Bonds to 
the Long Term Rate Period. Such descriptions and information do not purport to be complete, 
comprehensive or definitive and are not to be construed as a representation or a guaranty of 
accuracy or completeness. All references herein to the documents are qualified in their entirety 
by reference to such documents, and references herein to a series of Bonds are qualified in their 
entirety by reference to the definitive forin thereof included in the applicable Indenture. Copies 
of the L,oan Agreements and the Indentures will be available for inspection at the principal 
corporate trust office of the Trustee. All statements herein are qualified in their entirety by 
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reference to each such document and, with respect to the enforceability of certain rights and 
remedies, to laws and principles of equity relating to or affecting generally the enforcement of 
creditors’ rights. 

Separate Series 

The Carroll County Bonds and the Trimble County Bonds will be paid from payments 
made by or on behalf of the Company, will have substantially the same claiin to such source of 
f h d s  and are treated for federal income tax purposes as a single issue of obligations. The 
Carroll County Bonds and the Trimble County Bonds, however, are separate series and optional 
or mandatory redemption of either the Carroll County Bonds or the Trimble County Bonds may 
be made in the manner described below without the redemption of the other series. Similarly, a 
default under one of the series of Bonds or one of the L,oan Agreements will not necessarily 
constitute a default under the other series of Bonds or Loan Agreement. Each series of Bonds 
can bear interest at an Interest Rate Mode different from the Interest Rate Mode borne by the 
other series of Bonds. IJnless specifically otherwise noted, any discussion herein and under the 
captions “Summary of the Bonds,” “Security; Limitation of Liens,” “The Bond Insurance Policy 
and the Bond Insurer,” “Summary of the Loan Agreement,” “Summary of the Indenture,” 
“Enforceability Of Remedies,” “Tax Treatment,” “Continuing Disclosure” and “Appendix E - 
Summary of Certain Provisions of the Bonds While Bearing Interest at a Flexible Rate, a 
Variable Rate or a Long Terin Rate” in the 2007 Official Statement applies equally, but 
separately, to the Carroll County Bonds and the Triinble County Bonds. 

As used herein and under such captions with respect to the Carroll County Bonds, the 
term “Project” shall mean the Carroll County Project, the term “Bonds” shall mean the Carroll 
County Bonds, the terin “Loan Agreement” shall mean the Loan Agreement pursuant to which 
Carroll County loaned the proceeds froin the sale of the Carroll County Bonds to the Company, 
the term “Indenture” shall mean the Carroll County Indenture, the term “Issuer” shall mean 
Carroll County and the term “Trustee” shall mean the Carroll County Trustee. 

As used herein and under such captions with respect to the Triinble County Bonds, the 
term “Project” shall mean the Triinble County Project, the term “Bonds” shall mean the Trimble 
County Bonds, the term “Laan Agreement” shall mean the Loan Agreement pursuant to which 
Trimble County loaned the proceeds from the sale of the Trimble County Bonds to the Coinpany, 
the term “Indenture” shall mean the Trimble County Indenture, the term “Issuer” shall mean 
Triinble County and the term “Trustee” shall mean the Trimble County Trustee. 

Summary of the Bonds 

General 

The Bonds currently bear interest at Auction Rates. Pursuant to the terms and provisions 
of the Indentures suinmarized in the 2007 Official Statement, attached hereto as Appendix C, 
under the caption “Summary of the Bonds - Conversion of Interest Rate Modes,” the Company 
has exercised its option, effective April 3, 2008 (the “Conversion Date”), to convert the interest 
rate on each series of the Bonds to the Long Term Rate to inaturity. The Carroll County Bonds 
will bear interest at the Long Terin Rate of 5.75% per annum from April 3,2008, to and 
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including January 3 1,2026, the day iimnediately preceding the maturity date of the Bonds. The 
Triinble County Bonds will bear interest at the Long Terin Rate of 6.00% per annum from April 
3, 2008, to and including February 28, 2037, the day immediately preceding the maturity date of 
the Bonds. On or after June 1,2018 (the initial date on which the Bonds will be subject to 
optional redemption), the Company may elect to convert the interest rate inode on the Bonds of a 
series to aiiother interest rate inode or to another Long Term Rate Period. 

Interest on the Bonds will be payable on each June 1 and December I ,  coininelicing 
June 1 ,  2008 (unless any such June 1 or December I is not a Business Day, in which case interest 
will be paid on the next succeeding Business Day) to the persons who are the registered owners 
of the Bonds as of the fifteenth day of the calendar month preceding such interest payment date. 
Interest also is payable at maturity upon surrender of the Bonds to the Trustee. Interest on the 
Bonds will be computed on the basis of a 360-day year, consisting of twelve 30-day months. 
Interest payable on any Interest Payment Date will be payable to the registered owner of the 
Bond as of the Record Date for such payment. The Record Date will be the close of business on 
May 15 and November 1.5 preceding each Interest Payment Date. 

The Carroll County Bonds were issued in the aggregate principal amount set forth on the 
cover page of this Reoffering Circular and will mature on February 1 ,  2026. The Triinble 
County Bonds were issued in the aggregate principal amount set forth on the cover page of this 
Reoffering Circular and will mature on March 1, 2037. The Bonds are also subject to 
redemption prior to maturity as described herein. 

OutioMal Redemption. The Bonds will be subject to redemption at the option of the 
Issuer, upon the written direction of the Company, in whole or in part, on any date on and after 
June 1 , 20 18 at a redemption price of 100% of the principal amount thereof, plus interest accrued, 
if any, to the redemption date. 

Extmordinaiv Optional Redemution. The Bonds are subject to optional redemption on 
the same terms as described in the 2007 Official Statement under the captions “Suininary of the 
Bonds-Redemption Provisions-Ext~ao~-diiiaiy Outional Redemption in Whole” and 
“Summary of the Bonds-Redemption Provisions-Extmordinai~ Optional Redeniption in 
Whole or in Pa~-t.” 

Mandatoiv Redemption: Deteriiiination of Taxabilitv. The Bonds are subject to 
mandatory redemption on the same terms as described in the 2007 Official Statement under the 
caption “Summary of the Bonds-Redemption Provisions---h/lirndator:v Redeni-ptioi?; 
Detemiination of Taxabilitv.” 

For a summary of certain other provisions relating to the Bonds bearing interest at the 
Long Term Rate relating to, among other things, changing one Long Term Rate Period to 
another Long Term Rate Period, purchases of Bonds on the demand of the registered owners, 
and mandatory purchase dates, see “Summary of the Bonds” in the 2007 Official Statement and 
“Appendix E - Suininary of Certain Provisions of the Bonds while Bearing Interest at a 
Flexible Rate, a Variable Rate or a Long Term Rate” in the 2007 Official Statement. 
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The Bond Insurer 

The information relating to Ambac Assurance contained herein has been furnished solely 
by Ambac Assurance. No representation is made by the Remarketing Agent, the Issuers or the 
Company as to the accuracy, completeness or adequacy of such information or as to the absence 
of material adverse changes in such information or the financial condition of Ambac Assurance 
subsequent to the date hereof. 

Ambac Assurance Corporation 

Ainbac Assurance is a Wisconsin-domiciled stock insurance corporation regulated by the 
Office of the Commissioner of Insurance of the State of Wisconsin, and is licensed to do 
business in SO states, the District of Columbia, the Territory of Guam, the Commonwealth of 
Puerto Rico and the U.S. Virgin Islands, with admitted assets of approxiinately $10,792,000,000 
(unaudited) and statutory capital of approximately $6,409,000,000 (unaudited) as of December 
3 1, 2007. Statutory capital consists of Ainbac Assurance’s policyholders’ s~irpl~is and statutory 
contingency reserve. 

Ainbac Assurance has been assigned the following financial strength ratings by the 
following rating agencies: Aaa, with negative outlook, by Moody’s Investors Service, Inc. 
(“Moody’s”); AAA, with negative outlook, by Standard and Poor’s Ratings Services, a division 
of The McGraw-Hill Companies, Inc. (“S&P”); and AA, with negative outlook, by Fitch Ratings 
(“F itch”). 

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect 
that the insuring of an obligation by Ainbac Assurance will not affect the treatment for federal 
incoine tax purposes of interest on such obligation and that insurance proceeds representing 
maturing interest paid by Ainbac Assurance under policy provisions substantially identical to 
those contained i n  the financial guaranty insurance policy shall be treated for federal income tax 
purposes in the same manner as if such payments were made by the Issuer of the Bonds. 

Ainbac Assurance inales no representation regarding the Bonds or the advisability of 
investing in the Bonds and makes no representation regarding, nor has it participated in the 
preparation of, this Reoffering Circular other than the information supplied by Ainbac Assurance 
and presented under the heading “The Bond Insurer” herein, presented under the headings “The 
Bond Insurance Policy and the Bond Insurer - Payment Pursuant to Bond Insurance Policy” and 
“- Insurance Agreement with Company” in the 2007 Official Statement and presented in 
Appendix D to the 2007 Official Statement. 

Available Information 

The parent company of Ainbac Assurance, Ainbac Financial Group, Inc. (“AFG”), is 
subject to the informational requireinents of the Securities Exchange Act of 1934, as amended 
(the “Exchange Act”), and in accordance therewith files reports, proxy stateinents and other 
information with the Securities and Exchange Commission (the “SEC”). These reports, proxy 
statements and other information can be read and copied at the SEC’s public reference rooin at 
100 F Street, N.E., Room 1.580, Washington, D.C. 20.549. Please call the SEC at 1 -800-SEC- 
0330 for further information on the public reference room. The SEC maintains an internet site at 
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http://www.sec.gov that contains reports, proxy and information statements and other 
information regarding companies that file electronically with the SEC, including AFG. These 
reports, proxy statements arid other information can also be read at Ainbac Ass~irance’s internet 
website at www.ambac.com and at the offices of the New York Stock Exchange, Inc., 20 Broad 
Street, New York, New York 10005. 

Copies of Ainbac Assurance’s financial statements prepared on the basis of accounting 
practices prescribed or permitted by the State of Wisconsin Office of the Commissioner of 
Insurance are available without charge from Ainbac Assurance. The address of Ainbac 
Assurance’s administrative offices is One State Street Plaza, 19th Floor, New York, New York 
10004, and its telephone number is (212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documents filed by the AFG with the SEC (File No. 1-10777) are 
incorporated by reference in this Reoffering Circular: 

1. AFG’s Annual Report on Form 1 O-K for the fiscal year ended December 3 1 , 2007 
and filed on February 29,2008; 

2. AFG’s Current Report on Forin 8-IC dated and filed on March 7,2008; and 

3. AFG’s Current Report on Form 8-K dated and filed on March 12,2008. 

Ainbac Assurance’s consolidated financial statements and all other information relating 
to Ainbac Assurance and subsidiaries included in AFG’s periodic reports filed with the SEC 
subsequent to the date of this Reoffering Circular and prior to the Conversion Date shall, to the 
extent filed (rather than ftirnished pursuant to Item 9 of Form 8-IC), be deemed to be incorporated 
by reference into this Reoffering Circular and to be a part hereof from the respective dates of 
filing of such reports. 

Any statement contained in a document incorporated in this Reoffering Circular by 
reference shall be modified or superseded for the purposes of this Reoffering Circular to the 
extent that a statement contained in a subsequently filed document incorporated by reference 
herein modifies or supersedes such statement. Any statement so modified or superseded shall 
not be deemed, except as so inodified or superseded, to constitute a part of this Reoffering 
Circular . 

Copies of all information regarding Ainbac Assurance that is incorporated by reference in 
this Reoffering Circular are available for inspection in the same manner as described above in 
“Available Information”. 

All docunients subsequently filed by AFG pursuant to the requirements of the Exchange 
Act after the date of this Reoffering Circular will be available for inspection in the same manner 
as described above in “Available Information”. 
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Reoffering 

Subject to the term and conditions of a Reinarlteting and Bond Purchase Agreement 
dated as of April 3 ,  2008 (the “Remarketing Agreement”), between the Reinarketing Agent and 
the Company, the Remarketing Agent has agreed to purchase and reoffer the Bonds delivered to 
the Paying Agent for purchase on April 3,2008, at a price equal to 100% of the principal amount 
of the Bonds, plus accrued interest (if any), and in connection therewith will receive 
coinpensation in the amount of $134,0 10, plus reimbursement of certain expenses. Under the 
t e rm of the Reinarlteting Agreement, the Company has agreed to indemnify the Remarketing 
Agent against certain civil liabilities, including liabilities under federal securities laws. 

Tax Treatment 

On May 24, 2007, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinions stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds would be excluded from the gross income of the recipients 
thereof for federal income tax purposes, except that no opinion would be expressed regarding 
such exclusion froin gross income with respect to any Bond during any period in which it is held 
by a “substantial user” of the applicable Project or a “related person” as such terins are used in 
Section 147(a) of the Code. Interest on the Bonds would be an item of tax preference in 
determining alternative minilnuin taxable income for individuals and corporations under the 
Code. Bond Counsel further opined that, subject to the assumptions stated in the preceding 
sentence, (i) interest on the Bonds would be excluded froin gross income of the owners thereof 
for Kentucky income tax purposes and (ii) the Bonds would be exempt fiom all ad valorem taxes 
in Kentucky. Such opinions have not been updated as of the date hereof and no continuing tax 
exemption opinions are expressed by Bond Counsel. 

Bond Counsel also will deliver opinions in connection with this reoffering to the effect 
that the conversion of the interest rate on the Bonds to the Long Term Rate to maturity (i) is 
authorized or permitted by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (the “Act”) and the Indenture and (ii) will not adversely affect the validity of the Bonds 
or any exclusion froin gross income of interest on the Bonds for federal income tax purposes to 
which interest on the Bonds would otherwise be entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Projects, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the certifications and representations made 
by the Company and the Issuer. On the date of the opinions and subsequent to the original 
delivery of the Bonds on May 24, 2007, such representations of facts and circricnstances must be 
accurate and such covenants and undertakings inust continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
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federal income tax purposes under existing law. Bond Counsel expressed no opinion (i) 
regarding the exclusion of interest 011 any Bond from gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications arid 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal incoirie tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal goveniment, require future or 
continued coinpliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded froin the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuers with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuers each 
covenanted to take all actions required of each to assure that the interest on the Bonds shall be 
and remain excluded from gross income for federal income tax purposes, and not to take any 
actions that would adversely affect that exclusion. 

The opinion of Bond Counsel as to the exclmion of interest on the Bonds from gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) The Code also provides for a “branch profits tax” which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a lJnited States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest 
on the Bonds, inay be subject to taxation for any S corporation with Subchapter C 
earnings and profits at the close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel expressed no opinion as to any federal or 
Kentucky tax ConseqLierices resiilting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds inay result in 
collateral federal incoine tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the iintnediately preceding sentence, a portion of dividends paid to an 
affiliated insurance company may be treated as tax-exempt interest.) The Code further provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
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such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be talcen into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax rnaaers referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinions of Bond Counsel relating to conversion of the Bonds in substantially the 
f o r m  in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendix B-3 and Appendix B-4. 

Other Company Auction Rate Securities 

At December 3 1 , 2007, the Company had an aggregate of $333 inillion of outstanding 
pollution control indebtedness, of which $300 million is in the form of auction rate securities that 
are insured by inonoline bond insurers whose ratings have been under pressure due to exposures 
relating to sub-prime mortgages. I n  the first quai-ter of 2008, the ratings of the Company’s 
$50,000,000 Carroll County 2004 Series A bonds were downgraded froin AAA to AA and 
subsequently to A by S&P, and froin Aaa to A2 by Moody’s, and the Company’s $16,693,620 
Carroll County 2006 Series C bonds were downgraded froin Aaa to A2 by Moody’s, froin AAA 
to A- by S&P and froin AAA to A by Fitch due to downgrades of the bond insurers, Financial 
Guaranty Insurance Company and XL Capital Assurance Inc., respectively. Also in the first 
quarter of 2008, the ratings of the Bonds and the Company’s $96,000,000 Carroll County 2002 
Series C bonds, $13,266,950 Carroll County 2005 Series A bonds, $13,266,950 Carroll County 
2005 Series B bonds, $16,693,620 Carroll County 2006 Series A bonds, and $54,000,000 Carroll 
County 2006 Series E3 bonds were downgraded froin AAA to AA by Fitch due to a downgrade of 
the bond insurer, Ainbac Assurance. 

As a result of the ratings downgrades, the additional pressures facing the bond insurers 
and the overall uncertainty in the auction rate securities market, the auction process for the bonds 
in 2008 has resulted in significantly higher interest rates, which translates into higher interest 
expense for the Company. The instruments governing these auction rate bonds permit the 
Company to convert the bonds to other interest rate modes, such as various short-term variable 
rates, long-term fixed rates or intermediate-term fixed rates that are reset infrequently. In 
February 2008, the Company issued a notice to bondholders of its intention to convert the Bonds 
fioln the auction rate mode to a fixed interest rate mode, as perinitted under the loan documents. 
The Company also has notified the indenture trustee that it intends to convert the Carroll County 
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2006 Series C bonds to a weekly rate and will purchase the approximately $ 1  7 inillion of such 
bonds in the remarketing. 

Uncertainty in markets relating to auction rate securities or steps the Company has taken 
or may take to mitigate such uncertainty, such as additional conversions, subsequent 
restructurings or redemptions aiid refinancings, could result in the Company incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

Legal Matters 

Certain legal matters in connection with the conversion aiid reoffering of the Bonds will 
be passed upon by Stoll Keenon Ogden PLLC, Louisville, I<entucky, Bond Counsel. Certain 
legal matters pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and 
John R. McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and 
Chief Coinpliaiice Officer of the Company. Winston & Strawn LL,P, Chicago, Illinois, will pass 
upon certain legal matters for the Remarketing Agent. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

KENTUCKY UTILITIES COMPANY 

By: /s/ Daniel K. Arboudi 
Treasurer 
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Business 

GENERAL 

KU, incorporated in Kentucky in 191 2 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KTJ 
provides electricity to approxiinately 506,000 custoiners in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 custoiners in 
Tennessee. IW’s service area covers approximately 6,600 square miles. KU’s coal-fired electric generating 
stations produce inost of I w s  electricity. The reinaiiider is generated by a hydroelectric power plant and 
natural gas and oil fiieled CTs. In Virginia, KU operates under the name Old Doininion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KTJ is a wholly-owned subsidiary of E.ON IJ.S., forinerly known as L,G&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, malting KU an indirect wholly-owned 
subsidiary of E.ON. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Ikntucky. 

OPERATIONS 

The sources of operating revenues and volumes of sales for the years ended December 3 1 , 2007 and 2006, were 
as follows: 

2007 - 
Revenues Voluines 
[millions) /000Mwh) 

Residential $ 430 6,847 
Industrial & Commercial 597 11,047 
Municipals 90 2,058 
Other Retail 98 1,691 
Wholesale 58 1,582 
Total 23.225 

2006 
Revenues Voluines 
(millions) JOOOMwh) 
$ 380 6,3 13 

547 1 0,776 
85 1,978 
89 1,608 

109 --....-- 2 473 
$1.210 23.148 

KU set a new record peak load of 4,344 Mw on August 9, 2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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KU’s power generating system includes coal-fired units operated at its four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 3 1 , 2007, 
KU owned and operated the following generating stations while maintaining a 12%-14% reserve margin: 

Summer Capability 
Rating /Mw] 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E. W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

71 
163 
697 

1,932 
2,863 

Dix Dain Hydroelectric Station - Mercer County, KY 24 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, KY“ 
Haefling - Fayette County, KY 
Paddy’s R ~ i i  - Jefferson County, KY * 
Triinble County - Triinble County, KY * 

Total CT Generators 
Total Capability Rating 

757 
36 
74 

632 
1.499 
43_8_15 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31,2007, KU’s transmission system included 11 1 substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 48 1 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

I W  has a purchase power agreement with OMIJ, owns 20% of EEI’s common stock and owns 2.5% of OVEC’s 
common stock. Additional information regarding these relationships is provided in Notes 1 and 9 of Notes to 
Financial Statements. 

KU was formerly a tneiriber of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much of the Midwest. KIJ withdrew from the MISO effective September 1, 
2006. KU now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator 
and Southwest Power Pool, Inc. to fimction as its independent transmission operator, pursuant to FERC 
requirements. See Note 2 of Notes to Financial Statements. 

RATES AND REGULATIONS 

E.ON, KIJ’s ultimate parent, is a registered holding company under PIJHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and stirplus, financial matters and inter-system sales of 
non-power goods and services. KIJ believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KU is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accozmting for the E#ecls ofCertain Types ofRegzilnlion. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SFAS No. 71. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPL,Y 

Coal-fired generating units provided approximately 96% of KU’s net Kwh generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil frieled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by KU in the foreseeable future, with natural gas and oil being 
used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. KU has no nuclear 
generating units and has no plans to build any in the foreseeable future. 

KU maintains its fLiel inventory at levels estimated to be necessary to avoid operational disruptions at its coal- 
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond and 
normally augments its coal supply agreements with spot market purchases. 1W has a coal inventory policy 
which it believes provides adequate protection under inost contingencies. 

I W  expects to continue purchasing most of its coal, which has sulfur content in the 0.7% - 3.5% range, froin 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installation of FGDs (SO2 removal systems), KU expects its use of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for KU. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in  Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 



significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR REL,ATIONS 

KU had 95 1 full-time regular employees at Deceinber 3 1, 2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 21 00 and the United Steelworkers of America (“USWA”) 
Local 9447-01. Effective Augiist 1 ,  2006, I W  and its employees represented by the IBEW Local 2 100 entered 
into a new three-year collective bargaining agreement. The new agreeinent provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in J ~ l y  2007. KU and employees represented by the USWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in July 2006 and July 2007. 
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OFFICERS OF THE COMPANY 

At December 3 1,2907: ** 

N ani e 

Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Martyn Gallus * 
Chris Herinann 

Paula H. Pottinger 

Paul W. Thoinpson 

Wendy C. Welsh 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O’Brien 

George R. Siemens 

P. Greg Thoinas 

John N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 

52 

64 

49 

43 

GO 

50 

50 

5 3 

49 

43 

41 

so 
58 

51  

46 

54 

58 

51 

53 

46 

51 

Position 

Chairman of the Board, President and Chief 
Executive Officer 

Executive Vice President, General Counsel, 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Marketing 

Senior Vice President - Energy Delivery 

Senior Vice President - Human Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and 
Development 

Vice President - Power Operations - WKE 

Vice President - Corporate Responsibility and 
Coinni un ity Affairs 

Vice President - Communications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
arid Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Regulated Generation 

Treasurer 

Controller 

Effective Date of Election 
to 

Present Position 

May 2001 

July 1994 

September 2003 

December 2000 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

August 2002 

November 2007 

March 2002 

April 2007 

October 2007 

January 2001 

April 2007 

June 2003 

December 2000 

January 200.5 

Officers generally serve in the same capacities at K U  and its affiliates, E.ON U.S. and LG&E. 
* Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008. 



Risk Factors 

ItU is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KIJ charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations inay subject KU to higher operating costs or increased capital expenditures and failure to coinply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge KU’s rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU’s exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC regulation. KIJ’s business is subject to extensive regulation under the FERC covering 
matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities of KTJ. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or 
cost overruns is subject to risks in many areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU’s costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KIJ’s air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
or alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU’s finances or operations by changing 
demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
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reinediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
KU’s generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU’s business is concentrated in the Midwest United States, specifically Kentucky. L,ocal and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KU is subject to operational risks relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects K1.I to inany risks, 
including the breakdown or failure of equipment; accidents; labor disputes; deliveryhransportation problems; 
disruptions of fuel supply and performance below expected levels. 

KU could be negatively affected by rising interest rates, downgrades to company or bond insurer credit 
ratings that could impact the Company’s bond credit ratings or other negative developments in its ability 
to access capital markets. In the ordinary course of business, I<U is reliant upon adequate long-term and short- 
term financing means to fiind its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in increased costs to KU. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fuels, other commodities, goods, services or payments could result in potential 
increased costs to KU. 

KU is subject to risks associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, fLiture costs or 
funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or einployinent market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, inclriding base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KIJ, see Notes 2 and 9 of Notes to Financial 
Statements. . 

Environmental 

For a discussion of environmental matters including additional reductions in SOz, NOx and other einissions 
mandated by recent or potential regulations; i t em regarding notices of violations and other einissioiis 
proceedings; global warming or climate change matters and other environmental items affecting KIJ, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in any of these lawsuits, KIJ believes that 
its insurance coverage is adequate. Management, after consultation with legal counsel, does not anticipate that 
liabilities arising out of currently pending or threatened lawsuits and claims will have a material adverse effect 
on KIJ’s financial position or results of operations. 
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Selected Financial Data 

(in millions) 
Years Ended December 3 1 

2007 2006 ~ 2 0 0 4 2 0 0 3  

$1.273 $1,210 $1.207 Operating revenues 

Net operating income $ 268 $ 235 3i-24.2 lL22.8 $L..L62 

Net income $ 167 $ 152 $ 112 $ 134 $ 91 

$3.796 $3.148 $2.756 9;2.610 $2.505 Total assets 

Long-term obligations 
(including amounts 
due within one year) $1.264 $ 843 &246 $-6&8 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on KIJ's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to he identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described fiom time to time in KU's reports, including as noted in the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $1 5 million compared to 2006. The increase was primarily the result of increased 
retail sales voluines, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEI. 

Revenues 

Revenues in 2007 increased $63 inillion primarily due to: 
0 

0 

0 

0 

Increased fuel costs ($57 million) billed to custoiners through the FAC due to increased file1 prices 
and sales volumes delivered 
Increased sales volumes delivered ($30 million) resulting froin a 2% increase in heating degree days 
and a 469'0 increase in cooling degree days 
Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
Increased transmission service revenues ($4 million) 

These increases were partially offset by: 
0 

0 

L,ower wholesale sales ($37 inillion) due to decreased volumes and lower wholesale market pricing 
Lower MISO related revenue ($16 inillion) resulting froin the exit from the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fLiel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 
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Fuel for electric generation increased $37 inillion in 2007 primarily due to: 
0 

0 

Increased cost of fuel burned ($20 million) due to higher coal prices 
Increased generation ($17 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
0 Decreased volumes purchased ($19 million) due to increased internal generation 

Increased cost per Mwh of purchases ($5 million) due to higher fuel prices 

Other operation and inaintenance expenses increased $1 inillion in 2007 primarily due to increased maintenance 
expenses ($12 million), partially offset by decreased other operation expenses ($1 1 million). 

Other maintenance expenses increased $1 2 million in 2007 primarily due to: 
Increased boiler maintenance expense ($7 million) 
Increased electric plant maintenance ($5 million) 
Increased vegetation inanageirient expense ($1 million) 
Decreased overhead conductor and devices maintenance ($1 million) 

0 

0 

0 

Other operatio11 expenses decreased $1 f inillion in 2007 primarily due to: 
a 

0 

0 

Decreased MISO Day 1 and Day 2 expenses ($16 inillion) due to the exit from the MISO 
effective September 1 , 2006, and reftilids from the MISO for certain charges 
Decreased VDT workforce reduction expense ($3 million) due to completion of VDT 
amortization in March 2006 
Increased MISO Day 1 expense ($3 million) due to credit received from the MISO for financial 
transmission rights in 2006 
Increased outside services expense ($3  million) 
Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 
ordered refund froin the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 
Increased research and development expenses ($1 million) e 

Equity earnings in EEI decreased $3 inillion in 2007 primarily due to decreased other electric earnings at EEI, 
resulting froin decreased emission allowance sales in 2007 and increased purchased power expense. 

Other income - net increased $5 inillion in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for fiinds used during construction, gain on disposal of property and increased interest 
income froin bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest expense increased $1 7 million in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POLICIES/ESTIMATES 

Preparation of financial statements and related disclosures in coinpliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding fiiture events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could inaterially impact the financial 
statements and disclosures based on varying assumptions, which inay be appropriate to use. In addition, the 
financial and operating environment also inay have a significant effect, not only on the operation of the business, 
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but on the results reported through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher likelihood of resulting in materially different reported amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtfiil accounts, regulatory 
mechariisnis, pension and postretirement benefits and income taxes are detailed in Notes 1 , 2,3, 5,6 and 9 of Notes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting I<U are detailed in Note 1 
of Notes to Financial Statements. 

LIQUIDITY AND CAPITAL RESOURCES 

K1J uses net cash generated froin its operations and external financing (including financing from affiliates) to 
fiirid construction of plant and equipment and the payment of dividends. KIJ believes that such sources of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 3 1 , 2007, ICU is in a negative working capital position in part because of the classificatioii of 
certain variable-rate polltition control bonds totaling $33 inillioii that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. Credit facilities totaling $35 inillion are in place to 
f h d  such tenders, if necessary. KU has never needed to access these facilities. KU expects to cover any 
working capital deficiencies with cash flow from operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 million and $223 inillion in 2007 and 2006, respectively. 

The 2007 increase of $79 inillion was primarily the result of increases in cash due to changes in: 

0 

0 

* 

0 

0 

0 

Other liabilities ($7 million) 
0 

e FAC recovery ($3  million) 

Earnings, net of noli-cash items ($55 million) 
Material and supplies ($33 million) due to lower coal inventories on hand at December 31, 2007 
MISO exit fee ($20 million) due to the MISO exit being completed effective September 1, 2006 
Accrued income taxes ($1 5 million) due to income tax accrued during 2007 being greater than estimated 
payments 
ECR recovery ($1 1 million) 
Prepayments arid other current assets ($9 million) 
Other current liabilities ($8 million) 

Other regulatory assets ($4 million) 

These increases were partially offset by cash used for changes in: 
Pension and postretirement funding ($36 million) 

Property and other taxes payable ($14 million) 

0 

* Accounts payable ($26 million) 
0 

0 Accounts receivable ($10 million) 
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Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 inillion in 2007 compared to 2006 primarily due to increased capital 
expenditures of $395 million, offset by decreased restricted cash of $ I3 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as qualifying costs are incurred. 

Finaiicing Activities 

Net cash inflows from financing activities were $422 million and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities and issuances of long- 
term debt. 

Future Capital Requirements 

KU expects its capital expenditures for the three-year period ending December 3 1,2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation of FGDs on Ghent and Brown 
units totaling approximately $425 inillion, construction of TC2 totaling approximately $360 million, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation and distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to comply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in commodity prices arid labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations further below and Note 9 of Notes 
to Financial Statements for current commitments. KIJ anticipates funding fiiture capital requirements through 
operating cash flow, debt and/or infiisions of capital from its parent. 

Regulatory approvals are required for KIJ to incur additional debt. The Virginia Coininission and the FERC 
authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Coinmission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2007, KU received a 
two-year authorization from the FERC to borrow up to $400 million in short-term ftinds. KIJ also has 
authorization from the Virginia Coinmission that expires at the end of 2009 allowing short-term borrowing of 
up to $400 million. 

KU’s debt ratings as of December 31,2007, were: 
Moodv’s s&p 

Pollution control revenue bonds A2 BBB+ 
Issuer rating A2 - 
Corporate credit rating - RBB+ 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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Contractual Obligations 

The following is provided to suininarize contractual cash obligations for periods after December 3 1 , 2007. KU 
anticipates cash fioni operations and external financing will be sufficient to fiind future obligations. Future 
interest obligations cannot be quantified because most of KU's debt is variable rate. See Statements of 
Capitalization. 

(in millions) 
Contractual Cash Obligations 

Short-term debt (a) 
Long-term debt 
Operating leases (c) 
Unconditional power 

Coal and gas purchase 
obligations (e) 
Retirement obligations (f) 
Other obligations (g) 
Total contractual 

cash obligations 

purchase obligations (d) 

Payments Due bv Period 
2008 2009 2010 201] 2012 Thereafter Total 

$ 23 $ -  $ -  $ -  $ "  $ -  $ 23 
3 3 5 0 1,181 (b) 1,264 

6 5 3 2 2 4 22 

2 3 25 16 8 9 14.3 224 

329 I46 93 57 57 682 
2 3 24 23 23 23 I24 240 

__ 307 79 2 - - ~ 3 92 

$141 $1.452 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $3.3 inillion classified as current liabilities because these bonds are sub,ject to tender for 

pitrchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. These 
bonds mature in 2032. KIJ does not expect to pay these amounts in 2008. 

(c) Represents fitture operating lease payments. 
(d) Represents future ininitnuin payments under OMU and OVEC power purchase agreements through 201 0 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
(f) Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(9) Represents construction commitments, including commitments for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets 
that could have a material effect on the financial statements. 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 3 1 , 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
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Organizations of the Treadway Coininission in Internal Control - Integrated Framework ("COSO"). The 
Company has concluded that, as of December 3 1,2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirenients of the Sarbanes-Oxley Act of 2002 and 
associated rules (the "Act") and coiisequeiitly has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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Kentucky Utilities Company 
Statements of Income 

(Millions of $) 

Years Ended December 3 1 
2007 2006 

OPERATING REVENUES: 
Total operating revenues (Note 11) ................................... ""."......."..." 

OPERATING EXPENSES: 
Fuel for electric generation ....................... ~ _........... ~ __......... I . . I_  ...... ~ ~ . . ~  
Power purchased (Notes 9 and 1 1 )  ~ . . . . . . I  ._._ I ".. . ..... I I "........ .. ..._I I ...... . ... 
Other operation and maintenance expenses ............................ ~ _......... 
Depreciation and amortization (Note I ) ..................... ""....,".""... ~ ........ 

Total operating expenses ...................... ~~ .......................... "".......... 

Net operating incoine ........_..l.....l.... ~..__ .........."""."...... ~ " " ~  ............. ~ _."......... 

Equity earnings in  EEI (Note 1 )  ........................ "..".......".... ~ _.......".".......... 
Other income - net .................................... ....................... "........_ _ _  ....... 
Interest expense (Notes 7 and 8 ) " ~  ............................ ............................... 
Interest expense to affiliated companies (Note 1 1 )  .............................. ".. 

Income before income taxes ..I__ _.. . . .. . . ._ I.._I I. ........................... .. . . ...~ ..... . . .. 

Federal and state income taxes (Note 6) ~ .............. .................................. 

Net income ........ ..__". . . .. .... ...... . ,." .~ ...._" ... . .... . .___.. . ,.., .......".. .. . ....._. .... . . .... ~.." 

$1.273 $1,210 

46 1 424 
168 182 
255 254 
121 115 

1,005 975 

268 235 

244 226 

77 74 

$167 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Millions of $) 

Years Ended December 3 1 
2007 2006 

Balance January I ............................. ... . .. . . ._........ .._.. . "_.... ......._." ...~.. ..._.... 
Add net income ..I._ _...., . . "... _... ... ......". ... . ......__ ... ..... . ...... . ............. .. . ....._..... 
Balance December 3 1 .I...__ 

$ 870 $718 
167 152 
u m .... .."" ~ _... .. .~." ".... . ............ ........."__ ~ ........-".... .. 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
statements of Coinprehensive Income 

(Millions of $) 

Years Ended December 3 1 
2007 2006 

Net income ..................................................................................................................... 

Additional minimuin pension liability adjustment, net of tax expense 
of $0 and $13 for 2007 and 2006, respectively (Note 5) .......................................... 

Other comprehensive income, net of tax (Note 12) ....................................................... 

Comprehensive income .................................................................................................. 

$167 $152 

$167 5;171 

The accompanying notes are an integral part of these financial statements. 
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Kentucky IJtilities Coiiipany 
Balance Sheets 

(Millions of $) 

December 3 1 
2007 2006 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1 )  .................................................................... 

Accounts receivable - less reserve of $2 in 2007 and 20 
Accounts receivable from affiliated companies (Note 1 1 )  ................................. 
Materials and supplies (Note 1): 

Restricted cash (Note 1) ................................................. .......................... 

Fuel (predominantly coal) ................................................................... 
Other inaterials and supplies ......................................................................... 

Prepaynients and other current assets ................................................................. 
Total current assets .................................................................................................. 

Other property and investments (Note I )  ................................................................. 

Utility plant. at original cost (Note 1 )  ...................................................................... 

Less: reserve for depreciation ............................................................................ 
Total utility plant, net ......................................................................................... 

Construction work in progress ............................................................................ 
Total utility plant and constriiction work in progress .............................................. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits (Notes 1 and 2) .................................... 

Cash surrender value of key man life insurance ................................................. 
Other ............................................................................................................. 

Other assets ........................................................................................................ 
Total deferred debits and other assets ...................................................................... 

Total Assets ............................................................................................................. 

$ -  
I 1  

172 
17 

42 
3 4 
12 

288 

3 .  868 

1 .  622 
2. 246 

1.071 
3. 317 

$ 6  
23 

12.3 
SO 

64 
34 
18 

318 

25 

3 .  681 

1.553 
2. 128 

487 
2. 6 I S  

28 64 
86 83 
3 7 3.5 
1 1  8 

162 190 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of $) 

LIABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long-term debt (Note 7) .................................................. 
Notes payable to affiliated conipanies (Notes 8 and 11)  ................. 
Accounts payable ..................................................................................................... 
Accounts payable to affiliated companies (Note 11) ................................................ 
Customer deposits .................................................................................................... 
Other current liabilities ............ ............................................................................ 

Total current liabilities . ....................................................................................... 

Long-term debt: 
Long-term bonds (Note 7) ........................................................................................ 
Long-term notes to affiliated conipany (Note 7) ...................................................... 

Total long-term debt ...................................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .......................................................... 
Accumulated provision for pensions and related benefits (Note 5) .......................... 
Investment tax credit (Note 6 )  ................................................................................. 

Regulatory liabilities (Note 2): 
Asset retirement obligations ..................................................................................... 

Accutnulated cost of removal of utility plant ............................................ 
Deferred income taxes ................... ............................................................. 

Other regulatory liabilities ........................................................................................ 
Other liabilities ........................................................................................................ 

Total deferred credits and other liabilities ..................................................................... 

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock. without par value . 

Additional paid-in-capital (Note 11) ....................................................................... 
Authorized 80.000. 000 shares. outstanding 37.817. 878 shares ......................... 

Retained earnings .................................................................................................... 
Undistributed subsidiary earnings ........................................................................... 
Total retained earnings ............................................................................................ 
Total common equity ............................................................................................... 

Total Liabilities and Equity .......................................................................................... 

December 3 1 
2007 2006 

$ 33 $ 141 
23 97 

1 GO 83 
48 87 
20 19 

28 23 
312 450 

300 219 
931 483 
1,231 702 

285 289 
8 3 126 
55  13 
3 0 28 

310 297 
22 27 
10 6 

23 17 
818 803 

308 308 
90 1.5 

1. 016 8.54 

1.037 870 
1,435 1.193 

2 16 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 
Years Ended December 3 1 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income .............. .................................................... 
I t e m  not requiring c 

Depreciation and amortization ............................ 
Deferred income taxes-net ........................................................... 
Investment tax credit-net .............................................................. 
Provision for pension and postretirement plans .......................... 
Other ............................................................................................ 

Accounts receivable ..................................................................... 
Materials and supplies .................................................................. 
Accounts payable ......................................................................... 
Accrued income taxes ................................................. 
Property and other taxes payable ................ 

Other current liabilities ........ ................................................... 
Pension and postretirement funding .................................................. 
MISO exit fee .................................................................................... 
Environniental cost recovery mechanism refundable ........................ 
Other .................................................................................................. 

Net cash provided by operating activities .................................... 

Change in certain current assets and liabilities: 

Prepayments and other current assets .......................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ................................................................. 
Change in restricted cash .......................... ................................... 

Net cash used for investing activities ........................................... 
CASH FLOWS FROM FINANCING ACTIVITIES: 

Long-term borrowings from affiliated company ............ 

Repayment of short-term borrowings from affiliated company ........ 
Short-term borrowings from affiliated company ............................... 

Retirement of first mortgage bonds .. ........................................... 
Issuance of pollution control bonds ................................................... 
Additional paid-in capital .................................................................. 

Change in cash and cash equivalents ...................................................... 

Cash and cash equivalents at end of year ................................................ 
Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Net cash provided by financing activities .................................... 

Cash and cash equivalents at beginning of year ...................................... 

Income taxes ................................................................................ 

Interest to affiliated companies on borrowed money ................... 
Interest on borrowed money ........................................................ 

The accompanying notes are an integral part of these financial statements . 
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Kentucky lltilities Company 
Statements of Capitalization 

(Millions of $) 
December 3 1 

LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Pollution control series: 
P due May 1.5, 2007. 7.92% (Note 3) ................................................................. 

10, due November 1, 2024, variable % .................................................... 
Mercer Co . 2000 Series A, due May 1, 202.3, variable % .................................. 
Carroll Co . 2002 Series A, due February 1,  2032, variable % ........................... 
Carroll Co . 2002 Series B, due February 1, 2032, variable % ........................... 
Muhlenberg Co . 2002 Series A, due February 1, 20.32, variable % ................... 
Mercer Co . 2002 Series A, due February 1, 2032, variable YO ........................... 
Carroll Co . 2002 Series C, due October 1, 2032, variable % ............................. 
Carroll Co . 2004 Series A, due October 1,  2034, variable % ............................ 
Carroll Co . 2005 Series A, due June 1, 2035, variable %. ................................. 
Carroll Co . 2005 Series B, due June 1, 2035, variable % .................................. 
Carroll Co . 2006 Series A, due June I ,  2036, variable YO .................................. 
Carroll Co . 2006 Series C, due June 1, 2036, variable YO 
Carroll Co . 2007 Series A, due February 1,  2026, variab 
Carroll Co . 2006 Series B, due October 1, 2034, variable YO ............................. 
Triinble Co . 2007 Series A, due March 1, 2037, variable % ............................. 

Due November 24, 2010, 4.24%, unsecured .................... 

Due April 30, 2013, 4.55%, unsecured .............................................................. 
Due August 15, 2013, 5.31%, unsecured ................................... 
Due July 8, 201.5, 4.735%, unsecured ........................................ 
Due December 21, 2015, S.36%, unsecured .................... 

Notes payable to Fidelia: 

Due January 16, 2012, 4.39%, unsecured .......................................................... 

Due October 25, 2016, 5.675% unsecured ......................................................... 
Due June 23, 2036, 6 ..33%, unsecured ............................................................... 
Due December 19, 2014, 5.45% unsecured .......................................... 

Due October 25, 20 19, 5.7 1 YO unsecured ................. 

Due March 30, 2037, 5.86% unsecured ....................................... 

Due June 20, 2017, 5.98% unsecured ................................... 

Due February 7, 2022,5.69% unsecured 
Due September 14,2028, 5.96% unsecur 

...................................................... 

.......................................... 

Total long-teriii debt outstanding ............................................................................ 
Less current portion of long-term debt .................................................................... 
Long-term debt ........................................................................................................ 

COMMON EQUITY: 
Common stock. without par value . 

Additional paid-in-capital (Note 11) ....................................................................... 
Authorized 80.000. 000 shares. outstanding . 37.817. 878 shares ......................... 

Retained earnings ............ .......................................................................... 
Undistributed sltbsidiary earnings .................... ...................................... 
Total retained earnings ............................................................................................ 
Total common equity ............. ........................................... .............. 

Total capitalization ..... ............................................................................................. 
The accompanying notes are an integral part of these financial statements . 

2007 

13 
21 
2 
2 
8 

96 
50 
1 3 
1 3 
17 
17 
18 
54 
9 

3 3 
50 

100 
75 
50 
75 
50 
50 

100 
50 
70 
53 

100 
2 

1.264 
33 

1.23 1 

308 
90 

1. 016 
21 

1.037 
1. 435 

liz!i@i 

2006 

54 

54 
13 
21 
2 
2 
8 

96 
so 
13 
13 
17 
17 

33 
50 

100 
75 
50 
75 
so 
50 

843 

141 
702 

308 
15 

854 
16 

870 
1.193 
liL282 
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Kent ucly I J t i 1 it i es Coin pan y 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 customers in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 custoiners in 5 counties in southwestern Virginia and 5 customers in  
Tennessee. KU’s coal-fired electric generating stations produce most of KU’s electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, K1.7 operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON I.J.S., fornierly known as LG&E Energy LLC E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, malting K1.1 an indirect wholly-owned 
subsidiary of E.ON. KlJ’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of iiatural gas in Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to tlie 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery fiom customers i n  future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemaking decisions or precedent for each itern as prescribed by the FERC, the Kentucky 
Coininission or the Virginia Coinmission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds fkom bond issuances for environmental equipment (primarily related to the installation 
of FGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over tlie same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection efforts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KU. At 
December 3 I ,  2007 and 2006, the emission allowances inventory was less than $1 million and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists of KU’s 
investment in EEI, economic development loans provided to various coininunities in KIYs service territory, KTJ’s 
investment in OVEC, fiinds related to KU’s long-term purchased power contract with OMU and non-utility plant. 

Although 1W holds investment interests in OVEC and EEI, it is not the primary beneficiary, therefore, neither 
are consolidated into KU’s financial statements. KU and 1 1  other electric utilities are participating owners of 
OVEC, located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. 

As of December 3 1 , 2007 and 2006, KU’s investinent in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. KU’s inaxiinuin exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event of the inability of OVEC to fulfill its power 
provision requireiments, KU anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Coininitinents and Contingeiicies, for further discussion of developments regarding 
KU’s ownership interests and power purchase rights. 

KU owns 20% of the coininon stock of EEI, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
froin EEI terminated oil December 31, 2005. Since December 31,2005, EEI has sold power under general 
market-based pricing and terms. KU has not contracted with EEI for power under the new arrangements, but 
maintains its 20% ownership in the common stock of EEI. Replacement power for the EEI capacity has been 
largely provided by KU generation. 

KU’s investment in EEI is accounted for under the equity method of accounting and, as of December 3 1,2007 
and 2006, totaled $23 inillion and $ I8 million, respectively. I<U’s direct exposure to loss as a resrilt of its 
involvement with EEI is generally limited to the value of its investment. 

Utility Plant. KU’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for fiinds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted froin plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 and 3.1% in 2006 of 
average depreciable plant. Of the amount provided for depreciation at Deceinber 3 1, 2007 and 2006, 
approximately 0.5% was related to the retirement, reinoval and disposal costs of long lived assets. 

IJnamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Incoine taxes are accounted for under SFAS No. 109, Accountingfor Incoine Taxes and FIN 48, 
Accozinting for Ilncertainty in Incoiiie Taxes, an Interpetation of SFAS No. 109. In accordance with these 

23 



statements, deferred tax assets and liabilities are recognized for the fhture tax consequences attributable to 
differences between the financial statement carrying ainounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and ineasureinent attribute for the financial statement 
recognition and ineasureinent of a tax position taken or expected to be taken in a tax return. . Uncertain tax 
positions are analyzed periodically and adjustinents are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Iiiternal Revenue Code, which provides for 
an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environinentally responsible manner. KU and LG&E received an investinent tax credit related 
to TC2, for more details see Note 6, Income Taxes. Investinent tax credits prior to 2006 resulted fiom provisions 
of the tax law that permitted a reduction of KU’s tax liability based on credits for construction expenditures. 
Deferred investinent tax credits are being amortized to income over the estimated lives of the related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through month-end. KU 
accrues ai1 estimate for Linbilled revenues fiom each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day’s ratio is then multiplied by each day’s system net deliveries to determine an 
estimated billed and unbilled voluine for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 inillion at December 3 1, 2007 and 2006, respectively. 

Fuel Costs. Tlie cost of file1 for generation is charged to expense as used. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets arid 
liabilities and disclosure of contingent items at the date of the financial stateinents and the reported ainounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting KU: 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidnted Finnncinl 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15, 2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The Company 
expects the adoption of SFAS No. 160 to have no impact on its stateinents of operations, financial position and 
cash flows. 
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SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair. Valzre Option for Financial Assets and Financial 
Liabililies - Inclziding an Amendment of FASB Statenlent No. 115. SFAS No. 159 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by- 
instrument basis (the fair value option). 1Jnrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASR issued SFAS No. 157, Fair. Valzre Measzir*ements, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application of fair value 
accounting to new circumstances. I n  February 2008, the FASB issued FASB Staff Position 157-2, Effective 
Date of FASB Stateriient No. 1.57, which delays the effective date of SFAS No. 157 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in the financial statements on a 
recurring basis (at least annually), to fiscal years beginning after November 15,2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1 , 2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In J d y  2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition arid 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “more liltely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The 
tax position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15, 2006, and was adopted effective January I , 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

K1.7 is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71. Given its competitive position in the marketplace and the statits of 
regulation in Kentucky and Virginia, KU has no plans or intentions to discontinue its application of SFAS No. 
71. 
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Rate Case 

In December 2003, KU filed an application with the Kentucky Cornmission requesting an adjustment in KlJ’s 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Cornmission issued an 
Order approving an increase in KIJ’s base rates of approximately $46 inillion (7%). The rate increase took 
effect on July 1, 2004. 

Final proceedings took place during the first quarter of 2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 3 1,2006, the Kentucky 
Coininission issued an Order resolving this issue in KU’s favor consistent with the original rate increase order. 

Repulatorv Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
ARO 
MISO exit 
FAC 
IJnamortized loss on bonds 
ECR 
Other 

Subtotal 

2007 
$ 24 

20 
17 
10 
1 1  
4 

86 

2006 
$ 22 

20 
16 
10 
10 

5 
83 

Pension and postretirement benefits 28 64 
Total regulatory assets $114 $147 

Accumulated cost of removal of utility plant $310 $297 
Deferred income taxes - net 22 27 
Other 10 6 
Total regulatory liabilities li.342 m 

KIJ does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
mechanism with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in funded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit amount represents the costs relating to 
the withdrawal fioni MISO membership. KU will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Commissions. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storin costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
from the MISO i n  the next rate case. 
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ARO. A summary of IW’s net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accounting for Conditional Asset Retirenient Obligations, an Interpretation of SFAS No. 14.3, and 
SFAS No. 143, Accozinting for  Asset Retirement Obligations, follows: 

ARO Net 
(in millions) Assets 
As of December 3 1,2005 $ 6  
ARO accretion - 
ARO depreciation A) 
As of Deceiiiber 3 1, 2006 5 
ARO accretion ___ 

As of December 3 1 , 2007 $5 
- 

Regulatory Regulatory Accuinulated Cost of Removal 
Assets Liabilities Cost of Removal Depreciation 

$20 $ (2) $ 2  $ 1  

22 (2) 2 1 
2 - ___ 

$24 $42) $2 $1 

1 
1 - ___. ___ _.__. __l 

- - - - 

Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. 1W AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the reinoval cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 3 1 , 
2007 and 2006, KU recorded less than $1 inillioii of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transm’ission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Coinniission and other regulatory orders, KU 
withdrew from the MISO effective September 1 , 2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since J ~ l y  2003. Since the exit froin the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to function 
as Independent Transmission Organization, pursuant to FERC requirements. 

KU arid the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KIJ paid approximately $20 million to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC coinpliance filings. The Company’s payment of this 
exit fee ainount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. ICU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties’ recalculation of the exit 
fee, and the approved agreement provides KLJ with an immediate recovery of $1 million arid will provide an 
estimated $3 inillion over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Coininission approving the Company’s exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU’s next rate case, however, the Company historically has received approval to recover 
arid refund regulatory assets and liabilities. 
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FAC. KIJ’s retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers’ accounts 
for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fLiel 
adjustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination of KIJ’s FAC for the six-month 
period May 1, 2007 through October 3 I , 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of KIJ’s FAC for the six-month 
period of November 1, 2006 through April 30,2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review of KIJ’s past operations of 
the fuel clause and transfer of ftiel costs from the FAC to base rates for November 1 , 2004 through October 3 I , 
2006. In March 2007, the KIUC challenged KU’s recovery of approximately $5 million in aggregate fuel costs 
KU incurred during a period prior to its exit from the MIS0 and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Coinmission issued its 
Order approving the calculation and application of IW’s FAC charges and fbel procurement practices and 
indicated that I W  was in compliance with the provisions of Administrative Regulation 807 I(AR 55056. The 
Kentucky Commission further approved KU’s recommendation for the transfer of file1 cost froin the FAC to 
base rates. I11 November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the ICIUC’s arguments in the proceeding. In the same month, the Kentucky Commission issued 
an Order denying the KIUC’s request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1,2005 through April 30, 2006. The Kentucky Commission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Commission reviewed KU’s FAC for the six-month period ended October 3 1 , 
2001. The Kentucky Commission ordered KIJ to reduce its fuel costs for purposes of calculating its FAC by 
less than $ 1  million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU’s Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU’s 
and LG&E’s fuel procurement functions. The final report’s recommeiidations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by K U  and the 
Kentucky Commission Staff in the second quarter of 2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that KU 
fully complied with all audit recommendations and that no flirther reports are required. 
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KU also employs an FAC mechanism for Virginia customers that uses an average file1 cost factor based 
primarily on projected fuel costs. The fuel cost factor may be adjusted aiinually for over or tinder collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Coinmission 
seeking approval of an increase of approximately $4 million in its f k l  cost factor to reflect higher fLiel costs 
incurred and under-collected during 2006, and anticipated higher fie1 costs to be incurred in 2007. The Virginia 
Coinmission approved IW’s request in April 2007. In February 2008, KU filed an application with the Virginia 
Commission seeking approval of a decrease of 0.599 centslKWh in its ftiel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KU has ftilly recovered its 
under-recovered fuel expenses from the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call preiniuins, legal and 
other expenses, and any unamortized balance of debt expense are ainortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life of the extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending 
October 3 I , 2006 and April 30,2007, respectively, of KU’s environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of 2008. 

In June 2006, KIJ filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Coinmission seeking approval to recover investments in environinental upgrades at the 
Company’s generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $125 niillion, of which approximately $1 15 inillion is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Commission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KIJ met with the Kentucky Commission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU inforined the Kentucky Coinmission that 
construction of the Ghent Unit 2 SCR was not going to coinrnence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KIJ has delayed 
construction of the Ghent IJnit 2 SCR. 

In April 2006, the Kentucky Coinmission initiated six-month and two-year reviews of KU’s environmental 
surcharge for six-month periods ending J ~ l y  2003, January 2004, January 2005, July 2005 and January 2006 
and for the two-year period ending Jdy  2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001 , the Kentucky Coinmission issued an Order approving a settlement agreement 
allowing K1J to set up a regulatory asset of $54 inillion for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 million for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 million to $54 million. The Order 
reduced revenues by approximately $1 1 million through a surcredit on bills to ratepayers over the same five- 
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by KU, net of 
amortization costs of the workforce reduction. The five-year VDT amortization period expired in March 2006. 

As part of the settlement agreement in the rate case, in September 2005, KU filed with the Kentucky 
Coinmission a plan for the future ratemaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, I<IUC and KU reached a settlement agreement on the fiiture ratemaking treatment of the VDT surcredits 
and costs aiid subsequently subinitted a joint motion to the I<entucky Coininission to approve the unanimous 
settlenient agreement. LJnder the terms of the settlement agreement, the VDT srircredit will continue at the 
current level until such time as KU files for a change in base rates. The Kentucky Coinmission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KU Energy Corporation in 1998, KlJ estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these saviiigs were deferred aiid 
amortized over a five-year period pursuant to regulatory orders. I n  approving the merger, the Kentucky 
Co~nmission adopted KU’s proposal to reduce its retail custoiners’ bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized ainowts, over a five-year period. The surcredit 
mechanism provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be 
provided to ratepayers through a inoiithly bill credit, and 50% be retained by KU over a five-year period. In that 
same order, the Kentucky Commission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Coinmission issued 
an Order approving a settlement agreement reached with the parties in the case. According to the Order, KU’s 
merger surcredit would remain in place for another five-year term beginning JUIY 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and SO% with shareholders aiid KIJ would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008. The Kentucky Coinmission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order fiom the Kentucky Coinmission in June 2004, KU reclassified from 
maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs will be amortized through June 2009. KU earns a return of these amortized costs, which are 
included in KU’s jurisdictional operating expenses. 

Pension and Postretirement Benefits. KU adopted SFAS No. 158, Enployers ’ Accozinting for  Defined Benefit 
Pension and Other Postretireenient Plans, in 2006. This statement requires employers to recognize the over- 
funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the funded status in the year in 
which the changes occur. Under SFAS No. 71 , KIJ can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Eniployers ’Accounting for  Pensions, and SFAS No. 106, Employers ’ Accounting for 
Postretirement BeneJits Other than Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KIJ has recorded a 
regulatory asset representing the probable recovery of the portion of the change in funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 3 1 , 2007 and 2006, IUJ has segregated the 
cost of removal, previously embedded in accuinulated depreciation, of $3 10 inillion and $297 million, 
respectively, in accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, KU has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

DSM. IW’s rates contain a DSM provision. The provision iiicludes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estiinates and post-iinplementation evaluations. 

In J~ily 2007, KU and LG&E filed an applicatioii with the Kentucky Comiriission requesting an order approving 
enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these prograins is approximately $26 million, an increase over the 
existing annual budget of approximately $10 million. Data discovery concluded i n  November 2007, and the 
Coininunity Action Council (“CAC”) for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Community Action (“KACA”), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Commission to withdraw the request because the parties reached a 
settlement. The Kentucky Commission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

IJtility Competition in Virginia. The Coininonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia custoiners the ability to choose their electric supplier. Rates 
are capped at current levels through December 20 10. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Coinmission Staff will issue a Staff Report regarding the 
individual utility’s financial perfoririance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 201 0, rates are subject to the capped rate period and essentially 
“frozen”. In April 2007, Virginia passed legislation terminating this competitive market and coininencing re- 
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 201 0, and end customer choice for most consuiners in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility’s rate of return on equity shall not be set lower than the average of the 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in J d y  2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. Under the legislation, KU retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU’s limited service territory in 
Virginia. However, subject to fLiture developments, KU may or may not undertake such a rate proceeding in the 
first six months of 2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Commission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council membership from the Reliability 
First Corporation to the SERC Reliability Corporation (“SERC”), effective January 1, 2007. Regional reliability 
councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply 
system in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU arid LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 200.5 and May 2006. In 
August 2006, KIJ obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court’s dismissal. Both 
parties have filed for reconsideration of elements of the appellate coiirt’s ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Ghent FGD Inquiry. In October 2006, the I<entucky Commission coininenced an inquiry into elements of 
KlJ’s planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KIJ provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In  January 
2007, the Kentucky Comtnission issued an Order completing its inquiry in the matter and confirming its 
approval of KU’s construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable inforination and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based rate proceeding 
accepting KIJ’s further proposal to address certain marltet power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have market power, subject to a restriction that such 
power not be collusively re-sold back into such control areas, However, restrictions exist on sales by KIJ of 
power at market-based rates in the KIJ/LG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 iinpleinenting certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU’s power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KU must comply with applicable affiliate restrictions set 
forth in FERC’s regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (fortnerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of E.ON U.S. and its subsidiaries, including KU, under the FERC’s standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON 1J.S. and its subsidiaries’ structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational itnprovements as described above and are not 
expected to have a material adverse impact on the Company’s results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
(“RRO”) by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including proinulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 million per day as 
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well as non-monetary penalties, depending upon the circuinstances of the violation. KIJ is a ineinber of the 
SERC, which acts as KIYs RRO. The SERC is currently assessing KU’s compliance with certain existing 
mitigation plans resulting from a prior RRO’s audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, KU cannot predict the outcome 
of the curreiit SERC proceeding or of other analysis which inay be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Coininission. I n  April 2005, KU and LG&E filed their 2005 joint IRP with the Kentucky 
Coininission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIIJC were granted intervention in the IRP 
proceeding. The Kentucky Commission issued its staff report with no substantive issues rioted and closed the 
case by Order in February 2006. ICU and LG&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, KI.J’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and s~~rpl~ is ,  financial matters and inter-system 
sales of non-power goods and services. KIJ believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this coinprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public Utility Holding Company Act of 1935; enacting PIJHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PIJHCA 
2005. 

In February 2006, the ICentucky Coinmission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Sinart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 reqtiires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to iiripleinent certain 
Section 1252, Sinart Metering standards within eighteen months after the enactment of EPAct 2005 and to 
coininence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Coinmission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Sinart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Coinmission jurisdictional utilities are required to file real-time pricing pilot program for their large 
coininercial and industrial customers. KIJ developed a real-time pricing pilot for large industrial and 
coininercial customers and filed the details of the plan with the Kentucky Coinmission in April 2007. Data 
discovery concluded in July 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Coinmission issued an Order approving the real-time pricing pilot program proposed by ICU for 
implementation within approximately eight months. KU will notify the Kentucky Coinmission 10 days prior to 
the actual iinpleinentation date and will file annual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KIJ and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted fiill intervention. In May 2007, a Kentucky Coinmission 
Order was issued authorizing KU to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

Home Energy Assistance Program. In July 2007, KIJ filed an application with the Kentucky Coinmission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Coinmission approved KU’s new five-year program as filed, effective in October 2007. The program terminates 
in September 2012, and is ftinded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustinent to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of Deceinber 3 1 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 
Long-term debt (including 
current portion of $33 million) $333 $333 $360 $360 

Long-term debt fioin affiliate $93 1 $996 $483 $487 

All of the above valiiatioiis reflect prices quoted by exchanges except for the loans from affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key inan life insurance, accounts payable and notes payable are substantially the saine as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to market 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

KU had no outstanding interest rate swap agreements at December 3 1 , 2007. KIJ was party to an interest rate 
swap agreement with a notional amount of $53 inillion as of December 3 1,2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. IJnder this swap agreement, KIJ paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 3 1 , 2006. The swap agreement in effect at December 3 1,2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firin future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $1 inillion recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accozrnting for 
Derivative Instrziinents and Hedging Activities, as amended, in addition to swaps being marked to market, the 
item being hedged must also be marked to market. Consequently, at December 3 1 , 2006, IUJ7s debt reflects a 
mark-to-market adjustment of less than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KU conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a inark-to- 
iriarket basis in  accordance with SFAS No. 133, as amended. 

The table below SLiinniarizes KU’s energy trading and risk management activities: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  $ 1  

inception during the period - 
1 

Unrealized gains and losses recognized at contract 

- Realized gains and losses recognized during the period 

Other unrealized gains and losses arid changes in fair values 

Changes in fair values attributable to changes in valuation 
techniques and assuinptions (1) (2) 

$- u 1 - 
Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 3 1 , 2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KU maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 3 1, 2007, 100% of the trading and risk management coininitinents 
were with counterparties rated BRB-/Baa3 equivalent or better. 

KU hedges the price volatility of its forecasted electric wfiolesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of $1 million resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
custoiners or corinterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be siinilarly affected by changes in economic or other conditions. 

KU’s customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 communities and ad,jacent suburban and rural areas in  77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 customers in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended December 3 1 , 2007 and 2006, 100% of total revenue was derived 
from electric operations. 
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Effective August 1, 2006, KIJ and its employees represented by the IBEW L,ocal2100 entered into a new three- 
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was negotiated in JUIY 
2007. KU and its employees represented by the TJSWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of KU’s workforce at December 3 1 , 
2007. Wage re-openers were negotiated in July 2006, and JUIY 2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

I W  has both funded and unfiirided non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants’ contributions adjusted annually. KU uses December 3 1 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ 
benefit obligations and fair value of assets over the two-year period ending December 3 1 , 2007, and a statement 
of the funded status as of December 3 1 for KU’s sponsored defined benefit plans: 

(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Benefits paid, net of retiree contributions 
Actuarial gain and other 

Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

Pension Benefits 
Other Postretirement 

Benefits 
2007 2006 

$ 303 $ 318 
6 6 

17 17 
(1 9) (19) 
(23) (19) 

$ 284 $ 303 

$ 253 $ 247 
17 26 
13 

(1 9) (1 9) 
-0 

$ 264 $ 253 

2007 2006 

$ ‘76’ $ 88’ 

$ 13 $ 12 
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Amounts Recognized in Statement of Financial Position. The following tables provide the ainounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 3 I : 

Other Postretirement 
(in millions) Pension Benefits Benefits 

2007 2006 2007 2006 
Regulatory assets $ 37 $ 59 $ (9) $ 5 
Accrued benefit liability (non-current) (20) (50)  (63) (76) 

Additional year-end information for plans with accuinulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit ob1 igatioii 
Accumulated benefit obligation 
Fair value of plan assets 

Other Postretirement 
Pension Benefits Benefits 

2007 2006 2007 2006 
$ 284 $ 303 $ 76 $ 88 

243 25 8 - - 
264 2.53 13 12 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic 
benefit cost for the plans: 

(in millions) Pension Benefits 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of actuarial loss 
Amortization of transitional obligation 
Benefit cost at end of year 

2007 2006 

Other Postretirement 
Benefits 

2007 2006 

The assumptions used in the measurement of KU’s pension benefit obligation are shown in the following table: 

2007 2006 
Weighted-average assumptions as of December 3 1 : 
Discount rate 6.66% 5.96% 
Rate of compensation increase 5.25% 5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody’s Corporate Aa Bond Rate in December. 

37 



The assumptions used in the ineasureinent of KU’s net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

2007 2006 
5.90% 5.50% 
8.25% 8.25% 
5.25% 5.25% 

To develop the expected long-term rate of return on assets assurnption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

The followiiig describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1% change in the assuined discount rate could have an approximate $30 inillion positive or 
negative impact to the 2007 accuinulated benefit obligation and an approxiinate $40 inillion positive 
or negative impact to the 2007 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 
inillion positive or negative impact on 2007 pension expense. 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
201 5 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1 % change in  assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $1 
inillion on the 2007 total of service and interest costs coinponents and an increase or decrease of $4 inillion in 
yearend 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the ainount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
(in millions) - Plans 
2008 $18  
2009 18 
2010 17 
201 I 17 
2012 17 
2013-17 90 

Other 
Postretirement 

Benefits 
$ 6  

7 
7 
7 
7 

37 
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Plan Assets. The following table shows KTJ’s weighted-average asset allocation by asset category at December 
31: 

Pension Plans Target Range 2007 2006 
Equity securities 45% - 75% 57% 61% 

Other 0% - 10% 0% 0% 
Totals 100% 100% 

Debt securities 30% - 50% 43% .? 9% 

The investment policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund arid maximize 
investment earnings. The return objective is to exceed the benchmark return for the policy index coniprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehinaii Aggregate and Lehinan U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion 
of the fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality remains “AA” or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non- 
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with inodest risk. 

Derivative securities are permitted only to improve the portfolio’s risldreturn profile, to modi@ the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal arid liquidity while maintaining a stable net asset value of $1.00 per share. The 
postretirement funds are invested in a prime cash money market fund that invests primarily in a portfolio of 
short-term, high-quality fixed income securities issued by banks, corporations and the 1J.S. government. 

Contributions. KTJ made a discretionary contribution to the pension plan of $13 million in January 2007. After 
this payment, KTJ’s pension plan assets are in excess of the December 3 1, 2007 accumulated benefit obligation. 

In addition, KTJ made contributions to other postretirement benefit plans of $6 inillion and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 40 1 (h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% fiinding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. KIJ has a thrift savings plan under section 401 (k) of the Interiial Revenue Code. Under the 
plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to provide 
future retirement benefits. KU makes Contributions to the plan by matching a portion of the employee contributions. 
The costs of this matching were $2 inillion for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON 1J.s.’~ direct parent, E.ON US lnvestinents 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received fioin the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, KIJ is no longer subject to 1J.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named “Compliance 
Assurance Process”. This program accelerates the IRS’s review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KU adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
inillion of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
inillion of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2007 were less than $1 inillion. 

Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 niillioii and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 inillion was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through December 3 1, 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 2007 2006 
Current - federal $28  $51  

- state 13 11 
Deferred - federal - net ( 5 )  

- state - net (1) 1 
Investnient tax credit - deferred 43 12 
Amortization of investment tax credit (1) (1) 
Total income tax expense 

- 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $43 million and $12 million at December 3 1 , 2007 and 
2006, respectively, as discussed below. 

I n  June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy (,‘DOE’’) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. 
The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax 
credit to promote the coiiiiiiercializatioii of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. IW’s and LG&E’s application requested up to the maximum 
amount of “advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. I n  November 2006, the DOE and the IRS announced 
that I<U and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investment tax credit was received in  August 2007. KlJ’s portion of the TC2 tax credit will be 
approximately $100 million over the construction period and will be amortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KIJ recorded investment tax credits of $43 million and $12 million in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, KU received Order 2007-00 I78 froin the Kentucky Coinmission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal court in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain environmental laws and 
demanded relief, including suspension or termination of the program. KIJ is not able to predict the ultimate 
outcome of this proceeding. 
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Coinponents of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 2006 

Regulatory assets and other 37 
Total deferred tax liabilities 332 328 

Deferred tax liabilities: 
Depreciation and other plant-related items $292 $29 1 

Deferred tax assets: 
Income taxes due to customers 9 10 
Pensions and related benefits 17 11 
Liabilities and other 23 23 
Total deferred tax assets 49 44 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets 
Non-current liabilities 

Net deferred income tax liability 

A reconciliation of differences between the statutory I.J.S. federal income tax rate and KU’s effective income 
tax rate follows: 

2007 
Statutory federal income tax rate 35.0% 35.0% 
State income taxes, net of federal benefit 3.4 3.9 
Reduction of income tax accruals (0.4) (0.5) 
Qualified production deduction (1 -2) (0.4) 
EEI dividend (2.9) (3.4) 
Amortization of investment tax credit (0.4) (0.5) 
Other differences (19) ( 1 4 )  
Effective income tax rate 31.6% =A 

The EEI dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends froin KU’s 
investment in EEL Subsequent to an EEI management decision regarding changes in the distribution of EEI’s 
previous earnings, KU elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ fiom statutory rates and various other permanent differences. 

H. R. 4520, known as the “American Jobs Creation Act of 2004”, allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Rill 272, also ltnown as “Kentucky’s Tax Modernization Plan”, was signed into law in March 
2005. This bill contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate 
income tax rate froin 8.25% to 7% effective January 1, 2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, KTJ’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Coinmission to establish and amortize a regulatory liability of $1 1 million for these net excess deferred income 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non- 
depreciation timing differences were expensed in 2006 due to their immaterial amount. There were no 
additional adjustments in 2007. 

KIJ expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 3 1, 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans fiom affiliated companies as suininarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 

Outstanding at December 3 1,2007: 
Noncurrent portion Variable - 6.33% 20 10-2037 $1,231 
Current portion Variable 2032 $ 33 

Outstanding at December 3 1, 2006: 
Noncurrent portion Variable - 6.33% 20 10-2036 $ 702 
Current portion Variable - 7.92% 2007-2032 $ 141 

Pollution control series bonds are obligations of KIJ issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due from the county 
on the related pollution control revenue bonds. Until a series of financing transactions was completed during 
February 2007, the county’s debt was also secured by an equal amount of KIJ’s first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless KU defaults on the loan agreement. 
Proceeds fioin bond issuances for environmental equipment (primarily related to the installation of FGDs) are held 
in trust pending expenditure for qualifying assets. At December 31,2007, and 2006, KIJ had $1 1 inillion and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by inonoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 1, 2007, KU had 
an aggregate $333 million of outstanding pollution control indebtedness, of which $300 inillion is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%, whereas the average rate in January 
and February of 2008 was 4.72%. The instruments governing these auction rate bonds perinit KU to convert the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
iiiterinediate-teriii fixed rates that are reset infrequently. In the first quark; of 2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from AAA to AA and subsequently to A by S&P and froin Aaa 
to A2 by Moody’s, and the Carroll County 2006 Series C bonds were downgraded froin Aaa to A2 by Moody’s 
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and fioin AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, KIJ issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trinible County 2007 
Series A bonds fiom the auction rate inode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KIJ will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds fioin the auction mode to a weekly interest rate mode, as 
permitted under the loan documents. KIJ expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversioii, rernarltetings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KIJ has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KIJ incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or fiiture pollution control financing structures. See Note 13, Subsequent Events. 

All of KU’s first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. IJnder the provisions for certain of KU’s variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 3 1,2006, KU had an interest rate swap used to hedge KU’s underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management’s designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation 011 KU’s first mortgage bond Series P to 
variable-rate. At December 3 1, 2006, the remaining swap had a notional value of $53 inillion. The swap was 
terminated in February 2007, when the underlying bond was defeased. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are suininarized below: 

($ in millions) Principal S ecuredl 
Year Description Amount Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5.99% Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are suinmarized below: 

($ in millions) Principal 
Year 
2007 
2007 
2007 
2007 
2007 
2,007 
2007 
2007 
2007 
2006 
2006 
2006 
2006 

Description 
Pollution control bonds 
Pollution control bonds 
Pollution control bonds 
Due to Fidelia 
Due to Fidelia 
Due to Fidelia 
Due to Fidelia 
Due to Fidelia 
Due to Fidelia 
Pollution control bonds 
Pollution control bonds 
Due to Fidelia 
Due to Fidelia 

Amount 
$ 54 
$ 18 
$ 9  
$ 53 
$ 75 
$ 50 
$100 
$ 70 
$100 
$ 17 
$ 17 
$ 50 
$ 50 

Rate 
Variable 
Variable 
Variable 

5.69% 
5.86% 
5.98% 
5.96% 
5.71% 
5.45% 

Variable 
Variable 
5.675% 
6.33% 

Securedl 
Unsecured 
IJnsecured 
I-Jnsecured 
I-Jnsecured 
Unsecured 
I-Jnsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
IJnsecured 
IJnsecured 
Unsecured 
Unsecured 

Maturitv 
2034 
2026 
2037 
2022 
2037 
2017 
2028 
2019 
2014 
2036 
2036 
2016 
2036 

In February 2007, KIJ completed a series of financial transactions impacting its periodic reporting requireinelits. 
The $54 inillion Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax- 
exempt bond of the same amount maturing in 2034. The $53 inillion Series P bond was defeased and replaced 
with an intercompany loan totaling $53 inillion fioin Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the te rm of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KIJ’s assets was released following the completion of these steps. KIJ no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for ICU are shown in the following table: 

(in millions) 
2008 - 2009 $ -  
2010 33 
201 1 - 
2012 50 
Thereafter 1,181 (a) 
Total $1.264 

(a) Includes long-term debt of $33 inillion classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds inature in 2032. KU does not expect to pay these amounts in 2008. 

45 



Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany inoriey pool agreement wherein E.ON U.S. and/or LG&E male funds 
available to KU at niarltet-based rates (based on an index of highly rated commercial paper issues) up to $400 
in i 1 1 ion. 

($ in millions) Pool Available Outstanding Available Interest Rate 
Total Money Amount Balance Average 

December 3 1 , 2007 $400 $23 $377 4.75% 
December 3 1 , 2006 $400 $97 $303 5.25% 

As of December 31, 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $150 inillion and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Available Interest Rate 
December 3 I , 2007 $1 50 $ 62 $88 4.97% 
December 3 1,2006 $200 $102 $98 5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of 2007, KU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 3 1 , 2007. 

The covenants under this revolving line of credit include: 
0 

0 

0 

0 

The debt/total capitalization ratio must be less than 70% 
E.ON must own at least 66.667% of voting stock of KU directly or indirectly 
The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by 
S&P and Moody’s 
A limitation on disposing of assets aggregating inore than 15% of total assets as of December 3 1 , 
2006 

Note 9 - Commitments and Contingencies 

Operating Leases. KIJ leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, KU reimburses LG&E for a portion of the lease expense paid by LG&E for KIJ’s 
usage of office space leased by L,G&E. Total lease expense was $6 inillion for 2007 and 2006. The fiiture 
minilnuin annual lease payments for operating leases for years subsequent to December 3 1 , 2007, are shown in the 
following table: 

(in millions) 
2008 $ 6  
2009 5 
2010 3 
201 1 2 
2012 2 

4 Thereafter - 
Total $22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU coininenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long- 
term power supply contract (the “OMU Agreement”) with KIJ. The dispute involves interpretational differences 
regarding issues under the OM1.J Agreement, including various payments or charges between KU and OM‘CJ and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
million in damages in connection with one of its claim for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMU has additionally 
requested injunctive and other relief, including a declaration that KU is in material breach of the contract. KU 
has filed an answer in that court denying the OMIJ claim and presenting counterclaims and amended such 
filing in January 2007, to include further counterclaims alleging additional damages. During 2005, the FERC 
declined KIJ’s application to exercise exclusive jurisdiction on matters. I n  J ~ l y  2005, the district court resolved 
a summary judgment motion made by KU in OMU’s favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years’ prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that riiling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. I n  May 2006, OM‘CJ issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in  a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU’s E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and LG&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have 
provided funds to fully defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no 
different than if KU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to KU and LG&E. 

At December 3 1, 2007, the maxi~num aggregate amount of default fees or amounts was $1 0 million, of which 
KU would be responsible for 62% (approximately $6 million). I W  has made arrangements with E.ON US., via 
guarantee and regulatory commitment, for E.ON U.S. to pay KU’s fd l  portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 inillion to support certain obligations 
related to workers’ compensation. 

Purchased Power. KU has purchased power arrangements with OMIJ and OVEC. Under the OMU agreement, 
which could last through January 1 ,  2020, KU purchases all of the output of an approximately 400-Mw coal- 
fired generating station not required by OMU. The amount of purchased power available to KLJ during 2008- 
201 0, which is expected to be approximately 6% of KU’s total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units’ availability, maintenance schedules, fuel costs 
and OMU requireinents. Payments are based on the total costs of the station allocated per t e rm of the OMlJ 
agreement. Included in the total costs is KU’s proportionate share of debt service requirements on $246 million 
of OMU bonds outstanding at December 3 1, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. I W  does not guarantee the OMIJ 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. K‘CJ has an 
investment of 2.5% ownership in OVEC’s coininon stock, which is accounted for on the cost method of 
accounting. KIJ’s share of OVEC’s output is 2.5%, approximately 55  Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
201 1 8 
2012 9 
Thereafter 143 
Total $224 

Construction Program. I<U had approximately $392 million of commitments in connection with its construction 
prograin at December 3 1,2007. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination arid other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recoininended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer’s recommenda- 
tion and upholding the permit. In September 2007, I<IJ administratively applied for a permit revision to reflect 
ininor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the terms of some of the coal contracts KU has in place, provisions are made to 
allow fgr price adjustments for compliance costs resulting from new or amended laws or regulations. KTJ has 
begun to receive information from the mines it contracts with regarding price adjustments related to these 
compliance costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this 
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time KU has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. IW’s operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater containination and employee 
health and safety. 

Clean Air Aci Reqziirenients. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory fralnework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 
the EPA. The key Clean Air Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO2 and NOx emissions fiom power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from 
the midwestern lJ.S. to the northeastern U S .  To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtu on a company-wide basis. In 2005, the EPA issued the CAIR which requires additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions of NOx and SO1 emissions due by 2009 and 201 0, respectively, 
and final reductions due by 2015. The final rule is currently under challenge in  a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattainment areas 
into compliance with the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. KU’s weighted-average company-wide emission rate for SO;! 
in 2007 was approximately 1.33 lbs./MMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality. 

Hazardous Air Pollzitants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions froin electric utilities and srrbrnitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a two-phase 
cap and trade program with initial reductions due by 20 10 and final reductions due by 201 8. The CAMR 
provides for reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 20 10 mercury reduction targets will be achieved as a “co-benefit” of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in more stringent mercury reduction rules. However, 
the ruling could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under tlie federal CAMR. In 2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants froin sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU’s 
power plant operations. 

Acid Rnir7 Prograiii. The I990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern U.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available coinbustion controls. 

Regional Hnle. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 200.5, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to facilities, 
including power plants, built between 1962 arid 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as tlie CAIR will result in more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Instnllntion of Pollzi~ion Controls. Many of the prograins under the Clean Air Act utilize cap aiid trade 
mechanisins that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. Under cap 
and trade program, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KU met its Phase I SO2 requirements primarily through installation of FGD eqiiipment on Ghent 
Unit I .  IW’s combined strategy for its Phase I1 SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accuinulated emissions allowances arid fuel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, KU installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 2001, the Kentucky Commission granted approval to recover the 
costs incurred by K1.i for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 million during the 2008 through 20 10 time period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating stich controls. In 2005, the Kentucky Commission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. KU believes its costs in reducing SO2, NOx and mercury emissions to be comparable to 
those of similarly situated utilities with like generation assets. KU’s compliance plans are subject to many 
factors incliiding developments in the emission allowance and ftiels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developments to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potenlial GHG Controls. In 2005, the Kyoto Protocol for reducing GHG eiyiissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in G I G  emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a prograin ai the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 1 1 northeastern 
I.J.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various 
courts to determine whether the EPA and the states have the authority to regulate GHG emissions under existing 
law. In April 2007, the lJ.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. KU is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such programs and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements will ultiniately be enacted. As a Company with 
significant coal-fired generating assets, KU could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

R ~ ~ o i i ~ n  New Soz/rce Review Litigntion. In April 2006, tlie EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s new source review rules relating to work performed in 1997, on a 
boiler and turbine at KIJ’s E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air permit for the unit. During 2006, 
KU provided data responses to tlie EPA with respect to the allegations in the NOVs. In March 2007, the 
Departinelit of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seeks civil penalties, including potential per-day fines, remedial measures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In J ~ l y  2007, a J ~ l y  
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
million accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Reqzrests. In August 2007, the EPA issued administrative information requests under Section 1 14 of 
the Clean Air Act requesting new source review-related data regarding certain construction and maintenance 
activities at LG&E’s Mill Creek 4 and Triinble County 1 generating units and KU’s Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opaci(y NOV. In September 2007, tlie EPA issued an NOV alleging that KlJ had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and J d y  of 2007 at Units I and 
3 of KU’s Ghent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environniental Proceedings. KU has recently settled certain environmental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU’s E.W. Brown Station. lJnder the ternis ofthe settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a suppleinental environmental project and maintain the project for 
ten years, each at a cost of less than $1 inillion. During 2006, final judicial and administrative approvals were 
received regarding a settlement associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. LJnder the terms of the settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which ICU’s share was less than $1 
million, which was paid in December 2006. 

From time to time, ICU appears before the EPA, various state or local regulatory agencies and state and federal 
courts regarding matters involving compliance with applicable environmental laws and regulations. Such 
matters include liability under the Comprehensive Environinental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claims regarding GHG emissions fkoin KU’s generating 
stations. Rased on analysis to date, the resolution of such inatters is not expected to have a material impact on 
the operations of KU. 

Note 10 - Jointly Owned Electric Utility Plant 

I W  and LG&E have begun construction of TC2, a jointly owned unit at the Triinble County site. KU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency (“IMEA”) owns a 12.12% undivided interest and Indiana 
Municipal Power Agency (“IMPA”) owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in 201 0. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

1U.1 and LG&E jointly own the following CTs and related equipment: 

($) Net ($) Net 
Mw ($) Depie- Book Mw ($) Depre- Book 

O\\lnership Pe~ceiitage Capacit) Cost ciation Value Capacity Cost ciation Value 
KU 47%, LG&E 53% ( I )  I29 51 (11) 40 146 58 (12) 46 
KU 62%, LG&E 18% (2) 190 78 (14) 64 118 50 ( I O )  40 
KU 71%, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 
KU 71%, LG&E 29% (5) n/a 9 (2) 7 n/a 3 3 

($) Net 
Mw ($) Depre- Book 

Capacity Cost ciatioii Value 
275 109 (23) 86 
308 128 (24) 104 
320 112 (20) 92 
640 216 (2.5) 191 
n/a 12 (2) 10 

Comprised of Paddy’s Run 13 and E.W. Brown 5.  In addition to the above jointly owned utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 
Comprised of units 6 and 7 at the E.W. Brown facility. 
Comprised of units 5 and 6 at the Triinble County facility. 
Comprised of CT Substation 7-10 and units 7, 8, 9 and 10 at the Triinble County facility. 
Comprised of CT Substation 5 and 6 and CT Pipeline at the Triinble County facility. 
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Both KU’s and LG&E’s participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective incoirie statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eli~ninated upon consolidation of E.ON U.S. Transactions between 
KU and E.ON subsidiaries are eliininated upon consolidation of E.ON. These transactions are generally 
performed at cost and are in accordaiice with the FERC regulations under PIJHCA 2005 and the applicable 
ICentucky Commission and Virginia Commission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and purchased power operating expense. I<U intercompany electric revenues and purchased power expense for 
the years ended December 3 1, were as follows: 

(in millions) 2007 2006 
Electric operating revenues from LG&E $46 $77 
Purchased power froin LG&E 93 99 

Interest Charges 

See Note 8, Notes Payable and Other Short-Tern1 Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU’s intercompany interest income and expense for the years ended December 3 1, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2007 2006 
$ 6  $ 3  
35 21 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by EON 1J.S. on behalf of KU, labor and burdens of E.ON 
U.S. Services employees performing services for KU and vouchers paid by E.ON LJ.S. Services on behalf of 
KU. The cost of these services is directly charged to KIJ, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON 1J.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON tJ.S. Services 
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relate to cash received by E.ON U.S. Services on behalf of KU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and from KU for the years ended December 3 1, were as follows: 

(in millions) 
E.ON U.S. Services billings to KU 
KU billings to LG&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 2006 
$488 $353 

6 56 
12 53 
26 23 

In September and December 2007, KU received capital contributions from its shareholder, E.ON 1J.S. in the 
aniount of $55 million and $20 million, respectively. 

Note 12 - Accumulated Other comprehensive Income 

Accuinulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability Income 

(in millions) Adjustment Pre-Tax Taxes - Net 
Balance at December 3 I , 2005 $ (32) $ (32) $ 13 $(I 9) 

Minilnuin pension liability adjustment ___ 32 2 (13) - (19) 
Balance at December 3 1 , 2006 L z  L $__ $-.z 

Balance at December 3 I , 2007 $ $ $ 9; 

Subsequent to the application of SFAS No. 158, adjustments to the minimum pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the ininiinuni pension liability recorded 
in accumulated other Comprehensive income at December 3 I , 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18, 2008, the Kentucky Coinmission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1 , 2006 through April 30, 2007. 

On January 3 I , 2008 and February 14, 2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to AA by S&P and fiom Aaa to A2 by Moody’s, respectively, due to downgrades of the 
bond insurer. On February 25, 2008, the bonds were subsequently downgraded from AA to A by S&P, due to a 
further downgrade of the insurer. 

On February I , 2008, the Kentucky Coinmission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large commercial and industrial 
customers. 

On February 7,2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded from. 
Aaa to A2 by Moody’s and from AAA to A- by S&P, due to downgrades of the bond insurer. 

54 



On February 26,2008, KU coininenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Trimble County 2007 Series A bonds, from the auction rate inode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4,2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are illsufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture whicli can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of 2008 was 4.72%. 

On March 4, 2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides I W  with an immediate recovery of $1 inillion and an estimated $3 inillion over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. 

On March 17, 2008, I<U coiiinienced steps, including notice to relevant parties, to convert the Carroll County 
2006 Series C bonds fiom the auction rate inode to a weekly interest rate inode. Such conversion is scheduled 
to occur on April 16, 2008. 
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Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and coinprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 3 1, 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in coiiforinity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial stateinents based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky IJtilities Company changed the inanner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 3 I ,  2006. 

/s/ Pricewaterhousecoopers LL,P 
Louisville, Kentucky 
March 18, 2008 
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S T O L L + K E E N O N * O G D E N  
P L L C  

2000 PNC PLAZA 

LOIIISVIL.LE, KENTUCKY 40202-2828 
502-333-6000 
FAX: 502-333-6099 
W W  SKOFIRM COM 

500 WEST JEFFERSON STREET 

May 24,2007 

Re: $17,875,000 “County of Carroll, Kentucky, Environmental Facilities Revenue Bonds, 
2007 Series A (Kentucky Utilities Company Project)” 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the “County”), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of $17,875,000 
(the “Bonds”). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the “Act”), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky IJtilities Company (the “Company”) 
for the purpose of financing a portion of the costs of construction, acquisition, installation and 
equipping of certain solid waste disposal facilities to serve the Ghent Generating Station of the 
Company in Carroll County, Kentucky (the “Project”) in order to provide for the collection, 
storage, treatment and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on February 1, 2026 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Caurt of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
March 1, 2007 (the “Loan Agreement”), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide funds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Project. The Company has agreed to make Loan payments to the Trustee at 
times and in amounts fully adequate to pay maturing principal of, interest on and redemption 
premium, if any, on the Bonds as s m e  become due and payable. From such examination, we 
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are of the opinion that such proceedings of the Fiscal Court of the County show lawful authority 
for the execution and delivery of the Loan Agreement; that the Loan Agreement has been duly 
authorized, executed and delivered by the County; and that the Loan Agreement is a legal, valid 
and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March 1, 2007 (the “Indenture”), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the “Trustee”), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County’s 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors’ rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a “substantial user” of the Project or a “related person,” as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the “Code”) 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company’s 
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knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance solid waste disposal facilities qualified for financing under Section 
142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this paragraph 
as to the exclusion from gross income of interest on the Bonds, we have assumed and this 
opinion is conditioned on, the accuracy of and continuing compliance by the Company and the 
County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this firm) is taken which adversely affects the tax treatment of the Bonds or (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal 
income tax purposes and federal tax treatment of interest on the Bonds is further subject to the 
following exceptions and qualifications: 

(a) The Code provides for a “branch profits tax” which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

(b) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnings and profits 
at the close of its taxable year if greater than 25% of its gross receipts is passive investment 
income. 

Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 3 1 ,  1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
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may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. James C. Monk, County Attorney of the 
County and relied upon said opinion with respect to the matters therein. Said opinions are in 
forms satisfactory to us as to both scope and content. 

We express no opinion as to the title to, the description of, or the existence or priority of 
any liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
1Jnited States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 
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500 WEST JEFFERSON STREET 

May 24,2007 

Re: $8,927,000 “County of Trimble, Kentucky, Environmental Facilities Revenue Bonds, 
2007 Series A (Kentucky Utilities Company Project)” 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Trimble, Kentucky (the “County”), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminary to and in connection with the issuance by the 
County of its Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated their date of issuance, in the aggregate principal amount of $8,927,000 
(the “Bonds”). The Bonds are issued under the provisions of Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the “Act”), for the purpose of providing funds 
which will be used, with other funds provided by Kentucky Iltilities Company (the “Company”) 
for the purpose of financing a portion of the costs of construction, acquisition, installation and 
equipping of certain solid waste disposal facilities to serve the Trimble County Generating 
Station of the Company in Trimble County, Kentucky (the “Project”) in order to provide for the 
collection, storage, treatment and final disposal of solid wastes, as provided by the Act. 

The Bonds mature on March 1, 2037 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
proceedings of the Fiscal Court of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
March 1, 2007 (the “Loan Agreement”), between the County and the Company and a certified 
copy of the proceedings of record of the Fiscal Court of the County preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the 
County has agreed to issue the Bonds and to lend the proceeds thereof to the Company to 
provide hnds to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the Project. The Company has agreed to make L,oan payments to the Trustee at 
times and in amounts fully adequate to pay maturing principal of, interest on and redemption 
premium, if any, on the Bonds as same become due and payable. From such examination, we 
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are of the opinion that such proceedings of the Fiscal Court of the County show lawfbl authority 
for the execution and delivery of the Loan Agreement; that the Loan Agreement has been duly 
authorized, executed and delivered by the County; and that the Loan Agreement is a legal, valid 
and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March 1, 2007 (the “Indenture”), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the “Trustee”), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County’s 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors’ rights generally, 
including equitable provisions where equitable remedies are sought. 

in our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in which it is held by a “substantial user” of the Project or a ‘‘related person,” as such 
terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the “Code”) 
and (ii) interest on the Bonds is a separate item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representations, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company’s 
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knowledge in reaching our conclusion, inter alia, that not less than 95% of the proceeds of the 
Bonds will be used to finance solid waste disposal facilities qualified for financing under Section 
142(a)(6) of the Code and the Act. Further, in arriving at the opinion set forth in this paragraph 
as to the exclusion from gross income of interest on the Bonds, we have assumed and this 
opinion is conditioned on, the accuracy of and continuing compliance by the Company and the 
County with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect of the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond from gross income for federal income tax purposes on or after the date on which 
any change, including any interest rate conversion, permitted by the documents (other than with 
approval of this firm) is taken which adversely affects the tax treatment of the Bonds or (ii) as to 
the treatment for purposes of federal income taxation of interest on the Bonds upon a 
Determination of Taxability. We are further of the opinion that interest on the Bonds is excluded 
from gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal 
income tax purposes and federal tax treatment of interest on the Bonds is further subject to the 
following exceptions and qualifications: 

(a) The Code provides for a “branch profits tax” which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 

(b) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnings and profits 
at the close of its taxable year if greater than 2.5% of its gross receipts is passive investment 
income. 

Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 3 1, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
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may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones Day, Chicago, Illinois, counsel to the Company, of even date herewith. In rendering 
this opinion, we have relied upon said opinions with respect to the matters therein. We have also 
received an opinion of even date herewith of Hon. Perry Arnold, County Attorney of the County 
and relied upon said opinion with respect to the matters therein. Said opinions are in forms 
satisfactory to us as to both scope and content. 

We express no opinian as to the title to, the description of, or the existence or priority of 
any liens, charges or encurribrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth in such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any offer or sale thereof. 
The opinions herein are expressed as of the date hereof and we assume no obligation to 
supplement or update such opinions to reflect any facts or circumstances that may hereafter come 
to our attention or any changes in law that may hereafter occur. 

We are members of the Bar of the Cornrnonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
TJnited States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 

(' STOL,L KEENON OGD& PLLC 
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Appendix B-3 

Form of Conversion Opinion of Bond Counsel 
(Carroll County Bonds) 

,2008 

Re: 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky TJtilities 
Company Project)” 

Conversion to Long-Term Interest Rate Period of $1 7,875,000 “County of Carroll, 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of March 1, 2007 (the “Indenture”), between the County of Carroll, Kentucky 
(the “Issuer”) and the Trustee pertaining to $1 7,875,000 principal amount of County of Carroll, 
ICentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project), dated May 24, 2007 (the “Bonds”), in order to satisfL certain requirements of 
Sections 2.02(e)(i) and 2.02(f)(ii) of the Indenture. Pursuant to Sections 2.02(e)(i) and 2.02(f)(ii) 
of the Indenture, the interest rate on the Bonds is being adjusted fioin an Auction Rate to a Long- 
Term Interest Rate to maturity of February 1, 2026, effective on April 3, 2008, the Conversion 
Date. The terms used herein denoted by initial capitals and not otherwise defined shall have the 
meanings specified in the Indenture. 

We have examined the law and such docuinents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded froin gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) ofthe Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated March 1,2007, the General Tax 
Representation Certificate of the Company, dated May 24, 2007 (the “Tax Agreeinent”), and 
other docuinents relating to the Bonds. We rendered our approving opinion at the time of the 
issuance of the Bonds relating to, among other things, the validity of the Bonds and the exclusion 
froin federal income taxation of interest on the Bonds. We have not been requested to update or 
continue such opinion and have not undertaken to do so. Accordingly, we do not express any 
opinion with respect to the Bonds except as set forth above. 
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Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafier come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or coinpleteness of any inforiliation ftirnished to any person in connection with any 
offer or sale of the Bonds. 

STOLL KEENON OGDEN PLLC 
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Appendix B-4 

Form of Conversion Opinion of Bond Counsel 
(Trimble County Bonds) 

, 2008 

Re: 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky Utilities 
Company Project)” 

Conversion to Long-Term Interest Rate Period of $8,927,000 ”County of Trimble, 

Ladies and Gentlemen: 

This opinion is being ftirnished in accordance with the requirements of the Indenture of 
Trust, dated as of March 1 , 2007 (the “Indenture”), between the County of Triinble, Kentucky 
(the “issuer") and the Triistee pertaining to $8,927,000 principal amount of County of Trimble, 
Kentucky, Environmental Facilities Revenue Bonds, 2007 Series A (Kentucky LJtilities 
Company Project), dated May 24, 2007 (the “Bonds”), in order to satisfy certain requirements of 
Sections 2.02(e)(i) and 2.02(f)(ii) of the Indenture. Pursuant to Sections 2.02(e)(i) and 2.02(f)(ii) 
of the Indenture, the interest rate on the Bonds is being adjusted from an Auction Rate to a Long- 
Term Interest Rate to maturity of March 1, 2037, effective on April 3,2008, the Conversion Date. 
The terms used herein denoted by initial capitals and not otherwise defined shall have the 
meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds wouId otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) ofthe Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have coinplied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated March 1 , 2007, the General Tax 
Representation Certificate of the Company, dated May 24, 2007 (the “Tax Agreement”), and 
other documents relating to the Bonds. We rendered our approving opinion at the time of the 
issuance of the Bonds relating to, among other things, the validity of the Bonds and the exclitsion 
fioin federal income taxation of interest on the Bonds. We have not been requested to update or 
continue such opinion and have not undertaken to do so. Accordingly, we do not express any 
opinion with respect to the Bonds except as set forth above. 

B-4-1 



Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

STOLL, KEENON OGDEN PLLC 
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Copy of 2007 Official Statement 
(excluding Appendix A, Appendix B and Appendix C thereto) 
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NEW ISSUES BOOK-ENTRY-ONLY 

Subject to tlie conditions and exceptions set forth under the caption “Tax Treatment,” Bond Counsel is of tlie opinion that, tinder current 
law, interest on eecli series of Bonds offered hereby will be excludable from the gross income of the recipients thereof for federal income tax 
purposes, except that no opinion will be expressed regarding such exclusion from gross income with respect to any Bond during any period in 
which it is Iicld by a “substantial user” or ii “related person” of the related Project xi such terms arc used in Section 147(a) of the Internal 
Revenue Code of 19S6, as amended (the “Code”). Interest on each series of Bonds will be an item of tax preference in determining 
alteinritive minimum taxible income for intlividuals and corporations under the Code. Such interest may be subject to certain federal income 
taxes imposed on certain corporations, including imposition of the branch profits tax on a portion of sLicli interest. Bond Counsel is further 
of tlie opinion that interest on each series of Bonds will be excludable from the gross income of the recipients thereoffor Kentucky income 
tax purposes and that, under current law, tlie principal of each series of Bonds will be exempt from ad viiloiein taxes in Kentucky. Jssuance of 
ench series of Bonds is stibjcct to receipt of a favorable tax opinion of Bond Counsel as of the (late of delivery of each series of Bonds Scc 
“Tau Treatment” licrcin. 

$17,875,000 $8,927,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 
Due: February 1, 2026 

County of Trimble, Kentucky 
Exivironineiital Facilities Revenue Bonds 

2007 Series A 
(Kentucky TJtilities Company Project) 

Due: March 1, 2037 
(AMTI (AMTI 

Dated: Date of original delivery 

will bc special and limited obligations of the County of Carroll, Kentucky antl tlie County of Trimble, ICeiitucky (thc “Issucrs”). respectively, 
payable by the respective Issuers solely fi om antl secuied by payments to be received by the Issuers pursuant to separate L.oan Agreements 
with 

The Bonds of each series (iiidivitlually the “Carroll County Bonds” and tlie “TI imble County Bonds” antl, collectively, the “Bonds”) 

Kentucky Utilities Company 
(the “Company”). except as p;iyable fioni proceeds of such Bonds or investment eainings thereon. The Bonds will not constitute general 
obligations of the Issuers 01 ii charge against the general credit or taxing poweis thereof or of the Commonwealth of ICciituchT 01 any other 
politic;tl subdivision of Kentucky 

policies to be issued by Anibac Assurance Corporation (“Ambac Assurance” or tlie “Bond Insurei”) simultaneously with tlie delivery of the 
Bonds. 

Payment of the piincipal of and intcrcst on each series of Bonds whcn tluc will be insured by separate financial guaranty insurance 

Ambac 
The Bonds of each series are separate series and the sale and delivery of one series is not dependent on the sale anti delivery of the 

other series. The Bonds of each series will accrue interest from the respective date of original issuance, will initially be issued in a seven-day 
Auction Period, and will initially bear interest at an Auction Rate determined pursuant to tlie Auction Procedures described in Appendix B 
hereto. The first Auction will occur on May 30, 2007 with subsequent auctions occurring each Wednesday unless changed as provided herein. 
The first Interest Payment Date on the Bonds will be May 31,2007 and each Tl i~ir~day thereafter subject to ccrtain exceptions described 
herein. Thc Bonds of each series will continue to bear interest at an Auction Rate until their Conversion to a different Interest Rate Mode 
or until maturity. While tlie Bonds of a series bear interest at the Auction Rate, the Bonds of such series will not be subject to purchase on 
demand of the owners thereof. Prospective purchasers of the Bonds should carefully review thc Auction Procedures and should note that 
such procedures provide that (i) a Bid or Sell Order constitutes a commitment to purchase 01 sell Bonds based upon the iesults of an 
Auction, (ii) Auctions will be conducted through telephone communications and (iii) settlement for ptirchases and salcs will be niade on tlie 
Business Day following an Auction. Beneficial interests in Bonds bearing interest at a n  Auction Rate may be transferred only pursuant to a 
Bid or Sell Order placed in a n  Auction or to 01 through a Broker-Dealer. See “Stirnn~ary of the Bonds-Broker-Dealer,” “Summary of the 
Bonds-Certain Considerations Affecting Auctioii Rate Securities,” “Summary of the Bonds-Summary of Certain Provisions of the Bonds” 
and “Appendix B-Auction Procedures.“ 

PRICE: 100% 

The Bonds of a series will be secured solely by payments to be niade by the Company under the related Loan Agreement, which will be 
unsecured general obligations of the Company, and will rank on a parity with other unsecured indebtedness of the Company. The Company 
will covenant not to incur, assume or guarantee any secured indebtedness other than as permitted in the Loan Agreements. See “Security; 
Limitation on Liens.” 

Company (“DTC’), New York, New York. DTC will act as securities depository. Purchases of beneficial ownership interests in the Bonds 
bearing interest at tlie Auction Rate will be niade in book-entry only form in  denominations of $1,000 and integral n~ultiples thereof. 
Purchasers will not receive certificates representing their beneficial interests in tlie Bonds. Sce tlie information contained under the caption 
“Summary of the Bonds-Book-Entry-Only System” herein. The principal of, premium, if any, and interest on tlie Bonds will be paid by 
Deutsche Bank Trust Company Americas, as Trustee, to Cede 6r Co., as long as Cede Sr Co. is tlie registered owner of tlie Bonds. 
Disbursement of such payments to the DTC Participants is tlie responsibility of DTC, and disbursement of such payments to tlie purchasers 
of beneficial ownership interests is tlie responsibility of DTC‘s Direct and Indirect Participants, as more fully described herein. 

The Bonds arc offered when, as and if issued and received by the Underwriter, subject to prior sale, withtlrawal or modification of the 
offer without notice, and to the appioval of legality by Stoll Keenon Ogden PLLC, L.ouisville, ICentuchy, as Bond Counsel and upon 
satisfaction of certain conditions. Certain legal matters will be passed upon for the Company by its counsel, Jones Day, Chicago, Illinois and 
John R. McCall, Esq., Executive Vice President, General Counsel and Corporatc Secretary of the Company, for the Issuers by their 
respective County Attorneys, and for the Underwriter by its counsel, Winston 6r Strawn L.L.P, Chicago, Illinois. It is expected that the Bonds 
will be available for delivery to DTC in New York, New York on or about May 24,2007. 

The Bonds, when issued, will be registered in the name of Cede 6r Co., as registered owner and noniinec for The Depository Trust 

LEHMAN BROTHERS 
Dated: May 17,2007 



No dealer, broker, salesinan or other person has been authorized by the Issuers or either 
of them, the Company or tlie Underwriter 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, such other infoilnation or representation must iiot be relied upon as having been 
authorized by any of the foregoing. The Uiideiwriter has provided the following sentence for 
inclusion in this Official Statement. The Underwriter has reviewed the information in this 
Official Statement in accordance with, and as part of, its responsibilities to investors under the 
federal securities laws as applied to tlie facts and circumstances of this transaction, but the 
LJndeiwriter does not guarantee tlie accuracy or completeness of such information. The 
infoilnation and expressions of opinion herein are sub,ject to change without notice and neither 
the deliveiy 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. Although the Issuers have consented to the use of this 
Official Statement in connection with the initial issuance and sale of the Bonds, neither Issuer 
makes any representation with respect to the accuracy or coinpleteiiess hereof and will iiicur no 
liability with respect thereto, except for the infoiiiiation under the caption “The Issuers.” 

In connection with the offering of the Bonds, the Underwriter may over-allot or 
effect transactions which stabilize or maintain the market 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. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE ISSUERS, THE COMPANY, THE BOND INSIJRER AND 
THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. 
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR 
STATE SECIJRITIES COMMISSION OR REGIJLATORY AUTHORITY. FURTHERMORE, 
THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQLJACY OF THIS DOCUMENT. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL OFFENSE. 
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OFFICIAL STATEMENT 

$17,875,000 $8,927,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds 
2007 Series A 

(Kentucky Utilities Company Project) 

County of Trimble, Kentucky 
Environmental Facilities Revenue Bonds 

2007 Series A 
(Kentucky Utilities Company Project) 

Introductory Statement 

This Official statement, including the cover page and Appendices, is provided to furnish 
infomation in connection with the offer and sale by the County of Carroll, ICentucly (“Carroll 
County”) of its Environmental Facilities Revenue Bonds, 2007 Series A (ICeiihicly Utilities 
Company Project), iii tlie aggregate principal aiiiouiit of $17,875,000 (the “Carroll County 
Bonds”) to be issued pursuant to an Indenture of Tixist dated as of March I ,  2007 (the “Carroll 
County Indenture”) between Carroll Couiity and Deutsche Bank Trust Company Americas (the 
“Carroll County Trustee”), as Trustee, Paying Agent and Bond Registrar, arid the County of 
Triinble, ICentucly (“Trimble Cou~ity”) of its Environmental Facilities Revenue Bonds, 2007 
Series A (ICeiihiclcy IJtilities Company Project), in the aggregate principal amount of $8,927,000 
(the “Triinble County Bonds” and, collectively with the Carroll County Bonds, the “Bonds”) to 
be issued pursuant to an Indenture of Trust dated as of March 1 , 2007 (the “Trimble County 
Indenture” and, collectively with the Carroll County Indenture, the “Indentures”) between 
Triinble County arid Deutsche Bank Trust Company Americas (the “Triinble County Trustee” 
and, collectively with the Carroll County Trustee, the “Trustee”), as Trustee, Paying Agent and 
Bond Registrar. 

Pursuant to separate Loan Agreements by and between ICentucly Utilities Company (the 
“Company”) and the respective Issuers, dated as of March 1,2007 (each, a “Loan Agreement” 
and, collectively, the “Loan Agreements”), proceeds from the sale of the Bonds, other than 
accrued interest, if any, paid by the initial purchasers thereof, will be loaned by the respective 
Issuers to the Company. The Loan Agreements are separate undertakings by and between the 
Company and the applicable Issuer. 

The proceeds of the Carroll County Bonds (other than any accrued interest) will be 
applied to finance certain solid waste disposal facilities (the “Carroll County Project”) owned by 
the Company. The proceeds of tlie Triinble County Bonds (other than any accrued interest) will 
be applied to finance certain solid waste disposal facilities (tlie “Triinble County Project” and, 
collectively with the Carroll County Project, tlie “Prqjects”) owned by the Company. For 
iiifonnatioii regarding the Projects, see “The Projects.” 

The Company is an operating subsidiary of E.ON 1J.S. L,LC (formerly lmown as LG&.E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - ICentucly Utilities 
Coiripaiiy.” The Parents will have no obligation to make any payments due under tlie Loan 
Agreeinelits or any other payments of principal, interest, premium or purchase price of tlie 
Bonds. 



The Company will repay each loan under the applicable Loan Agreement by malting 
payments to the applicable Trustee in sufficient amounts to pay the principal of and interest and 
any premium on, and purchase price of, the applicable series of Bonds. See “Suimnaiy of the 
Loan Agreement - General.” Pursuant to the applicable Indenture, an Issuer’s rights under the 
applicable Loan Agreement (other than with respect to certain indemnification and expense 
payments) will be assigned to the applicable Trustee as security for the applicable series of 
Bonds. 

The Boiids will be secured solely by payments to be made by the Coinpany under the 
Loan Agreements, which will be unsecured general obligations of the Company, and will rank on 
a parity with other uiisecured indebtedness of the Company. See “Security; Limitation 011 Liens” 
and “Suimnaiy of the Bonds - Reinarlceting and Purchase of Bonds.” 

The Bonds are special and limited obligations of the respective Issuer and the 
respective Issuer’s obligation to pay the principal of and interest and any premium on, and 
purchase price of, its respective series of Bonds is limited solely to the revenues and other 
amounts received by the Trustee under the applicable Indenture pursuant to the applicable 
Loan Agreement. The Bonds will not constitute an indebtedness, general obligation or 
pledge of the faith and credit or taxing power of the respective Issuer, the Commonwealth 
of Kentucky or any political subdivision thereof. 

Ainbac Assurance Corporation (“Ambac Assurance” or the “Bond Insurer”) will, 
concurrently with the issuance of tlie Bonds, issue separate Financial Guaranty Insurance 
Policies in respect of each series of Bonds (a “Bond Insurance Policy”), insuring the payinelit of 
regularly scheduled payments of the principal of the applicable series of Bonds and interest 
thereon that have become “Due for Payinent” (as this tenn is defined in such Bond Insurance 
Policy), but in either case shall be unpaid by reason of nonpayineiit by the Issuer. Each Bond 
Insurance Policy will be issued pursuant to an Insurance Agreement between the Company and 
Ainbac Assurance to be dated the date of issuance of the applicable series of Bonds (the 
“Insurance Agreement”). The Bond Insurance Policy will not insure payment of the purchase 
price of Bonds subject to mandatory purchase or purchase on the demand of the Bondholders 
thereof or payinelit of the principal, premium or interest on the Bonds as a result of an 
acceleration, redemption (other than special inandatoiy redemption upon occurrence of a 
Detei-mination of Taxability as hereinafter described) or other advancement of maturity. Certain 
irifoiination with respect to tlie Bond Insurance Policy aiid the Bond Insurer is included in this 
Official Statement. See “The Bond Insurance Policy and the Bond hisurer” aiid Appendix D. So 
long as the Bond Insurer is not in default under a Bond Iiisuraiice Policy, the applicable 
Indenture and applicable Loan Agreement may not be amended or supplemented, if such action 
requires the consent or approval of the Bondholders, without the prior written consent of the 
Bond Insurer. Upon the occurrence of an Event of Default under an Indenture, Ainbac 
Assurance will be entitled to control and direct the enforcement of all rights and remedies 
granted to the applicable Bondholders or the applicable Trustee. See “Suiniriaiy of the Indenhire 
- Rights of Bond Insurer.” 

Each series of Bonds initially will bear interest at an Auction Rate accruing from the 
applicable date of original issuance of such series of Bonds (the “Issue Date”). Thereafter, while 
the Bonds bear interest at an Auction Rate, the rate of interest, which will not exceed tlie 
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Maximum Rate (as defined herein), will be deteiiniiied pursuant to tlie Auction Procedures on 
the Business Day preceding the first day of the related Auction Period by the Auction Agent and 
will remain in effect until the end of tlie Auction Period. The initial Auction Rate for each series 
of Bonds will be established by tlie Uiideiwriter on or prior to the Issue Date. The first Auction 
shall occur on May 30, 2007 with subsequent auctions occuil-ing each Wednesday unless 
changed as provided herein. The first Interest Payment Date will be May 3 1,2007 aiid each 
Thursday thereafter subject to certain exceptions described herein. See “Appendix B - Auction 
Procedures.” 

Deutsclie Balk Trust Company Americas will be appointed Auction Agent under the 
applicable Indenture. Its corporate tiitst office is at 60 Wall Street, 27“’ Floor, Mailstop 
NYC 60-2715, New Yorlt, New Yorlt 10005, Attention: Auction Desk. The Auction Agent inay 
be removed or replaced by the Company in accordance with the teiins of the applicable 
Indenture. 

Lehiiiaii Brothers Inc. will be appointed as Broker-Dealer with respect to the B o d s  on 
the Issue Date. One or inore other Broker-Dealers may be appointed, and any Broker-Dealer 
may be removed or replaced, by the Company. 

Lelimaii Brothers Inc. will be appointed under tlie applicable Indenture to serve as 
Remarketing Agent for the Bonds. The Remarketing Agent may resign or be removed and a 
successor Remarketing Agent inay be appointed in accordance with the tenns of the applicable 
Indenture and the applicable Reinarltetiiig Agreement for tlie Bonds between the Remarketing 
Agent and the Company. 

Brief descriptions of the Company, the Issuers, the Bonds, the Loan Agreements, and the 
Indentures are included in this Official Statement. Such descriptioiis and iiifonnatioii do not 
purport to be complete, comprehensive or definitive aiid are not to be construed as a 
representation or a guaranty of accuracy or completeness. All references herein to the 
documents are qualified in their entirety by reference to such documents, aiid references herein 
to a series of Bonds are qualified in their entirety by reference to the definitive fonn thereof 
included in the applicable Indenture. Copies of the Loan Agreements and the Indentures will be 
available for inspection at tlie principal corporate trust office of the Trustee and, until tlie 
issuance of the Bonds, inay be obtained from the Undeiwriter. Certain infoilnation relating to 
The Depository Trust Company (“DTC”) and the book-entry-only system has been fuiiiished by 
DTC. Appendix A to this Official Statement aiid all infomation contained under the headings 
“The Pro,jects” and “Use of Proceeds” has been furnished by the Company. The Issuers and 
Bond Counsel assume no responsibility for the accuracy or completeness of such Appendix A or 
such infomation. Appendix B to this Official Statement contains a description of the Auction 
Procedures. Appendix C to this Official Statement contains the proposed fonns of opinion of 
Bond Counsel to be delivered in connection with the issuance aiid delivery of the Bonds. 
Appendix D to this Official Statement contains the proposed fonn of Bond Insurance Policy to 
be issued by Ainbac Assurance in connection with the issuance and delivery of the Bonds. 
Appendix E to this Official Statement contains a description of certain provisions applicable to 
tlie Bonds while bearing interest at a Flexible Rate, a Variable Rate (as hereinafter defined) or a 
Long Term Rate. 
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The Issuers 

Each Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Coiimonwealtli of I<entucly. 
Each Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the “Act”) to (a) issue the respective series of Bonds and to assist in 
financing the Projects, (b) lend the proceeds from the sale of such respective series of Bonds to 
the Company for such purpose and (c) enter into and perforin its obligations under the applicable 
Loan Agreement and the applicable Indenture. Each Issuer, through its legislative body, the 
Fiscal Court, has adopted one or more ordinances authorizing the issuance of the Bonds and the 
execution and delivery of the related documents. 

THE BONDS OF EACH SERIES ARE SPECIAL, AND LIMITED OBLIGATIONS 
PAYABLE SOLELY AND ONLY FROM CERTAIN SOIJRCES, INCL,IJDING AMOIJNTS 
TO BE RECEIVED BY OR ON BEHALF OF THE APPLICABLE ISSIJER IJNDER THE 
APPLICABLE LOAN AGREEMENT. THE BONDS OF EACH SERIES WILL NOT 
CONSTITIJTE AN INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE 
FAITH AND CREDIT OR TAXING POWER OF THE RESPECTIVE ISSIJER, THE 
COMMONWEALTH OF I<ENTUCI<Y OR ANY POLITICAL SUBDIVISION THEREOF, 
AND WILL NOT GIVE RISE TO A PECUNIARY LJABILITY OF THE RESPECTIVE 
ISSUER OR A CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

The Projects 

Carroll County Project 

The Carroll County Project consists of certain solid waste disposal facilities at the 
Company’s Ghent Generating Station located in Cai-roll County, Kentucky (the “Ghent 
Generating Station”), for the collection, storage, treatment and final disposal of solid wastes. 

The Company lias begun construction and fabrication of the Carroll County Project. The 
Kentucky Public Service Coininission has issued a Certificate of Convenience and Necessity 
(“CCN”) that authorizes construction of the Carroll County Project. When constructed, the 
Carroll County Project will be the property of the Company. 

Trirnble County Project 

The Triinble County Project consists of certain solid waste disposal facilities at Unit 2 of 
the Triinble County Generating Station located in Triinble County, Kentucky (“Trimble 2”), for 
the collection, storage, treatment and final disposal of solid wastes. 

The Company and its affiliate, Louisville Gas and Electric Company, a Kentucky 
corporation (“LG&E” and, collectively with the Company, the “IJtilities”), have begun 
construction and fabrication of Triinble 2. The IJtilities will have an undivided 75% ownership 
interest in Triinble 2 when constructed, of which the Company will own an 8 1 YO undivided 
interest and LG&E will own a 19% undivided interest. The remaining 25% undivided ownership 
interest will be owned by govei-nniental entities existing outside of Kentucky. The I<entucly 
Public Service Coinmission has issued a CCN that authorizes construction of Triirible 2. 
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Use of Proceeds 

The proceeds from the sale of each series of Bonds (exclusive of accrued interest, if any) 
will be used to finance a portion of the costs of the acquisition, construction, installation and 
equipping of the respective Projects. 

Separate Series 

The Carroll County Bonds and the Triinble County Bonds will be paid fi-om payments 
made by or on behalf of the Company, will have substantially the same claim to such source of 
funds and are treated for federal income tax purposes as a single issue of obligations. The 
Carroll County Bonds and the Triinble County Bonds, however, are separate series and the sale 
and delivery of one series is not dependent on the sale and deliveiy of the other series. In 
addition, optioiial or inandatoiy redemption of either the Carroll County Bonds or the Triirible 
County Bonds may be made in the inaimer described below without the redemption of the other 
series. Similarly, a default under one of the series of Bonds or one of the Loan Agreements will 
not necessarily constitute a default under the other series of Bonds or Loan Agreement. Each 
series of Bonds can bear interest at an Interest Rate Mode different fi-om the Interest Rate Mode 
boiiie by the other series of Bonds. Unless specifically otherwise noted, the following discussiort 
under the captions “Suimnary of the Bonds,” “Security; Limitation of Liens,” “The Bond 
Insurance Policy and the Bond Insurer,” “Suimnary of the Loan Agreement,” “Suimnary of the 
Indenture,” “Enforceability Of Remedies,” “Tax Treatment,” “Continuing Disclosure” and 
“Appendix B - Auction Procedures” applies equally, but separately, to the Carroll County Bonds 
and the Triinble County Bonds. 

As used under such captions with respect to the Carroll County Bonds, the term “Prqject” 
shall mean tlie Carroll County Project, the teriii “Generating Station” shall mean the Ghent 
Generating Station, the teiin “Bo11ds” shall mean the Carroll County Bonds, the term “Loan 
Agreement” shall mean the Loan Agreement piirsuaiit to which Carroll County will loan the 
proceeds from the sale of the Carroll County Bonds to the Company, the term “Indenhire” shall 
mean the Carroll County Indenture, the term “Issuer” shall inem Carroll County aiid the teiin 
“Trustee” shall mean the Carroll County Trustee. 

As used under such captions with respect to the Triinble County Bonds, the teiin 
“Prqject” shall mean the Triinble County Project, the tenn “Generating Station” shall mean 
Triinble 2, the term “Bonds” shall mean the Triinble County Bonds, the term “Loan Agreement” 
shall mean tlie Loan Agreement pursuant to which Triinble County will loan the proceeds from 
tlie sale of tlie Triinble County Bonds to the Company, the teiin “Indent~ire” shall meail the 
Triinble County Indenture, the teiin “lssuer” shall mean Triinble County aiid the term “Ti-~istee” 
shall mean the Triinble County Trustee. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Official Statement. The Carroll County Bonds will mature on Februaiy 1, 2026. The 
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Triinble County Bonds will mature on March 1, 2037. The Bonds are also subject to redemption 
prior to maturity as described herein. 

From aiid after tlie date of the issuance aiid deliveiy of the Bonds, the Bonds will bear 
interest at the Auction Rate and will continue to bear interest at the Auction Rate until a 
Conversion to another Interest Rate Mode is specified by the Company or until the maturity of 
the Bonds. The peiinitted Interest Rate Modes for the Bonds are (i) the “Flexible Rate,” (ii) the 
“Daily Rate,” (iii) the “Weeltly Rate,” (iv) tlie “Semi-Annual Rate,” (v) the “Annual Rate,” (vi) 
the “Long Tern Rate” and (vii) the “Auction Rate.” The Daily Rate, Weeltly Rate, Semi-Aiuiual 
Rate and Annual Rate are collectively refeil-ed to liereiri as “Variable Rates.” Changes in the 
Interest Rate Mode will be effected, aiid notice of such changes will be given, as described below 
in “Conversion of Interest Rate Modes.” 

The Bonds initially will bear interest at an Auction Rate accruing from the Issue Date. 
Thereafter, while the Bonds bear interest at an Auctioii Rate, the rate of interest, which will iiot 
exceed the Maxiinurn Rate, will be detennined pursuant to the Auction Procedures on the 
Business Day preceding the first day of tlie related Auction Period by the Auction Agent and will 
remain in effect until the end of the Auction Period. The initial Auction Rate will be established 
by the IJndenvriter on or prior to the Issue Date. The first Auction will occur on May 30, 2007 
with subsequent auctions occurring each Wednesday unless changed as provided herein The 
first Interest Payment Date will be May 3 1 , 2007 and each Thursday thereafter sub.ject to certain 
exceptions described herein. See “Appendix B - Auction Procedures.” 

If there are more Bonds which bear interest at an Auction Rate offered for sale than there 
are buyers for those Bonds in aiiy Auction, the owiiers of the Bonds may iiot be able to sell some 
or all of their Bonds at that time. Tlie relative buying and selling interest of market participants 
in the Bonds and in the auction rate securities inarltet as a whole vaiy over time, may be 
adversely affected by, among other things, news relating to the Company or the Issuer, the 
attractiveness of alternative investments, the perceived risk of owning the security (whether 
related to credit, liquidity or aiiy other risk), the tax treatment accorded the instruments, the 
accounting treatment accorded auction rate securities, including recent clarifications of U.S. 
generally accepted accounting principles relating to the treatment of the Bonds, reactions to 
regulatoiy actions or press reports, financial reporting cycles and market sentiment generally. 
Shifts of demand in response to any of the factors listed above cannot be predicted and may be 
short-lived or exist for longer periods. 

While the Bonds bear interest at the Auction Rate, the Bonds will be subject to 
purchase on demand of the owners of the Bonds. The Bonds may be transferred by a 
Beneficial Owner only by offering such Bonds for sale at a scheduled Auction. There can 
be no assurance that sufficient Bonds by Potential Holders will be submitted to enable 
Bonds submitted for sale to be actually sold. Reference is made to “Summary of Certain 
Provisions of the Bonds,” “Broker-Dealer” and “Certain Considerations Affecting Auction 
Rate Securities’’ below, as well as “Appendix B - Auction Procedures” for further details of 
the Bonds. 

During each Rate Period for an Interest Rate Mode (other than an Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
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Bonds accruing interest at a Flexible Rate, will be determined by the Reinarlceting Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 15% per 
annum. 

Interest on the Bonds which bear interest at an Auction Rate for an Auction Period of 180 
days or less will be computed on the basis of a 360-day year for the actual number of days 
elapsed. Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weelcly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate, Long Term Rate or Auction Rate for an Auction Period of more than 180 days will 
be computed on the basis of a 360-day year, consisting of twelve 30-day months. Interest 
payable on any Interest Payment Date will be payable to the registered owner of the Bond as of 
the Record Date for such payment; provided that in the case of Bonds bearing interest at the 
Flexible Rate, interest will be payable to the registered owner of such Bond on the Interest 
Payment Date therefor. The Record Date, in the case of interest accrued at an Auction Rate, will 
be the close of business on the second Business Day preceding each Interest Payment Date, in 
the case of interest accrued at a Daily Rate or Weekly Rate, will be the close of business on the 
Business Day immediately preceding each Interest Payment Date, and in the case of interest 
accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of business on 
the fifteenth day (whether or not a Business Day) of the month preceding each Interest Payment 
Date. 

The Bonds initially will be issued solely in book-entiy-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
noiriiiiee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Official Statement. See “Summary of the Bonds - Book-Entry-Only System” 
below. Individual purchases of book-entiy interests in the Bonds will be made in 
book-entry-only foi-tn in (i) denominations of $1,000 and integral mnultiples thereof, if bearing 
interest at the Auction Rate, (ii) denominations of $100,000 or any integral multiple thereof, if 
bearing interest at the Daily Rate or the Weekly Rate, (iii) denominations of $100,000 or any 
integral multiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, or (iv) 
denominations of $5,000 and integral mnultiples thereof, if bearing interest at the Semi-Annual 
Rate, the Annual Rate or the Long Term Rate; provided, that, (i) if the Carroll County Bonds 
bear interest at the Daily Rate or the Weekly Rate, one Carroll County Bond may be in the 
denoinination of, or include an additional $75,000, and (ii) if the Trirnble County Bonds bear 
interest at (A) the Flexible Rate, the Semi-Annual Rate, the Annual Rate or the Long Term Rate, 
one Trirnble County Bond may be in the denomination of, or include an additional $2,000, and 
(B) the Daily Rate or the Weekly Rate, one Triinble County Bond may be in the denomination 
of, or include an additional $27,000. 

Except as otherwise described below for Bonds held in DTC’s book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the “Paying Agent”). Except as 
otherwise described below for Bonds held in DTC’s book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in iininediately available funds by wire transfer within the continental 
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United States or by deposit into a bank account maintained with the Paying Agent (i) if tlie 
Interest Rate Mode is the Auction Rate, the Daily Rate, the Weekly Rate or the Flexible Rate, or 
(ii) at the written request of any owner of record holding at least $1,000,000 aggregate priiicipal 
amount of the Bonds, if tlie Interest Rate Mode is the Semi-Annual Rate, Annual Rate or Long 
Term Rate, received by the Trustee, as bond registrar (the “Bond Registrar”), at least one 
Business Day prior to any Record Date. Except as otherwise described below for Bonds held in 
DTC’s book-entiy-only system, if tlie Interest Rate Mode is the Flexible Rate, interest payable 
on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transfei-red or exchanged for an equal total ainouiit of Bonds of other 
authorized denominations upon surrender of such Bonds at tlie principal office of the Bond 
Registrar, accompanied by a written insti-uinent of transfer or authorization for exchange in forin 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owiier’s duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register tlie transfer or exchange of any Bond (i) during tlie 
fifteen days before any inailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redeiiiption or (iii) for wliich a registered owner has submitted a demand for purchase 
(see “Purchases of Bonds on Deinand of Owner” below), or which has been purchased (see 
“Payment of Purchase Price” below). Registration of transfers and exchanges will be made 
without charge to tlie registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay aiiy required tax or 
governmental charge. 

Tender Agent 

Wliile the Bonds bear interest at tlie Auction Rate, the Bonds will not be subject to 
purchase on demand of tlie owners. Wliile tlie Bonds bear interest in another Interest Rate Mode, 
owners may tender their Bonds, and in certain circumstances will be required to tender their 
Bonds, to the Tender Ageiit for purchase at the times and in the manner described herein under 
“Mandatory Purchases of Bonds” and in Appendix E. So long as the Bonds are held in DTC’s 
book-entiy-only system, the Trustee will act as Tender Agent uiider the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Lehinan Brothers Iiic. will act as the Reiiiarlteting Agent with respect to tlie Bonds (the 
“Reinarlteting Agent”). The Reinarlteting Agent (i) may be removed by the Issuer at any time in 
the Issuer’s sole discretion, (ii) will resign if so requested by the Company by an insti-uinent filed 
with tlie Issuer, the Remarketing Agent, the Tnistee and the Tender Agent, and (iii) may resign 
in accordance with the Reinarltetiiig Agreement upon sixty days’ notice. 

Broker-Dealer 

Each Auction requires tlie participation of one or more Broker-Dealers. The Auction 
Agent will eiiter into a Broker-Dealer Agreement with Lehinan Brothers Inc., as initial Rroker- 
Dealer (the “Broker-Dealer”). The Auction Ageiit may, with the consent of tlie Company, enter 
into similar agreements with one or more additional Broker-Dealers which provide for tlie 
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participation of sucli Broker-Dealers in Auctions. In tlie Broker-Dealer Agreement, the Broker- 
Dealer agrees to handle customers7 orders in accordance with its duties under applicable 
securities laws and i-ules. 

Certain Considerations Affecting Auction Rate Securities 

Role ofBrolier-Dealer: Tlie Broker-Dealer has been appointed by the issuers or obligors 
of various auction rate securities to serve as a dealer in the auctions for those securities and is 
paid by tlie issuers for its services. The Broker-Dealer receives broker-dealer fees fiom such 
issuers at an agreed-upon annual rate that is applied to tlie principal amount of securities sold or 
successfully placed through the Broker-Dealer in such auctions. 

The Broker-Dealer is designated in the Broker-Dealer Agreement as tlie Broker-Dealer to 
contact Existing Holders and Potential Holders and solicit Bids (as sucli teiins are defined 
herein) for the Bonds. Tlie Broker-Dealer will receive Broker-Dealer fees fiorn tlie Company 
with respect to the Bonds sold or successfully placed through it in Auctions. The Broker-Dealer 
may share a portion of such fees with other dealers that submit Orders through it that are filled in 
tlie Auction. 

Biddinn bv Brolei--DeaZer. The Broker-Dealer is permitted, but not obligated, to submit 
Orders in Auctions for its own account either as a Bidder (as defined herein) or a Seller (as 
defined herein) and routiriely does so in the auction rate securities market in its sole discretion. 
If the Broker-Dealer submits an Order (as defined herein) for its own account, it would have an 
advantage over other Bidders because the Broker-Dealer would have luiowledge of the other 
Orders placed through it in that Auction, and, thus, could deteiiiiine tlie rate and size of its Order 
so as to increase the likelihood that (i) its Order will be accepted in the Auction and (ii) the 
Auction will clear at a particular rate. For this reason, and because the Broker-Dealer is 
appointed and paid by tlie Company to serve as a Broker-Dealer in the Auction, tlie Broker- 
Dealer’s interests iii serving as the Broker-Dealer in an Auction inay differ froin those of 
Existing Holders arid Potential Holders who participate in Auctions. See “Role of Broker- 
Dealer.” Tlie Broker-Dealer would not have luiowledge of Orders submitted to tlie Auction 
Agent by any other fiiin that is, or inay in the future be, appointed to accept Orders pursuant to a 
Broker-Dealer Agreement. 

Where the Broker-Dealer is tlie only Brolter-Dealer appointed by tlie Company to serve 
as the Broker-Dealer in the Auction, it would be the only Broker-Dealer that submits Orders to 
the Auction Agent in that Auction. As a result, in such circumstances, the Broker-Dealer could 
discern the clearing rate before the Orders are submitted to tlie Auction Agent and set the 
clearing rate with its Order. 

Tlie Broker-Dealer may routinely place one or more Bids in an Auction for its own 
account to acquire the Bonds for its inventory, to prevent an “Auction Failure” (which occurs if 
there are insufficient clearing bids which would result in the Auction Rate being set at the 
Maxiinum Rate) or to prevent an Auction from clearing at a rate that the Broker-Dealer believes 
does not reflect the inarltet for the Bonds. The Bi-oker-Dealer inay place such Bids even after 
obtaining ltnowledge of some or all of tlie other Orders submitted through it. When bidding in 
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an Auction for its own account, tlie Broker-Dealer also inay bid inside or outside the range of 
rates that it posts in its Price Talk. See “Price Tnlk.” 

The Broker-Dealer routinely encourages bidding by others in auctions generally for 
which it serves as broker-dealer. The Broker-Dealer also may encourage bidding by others in 
Auctions, including to prevent an Auction Failure or to prevent an Auction from clearing at a 
rate that the Broker-Dealer believes does not reflect the market for tlie Bonds. The Broker- 
Dealer inay encourage such Bids even after obtaining luiowledge of some or all of the other 
Orders submitted through it. 

Bids by the Broker-Dealer or by those it inay encourage to place Bids are likely to affect 
(i) the Auction Rate - including preventing the Auction Rate from being set at the Maximum 
Rate or otherwise causing Bidders to receive a lower rate than they might have received liad tlie 
Broker-Dealer not bid or not encouraged others to bid and (ii) the allocation of Bonds being 
auctioned - including displacing some Bidders who may have their Bids rejected or receive 
fewer Bonds than they would have received if tlie Broker-Dealer liad not bid or encouraged 
others to bid. Because of these practices, the fact that an Auction clears successfiilly does not 
mean tliat an investment in the Bonds involves no significant liquidity or credit risk. The 
Broker-Dealer is not obligated to continue to place such bids or to continue to encourage other 
Bidders to do so in any particular Auction to prevent an Auction Failure or an Auction from 
clearing at a rate tlie Brolter-Dealer believes does not reflect the market for the Bonds. Investors 
should not assume that tlie Broker-Dealer will place bids or encourage others to do so or that 
Auction Failures will not occur. Investors should also be aware that Bids by tlie Broker-Dealer or 
by those it inay encourage to place Bids may cause lower Auction Rates to occur. 

The statements herein regarding bidding by the Broker-Dealer apply only to the 
Broker-Dealer’s auction desk and any other business units of the Broker-Dealer that are 
not separated from the auction desk by an information barrier designed to limit 
inappropriate dissemination of bidding information. 

In any particular Auction, if all outstanding Bonds are the subject of Submitted Hold 
Orders, tlie Auction Rate for the next succeeding Auction Period will be the All Hold Rate (as 
defined lierein) (such a situation is called an “All Hold Auction”). 

If tlie Broker-Dealer holds any Bonds for its own account on an Auction Date, it is the 
Broker-Dealer’s practice to subinit a Sell Order into the Auction with respect to such Bonds, 
which would prevent that Auction from being an All Hold Auction. The Broker-Dealer may, but 
is not obligated to, subinit Bids for its own account in that same Auction, as set forth above. 

“Price Tnlk ” Before tlie start of an Auction, the Broker-Dealer may, in its discretion, 
inalte available to its customers who are Existing Holders and Potential Holders the Broker- 
Dealer’s good faith judgment of tlie range of likely clearing rates for the Auction based on 
niarltet and other infoilnation. This is luiown as “Price Talk.” Price Talk is not a guaranty that 
the rate established through the Auction will be within the Price Talk, and Existing Holders and 
Potential Holders are free to use it or ignore it. The Broker-Dealer inay occasionally update and 
change tlie Price Talk based on changes in credit quality or inacroeconoinic factors that are likely 
to result in a change in interest rate levels, such as an annouiiceinent by the Federal Reserve 
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Board of a change in the Federal Funds rate or an announcement by the Bureau of Labor 
Statistics of unemployment numbers. Potential Holders should confirm with tlie Broker-Dealer 
tlie inaruier by which the Broker-Dealer will coimiiuiiicate such Price Talk and aiiy changes to 
the Price Talk. 

“All-or-Nothing ” Bids. The Broker-Dealer will not accept “all-or-nothing” Bids (i.e., 
Bids whereby tlie Bidder proposes to reject an allocation smaller than the entire quantity bid) or 
any other type of Bid that allows the Bidder to avoid auction procedures that require tlie pro rata 
allocation of Bonds where tliere are not sufficient Sell Orders to fill all bids at tlie clearing rate. 

No Asszrrances Regarding Azrctiori Oaitcoines. Tlie Broker-Dealer provides no assurance 
as to tlie outcome of any Auction. Tlie Broker-Dealer also does iiot provide any assurance that 
any Bid will be successful, in whole or in part, or that tlie Auction will clear at a rate that a 
Bidder considers acceptable. Bids inay be only partially filled, or not filled at all, and tlie 
Auction Rate on any Bonds purchased or retained in tlie Auction inay be lower than inarltet rate 
for similar investments. 

The Broker-Dealer will iiot agree before art Auction to buy Bonds from or sell Bonds to a 
customer after the Auction. 

Deadlines. Each particular Auction has a foiinal deadline by which all Bids must be 
subinitted by tlie Broker-Dealer to tlie Auction Agent. This deadline is called tlie “Submission 
Deadline.” To provide sufficient time to process and subinit customer Bids to tlie Auction Ageiit 
before the Submission Deadline, the Broker-Dealer imposes an earlier deadline - called the 
“Brolter-Dealer Deadline” - by which Bidders must subinit Bids to the Broker-Dealer. The 
Brolter-Dealer Deadline is subject to change by the Broker-Dealer. Potential Holders should 
consult with the Broker-Dealer as to its Broker-Dealer Deadline. The Broker-Dealer inay allow 
for correction of clerical errors after the Broker-Dealer Deadline and prior to the Submission 
Deadline. Tlie Broker-Dealer inay subinit Bids for its own account at any time until tlie 
Subinissioii Deadline and inay change Bids it has submitted for its own account at aiiy time until 
the Submission Deadline. The Auction Procedures provide that until one hour after the Auction 
Ageiit completes tlie dissemination of the results of an Auction, new Orders can be submitted to 
tlie Auction Agent if such Orders were received by the Broker-Dealer or generated by the 
Broker-Dealer for its own accouiit prior to the Submission Deadline and the failure to subinit 
such Orders prior to the Subinission Deadline was tlie result of force majeure, a technological 
failure or a clerical enor. In addition until one hour after tlie Auction Agent completes the 
disseininatioii of tlie results of an Auction, the Broker-Dealer may modify or withdraw an Order 
submitted to the Auction Agent prior to tlie Submission Deadline if the Broker-Dealer 
deteiinines that such Order contained a clerical error. I n  the event of such a submission, 
modification or withdrawal the Auction Agent will renin tlie Auction, if necessary, taking into 
account such submission, modification or withdrawal. 

Existing Holder’s Abilitv to Resell Azictioiz Rate Secairities Mav Be Liniited. An Existing 
Holder inay sell, transfer or dispose of a Bond (i) in an Auction, only pursuant to a Bid or Sell 
Order in accordance with the Auction Procedures, or (ii) outside an Auction, only to or through 
the Broker-Dealer. 
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Existing Holders will be able to sell all of tlie Bonds that are the subject of their 
submitted Sell Orders only if there are Bidders willing to purchase those Bonds in tlie Auction. 
If Sufficient Clearing Rids have not been made, Existing Holders that have submitted Sell Orders 
will iiot be able to sell in the Auction all, and may not be able to sell any, of the Bonds subject to 
such submitted Sell Orders. As discussed above (see “Bidding bv Bi~oler.-Dealer”), the Brolter- 
Dealer inay submit a bid in an Auction to avoid an Auction Failure, but are iiot obligated to do 
so. There inay not always be enough bidders to prevent an Auction Failure in the absence of the 
Broker-Dealer bidding in the Auction for its own account or encouraging others to bid. 
Therefore, Auction Failures are possible, especially if the Company’s credit were to deteriorate, 
if a market disruption were to occur or if, for aiiy reason, the Broker-Dealer were uiiable or 
unwilling to bid. 

Between Auctions, there can be no assurance that a secoiidaiy market for tlie Bonds will 
develop or, if it does develop, that it will provide Existing Holders the ability to resell the Bonds 
on the terms or at the times desired by an Existing Holder. Tlie Broker-Dealer may, in its own 
discretion, decide to buy or sell the Bonds in the secondary market for its own account froin or to 
investors at aiiy time and at aiiy price, including at prices equivalent to, below, or above par for 
tlie Bonds. However, tlie Broker-Dealer is iiot obligated to iiialte a market in the Bonds, and inay 
discontinue trading in the Bonds without notice for any reason at any time. Existing Holders 
who resell between Auctions inay receive an amount less than par, depending on market 
conditions. 

If an Existing Holder purchased a Bond through a dealer which is not tlie Broker-Dealer 
for the Bonds, such Existing Holder’s ability to sell its Bond inay be affected by the continued 
ability of its dealer to transact trades for the Bonds through the Broker-Dealer. 

The ability to resell the Bonds will depend on various factors affecting the market for the 
Bonds, including news relating to Company or the Bond Insurer, tlie attractiveness of alternative 
investments, investor demand for short teiin securities, the perceived risk of owning the Bonds 
(whether related to credit, liquidity or any other risk), the tax or accounting treatment accorded 
the Bonds (including U.S. generally accepted accounting principles as they appIy to the 
accounting treatment of auction rate securities), reactions of inarltet participants to regulatoiy 
actions (such as those described in LLSeczrrities and Exchange Coininission Settlements,” below) 
or press reports, fiiiancial reporting cycles aiid market conditions generally. Demand for tlie 
Bonds inay change without wailzing, aiid declines in demand may be short-lived or continue for 
longer periods. 

Resignation of the Azrction Agerzt or the Broler--Dealer Cozild Iijr-pact tlze Abilih, to Hold 
Azrctions. Tlie Auction Agreement provides that the Auction Agent may resign from its duties as 
Auction Agent by giving at least 90 days’ notice (30 days’ notice if tlie Auction Agent has not 
received payinelit of its fees) to the Trustee, the Company, the Bond Insurer, the initial Broker- 
Dealer aiid the Issuer and does not require, as a condition to tlie effectiveness of such resignation, 
that a replacement Auction Agent be in place if its fees have not been paid. The Broker-Dealer 
Agreement provides that the Broker-Dealer thereunder may resign upon 5 days’ notice 
(provided, however that if tlie Broker-Dealer is the initial Broker-Dealer, such initial Brolter- 
Dealer inay not resign or terminate the Broker-Dealer Agreement without first obtaining the 
prior written consent of the Company) and does riot require, as a condition to the effectiveness of 
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such resignation, that a replacement Broker-Dealer be in place. For any Auction Period during 
which there is no duly appointed Auction Agent, or duriiig which tliere is no duly appointed 
Broker-Dealer, it will not be possible to hold Auctions, with the result that tlie interest rate on the 
Bonds will be Maxiinutii Rate. 

Securities and Exchange Coriiiiiission Setflements. On May 3 1, 2006, the U.S. Securities 
and Exchange Coniinission (the “SEC”) aimounced that it had settled its investigation of fifteen 
films, including the Broker-Dealer, that participate iii the auction rate securities market regarding 
their respective practices and procedures in this inarltet. The SEC alleged in the settlement that 
tlie firms had managed auctions for auction rate securities in which they participated in ways that 
were not adequately disclosed or that did not confoiin to disclosed auction procedures. As part 
of the settlement, the Broker-Dealer agreed to pay a civil penalty. In addition, the Brolter- 
Dealer, without admitting or denying tlie SEC’s allegations, agreed to provide to customers 
written descriptions of its material auction practices and procedures, and to implement 
procedures reasonably designed to detect aiid prevent any failures by the Broker-Dealer to 
conduct tlie auction process in accordaiice with disclosed procedures. No assurance can be 
offered as to how tlie settlement may affect the inarltet for auction rate securities or the Bonds. 

In addition, on Jaiiuaiy 9, 2007, the SEC announced that it had settled its investigation of 
three banks, including the Auction Agent, that participate as auction agents in the auction rate 
securities market, regarding their respective practices aiid procedures in this market. The SEC 
alleged in the settlement that the auction agents allowed broker-dealers in auctions to submit bids 
or revise bids after the submission deadlines and allowed broker-dealers to intervene in auctions 
in ways that affected the rates paid on the auction rate securities. As part of the settlement, tlie 
Auction Agent agreed to pay civil penalties. hi addition, the Auction Agent, without admitting 
or denying the SEC’s allegations, agreed to provide to broker-dealers and issuers written 
descriptions of its material auction practices aiid procedures and to implement procedures 
reasonably designed to detect aiid prevent any failures by that Auction Agent to conduct the 
auction process in accordance with disclosed procedures. No assurance can be offered as to how 
the settlement inay affect the inarltet for auction rate securities or the Bonds. 

Certain Definitions 

As used herein, each of the following teiins will have the meaning indicated. Certain 
capitalized tenns used herein and not otherwise defined will have the meanings set forth in 
Appendix B. 

“Annztal Rate Period” means the period begiiviing on, and including, the Conversioii 
Date to the Annual Rate and eliding on, and iiicluding, tlie day next preceding tlie second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

“Aztctioii Rate” shall have the meaning set forth in Appendix B. 

“Aztction Rate Period” shall have tlie meaning set forth in Appendix B. 
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“ReneJicial Owner” means the person in whose name a Bond is recorded as such by the 
respective systems of DTC and each Participant (as defined herein) or tlie registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

“Rz~siness Day” mealis any day other than a Sahirday or Sunday or legal holiday or a day 
on which banking instihitions located in the City of New Yorlt, New York, or the New Yorlt 
Stock Exchange or baiilciiig institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, tlie Auction Agent, tlie Company or tlie 
Reinarlteting Agent are located are authorized by law or executive order to close. 

“Conver.sion” means any conversion froin time to time in accordance with the t e rm of 
the Indenhire of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

“Conversion Date” means initially the date of original issuance of the Bonds, and 
thereafter means tlie date on which any Conversion becomes effective. 

“Daily Rate Period’ means the period beginning on, and including, tlie Conversion Date 
to the Daily Rate aiid ending on and including tlie day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day aiid ending on aiid including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“Flexible Rate” means the Interest Rate Mode for tlie Bonds in which the interest rate for 
each Bond is determined with respect to such Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenhire. 

“Flexible Rate Period” mealis with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower inaximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

“ l n t e ~ s t  Payinent Date” ineans (i) if tlie Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
tlie Semi-Annual Rate, the Aimual Rate or the Long Teiin Rate, June 1 aiid December 1, and, in 
the case of the Long Teiin Rate, also the Conversion Date or the effective date of a change to a 
new Long Teiin Rate Period; (iv) if the Interest Rate Mode is the Auction Rate (a) for any 
Auction Period other than a daily Auction Period or a Flexible Auction Period, the Business Day 
iimnediately followiiig such Auction Period, (b) for a daily Auctioii Period, tlie first Business 
Day of the month immediately succeeding such Auction Period, aiid (c) for a Flexible Auction 
Period of (i) seven or more but fewer than 183 days, the Business Day immediately following 
such Flexible Auction Period, or (ii) 183 or more days, each seiniaiviual date on which interest 
on the Bonds would be payable if such Bonds bore interest at a fixed rate of interest and on the 
Business Day immediately following such Flexible Auction Period; and (v) with respect to any 
Bond, the Conversion Date (including the date of a failed Conversion) or the effective date of a 
change to a new Long Teiin Rate Period for such Bond. In any case, the final Interest Payment 
Date will be the inahirity date of the Bonds. 
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“Interest Period” means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of tlie Bonds and 
the final Interest Period will end on January 3 1 , 2026 with respect to the Carroll County Bonds 
and Febi-uaiy 28,2037 with respect to the Triinble County Bonds. 

“Interest Rate Mode” means the Auction Rate, the Flexible Rate, the Daily Rate, the 
Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Teiin Rate. 

“Long Tern Rate Period” means any period established by the Company as hereinafter 
set forth under “Appendix E - Suimnary of Certain Provisions of the Bonds while Bearing 
Interest at a Flexible Rate, a Variable Rate or a Long Teiin Rate - Detenniiiation of Interest 
Rates for Interest Rate Modes -Long Term Rates and Long Term Rate Periods” and beginniiig 
on, and including, the Conversion Date to the Long Teiin Rate and ending on, and including, the 
day preceding the last Interest Payment Date for such period and, thereafter, each successive 
period of the same duration as the Long Teiin Rate Period previously established until the day 
preceding the earliest of tlie change to a different Long Term Rate Period, the Conversion to a 
different Interest Rate Mode or the maturity of the Bonds. 

“Maxinizin? Rate” means the lesser of (i) the maximnuin interest rate permitted by 
applicable law or (ii) 15%. 

“Prevailing k?iaidcet Conditions” means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded 6-om gross 
income for federal income tax purposes; indexes of such short-term or long-tenn rates and the 
existing inarltet supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
coinparable to the Bonds, the interest on which is excluded &om gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarketing Agent, in its sole discretion, deteiiniiie to be relevant. 

“Pzrrchase Date” means any date on which Bonds are to be purchased on the deinand of 
the registered owners thereof or are subject to inandatoiy purchase as described in the Indenture. 

“Semi-Amzml Rate Period’ means any period beginning on, and including, tlie 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

“ Weekly Rate Period” means the period begiiming on, and including, the Conversion 
Date to the Weeltly Rate, and ending on, and including, the next Wednesday, and thereafter the 
period beginning on, and including, any Thursday and ending on, and including, the earliest of 
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tlie next Wednesday, tlie day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

Tlie Bonds initially will bear interest at an Auction Rate accruing from the Issue Date, at 
a rate established by the Ihiderwriter on or prior to the Issue Date. Thereafter, the Auction Rate 
for each Auction Period (as defined in Appendix B hereto) will equal tlie interest rate deteiinined 
pursuant to the Auction Procedures set forth in Appendix B; provided that such interest rate will 
not exceed the Maxiilium Rate. The Bonds will bear interest at tlie applicable Auction Rate until 
they are converted to a Variable Rate, Flexible Rate or Long Teiin Rate. Following tlie Initial 
Period (as defined herein), tlie Bonds will be in a seven-day Auction Period. During any Auction 
Period, the Bonds inay be converted among flexible, daily, seven-day, 28-day, 3S-day, three 
month or six month periods. 

During aiiy Auction Period, tlie Bonds will bear interest at the Auction Rate determined 
pnrsuant to the Auction Procedures. Tlie Auction Rate for any initial Auction Period 
immediately after either aiiy conversion to an Auction Period or a mandatory purchase of Boiids 
pursuant to tlie Iiideiiture will be the rate of interest per a n u m  determined aiid certified to the 
Trustee (with a copy to the Bond Registrar, Paying Agent and the Company) by tlie initial 
Broker-Dealer on a date not later than tlie effective date of such conversion or the date of such 
mandatory purchase, as the case inay be, as the ininimnuiii rate of interest which, in the opiiiioii of 
the initial Broker-Dealer, would be necessary as of the date of such conversion or the date of 
such rnaridatoiy purchase, as the case inay be, to market Bonds in a secondary market transaction 
at a price equal to the principal amount thereof; provided that such interest rate will not exceed 
the Maximum Rate. 

If the Auction Agent fails to calculate or, for aiiy reason, fails to provide the Auction Rate 
on the Auction Date, for any Auction Period (i) if the preceding Auction Period was a period of 
35 days or less, (A) a new Auction Period shall be established for tlie same length of time as the 
preceding Auction Period, if the failure to make such calculation was because there was not at 
the time a duly appointed aiid acting Auction Agent or Broker-Dealer, aiid the Auctioii Period 
Rate for the new Auction Period shall be 80% of the Index if tlie Index is ascertainable on such 
date (by the Auction Agent, if there is at the time an Auction Agent, or the Trustee, if at the time 
there is no Auction Agent) or, (B) if the failure to make such calculation was for aiiy other 
reason or if tlie Index is not ascertainable on such date, the prior Auction Period shall be 
extended to the seventh day following the day that would have been the last day of the preceding 
Auction Period (or if such seventh day is not followed by a Business Day then to the next 
succeeding day that is followed by a Business Day) and the Auction Period Rate for tlie period 
as so extended shall be the same as the Auction Period Rate for the Auction Period prior to the 
extension, and (ii) if the preceding Auction Period was a period of greater than 35 days, (A) a 
new Auction Period shall be established for a period that ends on the seventh day followiiig the 
day that was the last day of the preceding Auction Period, (or if such seventh day is not followed 
by a Business Day then to tlie next succeeding day which is followed by a Business Day) if the 
failure to make such calculation was because there was not at the time a duly appointed and 
acting Auction Agent or Broker-Dealer, aiid the Auction Period Rate for the new Auction Period 
shall be 100% of tlie Index if the Index is ascertainable 011 such date (by tlie Auction Agent, if 
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there is at the time an Auction Agent, or tlie Trustee, if at tlie time tliere is no Auction Agent) or, 
(B) if the failure to iiialte such calculation was for any otlier reason or if the Index is iiot 
ascertainable on such date, tlie prior Auction Period shall be extended to the seveiitli day 
following tlie day that would have been tlie last day of tlie preceding Auction Period (or if sucli 
seventh day is iiot followed by a Business Day then to tlie next succeeding day that is followed 
by a Business Day) and the Auction Period Rate for the period as so extended shall be tlie same 
as tlie Auction Period Rate for tlie Auction Period prior to the extension. If a new Auction 
Period is established as set forth in clause (ii) (A) above, an Auction shall be held on the last 
Business Day of tlie new Auction Period to determine an Auction Rate for an Auction Period 
begiimiiig on tlie Business Day immediately followiiig tlie last day of tlie new Auction Period 
and eliding on tlie date on wliicli tlie Auction Period otherwise would have ended liad there been 
no new Auction Period or Auction Periods subsequent to tlie last Auction Period for which a 
Winning Bid Rate liad been determined. If an Auction Period is extended as set forth in clause 
(i) (B) or (ii) (€3) above, an Auction shall be held on the last Business Day of tlie Auction Period 
as so extended to deteiinine an Auction Rate for an Auction Period begiiuiiiig on tlie Business 
Day immediately following the last day of tlie extended Auction Period and ending on tlie date 
on which tlie Auction Period otlieiwise would have ended liad there been no extension of tlie 
prior Auction Period. 

Notwithstanding the foregoing, neither new nor extended Auction Periods sliall total 
more than 35 days in the aggregate. If at tlie end of tlie 3S days tlie Auction Agent fails to 
calculate or provide tlie Auction Rate, or there is iiot at the time a duly appointed aiid acting 
Auction Agent or Broker-Dealer, tlie Auction Period Rate shall be the Maximum Rate. 

If tliere is a failed conversion from an Auction Period to any otlier period or if there is a 
failure to change the length of the current Auction Period due to tlie lack of Sufficient Clearing 
Bids at tlie Auction on the Auction Date for the first new Auction Period, the Auction Period 
Rate for the next Auction Period shall be the Maxiinuin Rate aiid the Auction Period shall be a 
seven-day Auction Period. 

Ai1 Auction to deteiiriine the interest rate for tlie next succeeding Auction Period will be 
held on each Auction Date. The procedure for submitting orders prior to the Submission 
Deadline (as defined in Appendix B) on each Auction Date is described in Appendix B, as are 
tlie particulars regarding tlie determination of tlie Auction Rate and tlie allocation of the Bonds. 

The Company, may, from time to time on the Interest Payment Date immediately 
following the end of any Auction Period, change the length of tlie Auction Period wit11 respect to 
all of the Bonds of a Series among daily, seven-days, 28-days7 3S-days, three months, six months 
or a Flexible Auction Period in order to accommodate economic and financial factors that may 
affect or be relevant to the length of the Auction Period and tlie interest rate borne by sucli 
Bonds. The Company sliall initiate tlie change in the length of the Auction Period by giving 
written notice to the Issuer, the Trustee, the Auction Agent, tlie Broker-Dealers and DTC that tlie 
Auction Period shall change if the conditions described herein are satisfied and the proposed 
effective date of tlie change, at least 10 Business Days prior to tlie Auction Date for such Auction 
Period. 
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Any such changed Auction Period shall be for a period of one day, seven-days, 2S-days, 
3S-days7 three months, six months or a Flexible Auction Period and shall be for all of the Bonds 
of such Series. 

The change in length of the Auction Period shall take effect only if Sufficient Clearing 
Bids exist at the Auction on the Auction Date for such new Auction Period. For purposes of the 
Auction for such new Auction Period only, except to the extent any Existing Holder subinits an 
Order with respect to such Bonds of any Series, each Existing Holder shall be deeined to have 
submitted Sell Orders with respect to all of its Bonds of such Series if the change is to a longer 
Auction Period and a Hold Order if the change is to a shorter Auction Period. If there are not 
Sufficient Clearing Bids for the first Auction Period, the Auction Rate for the new Auction 
Period shall be the Maxiinuiii Rate, and the Auction Period shall be a seven-day Auction Period. 

The Auction Agent, at the direction of the Company, inay specify an earlier or later 
Auction Date (but in no event more than five Business Days earlier or later) than the Auction 
Date that would otherwise be determined in accordance with the definition of “Auction Date” in 
order to conforin with then current inarltet practice with respect to similar securities or to 
accommodate economic and financial factors that inay affect or be relevant to the day of the 
week constihitirig an Auction Date and the interest rate borne by the Bonds. The Auction Agent 
shall provide notice of the Company’s direction to specify an earlier Auction Date for an Auction 
Period by means of a written notice delivered at least 45 days prior to the proposed changed 
Auction Date to the Trustee, the Issuer, the Company and the Broker-Dealers with a copy to 
DTC. In the event the Auctioii Agent is instructed to specify an earlier Auction Date, the days of 
the week on which an Auction Period begins and ends, the day of the week on which a Flexible 
Auction Period ends and the Interest Payiiient Date relating to a Flexible Auction Period shall be 
adjusted accordingly. 

If, in the opinion of the Auction Agent and the Broker-Dealers, there is insufficient notice 
of an unscheduled holiday to allow the efficient irnpleinentation of the Auction Procedures set 
forth herein, the Auction Agent and the Broker-Dealers may, as they deem appropriate, set a 
different Auction Date and adjust any Interest Payinelit Dates and Auction Periods affected by 
such unscheduled holiday. 

For a iriore detailed discussion of the Bonds and the Auction Procedures to be used to 
deteiiniiie the Auction Rate, see Appendix B to this Official Statement. 

Conversion of Interest Rate Modes 

Mefhod of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from tiine to tiine, in whole but not in part, 011 the dates specified below under “Limitations on 
Conversion,” at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With aiiy notice of Conversion, the 
Company intist also deliver to the Bond Registrar and the Bond Insurer an opinioii of Bond 
Counsel stating that such Conversion is authorized or peiinitted by the Act and is authorized by 
the hidenhire and will not adversely affect the exclusion from gross income of interest on the 
Bonds for federal income tax purposes, other than a Conversion froin the Daily Rate Period to 
the Weeltly Rate Period or from the Weeltly Rate Period to the Daily Rate Period. 
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Liinitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the followiiig conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see “Redemptions - Optional Redemption” 
below); provided that any Conversion from the Daily Rate Period to a Weeltly Rate Period or 
from tlie Weekly Rate Period to the Daily Rate Period must be on a Thursday and, if the 
Conversion is to or froin an Auction Rate Period, the Coilversion Date must be the last Interest 
Payment Date in respect of that Auction Rate Period; (ii) if the proposed Conversion Date would 
iiot be an Interest Payment Date but for the Conversion, tlie Conversion Date must be a Business 
Day; (iii) if the Conversion is from the Flexible Rate, (a) the Conversion Date may be no earlier 
than the latest Interest Payment Date established prior to the giving of notice to the Remarketing 
Agent of such proposed Coiiversioii and (b) no further Interest Payment Date may be established 
while tlie Interest Rate Mode is then tlie Flexible Rate if such Interest Payment Date would occur 
after the effective date of that Conversion; aiid (iv) after a determination is made requiring 
iiiandatoiy redemption of all Bonds pursuant to the Indenture (see “Redemptions” below), no 
change in tlie Interest Rate Mode may be made prior to such mandatory redemption. Before the 
Company may convert the Interest Rate Mode for Bonds from the Auction Rate to any other 
Interest Rate Mode, tlie Company must first obtain the written consent of tlie Bond Iiisurer to 
that Conversion and, unless such conversion is to a Long-Tenn Rate Period fixed to maturity, the 
Bond Insurer may require that the Coiiipaiiy obtain a liquidity facility. 

Notice to Owners of Conveinsion of Interest Rate Mode. The Bond Registrar will notify 
each registered owner of the Conversion by first class mail at least 15 days (30 days in the case 
of Conversion from or to the Semi-Annual Rate, tlie Annual Rate or a Long Term Rate) but not 
more than 45 days before each Conversion Date. The notice will state those matters required to 
be set forth therein under the Indenture. 

Cancellation of Coizvemion of Interest Rate Mode. Notwithstanding tlie foregoing, no 
Conversion will occur if (A) the Reinarltetiiig Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the teiiiis of tlie Indenture, (B) tlie Bonds that 
are to be purchased are iiot remarlteted or sold by tlie Remarlteting Agent, or (C) the Bond 
Registrar receives written notice from Bond Counsel prior to the opening of business on tlie 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
tlie hidenture has been rescinded. If such Conversion fails to occur, such Bonds in tlie Auction 
Rate will remain in sucli Interest Rate Mode arid Bonds in any other Interest Rate Mode will 
automatically be converted to the Weeltly Rate (witli the first period adjusted in length so that the 
last day of such period will be a Wednesday) at tlie rate determined by the Remarlteting Agent 
on the failed Conversion Date; provided, that there must be delivered to the Issuer, tlie Trustee, 
the Bond Registrar, the Tender Agent, tlie Company, tlie Bond Insurer aiid tlie Remarketing 
Agent, an opinion of Bond Counsel to the effect that determining the interest rate to be boiiie by 
the Bonds at a Weeltly Rate is authorized or permitted by tlie Act aiid is authorized under the 
Indenture arid will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is iiot delivered on tlie failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type aiid of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent 011 the failed Conversion Date (or if shorter, the Rate 
Period eliding on tlie date before the maturity date); provided that if tlie Bonds then bear interest 
at the Long Teiin Rate, aiid if such opinion is riot delivered on the date which would have been 
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the effective date of a new Long Term Rate Period, tlie Bonds will bear interest at tlie Annual 
Rate, commencing on such date, at an Aiuiual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, aiiy inandatoiy 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

As initially issued, the Bonds will bear interest at the Auction Rate and as a result will iiot 
be subject to purchase on demand of the owners thereof. When tlie Iiiterest Rate Mode is other 
tlian the Auction Rate, tlie Bonds are subject to purchase 011 the demand of the owners thereof as 
described in Appendix E. 

Mandatory Purchases of Bonds 

Mandatoi-y Pawchase on All Convei-sion Dates or Chaiige bv the Coiqpanv in L o n ~  Terni 
Rate Period. Tlie Bonds will be subject to inandatoiy purchase at a purchase price equal to the 
principal ainount thereof, plus, if the Interest Rate Mode is the Long Teiin Rate, the redemption 
premium, if any, which would be payable as described under “Redemptions - Optional 
Redemption” below, if the Bonds were redeemed on the Purchase Date (A) on each Conversion 
Date and (B) on the effective date of aiiy change by the Company of tlie Long Term Rate Period. 
Such tender and purchase will be required even if tlie change in Long Term Rate Period or the 
Conversion is canceled pursuant to the Indenture. For a description of provisions applicable to 
Interest Rate Modes other than the Auction Rate, see Appendix E. 

Notice to Owners of Mandatory Pzwchases. Notice to owners of a mandatory purchase of 
Bonds on a Conversion Date or upon a change in Long Teiin Rate Period will be given by the 
Bond Registrar, together with the notice of such Conversion or change of Long Tenn Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion from 
or to the Auction Rate, tlie Semi-Annual Rate, the Amiual Rate or the Long Teiin Rate or in the 
case of a change in the Long Teim Rate Period) but iiot iiiore than 4.5 days before each 
Conversion Date or each effective date of a chaiige in the Long Teiin Rate Period. The notice of 
mandatory purchase will state those matters required to be set forth therein uiider tlie Indenture. 

Remarketing and Purchase of Bonds 

Tlie Indenture provides that, subject to the teiins of a Reinarlteting Agreement with the 
Company, the Reinarltetiiig Agent will use its coinmercially reasonable best efforts to offer for 
sale Bonds purchased upon demand of the owners thereof and, uiiless otherwise instructed by the 
Company, upon mandatoiy purchase, provided that Bonds will not be reinarlteted upon the 
occurrence and contiiiuance of certain Events of Default under the Indenture, except in the sole 
discretion of the Remarketing Agent. Each such sale will be at a price equal to the principal 
amount thereof, plus interest accrued to the date of sale. The Reinarlteting Agent, the Trustee, 
the Paying Agent, the Bond Registrar or the Tender Agent each inay purchase any Bonds offered 
for sale for its own account. 

The purchase price of Bonds tendered for purchase will be paid by the Tender Agent 
froin moneys derived froin the remarketing of such Bonds by the Remarketing Agent and, if such 
remarketing proceeds are insufficient, from moneys made available by the Company. The 
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Company is obligated to purchase any Bonds tendered for purchase to the extent such Bonds 
have not been remarlteted. Any such purchases by the Company will not result in the 
extinguishment of the purchased Bonds. The Company currently maintains lines of credit or 
other liquidity facilities in ainouiits determined by it to be sufficient to meet its current needs and 
expects to contiiiue to maintain such lines of credit or other liquidity facilities from time to time 
to the extent determined by it to be necessaiy to meet its then-current needs. The Trustee, any 
Paying Agent, the Tender Agent and the owners of the Bonds have no right to draw under any 
line of credit or other liquidity facility maintained by the Company. There is no provision in the 
Indenture or the Loan Agreement requiring the Company to maintain such financing 
arrangements which may be discolitintied at any time without notice. The Bond Insurance Policy 
is not intended to provide a direct source of liquidity to pay the purchase price of Bonds tendered 
for purchase pursuant to the Indenhire. 

Any deficiency in purchase price payments resulting from tlie Remarketing Agent’s 
failure to deliver reinarlteting proceeds of all Bonds with respect to which the Remarketing 
Agent notified the Tender Agent were reinarlceted will not result in an Event of Default under the 
Indenture until the opening of business on the next succeeding Business Day unless the 
Company fails to provide sufficient fiinds to pay such purchase price by the opening of business 
on such next succeeding Business Day. If sufficient fiinds are not available for the purchase of 
all tendered Bonds, no purchase of Bonds will be consurnniated, but failure to consulnunate such 
pmchase will not be deemed to be an Event of Default under the Indenhire if sufficient fiinds 
have been provided in a timely maimer by the Company to the Tender Agent for such purpose. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and deliveiy of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:OO noon (New Yorlt City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1 :00 p.m. (New Yorlt City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:OO a.m. (New Yorlc City time), in the case of Bonds 
delivered for purchase during a Semi-Aruiual Rate Period, Annual Rate Period or Long Teiin 
Rate Period. If tlie date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in foiin satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refiise to 
accept delivery of any Bond for which an instiunent of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactoiy 
instniinent is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenhire fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
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purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no fiirtlier rights thereunder, except tlie right to receive the 
purchase price thereof from those moneys deposited with the Tender Agent in the Purchase F ~ i i d  
pursuant to the Indenture upon presentation aiid suneiider of sucli Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

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

Redemptions 

Optioiial Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Auction Rate, the Bonds 
will be subject to redeinptioii at tlie option of the Issuer, upon the written direction of the 
Company, in whole or in part, on the Business Day immediately succeeding any Auction Date 
(as defined in Appendix B attached hereto), at a redemption price of 100% of the principal 
ainouiit thereof, together with acci-ued interest to tlie redemption date. 

(ii) Whenever tlie Interest Rate Mode for the Bonds is the Daily Rate or the Weekly 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of tlie Company, in wliole or in part, at a redemption price of 100% of the principal 
amount thereof, plus interest accrued, if any, to tlie redemption date, on any Busiiiess Day. 

(iii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such Bond will 
be subject to redemption at the option of tlie Issuer, upon the written direction of the Company, 
in whole or in part, at a redemption price of 100% of the principal amount thereof on any Interest 
Payment Date for that Bond. 

(iv) Whenever the Interest Rate Mode for tlie Bonds is the Seini-Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon tlie written direction of the 
Company, in whole or in part, at a redemption price of 100% of the priiicipal amount thereof on 
any Interest Payment Date for each Semi-Anriual Rate Period. 

(v) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the Bonds 
will be sub.ject to redemption at the option of the Issuer, upon the written direction of the 
Company, in wliole or in part, at a redemption price of 100% of the principal amount thereof on 
the final Interest Payment Date for each Aimual Rate Period. 

(vi) Whenever the Interest Rate Mode for the Bonds is the L,ong Term Rate, the Bonds 
will be sub,ject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, (A) on the final Interest Payment Date for the then current Long 
Teiin Rate Period at a redemption price of 100% of the principal amount thereof aiid (B) prior to 
tlie end of the then cull-ent Long Teiin Rate Period at any time during the redemption periods and 
at the redemption prices set forth below, plus in each case interest accrued, if any, to the 
redemption date: 
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Original 
Length of Current 
Long Term Rate 
Period (Years) 

More than or equal to 
10 years 

Less tlian 10 years 

Commencement of 
Redemption Period 

First Interest Payment 
Date on or after the tenth 
anniversary of 
coinmencement of Long 
Teiin Rate Period 

Non-callable 

Redemption Price as 
Percentage of Principal 

100% 

Non-callable 

Subject to certain conditions, including provisioii of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely 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 Conversion Date, the date of a change in 
the Long Teiin Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Teiin Rate Period, to reflect Prevailing Market Conditions on such date as deteiinined by the 
Remarketing Agent in its judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an airiendinent or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 

Extraordinary Optional Redemption in Whole. The Bonds inay be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accnied interest to the 
redemption date upoh the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, mreasoiiable burdens or excessive 
liabilities have been imposed upon the Coinpany after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render tlie Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, wliicli the Company cannot reasonably control, in 
tlie economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of tlie Generating Station have occurred, 
which, in the judgment of the Company, render the continued operation of such 
Generating Station or any generating miit at such station uneconomical; or clianges in 
circumstances after the issuance of tlie Bonds, including but not limited to changes in 
solid waste abatement, control and disposal requirements, have occurred such that the 
Company determines tliat use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or uneiiforcealde or impossible of 
perforinaiice by reason of aiiy changes in tlie Constitution of the Cominoiiwealtli of 
ICentuclcy or tlie Constitution of tlie United States of America or by reason of legislative 
or administrative action (whether state of federal) or any filial decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a final order or decree of any court or adiiiinistrative body after the 
issuance of the Boiids requires the Company to cease a substantial pail. of its operation at 
tlie Generating Station to such extent tliat tlie Coinpany will be prevented from cariying 
on its noiinal operations at such Generating Station for a period of six months. 

Extiwordinary Optional Redenwtion in Whole or in Part. Tlie Bonds are also subject to 
redemption in whole or in part at 100% of the principal ainount thereof plus accrued interest to 
tlie redemption date at the option of the Company in an amount not to exceed tlie net proceeds 
received from iiisurance or aiiy condeinnatioii award received by the Issuer or the Coinpaiiy in 
the event of damage, destruction or condeinnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel tliat sixcli redemption will iiot adversely affect the 
exclusion of interest on any of the Bonds from gross incoine for federal incoine tax purposes. 
See “Suimnary of tlie Loan Agreement - Maintenance; Damage, Desti-uction aiid 
Condeinnation.” Such redemption may occur at any time, provided tliat if such event occurs 
while tlie Interest Rate Mode for tlie Bonds is the Flexible Rate or Semi-Annual Rate, such 
redemption must occur on a date on which the Bonds are otherwise subject to optional 
redemption as described above. 

Mandatory Redemption: Deterniination ofTaxabili@. The Bonds are required to be 
redeemed by tlie Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a “Deteimination of Taxability.” As used 
herein, a “Detenninatioii of Taxability” means tlie receipt by tlie Ti-ustee of written notice froin a 
cui-reiit or fonner registered owner of a Bond or from the Company or tlie Issuer of (i) the 
issuance of a published or private ruling or a technical advice ineinoraiiduin by tlie Intenial 
Revenue Service in which tlie Company participated or has been given tlie opportunity to 
participate, aiid which ruling or ineinoranduin the Company, in its discretion, does not contest or 
from which no fiirtlier right of administrative or judicial review or appeal exists, or (ii) a final 
deteiiniiiation from which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which tlie Company has participated or has been a party, 
or has been given the opportunity to participate or be a party, in each case, to tlie effect tliat as a 
result of a failure by the Company to perfoi-in or observe any covenant or agreement or the 
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iiiaccmacy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on tlie Bonds is included in tlie 
gross iiicoine of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a “substantial user” or a “related person” of a substantial user within the meaning 
of tlie Section 147 of Internal Revenue Code of 1986, as amended (tlie “Code”); provided, 
however, that no such Deteiinination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice fiom a current or former registered owner of a Bond or from the Issuer 
unless (i) the Issuer or tlie registered owner or former registered owner of the Bond involved in 
such proceeding or action (A) gives the Company aiid tlie Tnistee prompt notice of the 
comnenceineiit thereof, aiid (B) (if the Company agrees to pay all expenses in connection 
therewith) offers the Coinpaiiy tlie opportunity to control uiicoiiditioiially the defense thereof, 
and (ii) either (A) tlie Coinpany does not agree within 30 days of receipt of such offer to pay 
such expenses and liabilities and to control such defense, or (B) the Company shall exhaust or 
choose not to exhaust all available proceedings for the contest, review, appeal or rehearing of 
such decree, judgment or action wliich tlie Company deteiiiiiiies to be appropriate. No 
Deteiiniiiation of Taxability described above will result from the inclusion of interest on any 
Bond in tlie computation of iniiiiiiiuin or indirect taxes. All of the Bonds are required to be 
redeemed upon a Deterinination of Taxability as described above unless, in tlie opinion of Bond 
Counsel, redeinptioii of a portion of such Bonds would have tlie result that interest payable on 
the remaining Bonds outstanding after the redemption would not be so included in any such 
gross income. 

hi the event any of the Issuer, tlie Company or tlie Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiiy, audit or other proceedings relating 
to the Bonds being conducted by tlie Internal Revenue Service, tlie pa l9  so put on notice is 
required to give iimnediate written notice to the other parties of such matters. Promptly upon 
learning of the occui-reiice of a Determination of Taxability (whether or not tlie same is being 
contested), or any of the events described above, tlie Company is required to give notice thereof 
to the Trustee and the Issuer. 

If tlie Internal Revenue Service or a court of competent ,jurisdiction determines that tlie 
interest paid or to be paid 011 any Bond (except to a “substantial user’’ of tlie Project or a “related 
person” within the meaning of Section 147(a) of the Code) is or was includable in tlie gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by tlie Company to perform or observe any of its covenants, agreements or 
representations in the L,oan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not sub~ject to redemption. In such circumstances, 
Bondholders would continue to hold tlieir Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if tlie lien of the Indenture is discharged or 
defeased prior to tlie occui-reiice of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 

Gene!-nl Redemptioi? Terms. Notice of redemption will be given by mailing a redemption 
notice conforming to tlie provisions and requireinents of the Indenture by first class mail to the 
registered owners of the Bonds to be redeemed not less than 30 days ( I  5 days if the Interest Rate 
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Mode for the Bonds is the Auction Rate, Flexible Rate, Daily Rate or Weekly Rate) but not more 
than 4.5 days prior to the redemption date. 

Any notice mailed as provided in the Indenture will be conclusively presumed to liave 
been given, irrespective of whether the owner receives the notice. Failure to give any such 
notice by inailing or any defect therein in respect of any Bond will not affect the validity of any 
proceedings for the redemption of any other Bond. No further interest will accrue 011 the 
principal of any Bond called for redemption after the redemption date if funds sufficient for such 
redemption lime been deposited with the Paying Agent as of the redemption date. If the 
provisions for discharging the Indenture set forth below under the caption, “Summary of the 
Indenture - Discharge of Indenture” have not been complied with, any redemption notice will 
state that it is coiiditioiia1 on there being sufficient moneys to pay tlie fill1 redemption price for 
tlie Bonds to be redeemed. So long as the Bonds are held in book-entry-only foim, all 
redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions of the.following iizfomiation concerning DTC and DTC ’s boo1-enti.y-only 
system have been obtained@om DTC. The Issztei: the Conpany arid the Undeiw*iter malie no 
i*epesentation as to the acczii-acy of such infoiwiation. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only foiin to be held under DTC’s book-entiy-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One fi11ly registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world’s largest depository, is a limited-purpose trust company organized under 
the New York Banlcing Law, a “banking organization” within the meaning of the New York 
Banlung Law, a member of the FederaI Reserve System, a “clearing corporation” within tlie 
meaning of the New Y ork Uniform Coinrnercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 (the 
“Exchange Act”). DTC holds and provides asset servicing for over 2.2 inillion issues of lJ.S. 
and non-1J.S. equity, 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-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entiy transfers aiid 
pledges between Direct Participants’ accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depositoiy Trust & Clearing Corporation (“DTCC”). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC, 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, 1nc. Access to the DTC system is also available to others such 
as both LJ.S. and non-1J.S. securities brokers and dealers, banks, trust companies, aiid clearing 
corporations that clear through or inaintain a custodial relationship with a Direct Participant, 
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either directly or indirectly (“Indirect Participants” and, together with “Direct Participants,” 
“Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More inforination about DTC can be found at 
www.dtcc.com and www.dtc.org. 

Purchases of the Bonds under the DTC system must be inade by or through Direct 
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest 
of each actual purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded oii tlie 
Direct and Indirect Participants’ records. Beneficial Owners will not receive written 
confinnation from DTC of their purchase. Beneficial Owners are, however, expected to receive 
written confinnations providing details of the transaction, as well as periodic statements of their 
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into 
the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries 
inade on the books of Direct or Iiidirect Participants acting on behalf of Beneficial Owners. 
Beneficial Owners will iiot receive certificates representing their ownership interests in the 
Bonds, except in tlie event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in the iiaine of DTC’s partnership 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 & Co. or such other nominee do iiot effect aiiy change in 
beneficial ownership. DTC has no lolowledge 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 iiot be the Beneficial Owners. The Direct and Indirect 
Participants will reinaiii responsible for keeping account of their holdings on behalf of their 
cus toiners. 

Conveyance of notices and other coinminications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Pai-ticipants to 
Beneficial Owners will be governed by ail-aiigements among them, sub,ject to aiiy statutory or 
regulatory requirements as may be in effect from tiine to tiine. 

Redemption notices shall be sent to DTC. If less than all of the Bonds are beiiig 
redeemed, DTC’s practice is to deteiinine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC noiniiiee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s 
Procedures. IJiider its usual procedures, DTC inails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & 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 
infoilnation from the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions arid customary practices, as is the case with securities 
held for tlie accounts of customers in bearer form or registered in “street name,” and will be tlie 
responsibility of such Participant and not of DTC nor its iioiniiiee, tlie Trustee, the Company or 
the Issuer, subject to aiiy statutory or regulatoiy requirements as may be in effect from time to 
time. Payinelit of principal aiid interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is tlie respoiisibility of tlie Issuer or tlie 
Trustee, disbursement of such payments to Direct Participants will be tlie respoiisibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
aiid Iiidirec t Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to tlie Tender Agent, aiid shall effect delivery of such Bonds by causing 
tlie Direct Participant to transfer the Participant’s interest in tlie Bonds, on DTC’s records, to the 
Tender Agent. The requirement for physical delivery of Bonds in comiection with a deinaiid for 
purcliase or a inaiidatoiy purchase will be deemed satisfied when tlie ownership rights in the 
Bonds are transferred by Direct Participants on DTC’s records and followed by a book-entry 
credit of tendered Bonds to tlie Tender Agent’s DTC account. 

DTC may discontinue providing its services as securities depository with respect to tlie 
Bonds at any time by giving reasonable notice to the Issuer, tlie Company, tlie Tender Agent and 
the Trustee, or the Issuer, at tlie request of the Company, may decide to discontinue use of tlie 
system of book-entry-only transfers through DTC (or a successor securities depositoiy for the 
Bonds). Under such circumstances, in the event that a successor securities depository is not 
obtained, bond certificates are required to be printed aiid delivered as described in the Indenture 
(see “Summary of tlie Bonds - Book-Entry-Only System - Revision of B ~ ~ k - E n t l - y - O d ~  
System; Re~laceinent Bonds” below). The Beneficial Owner, upon registration of certificates 
held in the Beneficial Owner’s name, will become tlie registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of tlie Bonds, as rioiiiinee of DTC, 
references herein to tlie registered owners of the Bonds will mean Cede & Co. and will not ineaii 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfy the Issuer’s obligations under the Indenture aiid the Company’s obligations 
under the L,oan Agreement, to the extent of tlie payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for tlie Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered Owners aiid aiiy other notices required by tlie document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise aiiy Direct 
Participant, or of aiiy Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
aiiy such notice and its content or effect will not affect tlie validity of tlie redemption of the 
Bonds called for redemption, the document amendment, the Coiiversioii, tlie mandatory purchase 
or any other action premised 011 that notice. 
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The Issuer, the Company, the Trustee and the LJndeiwriter cannot and do not give any 
assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as the 
registered owner or any redemption or other notices, to the Participants, or that the Participants 
or others will distribute such payments or notices to the Beneficial Owners, or that they will do 
so on a timely basis, or that DTC will serve and act in the inanner described in this Official 
Statement. 

THE ISS'CJER, THE COMPANY, THE IJNDERWMTER AND THE TRUSTEE WILL 
HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, 
INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON 
NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING A 
REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY RECORDS 
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; 
(2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT PARTICIPANT 
OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY 
BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL, AMOI-MT OR REDEMPTION 
OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE DELIVERY OF ANY 
NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT 
OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER WHICH IS REQIJIRED OR 
PERMITTED TO BE GIVEN TO REGISTERED OWNERS IJNDER THE TERMS OF THE 
INDENTURE; (4) THE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE 
PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS; OR (5) 
ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS REGISTERED 
OWNER. 

Revision of Book-Enti-y-Only System; Replacement Bonds. In the event that DTC 
deteiiniiies not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the directioii of the Company, inay appoint a 
successor securities depositoiy reasonably acceptable to the Trustee. If tlie Issuer does not or is 
unable to appoint a successor securities depository, tlie Issuer will issue and the Trustee will 
authenticate and deliver fiilly registered Bonds, in authorized denominations, to tlie assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denoininations of $1,000 and integral inultiples thereof, 
if the Interest Rate Mode is the Auction Rate; in denominations of $5,000 and integral multiples 
thereof, if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term 
Rate; in denominations of $100,000 and integral multiples of $5,000 in excess thereof, if the 
Interest Rate Mode is the Flexible Rate; and in denominations of $100,000 and integral multiples 
thereof, if the Interest Rate Mode is the Daily Rate or the Weekly Rate; provided, that, (i) if the 
Carroll County Bonds bear interest at the Daily Rate or the Weekly Rate, one Carroll County 
Bond may be in the denomination of, or include an additional $75,000, and (ii) if the Triinble 
County Bonds bear interest at (A) the Flexible Rate, the Semi-Annual Rate, the Annual Rate or 
the L,ong Term Rate, one Triinble County Bond may be in the denomination of, or include an 
additional $2,000, and (B) the Daily Rate or tlie Weekly Rate, one Triinble County Bond may be 
in the denomination of, or include an additional $27,000. Bonds may be transferred or 
exchanged for an equal total amount of Bonds of other authorized denominations upon surrender 
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of such Bonds at tlie principal office of tlie Bond Registrar, accompanied by a written instrument 
of transfer or authorization for exchange in form aiid with guaranty of signature satisfactory to 
the Bond Registrar, duly executed by tlie registered owner or the owner’s duly authorized 
attoiiiey. Except as provided in the Indenture, the Bond Registrar will not be required to register 
tlie transfer or exchange of aiiy Bond during tlie fifteen days before any mailing of a notice of 
redemption, after sucli Bond has been called for redeinptioii in whole or in part, or after such 
Bond has been tendered or deemed tendered for optional or mandatory purcliase as described 
under “Purchases of Bonds on Demand of Owner” aiid “Mandatory Purchases of Bonds.” 
Registration of transfers aiid exchanges will be made without charge to tlie owners of Bonds, 
except that tlie Bond Registrar may require any owner requesting registration of transfer or 
exchange to pay any required tax or goveriniieiital charge. 

Security; Limitation on Liens 

Payment of the principal of arid interest atid any premium on the Bonds will be secured 
by an assiginiieiit by the Issuer to the Trustee of tlie Issuer’s interest in and to the Loan 
Agreement and a11 payments to be made pursuant thereto (other than certain iiideimiificatioii aiid 
expense payments). Pursuant to the Loan Agreement, tlie Company will agree to pay, among 
other things, ainouiits sufficient to pay tlie aggregate principal amount of aiid premium, if any, on 
tlie Bonds, together with interest thereon as and when tlie same become due. The Company 
fiirther will agree to iiialce payinelits of tlie purchase price of the Bonds tendered for purchase to 
the extent that funds are iiot otheiwise available therefor under the provisions of the Indenture. 

As of the date hereof, all of the Company’s outstanding long-term debt obligations are 
unsecured general obligations of tlie Company, raiilciiig on a parity with the Company’s 
obligations under the L,oan Agreement to make payments on the Bonds. 

In the Loan Agreement, the Company will coveiiaiit that it will not issue, assume or 
guarantee aiiy debt for borrowed money secured by any moi$gage, security interest, pledge, or 
lien (“mortgage”) on any of tlie Coinpaiiy’s operating property (as defined below), whether the 
Company owns it at the date hereof or acquires it later, unless tlie Company similarly secures its 
obligations under the Loan Agreement to inalce payments to the Trustee in sufficient amounts to 
pay tlie principal of, premium, if any, aiid interest required to be paid on the Bonds. This 
restriction will not apply to: 

8 mortgages on any property existing at the time tlie Company acquires the property 
or at the time the Company acquires the corporatioii owning tlie property; 

0 purchase money mortgages; 

8 specified governmental mortgages; or 

0 any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause arid iiot 
otherwise authorized by the clauses listed above, does iiot exceed the principal 
amount of indebtedness secured at tlie time of tlie extension, renewal or 
replacement. 
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In addition, the Company can also issue secured debt so long as the amount of the 
secured debt does not exceed tlie greater of 10% of net tangible assets or 10% of capitalization. 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or permit to exist any debt of the Company secured by a mortgage, tlie creditor of 
which controls, is controlled by, or is uiider coimnoii control with, the Company. 

For purposes of this limitation on liens, “operating property” means (i) any interest in real 
propei-ty owned by the Company, and (ii) any asset owned by the Coinpany that is depreciable in 
accordance with generally accepted accounting principles. 

The Bond Insurance Policy and the Bond Insurer 

The infoilnation relating to Ainbac Assurance contained lierein has been furnished solely 
by Ainbac Assurance. No representation is made by tlie IJndeiurriter, tlie Remarketing Agent, 
the Issuer or tlie Coiiipaiiy as to the accuracy or adequacy of sucli infoilnation or as to the 
absence of material adverse changes in the condition of Ainbac Assurance subsequent to the date 
hereof. The following discussion does not purport to be complete and is qualified in its entirety 
by reference to tlie Bond Iiisuraiice Policy, a specimen of tlie form of which is attached hereto as 
Appendix D. 

Payment Pursuant to Bond Insurance Policy 

Ainbac Assurance has inade a coinmitinelit to issue the Bond Iiisuraiice Policy relating to 
tlie Bonds effective as of the date of issuance of the Bonds. IJnder tlie tenns of the Bond 
Insurance Policy, Ainbac Assurance will pay to The Bank of New Yorlt, in New Yorlt, New 
Yorlt, or any successor thereto (the “Insurance Tnistee”), that poi-tion of the principal of and 
interest on tlie Bonds that shall become “Due for Payment” but shall be unpaid by reason of 
“Nonpay~nent” by the “Obligor” (as sucli terms are defined in the Bond Insmance Policy). 
Ainbac Assurance will inalte such payments to tlie Insurance Trustee on the later of the date on 
which sucli principal and/or interest becomes “Due for Payment” or within one Business Day 
following tlie date on which Ainbac Assurance shall have received notice of Nonpayment from 
the Trustee. The insurance will extend for the teiin of tlie Bonds and, once issued, cannot be 
cancelled by Ainbac Assurance. 

The Bond Iiisurance Policy will insure payinent only on tlie stated maturity date or upon 
special inaiidatoiy redemption on a determination of taxability, in the case of principal, and on 
stated dates for payment, in the case of interest. If the Bonds become subject to other 
redemption and insufficient fiiiids are available for redemption of all outstanding Bonds, Ainbac 
Assurance will remain obligated to pay principal of and interest on outstanding Bonds on tlie 
origiiially scheduled interest and principal payment dates. In the event of any acceleration of the 
principal of the Bonds, the insured payiiients will be made at such tiines and in such amounts as 
would have been inade had there not been an acceleration, except to the extent that Ainbac 
Assurance elects, in its sole discretion, to pay all or a portion of tlie accelerated principal and 
interest acciiied thereon to tlie date of acceleration (to the extent unpaid by the Obligor). Upon 
payment of all such accelerated principal and interest acci-cied to the acceleration date, Ainbac 
Asstirance’s obligations uiider the Bond Insurance Policy shall be fully discharged. 
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In tlie event the Trustee has notice that any payment of principal of or interest on a Bond 
that has become Due for Payment and that is made to a Bondholder by or on behalf of tlie Issuer 
has been deemed a preferential transfer and theretofore recovered froin its registered owner 
pursuant to the TJnited States Banluiiptcy Code in accordance with a fiiial, noli-appealable order 
of a court of coinpetelit jurisdiction, such registered owner will be entitled to payment froin 
Ainbac Assurance to the extent of such recovery if sufficient fiiiids are not otheiwise available. 

The Bond Insurance Policy does not insure any risk other than Nonpayment. 
Specifically, the Bond Insurance Policy does not cover: 

(a) payineiit on acceleration, as a result of a call for redemption (other than a 
special maiidatoiy redemption upon tlie occurrence of a determination of taxability as 
provided in tlie Bond Insurance Policy) or as a result of any other advancement of 
maturity; 

(b) payment of any redemption, prepayment or acceleration premium; 

(c) nonpayment of principal or interest caused by the insolvency or 
negligence of tlie Tiiistee, Paying Agent or Bond Registrar, if any; 

(d) loss relating to payinents of the purchase price of Bonds upon tender by a 
registered owner thereof or any preferential transfer relating to payments of tlie purchase 
price of Bonds upon tender by a registered owner thereof; or 

(e) loss relating to payments made in connection with the sale of Bonds in 
connection with the sale of Bonds at Auctions or losses suffered as a result of a 
Bondholder’s inability to sell Bonds. 

Notwithstandiiig the foregoing, under tlie Bond Insurance Policy, the definition of “Due 
for Payment’’ is expanded to include date or dates of mandatory redemption of the Bonds, iii 
whole or in part, pursuant to a filial determination of taxability as described herein under 
“Suinmary of the Bonds - Redemptions - Mandatory Redemption; Detenninntiori of 
Taxability.” 

If it becomes iiecessaiy to call upon tlie Bond Insurance Policy, payment of any principal 
by the Bond Insurer requires surrender of applicable Bonds to the Insurance Trustee, together 
with an appropriate instruinelit of assigiment so as to pelinit ownership of such Bonds to be 
registered in tlie name of Ainbac Assurance to the extent of the payment under the Bond 
Insurance Policy. Payment of interest pursuant to the Bond Insurance Policy requires proof of 
Bondholder eiititleiiieiit to interest payments and an appropriate assignment of the Bondholder’s 
right to payment to Ainbac Assurance. 

Upon payment of tlie insurance benefits to a Bondholder, hnbac  Assurance will become 
tlie owner of the Bond or right to payment of principal or interest on such Bond and will be fiilly 
subrogated to the surrendering Bondholder’s rights to payment. 
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Insurance Agreement with Company 

Ainbac Assurance has agreed to issue tlie Bond Insurance Policy pursuant to the 
Insurance Agreement. Under the Insurance Agreement, the Company is obligated to reimburse 
Ainbac Assurance, iimiiediately and unconditionally upon demand, for all payments made by 
Ainbac Assurance under the teiins of the Iiisurance Policy. The Company is also obligated to 
deliver certain collateral to the Ti-ustee for the benefit of the bondholders aiid coinply with 
certain financial aiid other covenants specified therein. The Insurance Agreement includes 
certain events of default, including the failure of the Company to pay amounts owed thereunder 
to Ainbac Assurance, any breach by the Coinpany of representations, warranties and covenants 
set forth therein and certain events of banlu-uptcy. If any such event of default should occur and 
be continuing, Ainbac Assurance may, among other things, notify the Trustee of such an event of 
default which would result in an “Event of Default” under the Indenture. See “Sumnary of the 
Indenture - Defaults aiid Remedies.” 

Ambac Assurance Corporation 

Aiiibac Assurance is a Wisconsin-domiciled stock iiisurance corporation regulated by the 
Office of tlie Coinmissioner of Insurance of the State of Wisconsin and is licensed to do business 
in SO states, the District of Columbia, the Tell-itoiy of Guam, the Coinmonwealtli of Puerto Rico 
and the U.S. Virgin Islands, with admitted assets of approximately $10,194,000,000 (unaudited) 
and statutoiy capital of approximately $6,557,000,000 (unaudited) as of March 3 1,2007. 
Statutoiy capital consists of Ambac Assurance’s policyholders’ surplus and statutoiy 
contingency reserve. Standard & Poor’s Ratings Services, a division of The McGraw-Hill 
Companies, Inc., Moody’s Investors Sewice, hic. (“Moody’s”) and Fitch Ratings have each 
assigned a triple-A financial strength rating to Ainbac Assurance. 

Ainbac Assurance has obtained a ruling from the Inteiiial Revenue Service to the effect 
that the insuring of an obligation by Ainbac Assurance will not affect tlie treatment for federal 
income tax purposes of interest on such obligation and that insurance proceeds representing 
maturing interest paid by Ainbac Assurance under policy provisions substantially identical to 
those contained in its financial guaranty insurance policy shall be treated for federal income tax 
purposes in the same manner as if such payments were made by tlie Issuer of the Bonds. 

Ainbac Assurance makes no representation regarding the Bonds or the advisability of 
investing in the Bonds and makes no representation regarding, nor has it participated in the 
preparation of, this Official Statement other than the information supplied by Ainbac Assurance 
and presented under the heading “The Bond Insurance Policy and the Bond Insurer” aiid in 
Appendix D. 

Available Information 

The parent company of Ainbac Assurance, Ainbac Financial Group, Inc. (“AFG”), is 
subject to the infoilnational requirements of the Exchange Act, and in accordance therewith files 
reports, proxy statements and other inforination with the SEC. These reports, proxy statements 
and other information can be read and copied at the SEC’s public reference room at 100 F Street, 
N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further 
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infoiination on the public reference room. The SEC maintains an internet site at 
http://www.sec.gov that contains reports, proxy and infomation statements and other 
inforination regarding companies that file electronically with the SEC, iiicludiiig AFG. These 
reports, proxy statements aiid other iiifo’onnatioii can also be read at the offices of the New York 
Stock Exchange, Iiic. (the “NYSE”), 20 Broad Street, New Yorlc, New Yorlc 10005. 

Copies of Ainbac Assurance’s financial statements prepared in accordance with statutory 
accouiitiiig standards are available from Ambac Assurance. The address of Ainbac Assurance’s 
administrative offices is One State Street Plaza, 19th Floor, New Yorlc, New Yorlc 10004 and its 
telephone number is (212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documents filed by AFG with tlie SEC (File No. 1-10777) are iiicoiporated 
by reference in tliis Official Statement. 

1) AFG’s Annual Report oii Forin 10-I< for the fiscal year ended 
December 3 1, 2006 and filed on March 1, 2007; 

AFG’s Cui-reiit Report on Form 8-I< dated aiid filed 011 April 25, 2007; arid 

AFG’s Quarterly Report on Fonn 10-Q for tlie fiscal quarterly period 
ended March 3 1, 2007 arid filed on May 10,2007. 

2) 

3) 

AI1 documents subsequently filed by AFG pursuant to the requirements of the Exchange 
Act after the date of tliis Official Statement will be available for inspection in the same inantier 
as described above in “Available Infoiination.” 

Summary of the Loan Agreement 

The following, in addition to the provisioris contained elsewhere iii this Official 
Statement, is a brief descrbtion of certain provisions ofthe Loan Agreement. This description is 
only a stinimary nrzd does not piy7ort to be coniplete and dejhitive. Reference is made to the 
Loan Agreemeiit~for the detailedprovisions thereo$ 

General 

The teiin of the Loan Agreemerit shall coininelice as of its date aiid elid on the earliest to 
occur of (i) February 1,2026 with respect to the Carroll County Bonds arid (ii) March 1,2037 
with respect to the Triinble Couiity Bonds, or tlie date on which all of the Bonds shall have been 
fi~lly paid or provision has been made for such payment pursuant to the Indenture. See 
“Surnmary of the Indenture - Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by malting 
timely payments to the Tnistee in sufficient aiiiounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees aiid expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Tmstee, the Bond Registrar, the Paying Agent, the Auction Agent and the Tender 
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Agent, as may be applicable, under the Indenture, (b) the expenses in coivlectioii with any 
redemption of the Bonds aiid (c) the reasonable expenses of the Issuer. 

The Company coveiiaiits and agrees with the Issuer that it will cause tlie purcliase of 
tendered Bonds that are not reinarlteted in accordance with the Indenture and, to that end, the 
Company shall cause fiinds to be made available to the Tender Agent at the times and in the 
iiiatiiier required to effect such purchases in accordance with the Indenture (see ‘‘Suillmaiy of the 
Bonds - Reinarltetiiig and Purchase of Bonds”). 

All payinelits to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the fees and reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying 
Agent, the Bond Registrar, the Tender Agent and the Auction Agent, aiid amounts related to 
indemnification) have been assigned by tlie Issuer to the Trustee, and the Coinpaiiy will pay such 
amounts directly to the Trustee. The obligations of the Company to make the payinelits pursuant 
to the Loan Agreement are absolute and unconditioiial. 

Construction of the Project 

The Company has commenced coiisti-uction and fabrication of the Project. For more 
infoiination regarding tlie Prqject, see “The Projects.” Payments or reiinburseinent to the 
Coiiipatiy for the costs of constixction of the Project will be inade from inoiieys in the 
Construction Fund (as hereinafter defined) upon requisition by the Coinpaiiy in accordance with 
the Loan Agreement. 

Maintenance of Tax Exemption 

The Coinpany and the Issuer have agreed iiot to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a “substantial user” of the Pruject or a “related person” within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Limitation on Liens 

The Coinpany has agreed that, so long as any of the Bonds are outstanding, it will iiot 
create, assuine or guarantee debt for borrowed inoiiey secured by any mortgage, except as 
described above under “Security; Limitation on Liens.” 

Payment of Taxes 

The Company has agreed to pay certain taxes and other goveiiunental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under “Suimnaiy of the Bonds - Redemptions - Extiwoi*dinaiv Optionnl 
Redemption in Whole”). The Company may contest such taxes or other goveriunental charges 
unless the security provided by the Indenture would be inaterially endangered. 
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Maintenance; Damage, Destruction and Condemnation 

So long as aiiy Bonds are outstanding, tlie Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessaiy to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company’s control, condeimiation of the Project, change in goveniineiit standards and 
regulations, economic or other obsolescence or tei-inination of operation of generating facilities 
to the Prqject. 

The Company, at its own expense, inay remodel the Project or malte substitutions, 
modifications and improvements to tlie Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements shall be deemed, under the teiins of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter tlie basic 
nahire of tlie Project or cause it to lose its status under Section 142(a)(6) of tlie Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or aiiy portion thereof is 
destroyed, damaged or talceri by the exercise of the power of eminent domain and the Issuer or 
tlie Company receives net proceeds from insurance or a condeinnatioii award in connection 
therewith, the Company shall (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) take any other action, including the redemption of the Bonds in whole or in part at 
their principal amount, which, by tlie opinion of Bond Counsel, will not adversely affect tlie 
exclusion of tlie interest on tlie Bonds from gross income for federal income tax purposes. See 
“Suimnaiy of tlie Bonds - Redemptions - Extraordinary Optional Redelmtion in Whole 01 in 
&t.” 

Insurance 

The Company will insure tlie Project in a maimer consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on tlie Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either tlie Issuer 
or the Tiitstee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of tlie 
other covenants and agreements to be perfoiined by the Company. The Company inay dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company’s assets or the corporation with wliicli it shall consolidate 
with or merge into shall be a corporatioil or other business organization organized and existing 
under tlie laws of the United States of America or one of tlie states of the United States of 
America or tlie District of Columbia, shall be qualified and admitted to do business in tlie 
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Comnonwealtli of Kentucky, shall assume in writing all of the obligations and covenants of the 
Company under the Loan Agreement and shall deliver a copy of such assumption to the Issuer 
and Trustee. 

Release and Indemnification Covenant 

The Company will indemnify and hold tlie Issuer haiinless against any expense or 
liability incurred, including attorneys’ fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting froin any defect in tlie Prqject 
or froin any action coiiiiiieticed in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an “Event of Default” under the Loan 
Agreement: 

(1) failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on tlie Bonds, at tlie times specified therein 
talting into account any periods of grace provided in the Indenture and tlie Bonds for the 
applicable payment of interest on the Bonds (see “Suimnaiy of the Indenture - Defaults 
and Remedies”); 

(2) failure by the Company to observe and perfoiin any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Tiiistee, provided, however, that if sucli failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an Event of Default under tlie Loan Agreement if corrective action with respect 
thereto is instituted within sucli period and is being diligently pursued; 

(3) certain events of banluxptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(4) the occurrence of an Event of Default under the Indenture. 

IJnder tlie Loan Agreement, certain of tlie Company’s obligations (other than the Company’s 
obligations, among others, (i) not to peiinit any action which would result in interest paid on the 
Bonds being included in gross iiicorne for federal and Kentucky income taxes; (ii) to maintain its 
corporate existence arid good standing, and to neither dispose of all or substantially all of its 
assets or consolidate with or merge into another corporation unless certain provisions of the Loan 
Agreement are satisfied; and (iii) to make loan payments and certain other payments under the 
provisions of tlie Loan Agreement) may be suspended if by reason of force majeure (as defined 
in the Loan Agreement) the Company is unable to cariy out such obligations. 

Remedies 

Upon the happening of an Event of Default under the Loan Agreement, the Tmstee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
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appear necessary or desii-able to collect tlie amounts then due and thereafter to become due, or to 
enforce perfoiinance and observance of any obligation, agreement or covenant of the Company, 
under the Loan Agreement. 

Any amounts collected upon the happening of aiiy such Event of Default shall be applied 
in accordance with the Indenture or, if the Bonds have been fiilly paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accrued under tlie Indenture and the Loan Agreement have been paid or satisfied, made available 
to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to tlie Loan Agreement, in whole or in part, 
011 certain dates, at the prepayment prices as showii under the captions “Suiimaiy of the Bonds 
- Redemptions - Optioiinl Redeinption,” LLExti-aoi*dinai-v Optioiial Rede’mption iii Whole” and 
“Exti~~ordiiiai;~ Optional Redei.iipfioii in Whole or in Part.” IJpoii the occurrelice of the event 
described under tlie caption “Summnary of the Bonds - Redemptions - Maiidatorv 
Redemption; Detei-iiiinatiori of Taxability,” the Company shall be obligated to prepay tlie loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the Tiustee and available for such purpose, to redeem tlie requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay a11 reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities of tlie Company under the Loan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the L,oan Agreement is permissible without the written 
consent of tlie Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or inodification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or tlie Indenture, (ii) for the 
purpose of curing any ambiguity or foriiial defect or omission, (iii) with the consent of the Bond 
Insurer, in connection with aiiy modification or change necessary to conform the Loan 
Agreement with changes and inodificatioiis in the Indenture that require the consent of the Bond 
Insurer or (iv) in connection with any other change which, in tlie ,judgment of the Tnxstee, does 
not adversely affect the Trustee or the Bondholders. Except for such amendments, and subject to 
tlie provisions of the Indenture described under the caption “Sunmaiy of the Indenture - Rights 
of Bond Insurer,” the Loan Agreement may be amended or modified only with the consent of the 
Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
“Smnmaiy of the Indenture - Suppleineiital Indentures” for an explanation of tlie procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessaiy to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of tlie second paragraph of “Sutnniary of the Indenture - 
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Suppleineiital Indentures .” A~iy ainendineiit of the Loan Agreement requiring the consent of the 
Bondholders also requires the consent of tlie Bond Insurer. 

Summary of the Indenture 

The.foIIowing, in nddition to the provisions contained elsewhere in this OfJicial 
Stntenient, is a briefdescr@tion qf certnin provisions of the Indentwe. This description is only a 
suinmaiy mid does not pzriyort to be coinplete nnd definitive. Reference is innde to the Indentzrre 
for  the detailedpr-ovisions thereoj. 

Security 

Pursuant to the Indenture, the Issuer will assign aiid pledge to tlie Trustee its interest in 
and to tlie Loan Agreement, including payments and other amounts due the Issuer thereunder, 
together with a11 moneys, property aiid securities from time to time held by the Trustee under tlie 
Iiideiiture (witli certain exceptions, including moneys held in or earnings on tlie Rebate Fund and 
tlie Purchase F~iiid). Tlie Bonds will iiot be directly secured by tlie Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in tlie Indenture or iii the Loan 
Agreeineiit, nor any breach thereof, shall constitute or give rise to any pecuniaiy liability of the 
Issuer or any charge upon any of its assets or its general credit or taxing powers. The Issuer has 
iiot obligated itself by malting the covenants, agreements or provisions contained in the Indenture 
or in the Loan Agreement, except with respect to tlie Project aiid the application of the amounts 
assigned to payment of the principal of, premium, if any, and interest on tlie Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to tlie Loan Agreement to the Issuer 
aiid certain other ainouiits specified in the Indenture will be deposited into a Bond Fund 
established pursuant to tlie Indenture (the “Bond F~iiid”) and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used solely and only for tlie payment of the principal 
of, preinium, if any, and interest on the Bonds, for the redemption of Bonds prior to maturity and 
for tlie payinelit of the reasonable fees and expenses to which the Trustee, Bond Registrar, 
Tender Agent, Authentication Agent, any Paying Agents aiid the Issuer are entitled pursuant to 
the Indenture or tlie Loan Agreement. Any moneys held in the Bond Fund will be invested by 
the Tiustee at tlie specific written direction of the Company in certain Goveiimental Obligations, 
investineiit-grade corporate obligations aiid other investineiits permitted under the Indenture. 

The Construction Fund 

The net proceeds of the Bonds will be deposited in a Constmction Fund (the 
“Construction Fund”) established uiider the Indenture. Moneys in the Consti-uction Fund will be 
expended in accordance witli the Loan Agreement to pay the costs of construction of the Project 
or to reimburse tlie Company for any ainouiit of tlie costs of construction of the Project paid or 
incurred by the Company. 
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The Rebate Fund 

A Rebate Fund has been created by the Indenture (the “Rebate F~iid”) aiid will be 
maintained as a separate fund free and clear of the lien of the Indenture. The Issuer, the Tnistee 
and the Company have agreed to comply with all rebate requirements of the Code and, in 
particular, the Company has agreed that if iiecessaiy, it will deposit in the Rebate Fund any such 
amourit as is required under the Code. However, the Issuer, the Tiistee aiid the Company may 
disregard the Rebate Fund provisions to the extent that they shall receive an opinion of Bond 
Counsel that such failure to comply will not adversely affect the exclusion of the interest on the 
Bonds from gross income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds aiid all fees and charges accrued aiid to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in aiiy other respect under the Indenture, the Indenture shall become nu11 
and void. The Bonds shall be deemed to have been paid and discharged when there shall have 
been irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if 
aiiy, and accrued interest on such Bonds to the due date (whether such date be by reason of 
maturity or upon redemption) or, in lieu thereof, Goveimnental Obligations shall have been 
deposited which mature in such amounts and at such times as will provide the funds iiecessaiy to 
so pay such Bonds, and when all reasonable aiid iiecessaiy fees and expenses of the Trustee, the 
Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided for. 

Defaults and Remedies 

As long as the Bond Insttrance Policy is in fir11 f o r m  and eflect with respect to the Bonds 
and the Bond Insziiw is not in default theivzrndei-, zipon the occzirence and continziance of an 
Event of Defazrlt, and szrbject to certain indeninijkation provisions, the Bond Inszirer shall he 
entitled to contrd mid direct the erzfoimment of all rights and remedies ginanted to the registered 
owners or the Trzrstee for the benefit of the r-egistered owners under the Indentzrre including, 
without limitation, the right to accelemte the principal of the Bonds and the right to annzrl any 
declaration of acceleration, and the Bond Inszrrer shall also be entitled to approve waivers of 
Events of Defazrlt. (See “Rights of Bond Inszrrer ’’ below.) 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) Failure to make payment of aiiy iiistallinent of interest on aiiy Bond, (i) if 
such Bond bears interest at other than the Long Tenii Rate, within a period of one 
Business Day from the due date and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the date due; 

(b) Failure to make punchial payment of the principal of, or premium, if any, 
on aiiy Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of aiiy Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable, provided that no Event of Default shall have 
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occurred in respect of failure to receive sucli purchase price for any Bond if the Company 
shall have made the payment on tlie next Business Day as described in tlie last paragraph 
under “Summaiy of the Bonds - Rernarlteting and Purchase of Bonds” above; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in tlie Indenture or in tlie Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in sucli 30-day period, it will not 
constitute an Event of Default under tlie Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) The OccuiTeiice of an “Event of Default” under the Loan Agreement (see 
“Summary of the Loan Agreement - Events of Default”); or 

(e) Written notice from tlie Bond Iiisurer to tlie Tiustee that an Event of 
Default. has occurred aiid is continuing under tlie Iiisuraiice Agreement. 

Upon the occurrence of an Event of Default under tlie Indenhire, tlie Tiustee may, subject 
to the provisions of the Indenture described under “Rights of Bond Iiisurer” below, and upon the 
written request of the registered owners holding not less than 2.5% in aggregate priiicipal amount 
of Borids then outstanding and upon receipt of indemnity reasonably satisfactory to it shall: (i) 
declare the principal of all Bonds and interest acci-ued thereon to be immediately due and 
payable and (ii) declare all payments under the Loan Agreement to be immediately due and 
payable and enforce each aiid every other right granted to the Issuer under the L,oan Agreement 
for the benefit of tlie Bondholders. In exercising sucli rights, the Trustee shall take any action 
that, in the judgment of the Tiustee, would best serve the interests of tlie registered owners. 
Upon tlie occurreiice of an Event of Default under tlie Indenture, the Trustee may also proceed to 
pursue any available remedy by suit at law or in equity to enforce tlie payment of the principal 
of, preiniuin, if any, and interest on tlie Bonds then outstanding. 

In the event that the maturity of the Bonds is accelerated, tlie Bond Iiisurer inay elect, in 
its sole discretion, to pay all or a portion of the accelerated principal and interest accrued on sucli 
principal to tlie date of acceleration (to the extent unpaid by the Issuer or the Company) with 
respect to tlie Bonds, and tlie Trustee shall accept such amounts. Upon payment of all of such 
accelerated priiicipal and interest acciiied to the acceleration date as provided above, tlie Bond 
Insurer’s obligations under the Bond Insurance Policy shall be fiilly discharged. 

If tlie Trustee recovers any moneys followiiig an Event of Default, unless tlie principal of 
tlie Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by tlie Tnistee aiid tlie Paying Agent and tlie payment of any sums due and payable to the 
United States pursuant to Section 148(f) of tlie Code, (ii) to tlie payment of all interest then due 
on the Bonds, and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If 
tlie priiicipal of the Bonds has become due or has been accelerated, sucli moneys shall be applied 
in the following order: (i) to the payment of the fees, expenses, liabilities aiid advances incurred 
or made by the Trustee and the Paying Agent aiid (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. 
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No Bondholder inay institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occuil-ed of which the Trustee has 
been notified or is deemed to have notice, and registered owners holding not less than 25% in 
aggregate principal amouiit of Bonds then outstanding shall have made written request to the 
Tiiistee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the Trustee sliall fail or refiise to exercise its powers within a reasonable 
time after receipt of indemnity satisfactoiy to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenhire 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in tlie hands of tlie Ti-ustee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

Subject to tlie provisions of the Indenture summarized under “Rights of Bond Insurer” 
below, no default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by tlie Trustee or the Bond Insurer or to tlie Issuer, 
the Coinpany and tlie Trustee by tlie registered owners holding not less than 25% in aggregate 
priiicipal amount of all Bonds outstanding and the Issuer and the Company shall have had thirty 
days after such notice to correct the default and failed to do so. If the default is such that it 
cannot be corrected within tlie applicable period but is capable of being cured, it will not 
constitute an Event of Default if coi-rective action is instituted by tlie Issuer or tlie Company 
within tlie applicable period and diligently pursued until the default is corrected. 

Following the occurrence of an Event of Default under the Indenture, the Bond Insurer 
will have the right to direct an accounting at the Company’s expense, and the Company’s failure 
to coinply with such direction within thirty (30) days after receipt of written notice of the 
direction from the Bond Insurer will be deemed a default under the Indenture; provided, 
however, that if compliance cannot occur within such period, then such period will be extended 
so long as compliance is begun within such period and diligently pursued, but only if such 
extension would not materially adversely affect the interests of the Bondholders. 

Waiver of Events of Default 

As long as the Rond Instil-once Policy is in firll form? and eflect with respect to the %onds 
and the Bond Insztrer is not in defazilt thervzrnder: zpon the occztrwnce and continzrance of on 
Event of Defatrlt, and subject to certain indeinn$cation provisions, the Bond Instrrer shall he 
entitled to control and dit-ect the right to minzrl any declaration of accelei-ation, and the Bond 
Inszszrrer shall also be entitled to approve all waivem of Events of Defatilt. (See “Rights of Bond 
Insairer ’’ below.) 

Except as provided below, the Trustee inay in its discretion waive atiy Event of Default 
under the Indenture and shall do so upon tlie written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of tlie moneys due shall have been 
obtaiiied or entered, (i) the Company shall cause to be deposited with the Trustee a s u n  
sufficient to pay all matured installinents of interest upon all Bonds and the principal of and 
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premium, if any, on any and all Bonds which shall have become due otheiwise than by reason of 
such declaration (with interest thereon as provided in the Indenture) and tlie expenses of the 
Trustee in coiniection with such default and (ii) all Events of Default under the Indenture (other 
than noiipayiiient of the principal of Bonds due by said declaration) shall have been remedied, 
then sucli Event of Default shall be deemed waived and such declaration and its consequences 
rescinded and annulled by tlie Trustee. Such waiver, rescission and aixiulment shall be binding 
upon all Bondholders. No sucli waiver, rescission and aixiulment shall extend to or affect any 
subsequent Event of Default or impair any right or remedy consequent thereon. 

Notwithstanding the foregoing, nothing in tlie Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on tlie 
Bonds after tlie maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indenhires supplemental to tlie Indenture 
without the consent of or notice to, tlie Bondholders in order (i) to cure any ambiguity or foiinal 
defect or omission in tlie Indenture, (ii) to grant to or confer upon tlie Trustee, as may lawfully be 
granted, additional rights, remedies, powers or authorities for tlie benefit of the Bondholders, (iii) 
to subject to the hidenture additional reveiiues, properties or collateral, (iv) to permit 
qualification of tlie Indeiiture under any federal statute or state blue sky law, (v) to add additional 
covenants and agreements of the Issuer for tlie protection of tlie Bondholders or to surreiider or 
limit any rights, powers or authorities reserved to or conferred upon the Issuer, (vi) with the 
consent of the Bond Insurer, to inalce any other modification or change to the Indenture which, in 
tlie sole .judgment of the Trustee, does not adversely affect tlie Trustee or any Bondholder, 
(vii) with the consent of the Bond Insurer, to make other amendments not otherwise peiinitted by 
(i), (ii), (iii), (iv) or (vi) of this paragraph to provisions relating to federal income tax matters 
under the Code or other relevant provisions if, in the opinion of Bond Counsel, those 
amendments would not adversely affect tlie exclusion of the interest on the Bonds froin gross 
iiicoine for federal income tax purposes, (viii) with the consent of the Bond Insurer, to make any 
modification or change to the Indenture necessaiy to provide liquidity or credit support for the 
Bonds, or (ix) to perinit the issuance of tlie Bonds in other than book-entry-only foiin or to 
provide changes to or for the book-entry system. 

Subject to tlie consent of the Bond Insurer, exclusive of supplemental indentures for the 
purposes set forth in the preceding paragraph, tlie consent of registered owners holding a 
majority in aggregate principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
preiniuin thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or 
Bonds, (iii) a reduction in the aggregate principal amount of tlie Bonds required for consent to 
such suppleiiiental indenture, or (iv) the deprivation of any registered owners of the lien of the 
Indenture. As discussed below, any action under tlie Indenture which requires the consent or 
approval of the registered owners of the Bonds shall, in addition, be subject to the consent of the 
Bond Insurer. 
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If at aiiy time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring tlie consent of tlie registered owners of the Bonds, the Tiustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed suppleineiital indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (or 
such longer period as shall be prescribed by the Issuer or the Company) following the inailing of 
such notice, the registered owners holding tlie requisite amount of the Bonds outstandiiig sliall 
have consented to the execution thereof, no Bondholder shall have any riglit to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless tlie Company consents to the 
execution aiid delivery of such supplemental indenture. The Company shall be deemed to have 
consented to tlie executioii and delivery of any supplemental indenture if the Trustee does iiot 
receive a notice of protest or ob.jectioii signed by tlie Coiiipany on or before 4:30 pm., local time 
in tlie city in which the priiicipal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
suppleinental indenture. 

Rights of Bond Insurer 

The Indenture grants certain rights to the Bond Insurer. In addition to those rights, tlie 
Bond Iiisurer shall, to tlie extent it makes payment of principal of or interest on the Bonds, 
become subrogated to the rights of the recipients of such payments in accordance with the tenns 
of the Bond Insurance Policy. If an Event of Default occurs, so long as the Bond Insurance 
Policy reinailis in full force and effect and the Bond Insurer is iiot in default, the Bond Insurer 
sliall have tlie right to institute aiiy suit, action or proceeding at law or in equity under the same 
teiins as a registered owner may institute any action under the Indenture. 

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, tlie Bond Insurer is explicitly 
recognized under the Indenture as being a third-party beneficiary thereunder aiid may enforce 
any such right, remedy or claim confen-ed, given or granted thereunder. 

As long as tlie Bond Insurance Policy is in fiill force and effect with respect to the Bonds 
aiid the Bond Insurer is not in default tliereunder: (a) any provision of the Indenture expressly 
recognizing or granting rights in or to the Bond Insurer may not be amended in any inantier 
which affects the rights of the Bond Insurer tliereunder without the prior written consent of the 
Bond Insurer; (b) aiiy action under tlie Indenture which requires the consent or approval of the 
registered owners shall, in addition to such approval, be subject to the prior written consent of 
the Bond Insurer; (c) upon the occurrence aiid continuance of an Event of Default, aiid subject to 
certaiii iiideinnificatiori provisions, the Bond Insurer shall be entitled to control aiid direct the 
enforcement of all rights and remedies granted to the registered owners or the Trustee for the 
benefit of the registered owners under the Indenhire including, without limitation, (i) the right to 
accelerate the principal of the Bonds, (ii) the right to atmil aiiy declaration of acceleration, arid 
the Bond Insurer shall also be entitled to approve all waivers of Events of Default, and (d) the 
Bond Insurer shall be entitled to receive copies of notices, certificates and other documents 
received by the Trustee pursuant to the Indenture or given to the Bondholders and notification of 
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any failure to provide any such document as required by the Indenture or the Loan Agreement, 
and shall be furnished by the Company with any filings made in accordance with SEC Rule 
15~2-12 and copies of certain financial statements, audit or annual report of the Company. 

Notwithstanding anything in the Indenture or the Loan Agreement to the contrary, in the 
event that the principal or interest due on tlie Bonds sliall be paid by the Bond Insurer pursuant to 
the Bond Iiisurance Policy, the Bonds sliall remain outstanding for all purposes, sliall not be 
defeased or otheiwise satisfied and sliall not be considered paid by the Issuer, and tlie assignment 
and pledge of the revenues and security of the Company under the Loan Agreement and all 
covenants, agreements and other obligations of the Issuer to tlie Bondholders shall continue to 
exist and shall run to the benefit of the Bond Insurer, and the Bond Insurer shall be subrogated to 
the rights of the Bondholders. 

Enforceability of Remedies 

The remedies available to tlie Trustee, the Issuer and the owners upon an Event of 
Default under the Loan Agreement or the Indenhire are in inany respects dependent upon judicial 
actions which are often subject to discretion and delay. IJnder existing constitutional and 
statutory law and judicial decisions, the remedies specified by the Loan Agreement or the 
Indenture may not be readily available or may be limited. The various legal opinions to be 
delivered concurrently with the deliveiy of the Bonds will be qualified as to the enforceability of 
the various legal instiiiinents by liinitations imposed by principles of equity, baillu-uptcy, 
reorganization, insolvency, moratorium or other similar laws affecting the rights of creditors 
generally. 

Tax Treatment 

In the opinion of Bond Counsel, under existing law, including current statutes, 
regulations, administrative rulings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on tlie Bonds will be excluded from the gross income of the 
recipients thereof for federal income tax purposes, except that no opinion will be expressed 
regarding such exclusion from gross income with respect to any Bond during any period in 
which it is held by a “substantial user” of the Project or a “related person” as such terms are used 
in Section 147(a) of tlie Code. Interest 011 the Bonds will be an item of tax preference in 
deteiiiiining alteiiiative minimum taxable income for individuals and corporations under tlie 
Code. It is Bond Counsel’s hrther opinion that, subject to the assumptions stated in the 
preceding sentence, (i) interest on the Bonds will be excluded from gross iiicoine of tlie owners 
thereof for Kentucky income tax purposes and (ii) the Bonds will be exempt from all ad valorem 
taxes in Kentucky. 

The opinion of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes will be based upon and will asslime the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which are 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations tlie interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
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Counsel will not independently verify the accuracy of the certifications and representations made 
by the Company aiid tlie Issuer. On the date of tlie opinion and subsequent to tlie original 
delivery of tlie Bonds, such representations of facts aiid circumstances mist be accurate aiid such 
covenants aiid undertaltings must continue to be complied with in order that interest on tlie 
Bonds be aiid remain excludable from gross income of the recipients thereof for federal income 
tax purposes under existing law. Bond Counsel will express no opinion (i) regarding tlie 
exclusion of interest on aiiy Bond fi-om gross income for federal income tax purposes on or after 
tlie date oii which aiiy change, including any interest rate coiiversioii, permitted by tlie 
documents other than with the approval of Bond Couiisel is taken which adversely affects tlie tax 
treatment of the Bonds or (ii) as to tlie treatment for purposes of federal income taxation of 
interest on tlie Bonds upon a Deteiinination of Taxability. 

The Code prescribes a number of qualifications aiid conditions for the interest O K ~  state 
aiid local government obligations to be and to remain excluded from gross income for federal 
income tax purposes, some of which, including provisions for potential payments by tlie Issuer to 
tlie federal goveiiiment, require future or continued compliance after issuance of tlie Bonds in 
order for the interest to be aiid to continue to be so excluded &om tlie date of issuance. 
Noncompliance with certain of these requirements by tlie Company or tlie lssuer with respect to 
the Bonds could cause tlie interest on tlie Bonds to be included in gross income for federal 
income tax purposes aiid to be subject to federal income taxation retroactively to tlie date of their 
issuance. The Company and tlie Issuer will each coveiiaiit to take all actions required of each to 
assure that the interest on tlie Bonds sliall be and remain excluded from gross iiicoine for federal 
income tax purposes, and not to take any actions that would adversely affect that exclusion. 

The opinion of Bond Counsel as to tlie exclusion of interest on the Bonds froin gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds will be 
subject to the following exceptions aiid qualifications: 

(a) The Code also provides for a “branch profits tax” which subjects to tax, at 
a rate of 30%, the effectively connected eaiiiitigs and profits of a foreign corporation 
which engages in a IJiiited States trade or business. Interest on tlie Bonds would be 
includable in tlie amouiit of effectively connected earnings aiid profits and thus would 
increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest 
on the Bonds, may be subject to taxation for aiiy S corporation with Subchapter C 
earnings and profits at tlie close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel will express no opinion as to any federal or 
ICentuclty tax coiisequeiices resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of tlie Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property aiid 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after 
August 7, 1986. (For purposes of tlie immediately preceding sentence, a portion of dividends 
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paid to an affiliated insurance company inay be treated as tax-exempt interest.) The Code further 
provides for the disallowance of any deduction for interest expenses incurred by baillts and 
certain other financial institutions allocable to caiiying certain tax-exempt obligations, such as 
the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to taxpayers 
other than such financial institutions, such taxpayers will be unable to deduct any portion of the 
interest expenses incull-ed or continued to purchase or carry the Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross incoine for purposes of determining tlie taxability of social 
secmity and railroad retireiiient benefits. Furthemore, tlie earned income tax credit is not 
allowed for individuals with an aggregate amount of disqualified income within the meaning of 
Section 32 of the Code, which exceeds $2,200. Interest on the Bonds will be taken into account 
in the calculation of disqualified income. Prospective purchasers of the Bonds should consult 
their own tax advisors regarding such matters and any other tax consequences of holding the 
Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
tlie market value of the Bonds. It caimot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

Drafts of tlie opiiiions of Bond Counsel relating to the Bonds in substantially the foiins in 
which they are expected to be delivered on the date of issuance of the Bonds of each series are 
attached as Appendix C-1 and C--2. 

Legal Matters 

Certain legal matters incident to the authorization, issuance and sale by the Issuers of the 
Bonds are subject to the approving opinions of Bond Counsel. Bond Counsel has in the past, and 
inay in the future, act as counsel to the Company with respect to certain matters. Certain legal 
matters will be passed upon for the Issuers by their respective County Attorneys. Certain legal 
matters will be passed upon for the Coinpany by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Couiisel and Corporate Secretary for the 
Company. Certain legal matters will be passed upon for the Underwriter by its counsel, Winston 
& Strawn LLP, Chicago, Illinois. 

Underwriting 

Lehinan Brothers Inc. (the “Underwriter”) has agreed to purchase the Bonds from the 
Issuers at the public offering price set forth on the cover page of this Official Statement. The 
Undeiwriter is corrunitted to purchase all the Carroll County Bonds if any Carroll County Bonds 
are purchased and all the Triinble County Bonds if any Triinble County Bonds are purchased. In 
connection with the underwriting of the Bonds, the Underwriter will be paid by the Company a 
fee in the amount of $93,807, which includes reirnburseinent for certain reasonable out-of-pocket 
expenses. 
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The Uiideiwriter inay offer and sell tlie Bonds to certain dealers and others at prices 
lower than the public offering price set forth 011 the cover page of this Official Statement. After 
the Bonds are released for sale to the public, the public offering price and other selling tenns 
may from time to time be varied by tlie 1Jndeiwriter. 

In connection with the offering of the Bonds, the Underwriter inay over-allot or effect 
transactions which stabilize or maintain the market prices of such bonds at levels above those 
which might otherwise prevail in the open market. Such stabilizing, if coimneiiced, inay be 
discontinued at aiiy time. 

Pursuant to separate Inducement Letters, the Company has agreed to indemnify the 
Undeiwriter aiid the Issuers against certain civil liabilities, including liabilities under the federal 
securities laws, or contribute to payments that the Undeiwriter or the Issuers inay be required to 
make in respect thereof. 

In the ordinary course of their business, the LJndeiwriter and certain of its affiliates have 
in the past aiid may in the future engage in investment and commercial banking transactions with 
the Company, iiicluding the provision of cei-tain advisoiy services to the Company. 

Continuing Disclosure 

Because the Bonds will be special and limited obligations of the Issuer, the Issuer is not 
an “obligated person” for purposes of Rule 15c2-12 (the “Rule”) promulgated by the SEC under 
the Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the 
Issuer will not provide any continuing disclosure infoimatioii with respect to the Bonds or the 
Issuer. 

In order to enable the Underwriter to comply with the requirements of the Rule, the 
Company will covenant in a continuing disclosure undertaking agreement delivered to tlie 
Trustee for the benefit of the holders of the Bonds (the “Continuing Disclosure Agreement”) to 
provide certain continuing disclosure for the benefit of tlie holders of the Bonds. Under its 
Contiiiuiiig Disclosure Agreement, the Company will covenant to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository (“NRMSIR”), recognized by the SEC pursuant to the 
Rule, and the state inforination depository, if any, of the Coinrnoiiwealth of I<entucly (a 
“SID” and, together with the NRMSIR, a “Repository”) recognized by the SEC (1) 
annual financial information of the type set forth in Appendix A to this Official Statement 
(including any infonnation incorporated by referelice therein) and (2) audited financial 
statements prepared in accordance with generally accepted accounting principles, in each 
case not later than 120 days after tlie end of the Company’s fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Ruleinalciiig Board, and with tlie SID, if aiiy, notice of the 
occui-reiice of any of tlie followiiig events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) noli-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) urischeduled draws on credit enhancement facilities reflecting fiiiancial 
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difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; (vii) 
modifications to rights of the holders of tlie Bonds; (viii) the giving of notice of optional 
or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any portion 
thereof; (x) release, substitution, or sale of property securing repayment of the Bonds; 
aiid (xi) rating changes with respect to the Bonds or tlie Company or any obligated 
person, within the meaning of the Rule. 

(c) The Company will file in a timely inaiuier with each Repository notice of 
a failure by the Company to file any of tlie notices or reports referred to in paragraphs (a) 
aiid (b) above by tlie due date. 

The Coinpaiiy may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does riot change the duties of the 
Trustee thereunder) or waive aiiy provision thereof, but only with a change in circumstances tliat 
arises from a change in legal requirements, change iii law, or change iii tlie nature or status of tlie 
Coiiipany with respect to the Bonds or the type of business conducted by the Company; 
provided that tlie undertaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on tlie date of issuance of tlie Bonds, after talting into account any 
amendments to tlie Rule as well as aiiy change in circumstances, aiid tlie amendinelit or waiver 
does not materially impair the interests of the holders of tlie Bonds to which such undertaking 
relates, in the opiiiioii of the Trustee or cowisel expert iii federal securities laws acceptable to 
both the Company and tlie Trustee, or is approved by the Beneficial Owiiers of a majority in 
aggregate principal ainoiirit of the outstaliding Bonds. The Company acluiowledges tliat its 
undertaltings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds aiid shall be enforceable by the holders of those Bonds or by the 
Tixistee oii behalf of such holders. Any breach by tlie Company of these undertakings pursuant 
to the Rule will not constitute an Event of Default under the Indenture, the L,oaii Agreement or 
the Bonds. 
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This Official Statement has been duly approved, executed and delivered by the County 
Judge/Executive of each Issuer, on behalf of such Issuer. However, neither Issuer has or 
assumes any responsibility as to the accuracy or coiiipleteness of any of the infomation in this 
Official Statement except for infomation fiirnished by such Issuer under the caption “The 
Issuers .” 

COUNTY OF CARROLL, IENTUCICY COTJNTY OF TRIMBLE, ICENTTJCICY 

By:/s/ Harold Tondinson By:/s/ Randy Stevens 
County Judge/Executive County Judge/Executive 
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Appendix D 

Form of Bond Insurance Policy 
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Financial Guaranty Insurance Policy 

Obligor: 

Obligations: 

Ambac Assurance Corporation 
One State Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 

Policy Number: 

Premium: 

e Obligation and delivery to the 

may become due in respect of any Obligation, other than a t  the sole option of Ambac, no1 against any risk other than Nonpayment. 
In witness whereof, Arnbac has caused this Policy to be affixed with a facsimile of its corporate seal and to be signed by its duly 
authorized officers in facsimile to become effective as its original seal and signatures and binding upon Ambac by virtue of the 
countersignature of its duly authorized representative. 

President Secretary 

Effective Date: Authorized Representative 

THE BANK OF NEW YORK acknowledges that it has agreed 
to perform the duties of Insurance Trustee under this Policy. 
Form No.: 2B-0012 (1/01) 
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Appendix E 

Summary of Certain Provisions of the Bonds while Bearing Interest at a Flexible Rate, a 
Variable Rate or a Long Term Rate 

The following table suininarizes, for each of the peiinitted Interest Rate Modes (except 
the Auction Rate): tlie dates 011 which interest will be paid (Ilzterst Payi?7er?t Dates); the dates 
on which each interest rate will be deteriniiied (Zrztei~st Rate Deteimi~zation Dates); the period of 
time (Interest Rate Periods) each interest rate will be in effect (provided that the iiiitial Interest 
Rate Period for each Interest Rate Mode inay begin on a different date from that specified, which 
date will be the Conversion Date or the date of a change in the Long Term Rate, as applicable); 
the dates on which registered owners inay tender their Bonds for purchase to the Tender Agent 
and the notice requireinents therefor (provided that while the Bonds are held in book-entry-only 
form, all notices of tender for purchase will be given by Beneficial Owners in the maimer 
described below under “PLirchases of Bonds on Demand of Owner - Notice Required for8 
Pzwchases”) (Pzii-chase oil Demand of O ~ m i * ;  Repired Notice); the dates on which Bonds are 
subject to inaiidatoiy tender for purchase (Mandatoiy Pzri.cl7ase Dates); tlie redeinption 
provisions applicable to the Bonds (Redemption); the notice requirements for redemption aiid 
mandatoiy tender for purchase (Notices of Redemption and A4Cmdatoi-y Pzrrchases); and tlie 
manner by which registered owners will receive payinelits of principal, interest, redemption price 
aiid purchase price (Maiz17er ofPayment). All times stated are New Yorlc City time. 
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I 
Interest Payment Dates I 
Interest Rate 
Determination Dates 

Interest Rate Periods 

Purchase on Demand of 
Owner; Required 
Notice 

A 

Mandatory Purchase 
Dates 

and Mandatory 

RIanner o f  Payment’ r 
I 

FLEXIBLE RATE 

With respect to any Bond, the last day of 
each Flexible Rate Period (or if such day 
is not a Business Day, the next 
succeeding Business Day). 

For each Bond, not later than 12:OO noon 
on the first day of each Flexible Rate 
Period for such Bond. 

- 
For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maximum number as 
specified in the Indenture); inust end on 
a day immediately prior to a Business 
Day. 

No purchase on demand of the owner. 

Any Conversion Date; and with respect 
to each Bond, on each Interest Payment 
Date for such Bond 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condemnation which will 
be on an Interest Payment Date) 

No notice of mandatory purchase 
following the end of each Flexible Rate 
Period; otherwise not fewer than 15 days 
(not fewer than 30 days notice of 
mandatory purchase on a Conversion 
Date if Conversion to the Semi-Annual, 
Annual or Long Tcrm Rate) or greater 
than 45 days. 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 

- 

DAILY RATE 

The first Business Day of each 
calendar month. 

Not later than 9:30 a m .  on 
each Business Day. 

Froin and including each 
Business Day to but not 
including the next Business 
Day. 

Any Business Day; by written 
or telephonic notice, promptly 
confirmed in writing, to the 
Tender Agent by 1O:OO a.m. on 
such Business Day. 

Any Conversion Date. 

Optional, Extraordinary 
Optional and Mandatory at par 
on any Business Day. 

Not fewer than 15 days (30 
days notice of mandatory 
purchase if Conversion to the 
Semi-Annual, Annual or Long 
Term Rate) or grcater than 45 
days. 

Principal or redemption price 
upon surrender of the Bond to 
the Paying Agent; purchase 
price upon surrender of the 
Bond to the Tender Agent, 

WEEKLY RATE 

The first Business Day of each 
calendar month. 

Not later than 4:OO p.m. on the day 
preceding each Weekly Rate Period 
or, if not a Business Day, on the 
next preceding Business Day. 

From and including each Thursday 
to and including the following 
Wednesday. 

Any Business Day; by written 
notice to the Tender Agent not later 
than 5:OO pm.  on a Business Day at 
least seven days prior to the 
Purchase Date. 

Any Conversion Date. 

Optional, Extraordinary Optional 
and Mandatory at par on any 
Business Day. 

Not fewer than 15 days (30 days 
notice of inandatory purchase if 
Conversion to the Semi-Annual, 
Annual or Long Term Rate) or 
greater than 4.5 days. 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon 
surrender of the Bond to the Tender 
Agent. 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory 

purchases shall be sent to Cede & Co., and payments of principal, redemption and purchase price of and interest on the Bonds will be 
paid through the facilities of DTC. See “Summary of the Bonds - Book-Entry-Only System” in  the forepart to this Official 
Statement. 
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nterest Payment Date 

SEMI-ANNUAL 

nterest Rate 
Ietermination Dates 

ANNUAL LONG TERM 

nterest Rate Periods 

Each June 1 and December I .  

Not later than 2:OO p.m“ on the Business 
Day preceding the first day of the 
Semi-Annual Rate Period, 

Each six-month period from and including 
each June 1 and December 1 to and 
including the day preceding the next 
Interest Payment Date. 

-._ 

On any Interest Payment Date; by written 
notice to the Tender Agent on any Business 
Day not later than the fifteenth day prior to 
the Purchase Date. 

’urchase on Demand of 
h n e r ;  Required Notice 

4 

Each June 1 and December I .  Each June 1 and December I ;  any 
Conversion Date; and the effective 
date of any change to a new Long 
Term Rate Period. 

Not later than 12:OO noon on the Not later than 12:OO noon on the 
Business Day preceding the first Business Day preceding the first day 
day of the Annual Rate Period. of the Long Term Rate Period. 

Each period from and including Each period designated by the 
the Conversion Date to the Company of more than one year in 
Annual Rate to and including the duration and which is an integral 
day immediately preceding the multiple of six months, from and 
second Interest Payment Date including the first day of such period 
thereafter and each successive (June 1 and December 1) to and 
twelve month period thereafter. including the day imniediately 

preceding the last interest Payment 
Date for that period. 

On the final Interest Payment On the final Interest Payment Date foi 
Date for the Annual Rate Period; the L.ong Term Rate Period; by writte: 
by written notice to the Tender notice to the Tender Agent on a 
Agent on any Business Day not Business Day not later than the 
later than the fifteenth day prior fifteenth day prior to the Purchase 
to the Purchase Date. Date. 

vlandatory Purchase 
h t e s  

Any Conversion Date; the first Business 
Day after the end of each Semi-Annual 
Rate Period. 

tedemption 

Any Conversion Date; the first 
Business Day after the end of 
each Annual Rate Period. 

Gotices of Redemption and 
Vlandatory Purchases’ 

flamer of Payment‘ 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condemnation which will be 
on an interest Payment Date). 

Optional at par on the final 
Interest Payment Date; 
Extraordinary Optional and 
Mandatory at par, on any 
Business Day. 

Not fewer than 30 days or greater than 45 
days. 

Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
Dwners or, upon request of registered 
Dwner, of $1,000,000 or more of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tender Agent. 

Not fewer than 30 days or greater Not fewer than 30 days 01 greater that 
than 45 days. 45 days. 

Principal or redemption price Principal or redemption price upon 
upon surrender of the Bond to the surrender of the Bond to the Paying 
Paying Agent; interest by check Agent; interest by check mailed to the 
mailed to the registered owners registered owners or, upon request of 
or, ~rpon request of registered registered owner, of $1,000,000 01 
owner, of $1,000,000 or more of more ofan individual issue of Bonds, 
an individual issue of Bonds, in in immediately available funds; 
immediately available funds; purchase price upon surrender of the 
purchase price upon surrender of Bond to the Tender Agent 
the Bond to the Tender Agent. 

Any Conversion Date; the first 
Business Day after the end of each 
Long Term Rate Period; the effective 
date of a change of Long Term Rate 
Period. 

Optional at times and prices depender 
on the length of the Long Term Rate 
Period; Extraordinary Optional and 
Mandatory at par, on any Business 
Day. 

% 

So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory 
purchases shall be sent to Cede & Co., and payments of principal, redemption and purchase price of and interest on the Bonds will be 
paid through the facilities of DTC. See “Summary of the Bonds - Book-Entry-Only System” in the forepart to this Official 
Statement. 
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Determination of Interest Rates for Interest Rate Modes 

Daily Rate. If the Interest Rate Mode for tlie Bonds is the Daily Rate, the interest rate on 
the Bonds for aiiy Business Day will be the rate established by the Remarketing Agent no later 
than 930  a.m. (New Yorlt City time) on such Business Day as the rniiiiinuin rate of interest 
necessary, in tlie judgment of tlie Remarketing Agent taltiiig into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds 011 such Business Day at a price 
equal to the principal amount thereof, plus acci-ued interest, if any, thereon. For any day which is 
not a Business Day or if the Reinarlteting Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be tlie interest rate in effect for the immediately preceding 
Business Day. 

Weeldv Rate. If the Interest Rate Mode for the Bonds is the Weeltly Rate, the interest rate 
on the Bonds for a particular Weeltly Rate Period will be the rate established by the Remarketing 
Agent no later tliaii 4:OO p.m. (New York City time) on the day preceding sucli Weeltly Rate 
Period or, if such day is not a Business Day, on tlie next preceding Business Day, as tlie 
minimnuin rate of interest iiecessaiy, in the .judgment of tlie Reinarltetiiig Agent taltiiig into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Boiids 
on such first day at a price equal to tlie principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If tlie Interest Rate Mode for tlie Bonds is the 
Flexible Rate, tlie interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by tlie Reinarlteting Agent 110 later than 12:OO noon (New York City time) on the first 
day of that Flexible Rate Period as the miniinum rate of interest Iiecessaiy, in tlie ,judgment of the 
Reinarltetiiig Agent taking into account then Prevailing Market Conditions, to enable the 
Reinarltetiiig Agent to sell such Bond 011 that day at a price equal to tlie principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be deteclniiied separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Reinarltetiiig Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarlteting Agent fails to set the 
length of a Flexible Rate Period for aiiy Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until tlie earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with tlie Indenture. 

Semi-Anrizial Rote. If tlie Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be tlie rate established 
by the Remarlteting Agent no later than 2:OO p.m. (New Yorlt City time) on the Business Day 
immediately preceding the first day of such Semi-Aimual Rate Period as the minimnuin rate of 
interest necessary, in the judgment of the Reinarlteting Agent taking into account then Prevailing 
Market Conditions, to enable tlie Remarlteting Agent to sell tlie Boiids on such first day at a price 
equal to the principal ainount thereof. 
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Annual Rate. If tlie Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by tlie 
Rernarlteting Agent no later than 12:OO noon (New Yorlc City time) on tlie Business Day 
preceding the first day of such Antiual Rate Period as the minilnuin rate of interest necessary, in 
tlie judgment of the Reiiiarltetiiig Agent taluiig into account then Prevailing Market Conditions, 
to enable tlie Remarketing Agent to sell tlie Bonds on such first day at a price equal to the 
principal amount thereof. 

Long Teiw Rates mzd Loizg Term Rate Periods. If tlie Interest Rate Mode for tlie Bonds 
is tlie Long Teiin Rate, tlie interest rate on tlie Bonds for a particular Long Teiin Rate Period will 
be tlie rate established by tlie Remarketing Agent no later than 12:OO noon (New Yorlt City time) 
on tlie Business Day preceding the first day of such Long Teiin Rate Period as tlie minimuin rate 
of interest necessary, in the judgment of tlie Rernarlceting Agent talcing into account then 
Prevailing Market Conditions, to enable tlie Reiiiarltetiiig Agent to selI the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the dnration of 
tlie Long Teiin Rate Period at the time that it directs the Coiiversioii of the Interest Rate Mode to 
the Long Teiin Rate, and thereafter each successive Long Teiin Rate Period will be the same as 
the Loiig Term Rate Period so established by tlie Coiiipany until a different Long Teiiii Rate 
Period is specified by the Company in accordance with tlie Indenture (in which case the duration 
of tliat Long Teiiii Rate Period will control succeeding Long Teiin Rate Periods), subject in all 
cases to the occui-reiice of a Conversion Date or tlie maturity of the Bonds. Each Long Teiin 
Rate Period will be more than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period coimnences on a date other than a June 1 or 
December 1, such Long Term Rate Period may he for a period which is not an integral inultiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by tlie Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Teiin Rate Period thereafter will be for the full period 
established by tlie Company until a different L,ong Term Rate Period is specified by the 
Company in accordance with tlie Indenture or until tlie occurrence of a Conversion Date or the 
maturity of tlie Bonds; provided fiirther that no Long Teiin Rate Period will extend beyond tlie 
filial maturity date of the Bonds. 

Change of  lor^ Teiwi Rate Period. The Company may change froin one Long Teiin 
Rate Period to another Long Teiin Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under “Suimnary of tlie Bonds - Redemptions - 
Optional Redemption” in the forepart of this Official Statement upon notice from the Bond 
Registrar to the owners of Bonds as described below. With any notice of such change, the 
Company inust also deliver an opinion of Bond Counsel stating that such change is authorized or 
permitted by the Act and is authorized by the Indenture and will not adversely affect the 
excIusion from gross income of interestqon the Bonds for federal iiicorne tax purposes. 
Notwithstanding the foregoing, the Long Term Rate Period will not be changed to a new Long 
Term Rate Period if (A) the Remarketing Agent has not determined the interest rate for the new 
Long Term Rate Period in accordance with the tenns of the Indelihire or (B) the Bond Registrar 
receives written notice from Bond Counsel prior to the effective date of the change to tlie effect 
that tlie opinion of swh Bond Counsel required under the Indenture has been rescinded. Upon 
tlie occurrence of any of tlie events described in the preceding sentence, tlie Bonds will bear 
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interest at the Weekly Rate coiiiineiicing on tlie date which would have been the effective date of 
the proposed change of Long Term Rate Period, subject to the provisions described above under 
“Suininaiy of the Bonds - Conversion of Interest Rate Modes - Cancellation of Conversion of 
Inteiwt Rate Mode” in the forepart of this Official Statement. 

Notice to Ownei*s of Change of Long Term Rate Period. The Bond Registrar will notify 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Teiin Rate Period but iiot more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required to be set forth therein under the Indenture. 

F’ailzrre to Deternzine Rate. If for aiiy reason the interest rate for a Bond is iiot 
determined by tlie Reinarlteting Agent, except as described above under “Change of Long Terw 
Rate Period’ aiid above under “Summary of tlie Bonds - Coiiversioii of Interest Rate Modes - 
Cancellation of Coniwsion of Interest Rate Mode” in the forepart of this Official Statement, tlie 
interest rate for such Bond for tlie next succeediiig interest rate period will be the interest rate in 
effect for such Bond for tlie preceding interest rate period and, pursuant to tlie terms of tlie 
Indenture, there will be 110 change in the then applicable Long Teiin Rate Period or any 
Conversion from the then applicable Interest Rate Mode. Notwithstanding the foregoing, if for 
aiiy reason the interest rate for a Bond bearing interest at a Flexible Rate is iiot determined by tlie 
Rernarlceting Agent, the interest rate for such Bond for tlie next succeeding Interest Period will 
be equal to Tlie Bond Market Association Municipal Swap IndexTM (the “Municipal Index”) as 
defined in the Indenture aiid the Interest Period for such Bond will extend through the day 
preceding the next Business Day, until tlie Trustee is notified of a new Flexible Rate and Flexible 
Rate Period deteimiiied for such Bond by the Reinarlcetiiig Agent. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner’s Direct Participant (as defined under the 
caption “Suiiunary of tlie Bonds - Book-Entry-Only System” in the forepart of this Official 
Statement). If the Bonds are in certificated fonn, demands for purchase may be made only by 
registered owners. 

Daily Rate. If tlie Interest Rate Mode for the Bonds is tlie Daily Rate, any Bond will be 
purchased on tlie demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus acci-ued interest, if any, 
to tlie Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing) to the Tender Agent at its principal office not later than 1O:OO a.m. (New Yorlc City 
time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weelcly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:OO p.m. (New York City time) 011 a Business Day not later than the seventh 
day prior to the Purchase Date. 
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Senii-Annzial Rate. If tlie Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the deinaiid of tlie registered owner thereof on aiiy Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day iiot later than 
the fifteenth day prior to sucli Purchase Date. 

Arznzial Rate. If tlie Interest Rate Mode for the Bonds is tlie Annual Rate, any Bond will 
be purcliased on tlie deinaiid of the registered owner thereof on the final Interest Payment Date 
for such Annual Rate Period at a purchase price equal to tlie principal amount thereof upon 
written notice to the Tender Agent at its priiicipal office on a Business Day not later than the 
fifteenth day prior to such Purchase Date. 

Long Teiw Rate. If the Interest Rate Mode for the Bonds is the Long Tenn Rate, any 
Bond will be purchased on the demand of tlie registered owner thereof oii the final Interest 
Payment Date for such Long Teiin Rate Period (unless such date is the filial maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to tlie Tender Agent at 
its principal office on a Business Day iiot later than the fifteenth day prior to such Purchase Date. 

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless tlie poi-tion to be purchased aiid the 
portion to be retained each will be in an authorized deiioiniiiation or (b) aiiy Bond upon tlie 
dernaiid of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for tlie Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of tlie registered owiiers thereof, but each Bond will be 
subject to inaiidatoiy purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption “Maiidatory Purchases of Bonds.” 

Notice Reqziii~d for Pzirchases. Any written notice delivered to tlie Tender Agent by an 
owner demanding tlie purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal ainount (or poi-tioii thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blaizk for transfer, with all signatures guaranteed, to tlie Tender Agent at or prior to 11:OO a.m. 
(1:OO p.m. if a tender during a Daily Rate Period aiid 12:OO noon if a tender during a Weekly 
Rate Period) (New Yorlc City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatorv Pzirchase on Corzversion Dates or Chaizm b y  the Company in Long Term 
Rate Period. The Bonds will be subject to inandatoiy purchase at a purchase price equal to tlie 
principal amount thereof, plus, if the Interest Rate Mode is the Long Tenn Rate, the redemption 
premium, if any, which would be payable as described under “Suiiunary of the Bonds - 
Redemptions - Optional Redeinpfion” in the forepart of this Official Statement, if tlie Bonds 
were redeemed on tlie Purchase Date (A) on each Conversion Date and (B) on the effective date 
of any change by tlie Coiiipany of tlie Long Tenn Rate Period. Such tender and purchase will be 
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required even if the change in Long Teiin Rate Period or the Conversion is canceled pursuant to 
the Indenture. 

Mandatory Pzwchase on Each Inter-est Payment Date for Flexible Rate Period. 
Whenever tlie Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to inaiidatoiy purchase at a purchase price equal to the principal ainount thereof, without 
premium, on each Interest Payment Date that interest on such Bond is payable at an iiiterest rate 
deteiiiiiiied for tlie Flexible Rate. Owners of Bonds will receive no notice of such inaiidatoiy 
purchase. 

Marzdatory Pzmhase on Day after End ofthe Semi-Anizzml Rate Period, the Annual gate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, tlie Aiviual Rate or the Long Term Rate, such Bonds will be subject to 
iiiaiidatoiy purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Aimual Rate Period or Long Term Rate Period, as the case may be, for sucli Bond at a purchase 
price equal to tlie principal amount thereof plus accrued interest, if any, to such date. 

Notice to 0wiiei.s o f  Maridatory Purchases. Notice to owners of a mandatory purchase of 
Bonds on a Conversioii Date or upon a change in Long Teiin Rate Period will be given by the 
Bond Registrar, together with the notice of such Conversion or change of Long Teiin Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Coiiversioii from 
or to the Auction Rate, the Semi-Annual Rate, tlie Aimual Rate or the Long Term Rate or in tlie 
case of a change iii the Long Tenn Rate Period) but not more than 45 days before each 
Conversion Date or each effective date of a change in tlie Long Term Rate Period. Notice to 
owners of a mandatory purchase of Bonds after the elid of each Semi-Aimual Rate Period, 
Ariiiual Rate Period and Long Teiin Rate Period will be given by the Bond Registrar by first 
class mail at least 30 days prior to the end of such period. The notice of mandatory purchase will 
state those matters required to be set forth therein under the Indenture. No notice of inaiidatoiy 
purchase will be given in connection with a inaiidatoiy purchase or1 an Interest Payment Date for 
a Flexible Rate Period. 
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FOUR NEW ISSUBS-BOOK-ENTRY-ONLY 

$37,930,000 
Pollution Contra1 Revenue Bonds 

(Kentucky Utilities Company Project) 
coriskhg of the foliowirig issues: 

$20,930,000 $2,400,000 
County of  Carroll, Kcntiicky 

Pollution Control Revenue Bonds, 2002 Series A 
(Kcotucky Utilltles Coinpany Project) 

County OF Mercer, Kentucky 
Pollution Contml Revenue Bonds, 2002 Serics A 

(Ken lucky lrtiiitles Contpany Project) 

County of Carroll, Kentucky 
Pollution Contml Revenue Bonds, 2002 Series B 

(Kentucky Utilities Company PmJrcl) 

County of hfuhlenbcrg, Kentucky 
Pollution Control Revenue Ilonds, 2002 Series A 

(Kentucky Utilities Company Project) 

$7,400,000 S7,200,aoO 

Dated: Date of Orlginal Issuance Due: February 1,2032 
The Bonds of each issue (collectively, tlie “Bonds”) will be speck11 and Ilmitcd obligations of the related County (Uie “Issuers”), 

payable by tlie ~Specllve Issuers solely froni and secured by p~ymerils to be recclved by tire Issuers pursuant to separate Iaan  
Agreements nit11 

KENTUCKY UTILtTIES COMPANY 
(the “Company”), except as payable fmnt pmceeds of sucli Bonds of Investnienl earnings thereon. The Bonds will not conslilute 
general obligations of the Issuers or a charge against the general credit or taxing posers thereof o r o f  !he Cornrtionwralth or Kentucky 
or any other polltlc~l subdIvlsion of Kentucky, 

Until the Release Dale (generally, the date that all of tlw prior first mortgage bonds of thc Company (other than the First 
Mortgage Bonds sccuring the Bonds and the First Mortgage Bonds, Pollution Control Series No. 11) have been retired), principal of, 
and interest on, the Bonds will be fiirther secured by tlie delivcty to the Trustee of First Mortgage Bonds of the Company. See 
“SUMMARY 01: THE BONDSSecurily; Release Date; Limitation on Liens” and “THE FIRST MORTGAGE BONDS” for a 
description of Ihecircuriislances in which tlie First Mortgage Bonds will be released. On (lie Release Date, the Bonds will cease to be 
secumd by First hfortgage Bonds and wil l  be secured solely by paynients to be made by the Company under the respective Iaan  
Agrcenients, which Hi l l  beconic unsccured general obligations of tlie Contpany, and will rank on a parity with otlier unsecured 
indebtedness of tlieconipany. Proni and aRer the Relcase Date, llie Company will  covenanl not to Incur, assunic or  guarantee any 
sccurcd indthtdness other than as pcmiittcd 111 the Loan Agreements. See ‘fSUI1hfARY OF THE BON~S-Securityy; Release Date; 
Limitation on Liens.” 

The Uonds of each issue are separate series and thc sale and tleliveiy of one scrics is not dcpendcnt on tlte sale arid dclivery of 
tlic other serics. Thc Bonds as initially issued will bear intercst a t  Flexible Rates. The inilia1 Plexiblc Rate to be borne by the Bonds 
will be detemiined and reset by Banc One Capital Markets, Inc. as solc Rcmarketing Agent. *flu iritercst rate period, intercst rate 
and interest rate mode for each series of Bonds will bc subject to  changc under certain conditions, as described herein. 

Thc Bonds, when issued, will be registered in !he name of Cede & Co., as registered owncr and nominee Tor The Depository 
Ikust Conipany (,DTC”), New York, New York. D’TC will act as securities depository. Purchases of beneficial ownccship intcrcsts in 
the Bonds bearing interest at the Flexible Rate will be made in book-entry only form in denominations of $lOO,OOO and any integral 
multiple of $5,000 in cxccss of $lOO,OoO. Purcliasers will not reccivc certificates representing lheir bcncficiai interest in the Bonds. See 
the information contained under the caption “SUMMARY OF THE BONDS-Book-Entry-Only System” herein. Thc principal of, 
premium, if any, and interest on the Uorids will be paid by Deutsche Bank ‘Trust Company hiericas, as ‘liustee, to Cede & Ca., as 
long as Cede & CO. i s  tlie registered owncr of the Bonds. Disbursenient of such payments to tlic DTC Participants is the responsibility 
of DTC, and disbursenicnt of such payrncnts to the purchascrs of beneficial ownership interests is the responsibility of D’l%’s Direct 
and indirect Participants, as more fully described herein. 

PRICE: 100% 

Subject to theconditions and exceptions sct forth under {he caption “‘FAX TREAThlENI;” Bond Counsel i s  of tlie opinion that, 
under current law, interest on each series or Bonds offered hereby (i) will be excludable froin the gross inconie of thc recipients 
tliercof for federal income !ax purposes, except that no opinion will be expressed regarding such exclusion fconi gross income with 
respect to any nond during any pcriod in which it is held by a “substantial user” or a “related person” of the related Project as such 
terms arc used ia Section 147(a) of the Internal Revcnue Code of 198G, as amended (tlie “Code”) and (ii) will not be an item of lax 
preference in determining alternative nlininiutii taxable income for individuals and corporations under the Cade. Such interest may 
be subject to certain federal income taxes iniposed on certain corporations, including imposition of the corporate alternative 
niininiurn !ax on a portion of such interest and the branch profits tax on a portion of sucli interest. Bond Cniinsel is further of the 
opinion that intcrcst on each series of Bonds will bc excludable from the gross income of tlie recipients thereof for Kentucky income 
tax purposes and tltat, under current law, the principal of each series of Bonds will be exempt froni ad valorem taxes in Kcntucky. 
Issuance of cach scrim of b n d s  is subject to receipt of a favorable tax opinion of Bond Counscl as of the date of delivery of the 
Bonds. See “TAX TREATMENr“ herein. 

The Bonds are offered when, as and if issued and received by the Undcnvritcr, subject to prior sale, withdrawal or modiiication 
of the offer without notice, and to the approval of legality by Harper, Ferguson & Davis, Louisville, Kentucky, as Rond Counsel and 
upon satisfaction of certain conditions. Certain legal matters will be  passed upon for tlic Company by its counsel. Jones, Day, l\cavis 
& Pogue, Chicago, Illinois and John R. McCall, Esq., Executive Vice President, General Counsel and Carporate Secretary of tlic 
Company, for tlie Issuers by their respective Caunty Attorneys, and for the Underwriter by its counsel, Winston & Strawn, Chicago, 
Illinois. It is cxpeckd that the Bonds will be available for delivery to  DTC in New York, New York on or about May 23, 2002. 

BANC ONE CAPITAL MARKETS, INC, 
May 16,2002 





No dealer, broker, salesman or otlicr person has beell authorized by thc Issuers or either of them, thc 
Company or the Underwriter to give any infonnatian or to make any reprcsentatiarl with respect to the Bonds, otlicr 
than those contained in this Official Statement, and, i f  given or made, such othcr information or representation must 
not be relied upon as iiavirig been autliorizcd by any of the foregoing. The tJnderwriter has provided the following 
sentence for inclusion in this  Official Statement. The Underwriter has reviewed the infomation in tliis Official 
Statement in accordance with, and as part of, its responsibilities to investors under the federal securities laws as 
applied to thc facts and circuitlstances of [his transaction, but tlie Underwriter does not guarantee the accuracy or 
completeness of such infoinlation. The information and expressions of opinion lierein are subjcct to cliangc wilhout 
notice and neither tlic delivery of this Official Statement nor any sale made hcreunder shall, under any 
circunistances, create any implication that there has been no cbange in the affairs of the parties rcfened to above 
since the date Iiereof. Although the Issuers have consentcd to the usc of this Official Statenlent iit connection with 
the initial issuance and sale of the Bonds, neither issuer makcs any represeiitatioa with respect to thc accuracy or 
coinpleteness hereof, except for the information under the caption "THE ISSlJERS " 

I n  conocction with tlic offerilig of (lie Bonds, the Untlcrrwiter niay over-allot or effect transactions 
wliiclt stabilize or nieiritain the niarket prices o f  such bonds at levels above tliosc which might othenvise 
prevail in tfic opeii riiarkef. Sucfi stabilizirig, i f  cominenced, may be discontinued at atiy t h e .  
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0FHClAL STATEMEN‘f 

$20,930,000 
Courily of Carroll, Kentucky 

Pollution Control Revenue Bonds, 2002 Series A 
(Kentucky Utilities Company Project) 

$7,400,000 
County of Mercer, Kentiicky 

Pollution Control Revenue Bonds, 2002 Series A 
(Kenlucky Utilities Company Project) 

$2,400,000 
County of Carroll, Kentucky 

Pollution Control Revenue Bonds, 2002 Series R 
(Kenhicky LJtiiities Company Project) 

$7,200,000 
County of Muhlenkrg, Kentucky 

Pollution Control Revenue Bonds, 2002 Sei ies A 
(Kentucky IJtilities Company Project) 

This Official Statement, including the cover page and Appendices, is providcd to fiirnisli 
information in connection with the offer and sale of: (i) $20,930,000 Pollution Coritrol Revenue Bo~ids, 
2002 Series A (Kentucky Utilities Company Project) (the “Series A Carroll Bonds”), by Ihe County of 
Carroll, Kentucky (“Carroll County”), (ii) $2,400,000 Pollution Control Rcvenue Bonds, 2002 Series B 
(Kcnhicky Utililies Company Projcct) (tlie “Series B Cairo11 Boncl~”), by Cat roll CotuQ’, (iii) $7,400,000 
Pollution Control Revenue Bonds, 2002 Series A (Kentucky Utilities Coinpany Project) (the “Merccr 
Bonds”), by the County of Mercer, Kentucky (“Mercer County”) and (iv) $7,200,000 Pollution Control 
Revenue Bonds, 2002 Series A (Kentucky lltilities Company Project) (thc “Muhlenberg Bonds”), by the 
County of Muhlenberg, Kentucky (“Muhieuberg County”). For purposes of this OMicial Staternent, the 
Series A Carroll Bonds, the Series B Carroll Bands, the Mcrcer Bor~ls a~td the Muhlenberg Bonds are 
collectively referred io as tlie “Boncls” and Carroll Coui~ty, Mercer Couity and Muliletiberg County are 
individually referred to as an “Issuer” and collectively as the “lssuers.” 

Each issue of the Bonds will be issued pursuaitt to a separate lndeiiturc of Trust, each dated as of 
Febiuary 1,2002 (individually an “lndenturc” arid collectively lhe “Indentures”), between the related 
issucr and Deutsclie Rank Trust Company Arilericas (the “Tr~tstee”), as Trustee and Paying Agent. 

I’ursuant to separate Loail Agreenienki by and between Kentucky Utilities Company (the 
“Cotnpany“) and each ol‘the Issuers, dated as of February I ,  2002 (each a “Loan Agreement” and, 
collectively, the “Loan Agreements“), pioceeds frorri the sale of each issue of Bonds, other than accrued 
interest, if any, paid by the initial purchasers thereof, will be loaned by the applicable Issuer to the 
Company. The i,oan Agreements are separate undertakings by and between tlie Company and the 
applicable Issuer. 

The proceeds (other than any accrued interest) of each issue of Bonds will be applied in fiill, 
together with other fiuids ma& available by the Company, to pay and discharge certain outstanding bonds 
(collectively, the “1992 Bonds”) previously issued by such issuer to finance certain poflution control 
facilities (individually, a “Project,” atttl collectively, tlie “Projects”) owned by the Company. 

It is a condition to the Undenvriter’s obligation to purchase the applicable series of Bonds that the 
Company irrevocably instruct the trvstees in respect of the 1992 Bonds, on or prior to the date of issuance 
of the Bonds, to call the 1992 Bonds, for redemption. 

The Company is an operating subsidiaiy of LG&E Energy Corp. and Powergen pIc (the 
“Parents“). The Parents will have no obligation to make any payinents due under [lie Loan Agreements or 
First Mortgage Bonds (as defined herein) or any othcr payments of principal, interest, premium or 
purchase price of the Bonds. 



'Hie Compeny will repay each loan wder the applicable Loan Agreement by making payrrients to 
the applicable Trustee in sufficient amount to pay the phcipal of and interest and any premium on, and 
purchase price of, tlie applicable series of Bonds. See "SUMMARY OF THE LOAN AGREEMENT -. 
General." Pursuant to the applicable Indenture, an Issuer's rights under the applicable Loan Agreement 
(other than with respect to certain intlemnification and expense payments) will be assigned to the 
applicable Trustee as security for the applicable series of Bontls. 

For the purpose of further securing the Bonds, the Conipany will issue and deliver to the 'Trustee 
separate series of the Company's First Moilgage Bonds (individually and collectively as appropriate, the 
"First Mortgage Bonds"). Tlie principal amount, tnatuiity date and interest rate (or method of 
determining interest rates) of each such series of the First Mortgage Bonds wiI1 be identical to the 
principal amount, maturity date and interest rate (or method of determining interest rates) of the relater1 
series of Bonds. The First Mortgage Bonds will only be payable, and interest thereon will only accrue, as 
described herein. See "STJMMARY OF THE LOAN AGREEMENT - Issuance and Deliveiy of First 
Mortgage Bonds; Limitation oil Liens" and "SUMMARY OF 'THE FIRST MORTGAGE BONDS." 'Hie 
applicable series of Fiist Mortgage Bonds will not provide a direct source of liquidity to pay the purchase 
price of applicable series of Bonds tendered for purchase in accordance with the Indenh~re. On the 
applicable Release Date (as defined herein), tlie Bonds will cease to be secured by the First Mortgage 
Bonds and will be secured solely by payments to be made by the Company under the applicable Loan 
Agreement, which at that tiinc will become an unsecured general obligation of the Company and will 
rank on a parity with other iinsecured indebtedness of the Cornpany. See "SUMh4ARY OF 7'11G BONDS 

Security; Release Date; Limitation on Liens" and 'I-- Remarketing and Purchase of Bonds." 

Tlic Bonds are spccial antl lirnitctf obligations of the respective Issuer and the respective 
Issuer's obligation to pay the principal of and interest antl any premium on, and pnrclrasc price of, 
its respective series of Bonds is limited solely to tlic revenues slid otlier aiiioiirits received by the 
'l'rastee under the applicable Indenture pursuant to the applicable Loan Agiwment and arnoiints 
payable under the applicable First Mortgage Bonds, The Bonds will iiot constitute an indebtcdiiess, 
general obligation or pledge of the faith and credit or taxing power of the respective Issuer, the 
Coniri~onw~ealtli of Kctitiicky or any political subdivision thei*eof. 

Banc One Capital Markets, Inc. will be appoitited under the applicable Indenture to serve as 
Remarketing Agent for the Bonds. Tlie Reinarketing Agent may resign or be removed and a successor 
Remarketing Agent may be appointed in accordance with the terms of the applicable Indenture and the 
applicable Remarketing Agreement for the Bonds bettvecii the Remai keting Agent and tlie Company. 

Brief descriptions of the Company, the Issuers, the Bonds, the Loan Agdenients, the Intlentures 
and the Firs[ Mortgage Bonds (including the First Mortgage Intienhire) are included in this Official 
Statement. Such descriptions and information do not puiyoit to be complete, comprehensive or definitive 
and are not to be construed as a representation or a guaranty of accuracy or completencss. All references 
herein to the documents are qualified in their entirety by reference to such docuiiients, and references 
herein to a series of Bonds are qualificd in  their entirety by refcieiice to the definitive form thereof 
included in the applicable Indenture. Copies of the Loan Agreements and the Indentures will be available 
for inspection at the principal coiporate trust o f h e  of the Ti-ustec antl, until the issuance of the Bonds, 
may be obtained froni the Undenvriter. The First Mortgage Indenture (including the fornis of the First 
Mortgage Bonds) is available for inspection at the office of the Coinpany in Lexington, Kentucky, and at 
the corporate trust office of the First Moitgage Trustee, in Chicago, Illinois. Certain infonnation relating 
to Tlie Depository Trust Company ("DTC") and tlie book-entryonly system has been fiirnished by DTC. 
APPENDIX A to this Official Statement and all inforination contained under the headings "THE 
PROJECTS" and "USE OF PROCEEDS" has been furnished by the Cnmpiiny. The Issuers and Bond 
Counsel assuine no responsibility for the accuracy or completeness of such APPENDIX A or such 
information. APPENDIX I3 lo this Official Statement contains the proposed fonns of opinion of Bond 
Counsel to be delivered i n  connection with the issuance and delivery of the Bonds. 
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THE ISSUERS 

Each Isslier is a public body corporate and politic duly created and existing as a county and 
political subdivision under the Constitution and laws of the Commonwealth of Kentucky. Each Issuer is 
authorized by Section 103.200 to 103.285, inclusive, of the Kentucky Revised Statutes (the "Act") to 
(a) issue the respective series of Bonds to pay and discharge the related series of 1992 Bonds, (b) lend the 
proceeds fioin the sale of such respective series of Bonds to the Company for such purpose arid (c) enter 
into and perfomi its obligations under tlie applicable Loan Agreement and the applicable Indenture. Each 
Issoer, thioagli its legislative body, tlie Fiscal Court, tias adopted one or inore ordinances authoi izing the 
issuaiice of the Bonds and the execution and delivery of the applicable related documents. 

THE BONDS OF EACH ISSUE ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE 
SOLELY AND ONLY FROM CERTATN SOLJRCES, INCLlJDING AMOTJNTS TO BE RECEIVED 
BY OR ON R E H M F  OF THE AE'PLICNBLE ISSUER UNDER THE APPLICABJB LOAN 
AGREEMENT AND OTHER AMOIJN'I'S RECEIVED FROM PAYMENTS MADE TJNDBR TNE 
APPLICABLE FIRST MORTGAGE BONDS. THE BONDS OF EACH ISSUE WILL NOT 
CONSTI?'IJTE AN INDEBTEDNESS, GENERAL OBLIGATION OK PLEDGE OF THE FAITH AND 
CREDIT OR TAXTNG POWER OF THE RESPECTIVE ISSUER, THE COMMONWEALTH OF 
KEN'rUCKY OR ANY POLITICAL SI JBDIVISION THEREOF, AND WILL, NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE 1UESPBCTlVE ISSIJER OR A CHARGE AGAINST ITS 
GENERAL CREDIT ORTAXTNG POWERS. 

Each Project has been completed and iS the property of the Company, subjecl to the lien of the 
First Mortgage Indenture. 

The Department for Natural liesources and Environmcii(al Protection of the Conimonweallh of 
Kentucky, the agency exercising jurisdiction with respect to the Projects, has cei lified that each Project, 
as designctl, is in furtherance ofttie purposes of controlling atmospl~eric pollutnnts or contarninants and 
water pollutaiits and contaniinants, as applicable. 

l'lie Carol! County Series A Project consists of certain air, solid waste and water poIlution cotitrol 
fwilities at the Company's Ghent Generating Station located in Carroll County. The Carroll County 
Series B Project corisists of certain air pollution control facilities at Unit 2 at the Ghent Gerleratiiig 
Station. 

The Mercer Couity Project consists of certain air pollution control facilities at the Company's 
E.W. Brown Generating Station located in  Mercer County. 

The Muhienberg County Project consists of certain air pollutiori control facilities at the 
Company's Gieen River Generating Slation located in Muhlenberg County. 

For purposes of this Official Statement, the Glicnt Generating Station, the E.W. Brown 
Generating Station anti the Green River Generating Station are individually referrcd to as the "Gcncrating 
Station." 

XJSK OF PROCEEDS 

The proceeds froni tlie sale of each issue of the Bonds (exclosivc of accrued ititerest, if any) will 
be used, together with Rinds to be provided by the Company, fa pay and discharge, at a reclemption price 
of I 02% of the principal amount thereof plus acciued interest, the related issue of llte 1992 Bonds on the 
date of issuance of tlie Bonds. The 1992 Bonds bear intcrest at 6 1/4% per an nun^ and mature i n  
Febniary, 201 8. 
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SEPARATE SERIES 

The Bonds are being offered and sold pursuant to a coiiimon plan of marketing and financing 
pursuant to this Oflicial Statement. ‘The Bonds will be paid from payments made by or on behalf of tlie 
Company and will have substantially the same claim to such source of funds. Each issue of Bonds, 
however, is a separate series and the sale and delivery of one series is not dependent on the sale and 
delivery of the other series. In addition, optional or rnandatory redemption of one issue of Bonds may be 
made in the manner described below without tlie redemption of the other series. Similarly, a default 
wder one of the series of Bonds or Loan Agreeinetits will not necessarily constitute a default under tlie 
other series of Bonds or Loan Agreements. Each series of Bonds can bear interest at an Interest Rate 
Mode differcnt from the Interest Rate Mode borne by tlie other series of Boiids. Each series of Bonds is 
separately secured by a separate series of First Morfgage Bonds. Unless specifically otherwise noted, tlie 
following discussion under the captions “SUMMARY OF ‘THE BONDS,” “SIJMMARY OF THE LOAN 
AGREEMENT,” “SIJMMARY OF THE MDENTI IRE,” “SUMMARY OI’ TflE FlRST MORTGAGE 
BONDS,” “ENFORCEABILI’TY OF REMEDIES” and “TAX TREATMENT” applies equally, but 
separately, to each issue of Bonds. As used under such captions, references to tlie terms “Issuer”, 
“Project”, “Generating Station”, “Bands”, “First Mortgage Bonds”, “ I  992 Bonds”, “Loan Agreement”, 
“Indenture” and “’histee“ should be read as separately referring to each issue of Bonds and tlie related 
issuer, Project, Generating Station, First Mortgage Bonds, 1992 Bonds, Loan Agreement, Indenture and 
Trustee. 

SUMMARY OF THE BONDS 

General 

The Bonds will be issued in the aggregate principal amount set forth on tlie cover page of this 
Official Statement and will mature on February 1, 2032. Vie Bonds are also subject to redemption prior 
to maturity as described herein. 

From and after the date of the issuance and delivety of the Bonds, the Bonds will bear interest at 
the Flexible itate and will continue to bear interest at tlie Flexible Rate until a Conversion to anotlier 
lilterest Rate Mode is specified by tlie Company or until the maturity of tlie Bonds. The pennittcd 
Inlerest Rate Modes are (i) the ‘Wexible Rate,“ (ii) the “Daily Rate,” (iii) the “Weekly Rate,“ (iv) the 
“Semi-An~iual Rate,” (v) the “Armual Rate,” (vi) the Yong Tenii Rate” and (vi;) thc “Dutch Auction 
Rate.” Changes in the Interest Rate Mode will be effected, and notice of such clianges will be given, as 
described below i n  ”Conversion of Interest Rate Modes and Changes of Long ‘I’enn Rate Periods.” 

During each Rate Period for an Intetest Rate Mode (other than a Dutch Auction Rate), the interest 
rate 01 gates fot the Bonds in that Interest Rate Mode, and Flexible Rate Periods for Bonds accniing 
interest at a Flexible Rate, will be tleteiiiiined by the Reniarketing Agent in accordance with the 
Indentute; provided h a t  the interest rate or rates borne by any Bonds may not exceed tlie lesser of (i) the 
maximuin interest rate peniiitted by applicable law or (ii) 14% per annum. 

Interest on the Bonds wliicli bear interest at a Dutch Auction Rate will be coniputed on the basis 
of a 360-day year for tlie number of days actually elapsed. Interest on the Bomls which bear interest at a 
FJexible Rate, Daily Rate or Weekly Rate will be compufed on tile basis of a year of 365 or 366 clays, as 
appropriate, and paid for tlie actual number of days elapsed. Interest on the Bonds which bear interest at a 
Semi-Annual Rate, Annual Rate or Long Term Rate will be computed on tlie basis of a 360-day year of 
twelve 30-day months. Interest payable on any Interest Payment Date will be payable to tlie registered 
owner of the Bond as of the Record Date for such payment; provided that in  the case of Bonds bearing 
interest at the Flexible Rate, interest will be payable to tiie tegistered owner of such Bond on the Interest 
Payment Date therefor. The Record Date, in the case of interest accnied at a Daily Rate or Weekly Rate, 
will be the close of business on the Busiiiess Day immediately preceding each Interest Payment Date, in 
the case of inteiest accrued at a Dutch Auction Rate, will be tiie close of business on tlie second Business 
Day immediately preceding each Interest Payment Date, and in the case of interest accrued at a 
Semi-Annual Rate, Annual Rate or Long ‘I’enn Rate, will be tlie close of business on the fiReeuth day 
(whether or not a Business Day) of the montli preceding each Interest Payment Date. 
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The Bonds initially will be issued solely in book-entry-only form tluougli DTC (or its iioniinee, 
Cede 62 Co.). So long as tlie Bonds are Iicld in the book-entry-only systeiii, DTC or its nominee will be 
the registered owner or holder of the Bonds for all purposes of the Indenture, tlie Bonds and this Ollicial 
Statement. See "SUMMARY OF TW E BONDS - Rook-Entry-Only System" below. individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only foim in (i) denomind ions 
of$25,000 and integral niultiples tliereof, if bearing interest at the Dutch Auction Rate, (ii) denominations 
of$lOO,OOO and integral multiples thereof, if bearing interest at the Daily Rate or the Weekly Rate; (iii) 
denominations of $100,000 or any integral multiple of $5,000 in excess of $1 00,000, if bearing interest at  
Flexible Rates; or (iv) denominations of $5,000 and integral multiples thcieof, if bearing interest at the 
Semi-Annual Rate, the Aiuiual Rate or the Long Term Rate. 

Except as othenvise described below for Bonds held in Dl'C's book-entry-only system, the 
priiicipal or redemption price of the Bonds is payable at the designated corporate tixist oEce  in New 
York, New York of the Trustee, as paying agent (the "Paying Agent"). Except as othenvise described 
below for Bonds held in DTC's book-eiitry-only system, interest on the Borids is payable by check inailed 
to the owner of record, provided that interest payable on each Bond will be payable in i~nrnediotely 
available funds by wile transfer within the continental I Jnited States or by deposit into a bank account 
maintained with the Paying Agent (i) if tlie Inteiest Rate Mode is the Daily Rate, the Weekly Rate, the 
Dutch Auction Rate or the Flexible Rate, or (ii) at the written request of any owner of record holding at 
least $1,000,000 aggregate principal amount of the Bonds, ii'the Inteicst Rate Mode is the Semi-Annual 
Rate, Annual Rate or Long Ten11 Rate, received by the Trustee, as bond regisliar (the "Bond Registrar"), 
at least one Business Day piior to any Record Date. Except as ollierwise desciibcd below for Bonds held 
in DTC's book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest payable on each 
Bond will be paid only upon presentation and surrender of such Boncl. 

Bonds niay be transferTed or exchanged for an equal total aniount of Bonds of other authorized 
clcriominations upon srimerider of such Bonds at tlie pi incipal office of the Bond Registrar, accompanied 
by a written instniment of ttansfer or authorization for exchange in form and with guaianty of sipahire 
satisfactmy to the Bond Registrar, duly executed by [lie registerctl owner or the owner's duly authorized 
attorney. Except as provided in the Indenture, tlie Bond Regisliar will not be iequired to register the 

' tiaiisfer or exchange of any Bond (i) during the fifteen days before any mailing of a notice of retlemption 
of Bonds, (ii) afier such Bond has been called for redemption or (iii) for ~vl~icli a registered owner 113s 
submitted a demand for purchase (see "Purchases of Bonds on Dematid of Otvnei" below), 01 which has 
been purchased (see "Paymenl of Purchase Price" below). Registration of transfers and exclianges will be 
made witlioul charge to the registered owners of Bonds, except that the Bond Registrar may require any 
iegisteietl owner requesting registiation of transfer or exchange to pay any requiied tax or governmental 
charge. 

'reader. Agent 

Bonds, to the Tender Agent foi purchase at the times and i n  the nianncr described herein under "Suniinary 
of Ccitain Provisions of the Bonds." So long as the Bonds are held i n  DTC's book-entry-only system, the 
Tnistee will act as Tender Agent under the Indenhire. Any S U C C ~ S S O ~  Tender Agent appointed pursuant Io 
the Indenture will also be a Paying Agent. 

Owners may tender their Bonds, and in certain circurnslanccs will be required lo tender their 

I<ciiiarkcting Agertt 

Banc One Capital Markets, lnc. will act as the Rcmarkcting Agent with respect to the Bonds (the 
'Remarketing Agent"). 'lhe Remarketing Ageot may be removed by the Issuer, if so directed by the 
Company, upon seven clays' notice, and may resign in accordance with the Remarketing Agreement upon 
I O  days' not ice. 

Certain Definitions 

As used herein, each of the following temls will have the meaning indicated: 
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'Xtinirai Role Period" means the period beginning on, and including, the Conversion Date to the 
Annual Rate and ending on, and including, the day next preceding the second Interest Payment Date 
thereafter, and eacli successive twelve-month period (or portion thereof) thereafter until the day preceding 
tlie earlier of tlie Conversioii to a differeiit Interest Rate Mode or tlie niattirity of tlie Bonds. 

"Berteficial Owrier" means the person in whose naiiie a Bond is recorded as snch upon the 
systems of DTC and each Participant (as defined herein) or the registered holder of such Boiids if such 
Bond is not then registered in  the name of Cede & Co. 

"Buisirzess Day" means any day other than (i) a Saturday or Sunday or legal holiday or a day 011 

which banking institutions in the city in which the principal ofice of the 'I'rusfee, the Bond Registrar, the 
Tender Agent, the Paying Agent, the Auction Agent, the Company or the Reinarketiiig Agent are located 
are authorized by law or executive order to close or (ii) a day on which tlie New York Stock Exchange is 
closed. 

"Cor?vetsioiz" means any conversion from time to time i n  accordance with the tenns of tlie 
Indenture of the Bonds from one Interest Rate Mode to another Iiiteresl Rate Mode. 

"Corzwrsion Dale" means initially tlie date of original issuance of the Bonds, and thereafker 
means the date on which any Conversion becomes effective. 

"Dady Rate Period" means the period beginning on, and including, the Conversion Date to the 
Daily Rate and ending on and including the day preceding the next Business Day and each period 
thereafter beginning on and including a Busiiiess Day and ending on and including the day preceding the 
next succeeding Business Day until the day preceding the earlier of the Conversion to a different Interest 
Rate Mode or the maturity of the Bonds. 

"Dutch Arrctiorz Rate Period" means the period during which the Bonds bear iiiterest at a Dutch 
Auction Rate detennined in accordance with the Dutch Auction Procedures to be implemented at the time 
of conversion to the Dutch Auction Rate. 

'Il;/exiDle Rate" means the Interest Rate Mode for the Bonds in which the intercst rate for each 
Bond is deternined with respect to that Bond during each Flexible Rate Period applicable to that Bond, as 
provided in the Intlenture. 

'%'/e,iibk Rnte Period" means wit11 respect to any Bond, each period (which may be fiorn one day 
to 270 days, or such lower innxiinurn number of days as is then permitted under thc Indenture) determined 
for such Bond, as provided i n  the Indenture. 

'Ylriferesf Puynent Dole" means (i) if the Interest Rate h4ode is the Daily Rate or the Weekly Rate, 
the first Business Day of each calendar month, (ii) if the Interest Rate Mode is tlie Flexible Rate, for each 
Bond the last day of each Flexible Rate Period for such Bond (or if such day is not a Business Day, the 
next succeeding Business Day), (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate 
or the Long Terin Rate, Februaiy I and August 1, and, iii the case of tlie Long Temi Rate, the effective 
date of a change to a new Long Temi Rate Period; (iv) if the Interest Rate Mode is the Dulcli Auction 
Rate Mode (a) for an Auction Period of 91 days or less, tlie Business Day immediately succeeding the last 
day of such Auction Period and (b) for an Auction Period of more than 9 1 days, each 13"' Wednesday 
after tlie first day of such Auction Period and tlie Business Day immediately succeeding the last day of 
such Auction Period (in each case it being understood that in those instances where the iinrnediately 
preceding Auction Date falls on a day that is not a Business Day, the Interest Paymcnt Date with respect 
to the succeeding Auction Period shall be one Business Day iinrnediately succeeding the next Aucrion 
I)a!e); arid (iv) any Conversion Date (including the date of a failed Conversion). In any case, the final 
Interest Paynient Date will be the maturity date of the Bonds. 

"Itiferesl Period" ineans for all Bonds (or for any Bond if the Interest Rate Mode is tlie Flexible 
Rate) the period fiom and including each Interest Payment Date to and including the day immediately 
preceding tlie next Interest Payment Date, provided, however that the first lnterest Pel iod for the Bonds 
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will begin on (and include) the date of issuance of [lie Bonds and the fiual interest Period will end on 
January 3 I ,  2032. 

"h/ere.si Rnie h40de" nieans the Dutch Auction Rate, the Flexible Rate, the Daily Rate, the 
Weekly Rate, the Senii-A.~uwal Rate, tlik Annual Rate and the Long Teim Rate. 

"Lotig Teraz Rate Period" means any period established by the Company as hereinafter set forth 
under "Detemiination of Interest Rates for Interest Rate Modes - Long Tern? Rrries m?dLorr,c! Tern Rate 
Periods" antl beginning on, and jncludiiig, tlie Conversion Date to the Long Tern) Rate and ending on, 
and including, tlie day preceding the last Interest Payment Date for such period and, thereafter, each 
successive period of the same tluration as the Long Tciin Rate Period previously established until the day 
preceding the earliest of the change to a difkrent Long Term Rate Period, tlie Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

' ~ / . e i ~ a i l i / ? g n 4 ~ r i  Condtiiom" means, without Iimitation, tlie following factors: existing 
short-term or long-teim market rates for securities, tlie interest on which is excluded from gross h o m e  
for federal income tax purposes; indexes of such short-temi or long-term rates and the existing market 
supply and demand for securities bearing such short-term or long-term rates; existing yield ciirves for 
short-tenn or long-term securities for obligations of credit quality comparable to flie Bonds, the interest 
on which is excluded from gross income for federal inconie tax purposes; g e m  a1 economic conditions; 
industry economic and financial conditions that may affect or be ielevant to the Bonds; and such other 
ficts, circumstances and conditions as flie Reniarketirig Agent, in  its sole discretion, determines to be 
relevant. 

"Pimlrnse Dcrfe" means any dale 011 which Bonds arc lo be purchaseti on the demand of the 
registered owners thereof or are subject to mandatory purchase as described in the Indenturc. 

'Senii-hmmf Rate Period" n'leans the period beginning on, arid including, the Conversion Dale 
to the Serni-Aiuiual Rate, and ending on, and including, the day preceding the first Interest Payment Date 
thereafter and each successive six-month period tlierealier beginning on and including an Interest 
Payment Date and ending on and including the day next preceding the ncxt Interest Payment Date until 
the day preceding the earlier of tlie Conversion to a different Intercst Rate Mode or the niahirity of the 
Bonds. 

"ll'eekly Rote Period' Iiieans the period beginning on, and including, the Conversion Date to the 
Weekly Rate, ailti cnding on, antl including, the next Tuesday, and thereafter the period beginning on, and 
including, each Wednesday ant1 eliding on, and including, tlie earliest of the next Tuesday, the day 
preceding the Conversion to a different lnterest Rate Mode or the riiahirify of the Bonds. 

Suininal-y of Certain Provisions of tlie Bonds 

The following table summarizes, for cacli of the permitted Interest Rate Modes (except the Dutch 
Auction Rate): the dates on which interest will bc paid (Itilerest Payinerrt Dares); the dates on which each 
intercsl rate will be determiiicd (Irzieizsf Rare Delermiriaiion Dares); tlie pcriod of time (ItIierest Rate 
Periods) each intcrest rate will be in effect (provided that the initial Interest Rate Period for each Interest 
Rate Mode may begin on a different date from that specified, which date will be the Conversion Date or 
the date of a change in the Long Term Rate, as applicable); the dates 011 which registered owners inay 
tender their Bonds for purchase IO tlie Tender Agent and the iiotice requirements llierefor (provided that 
while the Bonds are held in book-entry-only form, all notices of tender for purchase will be given by 
Beneficial Owners i n  the iiiaiuier described under "SUMMARY OF THE BONDS - Purchases of Bonds 
on Demand of Owner - m e  Reqiiiredbi. Ptirchnses") (Purclmse 011 Derriarid of (llwrier; Keqiiirecl 
Nolice); the dates on which Bonds are subject to mandatory tender for purchase (Mandaroty Pritdiase 
Dales); the redemption provisions applicablc to the Bonds (Redemptiori); the iiotice requirements for 
redemption and inandatoiy tender for purchase (Nofices nfRedeiirytion nird Muttdniotg Piircltmes); and 
the manner by which registered o\vneis will receive payments of principal, interest, rederuption price and 
purchase price ( h 4 m z t ~ ~  off'qwwzi). All tiines stated are New York City time. 
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Interest Paynient 
Dates 

- 
Interest Ratc 
Deteriiiiiiatioit Dates 

- 
Interest Rate P e r i o d s  

Purcltase on Dcniatid 
o f  Owner; Required 
Notice' 

Mandatory  Purcltase 
Dales 

Redemption 

Notices of  
Redcinption and 
Rlandatory 
Prircltases 

Manner of Payment' 

FLEX1 HLE HATE 
-c_ 

With respect to any Bond, the last 
day oFcacli Flexible Rate Period (or 
if such day is not a Business Day, 
tlic next succeeding Business Day). 

For each Bond, not later than 12:OO 
nooii on tlie first day of each 
Flexible Rate Period for such Bond. 

- 

-~ 
For each Bond, each Flexible Ratc 
Period will be o f a  duration 
designated by tlie Remarketing 
Agent ofone  day to 270 days (or 
lower maxiniuni number as specified 
in thc Indenture); must end on a day 
immediately prior to a Business Day. 

No purchase on demand of the 
owner. 

-.--- ~- 
Any Conversion Date; and with 
respect IO each Bond, on each 
Interest Payment Datc for such 
Bond. 

Optional at par on any Intercst 
Payinelit Date; Extraordinary 
Optional and Mandatory at par, on 
any Business Day (otlier tliati 
extraordinary optional redeiiiption as 
a result of daniagc, dcstruction or 
condemnatioii which will be on an 
Intercst Payment Date). 

No notice of rnandatory purchase 
following the end of each Flexible 
Rate Period; otherwise not fewer 
than IS days (not fewer than 30 days 
notice of mandatory purcliase on a 
Conversion Date if Cor~vcrsion lo 
tlie Semi-Annual, Annual or Long 
Term Rate) or greater than 4.5 days. 

Principal or redemption price upon 
surrender of  the Bond to the Paying 
Agent; pirrcliasc pricc upon 
surrender of tlie Bond to the Tender 
Agent. 

-- 

- 
DAILY RA'I'E 

Tlic first Business Day of 
each calendar month. 

- 
Not later than 9:30 a m .  on 
each Business Day. 

- ..- 
From and including each 
Busincss Day to but 1101 

including the next Business 
Day. 

Any Business Day; by 
written or tclepfionic noticc, 
promptly confinned i n  
writing, to the Tender 
Agent by I 1 :00 a.m. on 
such Business Day. 

Any Conversion Date 

Optional, Extraordinary 
Optional and Mandatory at 
par on any Business Day. 

Not fewer than I5 days (30 
days notice of niandatory 
purchase if Conversion to 
the Sctiii-Annual, Annual or 
Long Tcrm Rate) or grcater 
than 4.5 days. 

- 
Principal or  redeniption 
price upon stirrender of the 
Bond to the Paying Agent; 
purchase price upon 
surrender of tlic Bond to tlic 
Tender Agent. 

WE E K LY R A T E  
The first Business Day of  each 
calendar month. 

Not later tlian 4:OO p.m. on tlie 
day preceding each Weekly Rate 
Period or, i f  not a Business Day, 
on (he next preceding Business 
Day. 

From and including each 
\Vednesday to and iricluding !he 
following Tuesday. 

Any Business Day; by written 
noticc (0 the l'endcr Agent riot 
later tltan 5:OO p.m. on a 
Business Day at least seven days 
prior to the Purcliasc Date. 

Any Conversion Dale. 

--. .- 
Optional, Extraordinary 
Optional and Mandatory at par 
on any Busincss Day. 

Not fewer than 1.5 days (30 d a y s  
notice of mandatory purchasc if 
Conversion to thc Semi-Annual, 
Aiinual or Long l'crrii Rate) or 
greater than 45 days. 

Principal or redemption price 
upon surrender of  the Bond to 
the Paying Agent; purcliase 
price upon surrender of tlie 
Bond to the Tender Agent. 

So long as DTC or its nomirice i s  the registered owncr of the Bonds, notices or rcdctnption and 
inatidalory purchases shall be sent to Ccdc 6: Co., and payments of principal, rcdeniption and purchase p i c e  of and 
interest on the Bonds will be paid tltroilgli tlic facilities of DTC. See "-- Book-Eiitry.Only System" below. 
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SEM I -ANN II AL LONG-TERM - 
_.I_ _I 

Each February 1 and Aiigust I .  
a n y  Conversion Date; and tlie 
effective date of any change to a 
n e w  Long Temi Rate Period. 

than 2 0 0  p . m ~  on the 

the Scini-Annual Rate Period. 
Determination Dates 
Interest Rate 

Day preceding thc first day of 
Not later than 12:OO noon on 

the first day o f  tlic Annual 
Rate Period. 

the Busiiicss Day preceding 

Interest Rate Periods Each period d c s i G t e d  by the 
Company of more tliaii o ~ i e  year in 
duration and which is an integral 
multiple ofs ix  months, from and 
including the first day orsucli 
period (February I and August I )  
to and including tlic day 
iminediately preceding the last 
Interest Payment Date for thal 
period. 

On the final Interest Payment Date 
for tlie Long Term Rate Period; b) 
written notice to thc 'I'ender Agent 
o n  a Business Day not later than 
the fifteenth day prior to the 
Purchase Date. 

- 
P~ircliase on Demand of  
Dwncc; Rcqiiired 
Votice 

Each six-month period from and 
'including each February I anti August 
I to and including the day preceding 
the next Interest Payment Date. 

-- 
On any Interest Payment Date; by 
written notice to the Tender Agent on 
any Business Day not later than the 
fifteenth day prior to the Purchase 
Date. 

c-.-- - 
Each period from and 
iriclriding fhe Cotivcrsiori Date 
to the Annual Rate to and 
including the day immediately 
preceding the second Interest 
Payment Date thereafter and 
each succcssivc twelve inontli 
period thereafter. 

011 the final Interest Payment 
Date Por the Annual Rate 
Period; by written notice to 
the Tender Agent on any 
Business Day not later ihan 
tlie fifteenth day prior to tlie 
Purchase Date. 

Not l a w  than I2:OO noon on tlie 
Business Day preceding the first 
d a y  of the Long Term Rate Period 

Clrndatory Purchase 
h t e s  

Any Conversion Datc; thc first 
Business Day after tlie cnd ofeach 
Semi-Annual Rate Period. 

Any Conversion Dale; the 
first Business Day after the 
end of each Annual Rate 
Period. 

tlanner o f  Payment7 

Optional at par on any lnterest Iedeni~rtioii par on the final 

~~~ clays. ~ p t i o r i a ~  at 

Paynicnt Date; Extraordinary Optional Interest Payment Date; 
and Mandatory at par, on ally Business Extraordinary Optioiial aiitl 
Day (other than extraordinary optional Mandatory at par, on any 
redemption as a restrlt of damage, Business Day. 
destruction or condeliination which 
will be oii an lntcrcst Payment Date). 

Not fewer than 30 days or  greater than Not fewer Ihaii 30 days or 
greater than 45 days. 

I . ~  

qotices of liedeinpfion 
iiid Mandatory 
'urcliases 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; interest by check mailed to tlie 
registered owtiers or, upon request of 
registered owner, of $l,OOO,OOO or 
niore of an individual issue of  Bonds, 
in iiiimctliately available funds; 
purchase price upon surrender of the 
Bond to tlie Tender Agent. 

Any Conversion Date; the first 
Business Day after the end of each 
Long Term Rate Pcriotl; the 
effective date of a change o f  Long 
'rcrln Rate Period. 

Optional at times and prices 
dependent on tlie leiiglli of tlie 
Long Tenn Raie Period; 
Extraordinary Optional and 
Mandatory at par, on aiiy Business 

than 30 daTs or  greater 
than 45 days. 

--̂ ___..... 

registered owner, of 

A gent" 

. 
So long as DTC or its nominee is the registered owner of the Bonds, notices or redemption and 

rnandatory purcliascs shall be sent to Cede & Co., and payments of ~~rincipal ,  redemption and  purchase price or and 
interest on the Bonds will be paid through the facilitics of DTC. Sec "-- Book-Entry-Only System" below. 
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I)ctcrt~iination of Interest Ratcs for Interest Ratc Modes 

For any Rafe Period otlier fliair a Dutclz Arccfiori li‘aie Period, intetvst mtes shall De esstnblished 
by !lie Reimi-kekelirig Agent us described below. Diiririg n Dirtch Auctiott Rate Period, lire interest rate wiN 
be estaldisked it1 accorhrce witli Di&h Auctioii Procec1iu.e~ to be irupler?teiited at the time of cotrversiori 
to the Diilch Airctiori Rate. 

D d , )  Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on the 
Bonds for any Business Day will be the rate established by the Remarketing Agent no later than 9:30 a.m. 
(blew York City time) on such Business Day as the minimtun rate of interest necessary, in tlie judgment 
of tlie Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell the Bonds on such Business Day at a price equal to the piincipal amount 
thereof, plus acciiied interest, if any, thereon. For any day which is not a Business Day or if the 
Remarketing Agent does not give notice of a cliange in [lie interest rate, the inferest rate on the Bonds will 
be the inteicst late in effect for the immediately preceding Business Day. 

Weeklv Rule. If tlie Interest Rate Mode for tlie Bonds is the Weekly Rate, the interest rate on the 
Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing Agent no later 
than 4:OO p.m. (New York City time) on [lie day preceding such Weekly Rate Peiiod or, if such day is not 
a Business Day, on the next preceding Business Day, as tlic rniniinum fate of interest necessary, in tlie 
judgment of the Reniarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell tlie Bonds on such first day at a price equal to the principal amount thereof, 
plus accrued interest, if any, theieon. 

Flexible Rates atid Flexible Rate Periods. I f  the Interest Rate Mode for the Bonds is the Flexible 
Rate, tlie interest rate on a Bond for a specific Flexible Rate Period will be the rate established by the 
Remarketing Agent no later than 12:OO noon (New Yolk City time) on the first day of that Flexible Rate 
Period as the minimum rate of interest iiecessaiy, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell such Bond on that 
day at a price equal to the principal amount thereof. Each Flexible Rate Period applicable for a Bond will 
be determined separately by the Remarketing Agent on or prior to the first day of such Flexible Rate 
Period as being the Flexible Rate Period permitted under flie Indenhire which, in the judgment of the 
Remarketing Agent, taking into account then Prevailing Market Conditions, will, with respect to such 
Bond, ultiniately pioduce the lowest overall interest cost on the Bonds while the biterest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in length and 
will end on a day precediiig a Business Day. If the Remarketing Agent fails to set the length. of a Flexible 
Rate Period for any Bond, a new Flexible Rate Period lasting to, but not including, the next Businass Day 
(or until the earlier Conversion or maturity of the Bonds) will be established automatically in accordance 
with the Indenture. 

Semi-Anirrmul Role. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the interest 
rate on the Bonds for a particular Semi-Annual Rate Period will be the late established by the 
Remarketing Agent no later than 2:OO p.m. (New Yolk City time) on the Business Day immediately 
pieceding the first day of such Seiiii Aniiual Rate Period as the minimum rate of interest necessary, in the 
judgment of the Remarketing Agent taking into account tlien Pievailing Maiket Conditions, to enable the 
Reniarketing Agent to sell the Bonds on such first day at a price equal to the principal aniount thereof. 

Arttitrnl Rate. If the Interest Rate Mode for the Bonds is the Anriiial Rate, the interest rate on the 
Bonds for a particular Annual Rate Period will be the rate of interest established by the Remarketing 
Agent no latei than 12:OO noon (New Yolk City time) on the Business Day preceding the first day of such 
hmual Rate Period as tlie miniiiiuni rate of interest necessaty, in the judgment of the Remarketing Agent 
taking into account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a pricc equal to the principal amount thercof. 

Lotr~ l’ei Raies wid Lori~ Term Rate Periods. i f  the Intcrest Rate Mode for the Bonds is the 
Long Tenn Rate, tlie iriteiest rate on the Bonds for a particular Long Tenn Rate Period will be the rate 
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established by the Remarketing Agent no later than 12:OO noon (New York City time) on tlic Business 
Day preceding the first day of such Long Temi Rate Period as tlie miniintun rate of i n k i e s t  necessary, in 
the judgment of the Reiiiarketing Agent taking into account then Prevailing Market Conditions, to enable 
the Remarketing Agent to sell tlie Bonds on such first (lay at a price equal to the priiicipal ainount thereof. 
The Company will establish the duration of the Lobig Temi Rate Period at the time that it directs tlie 
Conversion of tlie Interest Rate Mode to the Long 'I'enn Rate, arid thereafter each successive Long 'Tenn 
Rate Period will be the same as the Long Term Rate Period so established by the Company until a 
different Long Term Rate Period is specified by the Company i n  accortlaiice with the Indenture (in which 
case the duration of that Long Term Rate Period will control succeeding Long Tenn Rate Periods), 
subject in all cases to tlie occurrence of a Conveision Date or the mahirity of the Bonds. Each Long Term 
Rate Period will be more ttiari one year in duration, will bc for a period which is an iritegral multiple of 
six months and will end on the day next preceding an Interest Payment Date; provitled that i f  a Long 
Yenn Rate Period coininences on a date other than a February I and August I ,  such Long Term Rate Period 
may be for a period which is not an integral niultiple of six months but will be of a dtiration as close as 
possible to (but not in excess 00 such Long Tenn Rate Period established by the Company and will 
teninate on a (lay preceding an Interest Payment Date, and each successive Long 'I'erin Rate Period 
thereafter will be for tlie full period established by the Company until a different Lorig 'I'erin Rate Period 
is specified by the Cornpany in accoidance with the Indenture or iirilil the occurrence of a Conversion 
Date or tlie matiir ity of the Bonds; provided further that no Long Term Rate Period will extend beyond 
the final maturity date of tlie Bonds. 

Fnilirre lo De/ettnirie Rare. If for any reason the interest rate for a Bond is not determined by the 
Reniarkihg Agent, except as described below under "Conversion of Interest Rate Modes and Changes of 
L,ong Teliii Rate Periods - Clmiige 0fLoti.q Tertii Rote Period" and 'I- ~ Cniicellalioii ol'Cori version o[ 
Imrvst Rate Mode," the interest rate for such Bond for the next succeeding ititerest rate period will be (he 
interest rate i n  effect for such Bond for the preceding interest rate period and, pursuant to tlic tenns of the 
Indenture, lliere will be 110 change in the then applicable Long Tenn Rate Period or any Conversion from 
the then applicable interest Rate Mode. Notwitlistanding the foregoing, if for any reason the interest rate 
for a Bond beaiing interest a t  a Flexible Rate is not detennined by the Remarketing Agent, the interest 
rate for such Bond for the next succeeding Interest Period will be equal to The Bond Market Association 
Municipal Swap IndexTh' (the "Municipal Index") as defined in the Indenture and the Interest Period for 
such Bond will extend tlirough the day preceding the next Business Day, until the Ttustee is notified of a 
new Flexible Rate and Flexible Rate Period determined for such Bond by the Reniai keting Agent. 

Conversion of I n t e m t  Rate Moclcs arid Changcs of I.,oiig Tcriii Rate Periods 

-- Method O ~ C O I I ~ C ~ S ~ O ~ Z .  'The Interest Rate Mode for the Bonds is subject to Conversion from time 
to time, in whole but not in part, on the dates specified below under "Limitations on Conversion," at the 
option of h e  Coinpany, upon notice froin tlie Bond Registrar to the registered owners of the Bonds, as 
described below. With any notice of Conversion, the Company must also deliver to the Bond Registrar 
an opinion of Bond Counsel stating that such Conversion is autliorizetl or perrnittctl by the Act and is 
authon'zetl by tlie Indenture and will not adversely affect the exclusion fi-om gross income of  inkrest on 
the Boiids for federal income fax purposes, other than R Conversion from the Daily Rate Period to the 
Weekly Rate Period or from tlic Weekly Rate Period to the Daily Rate Period. 

Lbrilntioris 011 Coirversion. Any Conversion of the Interest Rate Mode for the Bonds must be in 
compliance with the following conditions: (i) the Conversion Date must be a date on which the Bonds 
are subject to optional redemption (see "Redemptions - Opfiotznl Redeiwliori" beloiv); provided that any 
Conversion froin tfie Daily Rate Period to a Weekly Rate Period or from tlre Weekly Rate Period to the 
Daily Rare Period must be on a Wetlnesday and, if the Conversion is to or from a Dutch Auction Rate 
Period, the Conversion Date must be the last Interest Payment Date in respect of that Dutch Auction Rate 
Period; (ii) if the proposed Conversion Date wouid not be an Interest Payinent Date but for the 
Conversion, the Conversion Date must be a Business Day; (iii) if the Conversion is from the Flexible 
Rate, (a) the Conversion Date may be no earlier than the latest lnteiest I'ayment Date cstablishetl prior lo 
the giving of notice to the Remarketing Agent of sirch proposed Conversion and (b) no fiirtlier Interest 
Paynient Date may be established white the Interest Rate Mode is then the Flexible Kate if  such Interest 
.Payment Date would occur after the effective date of that Conversion; and (iv) after a tleteinlination is 
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made requiring mandatory redemption of all Bonds prirsuant to the Indenture (see 'Redeinptions" below), 
no change in the Interest Rate Mode inay be made prior to such mandatory redemption. Before the 
Company may cotiverl the Interest Rate Mode for Bonds fioni the Dutch Auction Rate to any other 
Interest Rate Mode, the Company must first obtain the written consent of the Bond Insurer to that 
Conversion. 

CIiniiEe ofLotig Term Rnfe Period. The Company may change from one Long 'Tenn Rate Period 
lo another Long Term Rate Period on any Business Day on which the Bonds are subject to optional 
redemption as described under 'Redemptions - Optiorral Redemption" below upon notice from the Bond 
Registrar to tlie owners of Bonds as described below. With any notice of such change, the Company must 
also deliver an opinion of Bond Counsel stating that such change is authorized or pcrmilted by the Act 
and is authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Uonds for federal income tax purposes. Notwithsta~ding the foregoing, the Long Term 
Rate Period will not be changed to a new Long Term Rate Period if (A) the Remarketing Agent has not 
determined the interest late for the new Long Tenn Rate Period in accordance with the terms of the 
Indenture or (B) the Bond Registrar ieceives written notice from Bond Coqiisel prior to the effective dale 
of the change to the effect that the opinion of such Bond Counsel required under the Indenhire has been 
rescinded. Upon the occurrence of any of tlie eveiils described in the preceding sentence, the Bonds will 
bear interest at the Weekly Rate commencing on the date which would have been the effective date of the 
proposed change of Long Term Rate Period, subject to the provisions described below under "-- 
Cniicellatioit of Coizveixiori oflilterest Rnie Mode." 

Notice lo Owtiefs of Conveisioit ofmet est Rate Mode 0) ofClmt1.w ofLoiig Tertii Rale Period. 
The Bond Registrar will noti@ each registered owner of the Conversion or change of Long Term Rate 
Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion from or to the 
Semi-Annual Rate, the Annual Rate or a Long Term Rate or in the case of a change in the Long Tern1 
Rate Period) but not more than 45 days before each Coilversion Date or each effective date of a change in 
tlie Long Term Rate Petiod. The notice will state those matters reqiiiretl to be set forth tlieiein under the 
Indenturec. 

Carrcellnriori ofConvetsiat ofhitetzs! Rote hfode. Notwithstanding lhe foregoing, no 
Conversion will occur if (A) the Reinarketing Agent has not determined the initial inlerest rate for thc 
new Interest Rate Mode in accoidance with the teniis of the Indenture, (B) the Bonds that are to be 
purchased are not rernarkcted or sold by tlie Reinarketing Agent, or (C) the Bond Registtar receives 
written notice from Boritf Counsel prior to the opening of business on the effective datc of Convcrsion to 
the effect that the opinion of such Bond Counsel required under the Indent~ire has been rescinded. I f  such 
Coriveision fails to occur, such Bonds in the Dutch Auction Rate shall remain in such Interest Rate Mode 
anti Bonds in  any other Interest Rate Mode will automatically be converted to the Weekly Rate (with tlie 
first peiiod adjusted in length so [flat the last day of such period will be a Tuesday) at the rate determined 
by the Rcmarketing Agent on the failed Conversion Date; provided, that thete must be delivered to the 
Issuer, the Trustee, the Tender Agent, the Company and the Remarketing Agent at1 opinion of Bond 
Counsel to the effect that deterniining the interest rate to be borne by the Bonds at a Weekly Rate is 
authorized or pennitted by the Act and is authorized untfer the Indenhire and will riot adversely affect the 
exclusion fro111 gross income of interest on the Bonds for federal iricorne lax purposes. If sirch opinion is 
not delivered on the failed Conversion Date, the Bonds will bear interest for a Rate Period of the same 
type and of substantially the same length as the Rate Period in effect prior to the failed Conversion Date 
at a rate of interest tletennined by the Remarketing Agent on the failed Conversion Date (or if shorter, the 
Rate Period ending on the date before tlie niahirity date); piovided that if the Bonds then bear interest at 
the Long Tenn Rate, and if srich opinion is not delivered on the date which .vclould have been the effective 
date of a new Long Tenn Rate Period, the Bonds will bear interest at lhe Aiiriiial Rate, commencing on 
such date, at an Anniial Rate determined by tlie Remarketiiig Agent on such date. If the proposed 
Conversion of Bonds fails as described herein, any niandatoiy purchase of such Bonds will remain 
effective. 
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Purchases of Bonds on Deiiiand of Owner 

As initially issued, the Bonds will bear interest at the Flexible Rate and as a result will not be 
subject to purchase on tleoiand of the ow~ie~s thereof. If converted to another Interest Rate Mode, the 
Bonds will be subject to purchase on the deinand of tlie owners tliereof as described below. If the Bonds 
are in llie book-entry-only system, demands for purchase may be made by Reneficial OwIiers only 
through such Beneficial Owner's Direct Participant (as defined under the caption "Book-Entry-Only 
System"). If the Bonds are in certificated form, deinands for purchase may be made only by registered 
owners. 

Daily Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of tlw registeied owner thereof on any Business Day during a Daily Rate Period 
at a purchase price equal to the principal amount thereof pliis accrued iniercst, if any, to the Purchase Date 
upon written notice or telephonic notice to the Tender Agent at its principal office not later than I I :OO 
a.m. (New Yoxk City time) on siicli Business Day. 

M'eelly Rafe. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will be 
purchased on the demand of the registered owner tliereof on any Business Day during a Weekly Rate 
Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, to the 
Purchase Dale upon wrilten notice to the Tender Agent at its principal office at or before 5:OO p.m. (New 
York City time) oil a Business Day not later than the seventh day prior to the Purchase Date. 

Semii-Atinnrml Xak .  I f  the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any Bond 
will be purchased 011 the demand o r  the registered owner thereof on any Interest Payment Date for a 
Semi-Annual Rate Period at a purchase price equal to tlie priricipal atnount thereof upon written notice to 
the Tender Agent at its principal office on a Business Day not later tlian the fifteenth day prior to such 
Purchase Date. 

Atinira/ Rfrfa, If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond \vi11 be 
purchased 011 the demand of the registcred owner thereof on the final Interest Payment Date for such 
Annual Rate Period at a purchase price equal IO the principal amount thereof upon written notice to tlie 
Tciider Agent at its principal office on a Business Day not later than {lie fifleenth day prior to such 
Purchase Date. 

Lorig Tern1 Rote. If the Interest Kate Mode for the Bonds is the Long Tern1 Rate, any Bond will 
be purchased on the deinand of the registcred owner thereof 011 the final Interest Payment Date for such 
Long Term Rate Period (unless such date is the final maturity date) at a purchase price equal to the 
principal amount timeof upon wilten notice to the Tender Agent at its principal office on a Busiiiess Day 
not later than the Gfleentli day prior to such Purchase Date. 

Limitations oil Purchnses oii Deninrid of'Owtier.. Notwithstanding the foregoing, there will be no 
purchase of (a) a portion of any Bond unless the portion to be purchased ailti the portion to be retained 
each will be in an authorized denomination or (b) any Bond upon the demand of the registered owner if 
an Event of Default under the Indenture with respect to the payment of principal of, interest on, or 
purchase price of, the Bonds has occurred and is continuing. Also, if the Interest Rate Mode for the 
Bonds is the Flexible Rate, (lie Bonds will not be subject to purchase on the demand of the registered 
owners thereof, but each Bond will be sul~ect to mandatory purchase on each Conversion Date and on the 
Interest Payment Date with respect to such Bond, as tlescribed below under the caption "Mandatory 
Purchases of Borids." 

Notice Reqrrired for. Prrrclmses. Any written notice delivered to the 'Fender Agent by an owner 
demanding the purchase of Dontls must (A) be delivered by thc time and dates specified above, (B) state 
the nuinher arid principal amount (or poilion thereof) af such Bond Lo be purchased, (C) slate the 
Purchase Date on wliich such Bond is to be puichased, (D) irrevocably request such purchase and state 
that the owner agrees to deliver such Bond, duly endorsed in blank for transfer, with all signatures 
guaranleed, to tile Tender Agent at or prior to 1 I :00 a m .  ( I  :00 p.ni. if a tender during a Daily Rate Peiiod 
and 12:OO noon if a tender during a Weekly Rate Period) (New York City time) on such Purchase Date. 

13 



Mandatory Purchases of Bonds 

hlatidatory Pirrchase on Conversioti Dales or Ciianze b y  tlie Cotiipnrty iri Lot i~  Term Rate 
Period. The Bonds will be subject to mandatory purchase at a purchase price equal lo the principal 
amount thereof, plus, if the Interest Rate Mode is the Long Tenn Rate, the redemption premium, if any, 
which would be payable as described wider 'Redemptions - 0,vfionnl fferieirtprion " below, if the 130nd~ 
were redeemed on the Purchase Date (A) on each Conversion Date and (B) on the effective date of any 
change by the Company of tlie Long Term Rate Period. Sucli tender aud purchase will be required even if 
the change in Long Terni Rate Period or the Conversion is canceled pursuant to the Indenture. 

Marrda lory Pimlzase on Eacli In teres! Payiite)it Date for Flexible Rnle Period. Wlienever the 
Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject to mandatoiy purchase at 
a purchase price equal to the principal amount thereof, without premium, 011 each Interest Payment Date 
that interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive 110 notice of such mandatory purchase. 

Mairdn/o)y Purchase 011 Day afiet. Bid ofrhe Semi-Atitriial Rare Period, Ifre Atinual Rnfe Period 
or flte LoriR-Terni Rate Peliod. Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
tlie Annual Rate 01 the Long Term Rate, sucli Bonds will be subject to rnandatoiy purchase on the 
Busioess Day following the end of each Semi Annual Rate Period, Arinunl Rate Pci iod or Long Term 
Rate Period, as the case may be, for such Rond at a purchase price equal to the principal amount theieof 
plus accnied interest, if any, to such date. 

Hotice to Owtiers ofhlatidnioty Pirrchnses. Notice to owners of a mandatory purchase of Bonds 
on a Conveision Date OI upon a change in Long Term Rate Petiod will be given by the Bond Registrar, 
together with the notice of such Corlversion or change of Long-Tern1 Rate Periotl, as applicable, by first 
class mail at least 1.5 days (30 days in the case of Conversion froin or to the Dutch Auction Rate, the 
Semi-Annual Rate, the Annual Ratc or tlie Long Term Rate or i n  the case of a cliange in the Long Term 
Kate Period) but riot inore than 45 days before each Conversion Date or each effective date of a cliarige in 
the Long Terni Rate Period. Notice to owiers of a mandatory purchase of 13ontls aner the end of each 
Semi-Annual Rate Period, Annual Rate Period and Long Term Ralc Pen'od will be give11 by the Bond 
Registrar by first class mail at least 30 days prior to the end of such pcriod. The notice of niatidatory 
purchase will state those matters required to be set forth therein under the Indentutc. NO notice of 
niaiidatory purchase will be given i n  connection with a niandatoiy purchase on an Interest Payment Dale 
for a Flexible Rate Period. 

Remarltcting and furchasc of Bonds 

The Indenture provides that, subject to the terms of a Retnaiketing Agreement with the Com])any, 
the Remarketing Agent will use its best efforts to offer for sale Bonds putchased upon demand of the 
owners thereof and, unless otherwise instnicted by the Company, upon mandatory purchase, provided that 
Bonds will not be remarketed upon the occ~rrence and continuance of ceilain Events of Default uiiqer the 
Indenture, except it1 the sole discretion of the Iletriarketing Agent. Each such sate will be at a price equal 
to the principal amount theieof, plus interest accrued to the date of sale. The Remarketing Agent, the 
Trustee, the Paying Agent, the Bond Rcgistrar or the Tender Agent each may purchase any Bonds offered 
for sale for its own account. 

The purchase price of Bonds tcndeied for purcl~ase will be paid by the Tender Agent from 
moneys derived fioni the remaiketing of such Bonds by the Recnarketing Agent and, if sucl, remarketing 
proceeds are insufficient, from moneys made available by the Company. The Company is obligated to 
purchase any Bonds tendered for purchase to thc extent such Bonds have not been rcmarketed. Ariy such 
purchases by the Company will not result in the extinguislunent of the puicliased Bonds. The Company 
currently maintains lines of credit or other liquidity facilities in amounts determined by it to be sufficienr 
to rneet its cruTent needs and expects to continue to niaintairi such lilies of credit or othei liquidity 
facilities from time to time to the extent determined by it to be necessary to mect its then-current needs. 
The Trustee, any Paying Agent, the Tender Agent and tlie owvneis of  the Bonds have no right to draw 
under any line of credit or other liquidity facility maintained by the Company. There is no provision in 
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tlie Indenhire or tlie Loan Agreement requiring the Company to maintain such financing arrangements 
which may be discontinued at any tinre without notice. The First Mortgage Bonds are not intended to 
provide a direct source of liquidity to pay the purchase price of Bonds tendered for piircltase pursuant to 
the Tndcnture. 

Any deficiency in purchase price payments resulting from tlie Remarketing Agent's failure to 
deliver remarketing proceeds of all Bonds with respect to which the Remarketing Agent notified the 
Tender Agent were remarketed will not result in  an Event of Default under the Indenture until the opening 
of business on the next succeeding Business Day unless the Company fails to provide sufficieiit furids to 
pay such purchase price by the opening of business on such next succeeding Rusjiiess Day. If sufficient 
funds are not avajlable for the puichase of ail tendered Doiids, no purchase of Bonds will be 
consummated, but failure to consummate such purchase will not be deemed to be an Event of Default 
under the Indenture if sufficient fimds have been provided in a timely maniler by the Conipany to the 
Tender Ageiit for siicli purpose. 

Payment of Purcliase Price 

When a book-entry-only system is not in effect, payment of the prtrchase price of any Bond will 
be payable (and delivery of a replacenient Bond in exchange for the portion of any Bond not purchased if 
such Bond is purchased in part will he made) on the Purchase Date upon delivery of such Bond to the 
Tender Agent on such Purchase Date; provided that such Bond inust be delivered to the Tender Agent: 
(i) at or prior to 12:OO noon (New York City tiiae), in  the ease of Bonds delivered foi purchase during a 
Weekly Rate Peiiod or Flexible Rate Period, (ii) at or prior to 1:OO p . n ~  (New York City time), in [fie case 
of Bonds delivered for purchase duIing a L)aily Rate Period or (iii) at or prior to 11:OO a.m. (New Yolk 
City tinic), in !he case of Bonds delivered for puichase during a Semi-Annual Rate Period, Annual Rate 
Period or Long 'I'eini Rate Period. If  the date ofsiich purcliase is riot a Business Day, the purchase price 
will be payable on the ncxt succeeding Business Day. 

Any Bontl delivci ed for paynient of the purchase pike must be accompanied by an instnment of 
transfer thereof in for i n  satisfactory to tlie Tender Agent executed in blank by the registered owner thereof 
arid with all signatures guaranteed. The 'I'enrler Agent may refitse to accept delivery of any Bond for 
which an jnstrumeiit of transfer satisfactory to i t  lias riot been provided and has no obligation to pay the 
purchase price of such Bond until a satisfactory instrument is delivered. 

If tlie registered owner of any Bond (or portion the~eof) that is subject to purchase pursuant to the 
Indenture fails to delivcr such Bond with an appropriate instrument of transfei to tlie Tender Agent for 
purchase 011 the Purchase Date, and if the Tender Agent is in receipt of the purchase price tlierefor, such 
Bond (or porlion Llici eof) nevertheless will be deemed pu~chased on tlie Purchase Date thereof. Any 
owner who so fails to deliver such Bond for puichase on (or before) tlie Purchase Date will have no 
fiirther rights thci eunder, except the right to receive the purchase price thereof from those moneys 
deposited with the Tender Agent iii the Purchase Fund pursuant to the Indenhwe upon presentation and 
surrender of such Bond to tlte Tender Agent properly endorsed for transfer in blank with all signatures 
guaranteed. 

When a book-entry-only system is i n  effect, the requirement for physical delivery or the Bonds 
will be deeined satisfied when the ownership rights in the Bonds are transferred by Direct Participants on 
the records of U'K to the participant account of the Tender Agent. 

Redemptions 

(i) Whenever [lie lilterest Rate Mode for the Bonds is the Daily Rate or the Weekly Rate, the 
Bonds will be subject to redanption at the option of the Issuer, upon the written direction of the 
Company, in  whole or in part, at a retieniplion piice of 100% ofthe principnl amount thereof, plus interest 
accnied, if any, to the redemption date, on any Business Day. 
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(ii) Whenever the interest Rate Mode for a Bond is the FIexibIe Rate, such Bond will be 
sueject to redemption at the optioii ofthe Issuer, upon the written direction of the Company, in whole or 
in part, a t  a redemption price of 100% of the principal amount thereof on any Interest Payment Date for 
that Band. 

(iii) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the Company, in 
whole or in  part, 011 the Business Day immediately succeeding any auction date, at a redemption price of 
100% of the principal amount thereof, together with acciued interest to the redemption date. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rafe, the Bonds will 
be subject to redemption at the option of the Issuer, upon the writteti direction of the Company, in whole 
or in part, at a redemption price of 100% of the principal amount thereof on any Interest Payment Date. 

(v) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the Bonds will be 
subject to redeinptioii at the option of the Issuer, upon the written direction of the Company, in whole or 
in  part, at a redemption pi ice of 100% of the piincipal amout  thereof on the final Interest Payment Date 
for each Annual Rale Period. 

(vi) Whenever the lnlerest Rate Mode for the Bonds is the Long Tenn Rate, the Bonds -will be 
sueject to redeniption at the option of the Issuer, upon the written direction of the Company, in whole or 
in part, (A) on the final Interest Paymerit Date for the then cuirent Long Term Rate Period at a redernption 
price of 100% of the principal amount thereof and (B) prior to the elid of the then current Long Term Rate 
Period at any time during the redemption periods and at the redeinptian prices set forth below, plus in 
each case interest accrued, if any, to tlie redemption date: 

Original 
Length of Current 
Long ‘1-erm Rate Commencement of 
Pel iod (Years) Redemption Period 

Redemption Price as 
Pelcentage of Priticipal 

~ - - -  - 
More than or equal to--- 
11 yeais 

First Interest Payment Date 
OR or after the tenth 
aiiniveisary of 
comitiencenienl of Long thereafter 100% 
Term Rate Period 

Less than I I years Non-callable Non-callable 

IO]%, declining by 1 %  on tlie next 
succeeding anniversary of the first 
day of flie redemptiori period and 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in the 
redernption provisions of the Bonds will not adversely affect the exclusion from gross income of interest 
on the Bonds for federal income tax purposes, the redemption pcriods and redemption prices may be 
revised, effective as of the Conversion Date, the date of a change in the Long ‘I’em IZale Period or a 
Purchase Date on the final Interest Payment Date during a Long Temi Rate Period, to reflect Prevailing 
Market Conditions on such date as determined by the Retnat keting Agent in its judgment. 

Extmorditiaty Optiotml Xedetuption iii h o l e .  The Bonds niay be redeemed by the Issuer in 
whole at any time at 100% of the principal amount thereof plus accnied interest to the redemption date 
upon the exercise by the Company of an option under the Loaii Agreement to prepay the loan if any of the 
folfaiving events shall have occurred within 180 days preceding tlie giving of written notice by the 
Company to the Trustee of such election: 

(i) if in the judgment of the Company, urueasonabie btirdens or excessive liabilities 
tiwe been imposccl upon the Company after the issuance of the Bonds with respect to the I’rojcct 
or the operation thereof, including without limitation federal, state or other ad valorem property, 
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income or other taxes not imposed on tlie date the Bonds are issued, other than ad valorem taxes 
Ievied upon privately owned property used for tlie satlie general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in connection 
with wliich the Project is used has been damaged or tiestroyed'to such an extent so as, in the 
judgment o f  the Company, to render tlie Project or such other property of the Company in 
connection with wliich the Project is used unsatisfactoiy to the Company for its intended use, and 
such condition coritinues for a period of six montlis; 

(iii) there has occurred condernnation of all or substantially all of the Project or tlie 
inking by eminent domain of such use or control of the Project or other property of the Company 
in connection with which &he Project is used so as, in the judgment of the Company, to render the 
Project or such other property of the Company unsatisfactory to the Company for its intended 
use; 

(iv) i n  the event cliaiiges, wliich the Company caiuiot reasonably cotilrol, in the 
economic availability of materials, supplies, labor, equipment or other properties or things 
necessary for the efficient operation of the Generating Station where any of the Project is located 
have occui-izd, which, in the judgment of the Company, render tlie continued operation of such 
Generating Station or any generating unit at such station uneconomical; or changes in 
circuinstances after the issuance of the Bonds, including but riot limited to changes in clean air or 
other air and water pollution confrol rcquirements or solid waste disposal iequiretiients, have 
occurred such that the Company detemiines that use of the Project is no longer required or 
desirable; 

(v) the Loan Agreement has beconie void or unenforceable or impossible of 
perfoi inance by reason of any changes in tile Constitution of the Coninionwealth o f  Kentucky or 
the Constitution of the United States of America or by reason of legislative or adinhislrative 
action (whether state of federal) or any final decree, jutlgment or order of any court or 
administrative body, wliether state or fcderal; or 

(vi) a final order or decree of any coiiit or adniinistrative body afker the isstlance of 
the Bonds requires the Company to cease a substantial part of its operation at the Generating 
Station where any of tlie Project is located to such extent that the Company will be prevented 
froni carrying on its normal operations at such Gonerating Station for a period of six months. 

Extr~orditiar~7 U ~ f i o t i l  RZetttplion in Vliole or iJ1 Pari. The Bonds are also subject to 
iedemption in  whole or i n  part at 100% of the principal amount tliereof plus accrued interest to the 
redemption (late at the option of the Company i l l  an anlount not to exceed tlie net proceeds received from 
insurance or any condenmation award received by the issuer, tlie Company or the First Mortgage Trustee 
in the event of damage, destntction or condemnation of all or a poilion oftlie Project, subjcct to receipt of 
an opinion of Bond Counsel that such redemption wiII not adversely affect the exclusion of interest on 
any of the Donds from gross income for federal income tax purposes. See "SUMMARY OF THE LOAN 
AGREEMENT .- Maintenance; Damage, Destniction and Condemnation." Such redemption niay occur 
at any time, provided that if such event occurs while the Ititerest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate; Flexible Rate or Semi-Annual Rate, such redemption must occur on a date on which 
the Bonds are othei-wise subject to optional redemption as described above. 

Mmiclnlory Redeiiip/ioii; Defertnitiu/ion of Tnx-clbility . The Bonds are iequired to be redeemed by 
the Issuer, in whole, 01 in  sucli part as described below, at a redemption price equal to 100% of tlie 
principal ainount thereof, without redemption piemiurn, plus accrued interest, if any, to the redemption 
date, within 180 days following a "Dctemmination of Taxability." As used herein, a "Iktennination of 
Taxability" nienns the receipt by the Trustee of written notice from a current or forxler registered owner 
of a Bond or fioin the Coiiipany or the Issuer of (il) the issuance of a publishcd or private ruling or d 
technical advice memorandu~n by the Internal Revenue Service i n  which the Company participated or Iias 
been given the opportunity to participate, and which ruling or niemorandmn the Company, in its 
discretion, does not contest or from which no further right of administrative or judicial review or appeal 
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exists, or (ii) a final cletermination from wliich no fullher right of appeal exists of any court of conipetent 
jurisdiction in the United States in a proceeding i n  \vhich the Company has participated or lias been a 
party, or has been given the opportunity to participate or be a party, in each ease, to tlie effect tliat as a 
result of a Liilure by the Company to perform or observe any covenant or agreement or the inaccuracy of 
any representation contained in the Loan Agreement or any other agreement or certificate delivered in 
connection with the Bonds, tile interest on the Bonds is included in the gross income of the owners 
thereof for federal income tax purposes, other than with respect to a person who is a "substantiul user'' or 
a "related persoif' of a substantial user within tlie ineaning of the Section 147 of Internal Revenue Code of 
1986, as amended (the "Code"); provided, however, that no such Determination of 'Taxability shall be 
considered to exist as a iesiilt of the Trustee receiving notice from a curent or fomier registered owner of 
a Bond or from the Issuer unless (i) the Issuer or the registered owner or fonner registered owner of the 
Bond involved i n  such proceeding 01 action (A) gives the Company and the Tmstee prompt notice of the 
commencement thereof, and (B) (if the Company agrees to pay all expenses in connection therewith) 
offers the Company tlie opportunity to control unconditionally the defense thereof, and (ii) either (A) the 
Company does not agree within 30 days of receipt of sucli offer to pay such expenses and liabilities and to 
control such defense, or (B) the Company shall exhaust or choose not to exhaust all available proceedings 
for the contest, ieview, appeal or rehearing of such decree, judgment or action which the Company 
determines to be appropriate. No Determination of Taxability described above will result from the 
inclusion of interest on any Bond in tlie computation of niinimiun or indirect taxes. All of the Borids are 
required to be redeemed upon a Deterinination of Taxability as described above unless, in the opinion of 
Bond Coiinsel, redemption of a portion of such Bonds would have the iesult that interest payable 011 the 
remaining Bonds outstanding after the redemption would not be so inclutied in any such gross iticome. 

In the event any of tlie Issuer, the Company or the Trustee has beeii put on notice or becomes 
aware of the existence or pendency of any inquiry, audit or other proceedings relating to the Bonds being 
conducted by the Intemal Revenue Service, the party so put on notice is required to give irnmediate 
written notice to the other parties of such matters. Promptly upon learning of the occurrence of a 
Deteimination af Taxabilily (whether or not the same is being contested), or any of tlie events tlesci ibed 
above, the Company is required to give notice tliereof to the Trustee and the Issuer. 

I f  the Internal Revenue Service or a court of competent jui isdiction determines that the interest 
paid or to be paid on any Borid (except to a "substantial user" of the Project or a "related person" wilhin 
the meaning of Section 147(a) of the Code) is or was includable in the gross income of the recipierit for 
federal incoine tax purposes for reasons other than as a result of a failure by the Company to perfon or 
observe any of its covenants, agreements or representations in the Loan Agreement or any other 
agreement or ceilificate delivered in corinectiori therewith, the Bonds are riot sub,ject to rcdemption. In 
such circutnstances, Bondholders would continue to hold their Bonds, receiving principal and interest at 
the applicable rate as and when due, but would be required to include such interest payments in gross 
income for federal income tax purposes. Also, if the lien of the Indenture is discharged or defeased pnor 
to the occurrence of a final L~eteniiination of 'I'axability, Bonds will not be rutceincd as described herein. 

Ge/rerul Redemptioti Term. Notice of iedemption will be given by inailing a redeniption notice 
by first class mail to the registered owners ofthe Bonds to be ~edeenied not less than 30 days (15 days if 
the interest Rate Mode for the Bonds is the Dutch Ariclion Rate, Flexible Rate, Daily Kate or Weekly 
Rate) but not more than 45 days prior to the redemption date.. Any notice mailed as ptovided in  the 
Indenture will be conclusively presumed to have been given, irrespective of whether the owiier receives 
the notice. Failure to give any sucfi notice by mailing or any defect (herein in respect of ariy Rond will 
not affect the vaiidity of any proceedings foI the redemption of any other Bond. No further interest will 
aecnie on the principal of any Bond called for redemption after the iedernption date if hinds sufficient for 
such redeniption have been deposited with the Paying Agent as of the redemption date. So loug as the 
Bonds are held in  book-entry-only form, ail iedemption notices will be sent only to Cede & Co. 
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Initially, DTC will act as securities dcpositoiy foi the Bonds and tlie Roiids initially will be issued 
solely in book-entryonly foim to be held under DTC's book-entry-only system, registered in the name of 
Cede & Co. (DTC's partnership nominee). One fiilly registered bond in the aggregate principal amount of 
the Bonds will be deposited with DTC. 

DTC is a limited-purpose tnisl company organized under the New Yolk Ranking Law, a "beirking 
organization" within the meaning of the New York Banking Law, a member of tlie Federal Reseive 
System, a "clearing corporation" within the nieaning of the New York Uniforrri Commercial Code, and a 
"clearing agency" registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 
1934 (the "Exchange Act"). DTC holds secw ities that its participants ("l'articipants") deposit with DTC. 
DTC also facililates the scttlemcnt ariiorig Participants of securities transactions, such as transfers and 
pledges, in deposited securjties through electronic computerized book-entry changes in Participants' 
accounts, theieby eliminating tlie need for physical movement of seciii ities certificates. "Direct 
Participants" include securities brokers atid dealers, banks, trust companies, clearing corporations, and 
certain other organizations. DTC is owned by a number of its Direct Participants and by the New York 
Stock Exchange, Inc., the Aineiican Stock Exchange L J C ,  and the National Association of Securities 
Dealcrs, Inc. Access to tlie DTC system is also available to others such as Securities brokers and dealers, 
banks, antl trust companies that clear through or maiiitain a custodial relationship with a Direct 
Participant, either directly or illdirectly ("lnrlirect Participniifs"). T11e iiiles applicable to DTC and its 
Participants are 011 file with the Securities and Exchange Commission. So long as the Bods  are 
niaintained in book-entry foim with DTC, the following procedures will be applicable with respect to tlie 
Bonds. 

Purchases of the Bonds under the DTC system must be rnade by or through Direct Participants, 
which will receive a credit for the Bonds on D'TC's records. The ownership inteiest of each achial 
purchaser of each Bond ("Beneficial Owner") is in turn to be recorded on the Participants' recur ds. 
Bencficial Owners will not receive written confilmation froin DTC of their purcliase, but Beneficial 
Owners are expected 10 receive written confirmatiom providing details of tlie tiansaction, as well ns 
periodic statemcnts of their holdings, from the Participant through which the Beneficial Owner entered 
into tlie transaction. Tiansfers of ownership interests in the Ron& are to be acconiplishetl by entries 
made on the books of I'articipants acting on behalf of Beneficial Owners. Beneficial Owners wil1 not 
receive cedificates repicsenting their owiiersliip interests i n  the Bonds, except in tlie event that tise of the 
book-entry-only system for tlie Ronds is discontinued. 

To facilitate subsequent ttansfers, all Donds deposited by Participants wit11 DI'C are registered in 
the naiiie of DTC's partnership nominee, Cede 8t Co. 'The deposit of Bonds wilh DTC and their 
registmtiori in  the name of Cede 22 Co. effect no change in bcncficial ownership. DI% has no knowledge 
of the actual Beiieficiai Owners of the l3onds; DrC's records reflect only the identity of the Direct 
Participants to whose accouiits such Bonds are credited, which may or niay not be the Be~icficial Owncrs. 
The Participants will rernain responsible for keeping account of their holdings on behalf of their 
cu stoiiiers. 

Conveyance of notices antl other cornmunications by DTC to Direct I'articipan(s, by Direct 
Participants to Indirect Participants, and by Direct Partjcipnnts and liitlirect Participants to Beneficial 
Owners wifl be governed by arrangements among them, subject to any statutory or regulatory 
requirements as m a y  be in effect from time to time. 

Redemption notices will be sent to Cede & Co. If less than all of the Bonds within an issue ace 
being redeemed, DTC's practice is to determine by lot the amount of tlie interest of each Direct 
Participant in such issuc to be redeemed. 



Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. T.Jnder its usual 
procedures, UrC mails an Onmibus Proxy to tlie Trustee as soon as possible after the record date. 'Tile 
Omnibus Proxy assigns Cede & (30.5 corisentitig or voting rights to those Direct Participants to wvliose 
accounts the Bonds are credited on the record (late (identified i n  a listing attached to the Omnibus Proxy). 

Principal and interest payiiients on the Bonds will be made to Cede 6: Co. DTC's practice is to 
credit Direct Participants' accoti~its, upon DTC's receipt of hnds and corresponding detail iiiformatioti 
from the Issuer and the Trustee on the payable date in accorclai~ce with their respective holdings shown on 
DTC's records. Payments by Participants to Berieficial Owners will be governed by standing iiistmctiorts 
and customary practices, as is the case with securities held for tlie accotuits of customers in bearer form or 
registered in "street name," and will be the responsibility of such Participant and not ofn?c, the Trustee, 
the Company or tlie Issuer, subject to any statutory or reguIatoty reqiiirements as may be in effect from 
tune to time. Payment of principal arid interest to Cede & Co. is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, and 
disbursement of such payments to the Berieficial Owners will be the responsibility of Direct and Indirect 
Participants. 

A Beneficial Owner may give notice to elect to have its Bonds purchased or tendered, tlwough its 
Participant, to the 'Tender Agent, and wit! effect delivery of such Bonds by causing the Direct Participant 
to transfer the Participant's interest in the Bonds on DTC's records to the Tender Agent. The requirement 
for physical deliveiy of Bonds in connection with a demand for purchase or a mandatory purchase will be 
deemed satisfied when the. ownersliip rights in the Bonds are transferred by Direct Participants on D'I'C's 
records and followed by a book-entry credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depositoly with respecl to the Bonds at 
any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and the Trustee, 01" the 
Issuer, at the request of the Company, may remove DTC as tlie securities depository for the Bonds. 
IJnder such circumstances, in the event that a successor securities depository is not obtained, bond 
certificates are required to be deliveretl as described in the Indenture (see "SIJMMARY OF THE BONDS 
- Book-Entry-Only System - Hevisiorr of Book-En&-OtiIy Slrsfenr; Reri/nceitieril Bo!&" below). 'rlic 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will become the 
registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, references 
hcrein to the registered owners of the Bonds will mean Cede & Co. and will not mean the Beneficial 
Owners. IJnder the Indenture, payments made by the Trustee to DI'C or its nominee will satisfy the 
issuer's obligations under the Indenture, tlie Company's obligations onder tlie Loan Agreement and the 
First Mortgage Bonds, to the extent of the payments so made, Beneficial Owners will not be, and will not 
be considered by the Issuer or the Trustee to be, and will not have any rights as, owners of Bonds under 
tlie Indenture. 

The Tnistee and the Issuer, so lorig as a book-entry-only system is used for tlie Bonds, will send 
any iiofice of redemption 01' of proposed doctirnent amendments reqtiir ing consent of registered owners 
and any other notices required by the document (including notices of Conversion ant1 mandatory 
purchase) to be sent to registered oiviiers oiily to D l C  (or any successor securities depository) or its 
nominee. Any failure of DTC i o  advise any Direct Participant, or of any Direct Participant or Indirect 
Patticipant to notify the Beneficial Owner, of any siicii notice and its content or effect will not affect the 
validity of the redemption of the Bonds called for redemption, tlie document amendment, the Conversion, 
the mandatory purchase or any other action premised on that notice. 

The Issuer, the Company, the Trustee and the Undenvriter cannot and do not give any assiiratices 
that DTC will distribute payments on the Bonds made to DTC or its nominee as the registered owner or 
any redemption or other notices, to the Patiicipants, or that the Pa1 ticipants or others will distribute such 
payments or notices to the Beneficial Owners, or khat they will do so on a tirtiely basis, or that DTC will 
serve and act in the manner clescribed i n  this Official Staterncnt. 
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THE ISSUER, THE COMPANY, THE IlNDERWRITER AND THE TRUSTEE WILL HAVE 
NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, INDIRECT 
PARTICIPAN'I' OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON NOT SHOWN ON THE 
REGISTRATION ROOKS OF THE TRUSTEE AS BEING A REGISTERED OWNER WITH 
RESPECT TO: (1) THE ACCURACY OF ANY RECCXDS MAINTAINED BY DTC OR ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT 

INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 1N RESPECT OF THE PRINCIPAL 
AMOUNT OR REDEMPTION OR PlJRCIIASll PRICE OF O R  INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY D I E C T  
PARTICIPANT OR INDIRECT PARTICIPANT '1'0 ANY BENEFICIAL OWNER WHICH IS 
REiQI JIRED OR PERMIITED TO BE GIVEN TO REGISTERED OWNERS UNDER THE TERMS OF 
THE MDENT1.JIIE (4) 'I'WE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE 
PAYMENT IN THE EVENT OF ANY PARTIAL REDEMI"TI0N OF THE BONDS; OR (5) ANY 
CONSENT GIVEN OR OTIIER ACTION TAKEN BY DTC AS REGISTERED OWNER. 

DUE BY Drc TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT OK 

Revision of Book-Etimi-Odv Svstem: Replacement Boiicis. In tlie event that DTC tletenniries not 
to continue as securities depository or is removed by the Issiicr, at the direction of the Company, as 
securities depository, the Issuer, af the direction of the Company, may appoint a successor securities 
depository reasonably acceptable to the Trustee. If the Issuer does not or is itnable to appoint a saccasor 
seciirities depository, the Issuer will issue and the Tntstee will  anthenticate and deliver fiilly registered 
Bonds, in authorized denominations, to the assignees of DTC o r  their nominees. 

I n  the cvent that the book-entry-only system is discontinued, the following piovisioris will apply. 
The Bonds may be issued in denomina(ions of $25,000 and integral niultiples theieof, if the Interest Rate 
Mode is [he Dutch Auction Rate; in denominations of $5,000 and integral multiples thereof, if the 
interest Rate Mode is the Senii-Annual Rate, the Annual Rate or the Long Term Rate; in denominations 
of $100,000 and integral multiples of $5,000 in excess thereof, if the Interest Rate Mode is tlie Flexible 
Rate; and in denomiiiations of $100,000 and integral multiples thereof, if the Interest Rate Mode for the 
Bonds is the Daily Rate or the Weekly Rate. Bonds may be transferred or exchanged for an eqiial total 
amount of  Bonds of other authorized denominations upon surrender of such Bonds at the principal officc 
of the Bond Registrar, acconipanied by A wiiltcri instrument of transfer or aulhorization for exchange in 
fomi and with guFranty of signafure satisfaclory to the Bond Rcgislrar, tluly executed by the registered 
owner or the owner's duly authoi izcd attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Botid during the fiftecn (lays before any 
inailing of a notice of redemption, aner such Bond has been called for redemption in whole or in part, or 
after such Bond has been tendered or deemed tendered for optional or rnantiatory purchase as describcd 
under "Purchases of Bonds." Registration of transfei s and exchanges will be made without charge to the 
owners of Bonds, except that the Bond Registrar may require any owner requesting registration of transfet 
or exchange to pay any required tax or governmental charge. 

Security; Release Date; Limitatiori 011 Lieiis 

Payment of the principal of and interest and any pretniuni on the Bonds will be secured by an 
assignment by the Issuer to the Trustce ofrhe Issuer's interest in and to the Loan Agreement arid all 
payments to be made pursuant thcrcto (other than certain indemnificatioii and expense payments). 
Pursuant to the I,oan Agreetilent, the Company \vi11 agree to pay, among other things, amounts sufficient 
to pay the aggregate principal amount of and preniium, if any, on the Bonds, together with interest 
thereon as and when the same become due. The Company fur tiler will agree to make paynlerlts of the 
purchase price of the Bonds tendered for purchase to the extent that funds are not otherwisc available 
thercfor under the provisions of tlie Indenhire. 

Until the Release Date, the payment of the principal of and interest and any premium on the 
Bonds will be fiirlher secured by a principal amount of First Mortgage Bonds of the Company which will 
equal the principal amount of the Bonds. In the event of a default uiider the Loan Agreement or default in 
payment of the principal of or interest or any piemiurn on, or purchase price of, the Bonds, and upon 
receipt by the First Mortgage Trustee of a written detnand from the Trustee for redemption of the First 
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Mortgage Boiids, such First Mortgage Bonds will bear interest at the same iriterest rate or rates borne by 
tlie Bonds and tlie principal of sucli First Mortgage Bonds, together with interest accrued thereon from the 
last date or dates to wliicli interest on the Bonds has been paid in fidl, will be payable in accordance witli 
tlie Supplemental Indenture. See "SUMMARY OF THE FIRST MORTGAGE BONDS." 

The First Mortgage Bonds are not intended to provide a direct source of liquidity to pay the 
pirrchase price of Bonds tendered for piucliase in  accordance with the Indenture. The Company is not 
required under the Loan Agreement or Indenture to provide any letter of credit or liquidity support for the 
Bonds. The First Mortgage Bonds are secured by a lien on certain property owned by the Company. In 
certain circumstances prior to the Release Date, the Company is permitted to reduce tlie aggregate 
principal amount of its First Mortgage Bonds held by the Trustee, but in no event to an amount lo.wer than 
the aggregate outstanding piincipal amount of the Bonds. See "SUMMARY OF TEIE BONDS - 
Remarketing aiid Purchase of Bonds.'' 

The Release Date will be the date that all first mortgage bonds of the Company issued prior to the 
date of the Bonds (other than the First Mortgage Bonds and the First Mortgage Bonds, Pollution Control 
Series No, 1 1) have been retited through payment, redelription or otherwise (including those first 
mortgage bonds "deemed to he paid" within the meaning of that tenn as used in Article Xi1 of the First 
Mortgage Indenture). Excludirig the First Mortgage Bonds and the First Mortgage Bonds, Pollution 
Control Series No. 1 1, as of March 3 I ,  2002, 8 series oF first mortgage bonds in an aggregate principal 
amount of $434 million currently ace outstanding under the First Mortgage Indenture. As of the date of 
this Official Statement, the earliest date that all of such firs[ morlgage bonds could be redeemed is 
May IS, 2007. 

On the Release Date, the Tnistee will deliver to the Cornpatiy for cancellation all First Mortgage 
Bonds and tlie Company will cause the Trustee to provide notice to all holders of Bonds of the occurrence 
of the Release Date. As result, on tlie Release Date, such First Mortgage Bonds shall cease to secure the 
Bonds, and tlie obligations of the Company under the Loan Agreement will become unsecured general 
obligatiorts of the Company. 

in tlie Loan Agreement the Company will covenant that, froni and after the Release Date and SO 
long as any Bonds are oufstantling, it will not issue, assume or guarantee any debt for borrowed rno~iey 
secured by any mortgage, security interest, pledge, or lien ("mortgage") on any of the Company's 
operating property (as defined below), whether the Company owns it at the date hereof or acquires it later, 
unless tlie Company similarly secures its obligations under tlie Loan Agreement to make payments to the 
Trustee in sufficient amounts to pay fhe principal of, ~~reini iun,  if any, and interest required to be paid on 
the Bonds. This rcslriction will not apply to: 

t4 mortgages on any property existing at the time the Coinpany acquires the property or at 
the time the Company acqui,res the corporation owning the property; 

0 purchase money mortgages; 

b specified govenunental rnodgages; or 

0 . any extension, renewal or ieplacement (or successive extensions, renewals or 
replacements) of any mortgage referTed to in the three clauses listed above, so long as the 
principal amount of indebtedness secured irnder this clause and riot otheiwise authorized 
by the clauses listed above, does not exceed the principal amount of indebtedness secured 
at thc time of Llic extcnsion, renewal or replacement, 

I n  addition, the Cornpany can also issue secured debt so long as the amount of tlie secured debt 
does not exceed the greater of 10% of net taiigible assets or 10% of capitalization. 
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For purposes of this limitation on liens, "operating property" m a n s  ( i )  any interest in real 
property owned by tlie Company, and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

SUhlMARY OF THE LOAN AGIUZEMENT 

TJre foiloivirrg, itr nddirioir to /lie provisioits corttaiited &where in this Oflcial S/nteriiemt, is n 
bi.ieJcIeso-iytioli oJcertniri provisions o ] h  Loari Agreemietrt. Re$eer*ence is mode fo the Lotiti Agreetrierit 
for the defailedpr0~8ioiis r2iereoJ 

Gcncral 

The tenn of the Loan Agreement shall commence as of its date and end on the earliest to occur of 
February 1, 2032, or the date on which all of tlie Bonds shall have been fiiily paid or provision has been 
made for such payment pursuant to the Indenhire. See "STJMMARY OF TIiE INDENTURE - 
Discharge of Indenh~re." 

The Company has agreed to repay the loan pursuant to the Loan Agreeinelit by making tiinely 
payments to the Trustee in sufficient amounts to pay the principal of, premim, if any, and interest 
reqiiired to be paid on the Bonds on each date upon which any such payments are due. The Company has 
also agreed to pay (a) the reasonable fees and expenses of the Trustee, the Bond Registrar, any Tender 
Agent and any Paying Agent appointed under tlie Indenhire, (b) the expenses in connection with any 
redemption ofthe Bonds and (c) the reasonable expenses of the Issuer. 

7'he Conipany covenants and agrees with the Issuer that it will cause the purchase of tentleretl 
Bonds that are not remarketed in accordance with the Iiidenturc and, to that end, the Company shall cause 
fiinds to be made available to the Tender Agent at the times antl in  tlie manner required to effect such 
purchases in  accordance with the Indenture (see "SI JMMARY OF TI IE BONDS - Rernarketing and 
Purchase of Bonds"). 

All payments to be made by the Conipany to the Issuer pwsuant to the Loan Agreeinelit (except 
the reasonable out-of-pocket expenses of the issuer, the Trustee, the Paying Agent, the Bond Registrar, 
tlie Tender Agent and amounts related to indemnification) have beeii assigned by the Issuer to the 
Tmstee, and the Company will pay such amounts directly to the Tiustee. 'The obligations of the Company 
to make the payments pursuant to the L.oan Agrecrnent are absolute and tinconditional. 

Mairiteiiaricc of Tax Exemption 

The Company arid the Issuer have agreed not to take any action that would resuit in the interest 
paid on the BOJI~S  being included in gross income of any J3ondliolder (other than a holder who is a 
"substantial user" of the Project or a "related person" rvi~hin the ineaning of Section 147(;1) of the Code) 
for federal income tax purposes or that adversely affects the validity of the Boiids. 

Issuance and Dclivcry of First Mortgnge Bonds; Limitation on Liens 

For the purpose of providing security for the Bonds until the Release Date, tlie Company will 
execute and deliver to the Trustee on the Issue Date the First Mortgage Bonds. The principal amount of 
the First Mortgage Bonds executed and delivered to the 'i'nistee will be not less than the aggregate 
principal amount of the Bands. Prior to the Ilelease Date, i n  the event of a default under the Loan 
Agreemerit or default in payment of the principal of, premium, if any, or interest 011 the Bonds, and upon 
receipt by the First Mortgage Trustee of a written demand from the Trustee for redemption of the First 
Mortgage Bonds ("Redemption Dcniantl"), the First Moizgage Bonds will bear interest at  the same rate 
bome by the Bonds antl the principal of the First Mortgage Bonds, together with interest accrued thercon 
froin the last date to which inlerest on the Bonds shall have been paid in full, will be payable in  
accordance with the Supplemental Indenture for such First Mortgage Bonds. See, however, 
"SUMMARY OF THE INDENTURE - Waiver of Events of Default." 
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Prior to the Release Date, upon payment of the principal of, premium, if any, atid interest on any 
of the Bonds, and the surrender to and cancellation thereof by the Trustee, or upon provision far the 
payment lliereof having been matie in  accordance with the Indenture, First Mortgage Bonds with 
corresponding principal amounts equal to the aggregate principal atnount of the Bonds SO surrendered and 
canceled or for Ihe payment of which provision lias bcen made, will be surrendered by the 'Trustee to the 
First Mortgage TIUS~CC and will be canceled by the First Mortgage Tiustee. The First Mortgage Bonds 
will be registered i n  the nanie of the Trustee and will be non-transferable, except to effect transfers to any 
successor trustee under the Indentire. 

The Company will coverlalit, from and aftel the Release bat, that i t  will riot crcate, assiime or 
guarantee debt for borrowed money secured by any mortgage, except as described above under 
"SUMMARY OF THE BONDS - Security; Release LMe; Limitation 011 LAens." 

Payrnettt of Taxes 

The Company has agrecd to pay certain taxes and other govenunental charges that may be 
lawfi~lly assessed, levied or cliarged against or with respect to the Project (see, however, subparagraph (i) 
under "SIJMMARY OF THE BONDS - Redeinptions ____ Esh.noditzar-y Optional Redemnfioti iu 
M'lrofe "). The Cotiipany may contest such taxes or other governmental charges unless the SeCUlity 
provided by the Indenture would be materially eiidangcred. 

Maintenance; Daninge, Destt.uctiori and Condcmnntion 

So long as any Bonds ate outstanding, the Company will maintain the Project or cause the Project 
to be maintained in good working condition and will make or cause to be made all proper repairs, 
replaceinents and renewals iiecessary to continue to constitute the l'ioject as air and water pollution 
control and abatenient facilities and solid waste disposal facilities, as applicable, under Section 
103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as amended. However, the Conipany will 
have no obligation to maintain, icpair, replace or renew any portion of the Project, the mainfenancc, 
repair, replaceincnt or tenewal of which becomes iineconomical to the Company because of certain 
events, inclucling daniage or destmction by a cause not wilhin the Cornpany's control, condemnation of 
the Project, change i n  govcrninent standards and regulations, economic or other obsolescence or 
tci inination oFoperation of generating facilities to the Project. 

The Company, at its own expeilse, may remodel the Project or make substitutions, modifications 
and improvements to the Project as it deems desirable, wvhich remodeling, substitutions, rnodific R t '  tons 
and improvcmenls shall be deemed, under the te rm of the Loan Agreeincut to he a pait of the Project. 
The Company may nor, however, change or alter the basic nature of the Project or cause it to lose its 
status under Section 103(b)(4)(E) atid (F) of the Inteinal Revenue Code of 1954, as atiiended. 

If, prior to the payment of all Bonds outstanding, the Project or any portiort tlieicof is destroyed, 
damaged or taken by the exercise of the power of eminent doniaiii and tire Issuer, the Company or the 
First Mortgage Ti ustee receives net proceeds from insurance or a condetnnalion award in coanection 
therewith, the Company shall (i) cause such net proceeds to be used to repair or restore tlie Project or (ii) 
take any other action, incltrdiiig tlie redemption of the Bonds in wliole or i n  pai-t at their priticipal amount, 
which, by tlie opinion of Bond Counsel, will not adversely affect the exclusion of the interest on the 
Bonds from gross income for federal incorrle tax purposes. See "SUMMARY OF 1'IIE BONDS 
Redemptions - ~x/rnordiiia~ y Oiilioital Redemption it1 iVioie or it1 P ~ T . "  

The Company lias agreed to insure the Project in accordance with tlie provisions of tlie First 
Mortgage Indenture. 
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Assignment, Merger and Release of obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opiiiion of Bond Counsel that such 
assignment will not adversely affect the exclusion of the interest on the Bonds froni gross inconie for 
federal income tax piirposes, without obtaioing the conserit of either tlie Issuer or the Tiustee. Such 
assignment, however, shall not relieve the Company from primaiy liability for any of its obligations under 
the Loan Agreement and perforniatice and observaiice of the other covenants and agreements to be 
perfonned by the Company. The Company may dispose of all or substantially all of its assets or 
consolidate with or merge into another corporation, provided the acquirer of tlic Company's assets or tlie 
corporation with which it shall consolidate with or merge into shall be a corporation organized and 
existirig rrnder the laws of one of the states of tlie IJnikd States of America, shall be qualified and 
admitted to do busiiless in tlie con in ion wealth^ of Kentucky, and shall assunie in writing all of tlie 
obligations of the Company under the Loan Agreement. 

Release anti Indeninification Covenant 

The Company will indemnify and hold the Issuer harmless against any expense at liability 
incurred, includitig attorneys' fees, resuIting froni any loss or darnage to property or any injury to or death 
of any person occuniiig OJI or about or resulting from any defect in the Project or rroln any acliort 
coninienced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(1) f;iilure by the Company to pay tlie,nniounts required for payment of the pi  inc ipal 
of, including purchase price for tendered Bonds and redcmption and acceleration prices, and 
interest accrued, on the Bonds, at the times specified therein taking into account any periods of 
grace provided in the Indenture aiid the Bonds for the applicable payinent of interest on the Bonds 
(see "SLJMMARY OF T I E  INDENTURE Defaults and Remedies"); 

(2) failure by the Comixmy to observe and perform any covenant, condition or 
agreement, other than as referred to i n  patagraph (1)  above, for a period of tiiiity days afier 
wiitten iiotice by !he Issuer or Ti ustee, provided, however, that if sucli failure is capable of being 
con-ected, but cannot be couected in such 30-day period, it will not constitute a11 event of default 
under the Loan Agreement if co1 rective action with respect the~eto is being diligently pursued; 

all first mortgage bonds outstanding under the First Mortgage Indenture, if not (3) 
alteady due, sliall have become immediately due anrl payable, whether by declaration or 
otherwise, and such acceleiation shall not have been rescinded by tlic First Mortgage Trustee; or 

(4) certain cvents of bankruptcy, dissolution, liquiclation, reorganization or 
insolvency of the Company. 

Under the Loan Agreement, certain of the Company's obligations (other than tlie Company's obligation (3 
not to pennit any action which \vould result in  interest paid on the Bonds being included in gross income 
for federal and Kentucky income taxes, (ii) to execute and deliver thc First Mortgage Bonds to the Tnistee 
on the (late of issuance of the Bonds in an aggregate principal amount not less than the aggregate principal 
amount of the Bonds; and (iii) to make loan payments arid certain other payments under the provisioris of 
the Loan Agreement) niay be suspended ifby reason of force majeure (as defined in the Loan Agrccnient) 
the Company is unable to cany out such obligations. 

Remedies 

Upon the liaypening of an eveat of default under the Loan Agreement, the Issuer m y ,  atnong 
other things, take whatever action at law or in equity may appear necessary or desirable to collect the 
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amounts tlieri due and thereafter to become due, or to enfoiee perfonnance and observance of any 
obligation, agreement or covenant of the Company, under the Loan Agreement. 

I n  the event of a default under the Loan Agreement or a default in payment of the principal of, 
premium, if any, or interest OH the Bonds, the 'T'nistee may, prior to the Release Date, demand redetnption 
df the First Moilgage Bonds. See "SUMMARY OF THE FIRST MORTGAGE BONDS" and 
"SUMMARY OF THE INDENTURE - Defaults and Remedies." Any amounts collected upon the 
happening of any such event of default shall $e applied in accordance with the Indenture or, if the Bonds 
have been filly paid (or provision for payment thereof has becn made in accordance with the Indenture), 
made available to the Company. 

. 

Options to Prepay, Obligation to Preitsy 

"lie Coinpany may prepay the loan pursuant to the Loan Agreement, in whole or iti  part, on 
certain dates, at the prepayment prices as shown under the captions "SLJMMARY OF THE BONDS -. 
Redemptions - Op!io~ial Redeniption , I t  t!i?.vtt*aoiditiut-y Optional Redeniplion bi lYiole" and 
"Estraorrlitiuty Opliotial Redemutioii itt IViole or irt &&." Upon the occurrence of the event described 
under the caption "SUMMARY OF THE BONDS -- Redemptions - Mmtrlnfory Redet?tp,(ion; 
Deier~riitia~ioti ofTambi/ify," the Company shall be obligated to prepay the loan in an aggregate amoait  
sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together witli other fincls 
deposited with the Trvstee and available for such purpose, to redeem the requisite amount of the Bonds at  
a price equal to the applicable redemption price plus accrued interest to the redemption date, and to pay 
all reasonable and necessary fees and expenses of the Trustee, tlie Paying Agent and all other IiabiIities of 
the Company under'the Loan Agreement accnred to the redemption date. 

Ariiendrnents and Modifications 

No amendment or modification of the Loan Agrcement is permissible without the written consent 
of the Tiustee. 'I he Issuer and the Tnrstee may, however, witliorrl the consent of or notice to any 
Bondholders, enter into any amendment or modification of the Loan Agreeinent (i) which m y  be 
reqiiired by the piovisions of  tlie Loan Agteenient 01 the Indenture, (ii) for the puipose of cluing any 
ambiguity or formal defect or oniission, (iii) i n  connection with any inodification or cliange necessary to 
conform the Loan Agreement with changes and modific;ttions in  [lie Indenture or (iv) in connection with 
any other change which, in the judgment of the Trustee, does not adversely affect the Trustee ot the 
Bondholders. Except for such amendments, tile I,oan Agreement may be amended or modified only with 
the consent of the Bondholders holding a majoi ity in piincipal aniount of the Bonds then outstanding (see 
"SUMMARY OF THE NNDENlURE - Supplemental Indentures" for an explanation of the procedures 
itecessary for Bondholder consent); provided, however, that the approval of the Bondholders holding 
100% in principal amount of the Bonds then outstanding is necessary to effechate an amendinerif or 
modification with iespect to the Loan Agreement of the type described in  clauses (i) thiougll (iv) of the 
first sentence of the second paragraph of "SIJMMARY OF THE INDENTURE --- Supplemental 
Indentures." 

SlJMMARY OF'I'HE Ii'lRST R4OKI'GAGE BONDS 

The fO/loWiiig, bi addition lo Ilie provisions cotitaitied elsewhere in this O'cial Slateirzetil, is a 
brief descr@tion of certcriri provisiotis of [lie First Morlgage Bands mid tire First Mortgage Itirleti tiire 
ReJerence is niade IO [he First Mortgage lridentiit-e arid to llieJot rrr of the Fitsl Motrgage Borids. for tlrc 
detailed pravisioris tkeueoj: 

General 

The First Mortgage Bonds will be issued as a new series of first mortgage bonds under Ihe First 
Mortgage Indenture (see "SIJMMARY OF T I E  LOAN AGREEMENT - Issuance and Delivery of First 
Mortgage Bonds"). Tile First Mortgage Bonds will mature on the same date and bear interest at the same 
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rate or  rates as the Bontls. The statements herein made (being for the most part siuninaries of certain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions of the First Mortgage 
Indenture, which is incorporated tiereiii by this reference. 

The First Mortgage Bonds will be issued undcr, and secured by, an Indenhire of Mortgage dated 
as of May I ,  1947, as amentletl and suppletnented, arid as to be fitrther amended and srippleinented by 3 

Supplemental Indenhire dated as of May 1,2002 behveen the Company and 1J.S. Bank National 
Association, Chicago, liIhiois, as successor trustee, and an individual successor co-trustee (collectively 
the "First Mortgage Trustee") (the "Tiidenhire of Mortgage, as so supplemented is referred to lierein as the 
"First Mortgage Iiide~~ture~'). 

The principal of and interest on tlie First Moitgage Bonds will not be payable other than upon the 
occurrence of an event of default under the Loan Agreement. Upon the occurience of any of the eveiils of 
default described under the caption "SIJMMARY O F  TlIE LOAN AGREEMENT - Events of Default", 
the First Mortgage Bontls will be redeemable within 120 days following receipt by the First Mortgage 
Ti-ustee of a Redemption Deniand from the Trustee for redemption, at a redemption price equal to the 
principal amount thereof plus accnretl interest at the rates borne by the Bonds from the last date to which 
interest on tlie Bonds has been paid. 

'Ihe Fils1 Moilgage Bonds at all times will be in fully registered form registered in the name of 
the Trustee, will be non-negotiable, and will be non-trmsferabfe except to any successor tntslee under the 
Indenhlre. IJpoii payment and cancellation of Bonds by the Trustee or the Paying Agent (other than any 
Bond or* portion Illereof that was canceled by the Tnrstee or the Paying Agent and for wliich one or more 
Bonds were delivered and authenticated pursuant to the Indenture), whether at maturity, by redernption or 
otherwise, or upon provision for the payinent of the Bonds having been made in accordance with the 
Indenture, an eqbal principal amount of First Mortgage Bonds will be tlcenxd fiilly paid and the 
obligations of the Company thereunclei will cease. 

Security 

In the opinion of counsel for the Company, thc Fiist Mortgage Bonds, when issued, will bc 
secured by the Fiist Mortgage Indenture which constitutes a first mortgnge lien, subject only to 
permissible encunibrances, upoii substantially all of the property of the Company (except as summarized 
in this paragraph) for the equal pro-rata security of all first nioitgage bonds issued or to be issued 
thereunder, subject to the piovisions relating to any sinking fiind or siinilar fLind for the benefit of first 
inortgage bonds of ariy particular sei ies. Tile opinion does not cover title to easements or rights-of-way. 
The First Mortgage Indenture excepts oi excludes from the lien thereof all cash, securities, accounts antl 
bilis receivable, choses in  action antl certain judgrnents riot deposited or pledged with  he First Mortgage 
Trustee, certain pcrsoiial property held for sale, lease, iciital or consuaiption in the ordinary course of 
business, the last day of each term under ariy lease of property, a11 gas, oil and otliei mirierals under ally 
property subject thereto, and certain real estate described therein. One small hydroelectric generating 
statim i s  located mi land owned by the United States arid is operated under an annually renewable 
license; B few sinall substations are maintained on land over which the Company holds easanents; and 
certain of the electric transmjssioii lines and distribution lines ale installed 011 public streets, alleys and 
highways or are located on easements or rights-of-way. With respect to pioperty located in Virginia, no 
examinalion of underlying titles as to easements or riglits-of-way for transniission or distribution lines has 
been niatle, but, should the rights of the Company in  this respect be questioned, valid easements and 
rights-of-way in Virginia may, in tlie opinion of counsel, be acqtiiretl from private property owners by 
condemiintion proceedings. The First Mortgage Indenture contains provisions subjecting after-acquit ed 
propel ty, other tlian excepted property, to the lien thereof. Such provisions rnight not be effective as to 
pioceeds, products, rents, issues 01 profits of the pioperty subject to the lien of tlie First Mortgage 
Zndcnture iealizctl, and additional property acquired, within 90 days prior and subsequent to tlie filing ofa 
case wilh respect to the Company uiidcr the United States Ranluuptcy Code, slate insolvency laws 01 

other siniilar laws affecting the enforcement of creditors' rights and with respect to property located in 
Virginia, as  to property not so afIixed to other ptoperty as to become subject to the lien of the Fiist 
Moitgage Indenture without resort to tlie after-acquiiecl property provisions, in wliich case the lien may he 
defeated, until recordation of a further supplemental inrler~tiire conveying such property to tlie First 
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Mortgage Trustees after its acquisition, (a) by the inter veiltioil of bankruptcy or (b) by the attachment of a 
judgment lien or sale to purchasers for value without notice. 

Issuance of Additional First Mortgage Bonds 

The First Mortgage Indenture does not fix an overall dollar limitation on the principal amount of 
first mortgage bonds that may be issued or outstanding thereunder. The Company's first mortgagc bonds 
may be issued from time to time under the First Mortgage Indenhire in a principal amount equal to (i) 
60% of eligible net expenditures niatle by the Company for bondable property coristructed or acquired by 
it and on wllicli the First Mortgage Iiltfeilhtre is a inoiigage lien, subject only to permitted encunibrances 
and liens arid prepaid liens, (ii) the priricipal amount of previously authenticated first mortgage bonds of 
the Company which have been retired or for tlie retirenient of which the First Mortgage Tiustee holds the 
necessary fimds, other than certaiii first mortgage bonds riot usable foi the purpose under the terms of tlie 
First Mortgage Indenture, aiid (iii) the amount of nioney deposited wvitli the First Mortgage Trustee, which 
money may be applied to tlie retirement of the Company's first mortgage bonds or may be withdrawn in 
lieu of the authentication of an equivalent principal amount of first mortgage bonds under the First 
Mortgage Indenlure provisions t efert ed to in  clauses (i) and (ii). Net expenditures for bondable propctty 
are determined as provided in the First Mortgage Tndenhtre. In general, bondable propel ty nieaiis any 
utility plant, property or equipment owned by the Company and used or usehl in its utility busincss. 

No additional first mortgage bonds may be authenticated under the First Mortgage Indenture as 
provided in clauses (i) and (iii) i n  the preceding paragraph, or authenticated as  provided in clause (ii) of 
tlie preceding paragraph bearing a higher rate of interest than the first mortgage bonds lo be ietited 
(unless such first mortgage bonds to be retired would mature within 5 years), uriless the net earnings (as 
determined pursuant to the piovisions of the Fiist Morlgnge Incletikire) of the Company for a 12-1110nlh 
period ending withill 90 days next preceding such authentication were at least equal to twice the interest 
for m e  year on (i) all first mortgage bonds to be ou(stanc1ing under the First Mortgage Indenture 
inmediately after such authentication (other than first mortgage bands for the I etirement of which the 
First Mortgage Tiustee holds [Ire riecessary funds), and (ii) all otlier indebtednass then sccured by a lien 
equal or prior to the lien of the First hloitgage Indenhire on property of the Company, witti certain 
exceptions . 

At Lkcember 3 I ,  2001, the Company had outstanding $484.83 million of first mortgage bonds 
issued tinder the First Mortgage Indenture. The principal aniount of retired fir?st mortgage bonds available 
as a basis for authenticating additional first mortgage bonds aggregatcd $76 million at Decembcr 31, 2001 
arid available net expenditures for bondable property aggregated riot less ifinn $947.9 million at 
December 31, 2001. 

Maintenance and Repair 

The First Mortgage Inderittire provides that (i) the Company shall majntain its properties in good 
working order and condition, (ii) the First Morfgage Trustee may, and if requested by holders of a 
majority in principal amount of all outstanding first iiiortgagc bonds and furnished with the necessary 
fiinds therefor sliall, cause such properties to be inspected by an independent engineer (not inore often 
than at five-year intervals) to deter'rnine wvhelher they have been so maintaiiied and whether any property, 
not retired 011 the Company's books, should be so classified for the purpose of computing net 
expenditures for boridable propeity or otheiwise, and (iii) the Coitipany shall makc good any deficiency in 
maintenance disclosed by such engineer's report as rendered or as modified by ai bitration. 

The First Moi2gage Bonds are not entitled to the benefits of a maintenance and renewal fiuld, or 
sinking fiind. 'I'tzerc are, however, niaintenarice and renewal fiiiid provisions for the benefit of other series 
of the Company's first mortgage bonds. 

Provisioiis Liiniting Dividends on Corniiion Stock 

Tlic First Mortgage Bonds are not entitled to any covenant restricting the payment of dividends 
on the Company's common stock. 
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Modification of Pirst Mortgage Indenture 

The tenns arid provisions of the First Mortgage Iridenture may be modified or amended fioni time 
to time by a supplemeiital iridenture executed by the Company and the First Mortgage Trustee and 
without the consent of the holders of the Company’s first rnortgage bonds for any one or more of the 
purposes provided in the First Mortgage Indenture. Such purposes include, among otlieis, (i) any cliange 
or modification of any of the tenns or conditions of tlie First Morlgage Indenture, provided that such 
change or inodification would not adversely affect the first mortgage bonds then outstanding under the 
First Mortgage Indenhire and is made effective only with respect to first mortgage bonds authenticated 
under the First Mortgage Indenture after tlie execution of such siippleinenlal indenture and (ii) any other 
change or modification of such terms or condilioris which is not inconsistent with the terms, and which 
shall not impair the securify, of the First Moitgage Indenture. 

By supplemental indenture dated August 1, 1979, the First Mortgage Indenhire was amended to 
provide that with the consent of the holders of not less thau 6G 2/3% in  principal arnouiiit of all of the 
Company’s first mortgage boiitis of all series then outstailding under the First Mortgage Indenture that 
would be affected thereby, the First Mortgage Indenture may be amended from time to tinie in any 
respect, except that, without the consent of the holder of each outstanding first mortgage bond affecfed 
thereby, no such amendinent shall, among other things (i) extend the time or times or otlieiwise affect the 
terms of payinent of the principsl, interest or premium i n  respect of any firs1 mortgage bond, or reduce the 
principal amount of any first mortgage bond or any premium thereon or the rate of interest thereon, (ii) 
impair the right of any bondholder to institute suit for the eliforcement of any such paytnent in respect of 
his fiist mortgage bonds, (iii) permit the creation of any lien ranking prior to, or on a parity with, the lien 
of the First Mortgage indenture, other than pennitted  encumbrance^ and liens or prepaid liens, (iv) 
deprive any nonassentirig bondholder of a lien on the mortgaged pioperty for the security of his first 
mortgage bonds, or (v) reduce the percentage in principal amount of first mortgage bonds, the consent of 
the holders which is iequired for any such amendment. Such amendment is bindirig upon holders of all 
currently outslanding and subsequent series of the Company’s first mortgage bonds (including tlie First 
Moltgage Bonds). 

By supplemental indenhire dated May 15, 1992, the First Mortgage intlenliire was fitither 
aniendcd to provide that, upon the effectiveness of the amendment as  described below, the percentage of 
bonclholders necessary to consent ta arnendments shall be SI % (instead of 66 2/3% as described above). 
Such ainendrnent will be effective upon the retirement or with tlie consent of the holtlecs of certain series 
of outstanding first mortgage bonds. l?ic First Mortgage Bonds will be bound by the foregoing 
amendment when it beconies effective as described. 

The First Mortgage lntlenture provides that the following shall constitute events of defiiult: 
(i) failure to pay tlie principal of any first mortgage bond of the Company when due at tnaturity or 
otlienvise, (ii) failure to pay interest 011 any first nlortgage bond of the Company within 60 days alter its 
due date, ( 5 )  failure to pay principal of, or interest on, any prior lien bond contjnued beyond the grace 
period (if m y )  specified in the lien securing such bond and also continued beyond 30 days after written 
notice to tlie Company of such fnilure, (iv) failure of the Company for a period of 90 days after written 
deniand fo comply with any other covenant or condition in the I;ii st Mortgage Indenhire, the first 
mortgage bonds of the Company or any prior lien bond or lien, and (v) certain events relating to 
insolvency, bankruptcy, assignment or receivership involving the Company. The First lvforlgage Trustee 
is required to give notice to the Bondholders of defaulh known to the First Mongage Tnistees, within 90 
days after the occiirrence thereof; provided that, except with respect to default in the payment of principal 
of oi interest on any first mortgage bond of the Company or of any sinking 01 purchase fwid installment, 
the First Mortgage Trustee may witllhold giving such notice if the First Moi-gagc Trustee detennines in 
good faitli that such witbholding is in  the interest of the first moifgage bondholders. Upon defiiult, [lie 
First Mortgage Tnistce may, among other remedies, arid upon written notice from the holders of a 
majority in piincipat amount of first mortgage bonds then outstanding under the First Mol lgage indentuie 
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sliall, declare the principal of all first mortgage bonds to be immediately due and payable. llpon certain 
tenns and conditions, tlie declaration of acceleration niay be rescinded and waived. 

The holders of a iiiajority in principal amount of first mortgage bonds secured by the First 
Mortgage Iridenture have the right to ditect the time, method and place of conducting proceedings for 
remedies available to, or exercising any tnist or power of, tlie First Mortgage Tnlstee. However, tlie First 
Mortgage Trustee may decline to follow such directions under certaiii circtunstances specified"iit1 tlie First 
Mortgage Indenture; the First Mortgage Trustees is not required to exercise i ts power of entry or sale 
under the First Mortgage Indenture; and the First Mortgage Trustees are entitled to be indemnified against 
expenditures incurred in connection with tlie taking of any directed action or proceeding. 

Miscellaticous 

Whenever all indebtedness secured tlieieby has been paid, including all proper ctiarges of tlie 
First Mortgage Trustee thereunder, tlie First Mortgage Trustee will, upon request of the Company, cancel 
and discharge the lien of the First Mortgage Indenture and execute and deliver to the Company such 
deeds and instiuments as will be requisite to satisfy said lien and reconvey and transfer to the Company 
the mortgaged arid pledged property. The Company is also required to furnish to the First Mortgage 
Trustee officers' certificates, certificates of an engineer, appraiser, or other expei t and, in  certain cases, 
accountant's cei tiiicates in  connection with the authentication of first mortgage bonds, the release 01 
release and substitution ofproperty, compliance with all conditions and covenants under tlie First 
Mortgage Indenture, and certaiti other matters, and opinions of counsel as to the lien of the First Moitgage 
Indenhire and certain other inatters. 

SUR4hZARY OP'I'HE INDENTURE 

The Jollowitig, iti addiiioir to tlieyrovisiotm coillairred elsewhere iii [his OJJcinl Sfnfeaieiil, is a 
briefrlescriptiolr oJcertaiu provisions of [lie hidemre. Refereme is niride to the Itideiifici.e f i r  Ike 
de failed pi ovisiotis f l w e o i  

Security 

Pursuant to the Tncleiilure, the Issuer will assign and plcdge to tlie Trustee its interest in and to the 
Loan Agreement, including payinents and other aniounts due the Issuer thereunder, together with all 
inoneys, properly and securities from tiine to tinie held by the Tiustee undei the Indenhue (with certain 
exceptions, including moneys held in or earnings on the Rebate Fiind and the Purchase Fund. The Bonds 
will be further secured by lhe First Mortgage Rorids delivered to the Tnistee (see "StJMMARY OF TIiE 
LOAN AGREEMENT - Issuance and Delivery of First Moilgage Bonds; Limitation on Liens"). The 
First Mortgage Bonds will be iegistered in the name of tlie Trustee and will be nontransferable, except to 
effect a traansfei to any sticcessor trustee. The Bonds will not be directly secured by the I'roiect (although 
tbe Project is subject to the lien of tlie First Mortgage Indenhire). 

No Pecuniary Liability of tlic Issuer 

No provision, covenant or agreement contained i n  tlie Indenhue or in the Loan Agrecment, nor 
any breach thereof, sliall give rise to any pecuniary liability of the Issuer or any chaige upon its general 
credit or taxing powers. The Issuer has not obligated itself by making the covenants, agreements or 
provisions contained in tlie Indenture or in the Loan Agreement, except with respect to the Project and the 
application of the arnounts assigned to payment of tlie principal of, premium, if any, and interest on the 
Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer and 
' certain other  mounts specified in the Indenture will be deposited into a Bond I%nd established pursuant 

to the Indenture (the "Bond Fund") and will be maintained in trust by tlie Trustee. Moneys in the Bond 
Fund will be used solely for the paynient of the principal of, premium, if any, and interest on the Bonds, 

30 



for tlie redemption of Bonds ptior Lo niah~ity and for the payinent of the rcasonable and necessary fees 
and expenses to which the 'I'ntstee, Paying Agent and the Issuer are entitled pursuant to the hdenhtre or 
the Loan Agreement. Any moneys held in the Band Fund will be invested by the Tnistee at the specific 
written direction of the Company in certain Governmental Obligations, investnlent-glade corporate 
obligations and other investments pemiitted under the Indenhire. 

The Rebate Fund 

A Rebate Fund tias been created by the 1ntlentr;re (the "Rebate Fund") a~id will be maintained as a 
separate fiuid free and clear of the lien ofilie Indenture. The lsstter, [lie Tiustee and the Company have 
agreed to comply with all iebate requiremeiifs of the Code and, in particular, the Company has agreed that 
if necessary, it will deposit in tlie Rebate Fund any such amount as is required under the Code. However, 
the Issuer, the Trustee and the Cotripariy inny disregaid the Rebate Fund provisions to the extent that they 
shall receive at1 opinion of Dond Counsel that such failure to comply w i l l  not adversely affect the 
exclusion of the interest on the Bonds f?om gross h o m e  for federal income tax purposes. 

i 

Discharge of Indenture 

When all the Bonds arid all fees and charges accrued and to acctiie of the Trustee and thc Paying 
Agent have been paid or provided foi, and when proper notice Iias been given lo the Bondholders or the 
Tnistce lliat the proper aniounts have been so paid or provided For, and  if the Issuer is riot in default in any 
othet respect under the Indenture, the Indenture shall become null and void The 13oncls shall be deemed 
to have been paid and tlischarged wlieri there sliall have been irrevocably deposited with the Trustee 
moneys sufficient to pay the principal, ptetnium, if any, and accnted interest 011 such Bonds to the due 
date (whethei such date be by reason of maturity 01 upon redemption) or, in lieu thereof, Governmental 
Obligations stiall have been deposited which mature in  sricli amounts artd at such h i e s  as will provide the 
fiinds necessary to so pay such Bonds, and wfieii all teasoriable arid iiecessnry fees and expcnscs of the 
'Trustee, the Authenticating Agent, the Bond Registrar atid the Payhg Agetit have been paid or provided 
for. 

El _. 
2 
2 

Surrender of Virst Mortgage LZorttis 

On the Release Date, the Trustee will deliver to h e  Co!npany for cancellation all First Mortgage 
Rontls and the Company will cause the Tntstee to provide notice to all holders of Bonds of Ihc 
occt~rrence of the Release Date. As a result, on the Release Date, the First Mortgage Boilds sliall cease to 
secure the Bonds, arid the obligations of the Company tinder the I,ann Agreetnent will become unsecured 
geneial obligations of the Company. 

In addition, upon payment of any principal oT, premium, if any, and interest OR any of @he Bonds 
which reduces the principal amoutit of Bonds outstanding, or upoir provision for the payineilt thereof 
having been made in  accordance with tlje Indenture (see "Discharge of Indenhire" above), First Mol lgage 
Bonds i n  a principal amount equal to {he principal aniorint OF the Bontls so paid, or fdr the j)ayment of 
wliicli such provision has been made, shnll be surrendercd by the Tnrstee to the First Mortgage Trustee. 
The First Mortgage Bonds so surrendered shall be dcerncd frilly pair1 and the obligations rjf the Company 
thereunder terininated. 

Defiwlts and Reriledies 

Each of tlie following events constitutes an  "Event of Default" tinder the Indcnhirc: 

(a) Failure to make payment of any instailmcnt of interest on any Bond (i) if sttch Bond 
bears interest at other than tlie L.ong Term Rate, within a period of one Business Day from the 
due date and (ii) if such Bond bears interest at the Long Tenn Rate, witlii!i a period oFlive 
Business Days from tlie date clue; 

(b) Failtire to make piirichal payment of the principal of, or prerniuin, if my, on any 
Bond, whether at the stated maturity thereof, or upon proceedings for redemption, or upon tlie 
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maturity thereof by declaiation or if payment of the purchase price of any Bond required to be 
purchased pursuant to the Indenhue is not made when such payment has become due atid 
payable, provided that no event of default shall have occurred in respect of failure to receive such 
purchase price for any Bond if the Cotripany shall have made the payment on the next Business 
Day as described in the last paragraph under "SUMMARY OF THE BONDS .- Remarketing 
and Purchase of Bonds" above; 

(c) Failure of the Issuer to perform or observe any other of the covenants, agreements or 
conditions in the Indenture or in the Bonds which failure continues for a period of 30 days after 
written notice by the Truske, provided, however, that if such Liilure is capable of being cured, 
but cannot be cuied in such 30-day period, it will not constitute an event of default under the 
Indenhire if corrective action in respect of such failure is being diligently pursued; 

(d) The occurrence of an "eveat of defaull" under the Loan Agreement (see 
"SIJMMARY OF THE LOAN AGREEMENT - Events of Default"); or 

(e) Prior to the Release Date, all first mortgage bonds outstanding under the First 
Mortgage Indenhtre, if not already due, shall have become immediately due and payable, whether 
by declaration or otherwise, and such acceleration shall not have been rescinded by the First 
Mortgage Trustee. 

tJpon the occurrence of an Event of Defwll under the Indenture, the Tnistee may, and upon the 
written iequest of the registered owners holding not less than 25% i n  principal amount of Bonds then 
outstanding and upon receipt ofintlernriity satisfactory to it shall: (i) if pior to the Release Date, enforce 
each and every right granted to the 'Ilrustce as a holder of the First Moltgage Bonds (see "SUMMARY OF 
THE FIRST MORTGAGE BONDS"), (ii) tleclaie the principal of all Bonds and interest accrued thereon 
to be imniedialely due and payable and (iii) declari all payments under the Loan Agreement to be 
iminediately due and payable and enforce each and every other riglit granted to the Issuer undei the Loan 
Agreernent for tlie benefit of the Bondliolders. 111 exercising such rights, the l'nistee shall take any action 
that, in the judgment of the 'Trustee, would best serve the intcrests of the registered owners. Upon the 
occurIe~~ce of an Event of Default under tlie Indenture, tlie T~ustee m y  also proceed to pursue any 
available remedy by suit at law or in equity to enforce the payment of the principal or, premiiini, if any, 
and interest on the Bonds tlien outstanding and, if prior to the Release Date, may also issue a Redemption 
Demand for such First Mortgage Bonds to the First Mortgage Tnistee. 

Prior to the Release Date, if an Event of Default under paragraph (a), (b), ((I) or (e) above shall' 
occur and be continuing, the Trustee may, and upon the witten request of ihe registered owners holding 
not less than 25% in principal airiount of all Bonds tlien outstanding and upon receipt of indemnity 
satisfactory to it  shall, exercise such rights as i t  shall posscss under the First Mortgage Indcntuie as a 
holder of the First Mortgage Bonds. In the event the First Mortgage Bonds become due and payable, the 
principal of and all accrued inkiest on the Bonds shall be deemed to be paid solely to the extent of the 
moneys realized 011 the First Mortgage Bonds and any other moneys realized by the Tnistee pursuant to 
any remedy exercised by it. 

If the 'Ilrustce recoveis any moneys following an Event of Default, rrnless the piincipal of the 
Bonds sliall have been declared due aiid payable, all such moneys shall be applied in the following order: 
(i) to the payment of the fees, expenses, liabilities arid advances incwrcd or matte by the Tiustee and the 
Payirig Agent, (ii) to the payment of all interest then due 011 the Bonds, and (iii) to the payment of unpaid 
principal and premium, if any, of the Bonds. If the principal of the Botids has become due or has been 
accelerated, such moneys sliall be applied in the following order: (i) to the paymenl of the fees, expetises, 
liabilities and advances incurred or made by the Trustce and the Paying Agent and (ii) to tlie payment of 
principal of and interest then due and unpaid on the Bonds. 

No Bondholder may institute any suit or pioceeding in equity or at law for thc enforcement of the 
Indenture unless an Event of Default has occurred of which the Tnistee has been notified or is deemed to 
have notice, and registered owners holding not less than 25% in aggregate principal amount of Bonds 
then outstailding shall have made WI itten request to the Tiustee to proceed to exercise the powers granted 
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under the hidenlure or to institute such action in their own name and the Trustee shall fail OT refuse to 
exercise its powers within a reasonable time after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pwsuant to the exercise of rights wder the Indenhire shall be 
enforceable only against specific assigned payments, fiincfs and accounts under the Indenture in the hands 
of the Trustee. No deficiency jutlgmcnt shall be authorized against the general credit of the Issuer. 

No default under paragraph (c) above shall constitute an Event of Default until actual notice is 
given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and the Trustee by the 
registered owners holding not less tlian 25% in aggregate principal amount of all Bonds outstanding and 
the Issuer arid tlie Company shall have had thirty days after such notice to correct the default and failed to 
do so. If the de6iult is such that it cannot be corrected within the applicable period but is capable of being 
cuied, it will not constitute an Event of Default if corrective action is instituted within the applicable 
period. 

Waiver o f  Events of Defairlt d 
Except as ptovided below, the Tnistee niay in its discretion waive any Event of Default under the 

Indenhire and shall do so upon the writtcn request of the iegistered owners holding a majority in principal 
amount of all Bonds then outstandirig. If, after the priricipnl of d l  Bonds tlieii outslanding shall have been 
declared to be due ant1 payable and prior to any judgment or deciee for tlie appoiiihnent of a ieceiver or 
for tlie paynient of the moneys due shall have been entercd, (i) the Company has caused to be deposited 
with the Trustee a sum sufficient to pay all matured installments of interest upon all Bonds arid the 
principal of and preiniuni, if any, on any and all Bonds which shall have become due otheiwisc tllari by 
reason of such declaration antl the expenses of tlie Trustee i n  connection with sucli de5iilt (with interest 
tliereon as provided in the Indenture) and (ii) all Eve~its of Default under the Indenhire (other tban 
nonpnyinent of the principal of Bonds due by said declaration) sliall have been remedied, then such Event 
of Defauf t shall be cleemed waived and such declaration antl its consequences rescinded and annulled by 
the Trustee. Such waiver, rescission arid annulment shall he bintliilg upon all Rondboiders. No such 
waiver, rescission and annulment shall extend to or agect any subsequent Evelit of Default or i n p i r  any 
right or remedy consequent thereon. 

- __ 
-? 

- 

IJpori any waivcr or rescission as described above or any cliscontinuaiice or abandotunent of 
proceedings undcr the Indenture, the Trustee shall immediately rescind in writing any Redemption 
Demand of First Mortgage Bonds previously given to tlie First Mortgage Tiustee. The rescission under 
the First Mor-(gage Indentiire of a declaration that all fiist inorfgage bonds outstanding under the First 
Mortgage Indelihire are initncdiately due and payable shall also corislihile a waiver of an Event of Default 
described in  paragraph ( e )  under thc subcaption "Defaulls and Remedies" above and a waiver and 
rescission of its consequences. 

Notwithstanding the foregoing, notliing in the Inclcntuie sliall affect the right ol a I egistered 
owner to enforce thc payment of principal of, premium, i f  any, and interest on the Bonds after the 
maturity tlicieof. 

Voting of First Mortgage Bonds Held by Tritstec 

'I'he Tnistee, as holder of the First Mortgage Bonds, shall attend any nieetiiig of holders of first 
niortgage bonds outstantling under the First Mortgage Indenhire as to which it receives duc notice. The 
Tnistee shall vote tlie Firs1 Mortgage Bonds held by it, or shall consent with respect Ihcreto, 
proportionally in the way in which the 'I'rustee reasonably believes will be the vote or consent of all other 
holders of fiist mortgage bonds outstanding under the First Mortgage Indenhire then eligible to vote or 
consent. 

Notwithstantliiig the foregoing, tlie Tnistee may not vote the First Mortgage Bonds i n  Livor of, or 
give consent to, any action wliicli, in the Trustee's opinion, would materially aclvcrsely affect the First 
Mortgage Bonds in a nianner no[ generally shared by all other series of first niortgage bonds, except upon 
notification by the Trustee to the registered owners of all Bonds then outstanding of such proposal and 
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consent tliereto of tlie registered owners of at least GG2/3% i n  principaI amount of all Bonds then 
outstarid ing. 

Suppleniental Indeetures 

The Issuer and the Trustee may enter into indenhues supplemental to the Indenture without the 
consent of or notice to, the Bondholders in order (i) to cure any a1nbiguity or formal defect or oniission in 
the Indenture, (ii) to grant to the 'Trustee, as may lawfully be granted, adtlitioiial righls for tlie beriefit of 
the Bondholders, (iii) to subject to the Indenhire additional revenues, propelties or collateral, (iv) to 
permit qualification of the Indenhire under any federal statute dr state blue sky law, (v) to add additional 
covenants atid agreements of the Issuer for the protection of the Bondholders or to surrender or limit any 
rights rcserved to the Issuer, (vi) to make any modification or cliange to the Indenture whicli, in the sole 
judgment of the Trustee, does not adversely affect the Tmscee or any Bondholder, (vii) Lo make 
amendments to provisions relating to fedcral income tax matters under the Code or other relevant 
provisions if, in the opinion of Bond Counsel, those an~endments would'not adversely affect the exclusion 
of the interest on tlie Bonds froni gross income for federal income tax purposes, (viii) to make any 
modification or change to the Indenhire necessaty to provide liquidity or ctedit support for the Bonds, or 
(ix) lo permit the issuance of the Bonds in other than book-entry-only Finn or to provide changes to or for 
the book-entiy systern. 

Exclusive of supplemental indenhires for tlie purposes set forth in the preceding paragraph, the 
consent of registered owners holding a majority in  principal amount of all Bonds then outstanding is 
required to approve any supplemental indenture, except no such supplemental indenture sliall perinit, 
without the consent of all of the registered owners of t l ie Bonds tlien outstanding, (i) an extension of the 
maturity of the principal of or tlie interest on any Bond issued uiider the Indenhire or a reduction in the 
principal amount of any Bond or the rate of interest or time of redenifition or redemption premium 
thereon, @)a  privilege or priority of any Bond or Bonds over Rny other Bond or Bonds, (iii) a reduction 
in the principal amount of the Bonds required for consent to siicli supplemental indenture, or (iv) the 
deprivation of any registered owners of the lien of the Indenture. 

If at any time tile Issuer sliall request the Trustee to enter into any suppletnental indenhire 
requiring the consent of the registered owtiers of the Bonds, the Trustee, upon being satisfactorily 
indemnified with respect to expenses, must notify all such registered owners. Such notice shall set foith 
the nature of the proposed supplemental indenture and shall state that copies thereof are on file at the 
principal office ofthe Trustee for inspection. I f ,  \vithin sixty days (or such longer period as sliall be 
prescribed by the Issuer or the Company) following the inailing of such nolice, tlie registered o\vncrs 
holding the requisite amount of the Bonds outstanding sliall have consentctl to the execution thereof, no 
Bondholder shall have any right to object or question the execution tliercof. 

No suppletnental indenture shall "become effective unless the Company consents to tlie execution 
and delivery of such supplemental indenture. The Company shall be deemed to have consented to (he 
execution and delivery of any supplemental indenture if tlie Trustee does not receive a notice ofprotest or 
ot~jcction signed by the Company on or before 4:30 pin., local tinie in the city in  which tlie principal 
office of the Trustee is located, on the fifteenth day ailer the inailing to the Company of a notice of the 
proposed changes and a copy of the proposed suppIemental indenture. 

ENFOItCEABILI'I'Y OF REMEDIES 

The remedies available to the Tiustee, the Issuer and the owners upon an event of default under 
the Loan Agieement, the Indenture or the First Mortgage Indenture are in inany respects dependent upon 
judicial: actions which are ofleii subject to discretion atid delay. Unde! exist.i"nng constitutional and 
statutory law and judicial decisions, the remedies spccifietl by tlie Loan Agreement, the Indentye and the 
First Mortgage Indentwe may not be readily available or may be limited. The various legal opinions to 
be delivered concurrently with tlie delivery of the Bonds will be qualified as IO the enforccnbility of fhe 
various legal instnunents by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other s imily laws affectiiig the rights of creditors generally. 
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'CAX TRJIATMEN'I' 

In the opinion of Bond Counsel, under existing law, including current statutes, regulations, 
adrninistrative rulings and official interpretations, subject to the qualifications and exceptions set forth 
below, interest mi the Bonds (i) will be excluded from the gross income of the recipients thereof for 
federal income tax purposes, except tliat no opinion will be expressed regarding such exclusion from 
gross income \villi respect to any Bond (luring any period in which it i s  held by a "subslanlial user" of the 
related Project or a "relate? person" as sucli terms are used in Section 147(a) of the Code and (ii) will not 
be an item of tax preference in de(erniinjig alternative minimum taxable income for individuals and 
coipoiatioris uritlcr the Code. I t  is Bond Counsel's fiirther opinion that, subject to the assuniptioiis stated 
in the preceding senteiice, (i) interest on tlie Bonds will be  excluded from gross income of tlie owners 
thereof for Keiitucky income tax puiposes and (ii) the Bonds will be exempt from all ad valorem taxes in 
Kentucky. 

The opinion of Bond Counsel as to the excludability of interest from gross income for federal 
income tax purposes will be based upon and wilt assutne the accuracy of certain representations of facts 
and circumstances, including with respect to ilie Roject, which are within the knowledge of the Company 
and cornpliarice by the Company with certain covenants and undertakings set forth in the jiroceedings 
autlionziiig the Bonds which ale intended to assure that the Bonds ate and will remain obligations the 
inteiesi on which is not includable in gross income of tlie recipients thereof under the law in effect 011 the 
date of sucli opinion. Boiid Counsel will not independently veri& the accuracy of fhe certif icahs atid 
representations iriade by the Conipany and the Issuei. On the date of the opinion and subseqocnt to the 
original delivery of the Bonds, sucli representations of facts and circiimstances inust bc accurale and such 
coveiiants and undertakirigs nirisi conlinue to be compl ied with in oi der that interest on the Ronds be and 
remain excludable froin gross incoiiie of h e  recipients thereof for federal incoine tax purposes under 
existing law. Bond Counsel will express 110 opinion (i) rcgarditig the exclusion of interest 011 any Bond 
frotn gross iimme for federal income tax ~)tiiposes on or after the date on which any change, including 
any inteiest late conversion, permitted by the docunierits other than with the approval of Bond Counsel is 
taken which adversely affects the tax ticatinent of the Bonds or ( i i )  as to the lreatment for puiposes of 
fetlcral income taxalion of interest on the I3onds upon a Deteimination of Taxability. 

'I'he Code presciibes a number of qiialifications and conditions foi the intercst on state and local 
government obligations to be and to remain excludc0 from gross income for federal income tax purposes, 
some of which, including provisions for potential payments by the Issuer lo the federal govemmciit, 
iequire future or contiiitied conipliance afier issuance of the Bonds in  oidei for tlie interest to be and to 
continue to be so excluded from the date of issuance. Noncorupliance with certaiti of these rcquirements 
by the Company or [tie Issuer w i t h  respect lo the Bonds (or with respect to cei tain other bonds issued by 
the Issuers at siibstaiitiaily the sarne time as the Bolids) subsequent to the issuance of the Bonds could 
cause the iriterest on the Bonds to be incltided is pass iricome for fcderal income tax purposes and to be 
subject to federal income taxation ietioactively to the date of theii issuancc. The Company and the Issuer 
will each covenant to take all actions required of each to asstire that (lie interest on the Bonds shall be arid 
ieniain excluded from gross income for federal income tax purposes, and not to take a r~y  actions that 
would atlveisel y affect that exclusion. 

The opinion of Bond Counsel as to the exclusion of interest on the Bonds fiom gross incoine for 
federal income tax purposes and fedeial tax treatment of interest on the Bonds will be subject to the 
following exceptions and qnalifications: 

(a) Provisions of ttie ~ o t ~ c  applicable to corporatioils (as defined for fe<Ier;ti income 
tax purposes) which irnpose an alternative minimum tax on a portion of [lie C X C ~ S S  of adjusted 
current earnings over other alten~ative n?inimum taxable income may sul?ject a por<ion of the 
interest on flic Bonds earricd by certain corporntions to such corporate alteniative niininiut~i tax. 
Such corporate alternative minimum tax docs not apply to any S corporation, regulated 
investment conipany, real estate investment trust or KEMIC. 

(3) The Code also provides for "braiicli profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earllings and profits of a foreign corporation which engages in a 
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United Slates trade 01" business. Interest on the Bonds would be includable in the aniormt of 
effectively connected earnings and profits and thus would increase the braiich profits tax liability. 

(c) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnirigs and profits at 
the close of its taxable pear if greater than 25% of its gross receipts is passive iriveslnient income. 

Except as stated above, Bond Counsel will express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on' the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in collateral 
federal income tax consequences. For instance, the Code provides that property and casualty insurance 
companies will be requited to reduce their loss reserve deductions by 15% of the tax-exempt intercst 
received on certain obligations, such as the Bonds, acquired afler August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to a11 affiliated insurance company may be 
treated as tax-exempt interest.) The Code further provides for the disallowance of any deduction for 
interest expenses incuned by banks and certain other financial instihitioils allocable to carrying ceitain 
tax-exempt obligations, such as the Bonds, acquired after August 7, 1986. The Code also provides that, 
with respect to taxpayers other than sticli financial institutions, such taxpayers will be unable to deduct 
any portion of the interest expenses incuned or continued to purchase or carry the Ron& 'I'lie Code also 
provides, with respect to individuals, that intercst on tax-exempt obligations, including the Bonds, is 
included in  modified adjusted gross inconie for purposes of determining the taxability of social security 
and railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for individuals 
with an aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of disqualified 
income. Prospective puichasers of the Bonds should consult theii own tax advisors regarding such 
matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could alter or 
amend one or mole of tlie federal lax inatters teferred to above or could aclversely affect the maiket value 
of the Bonds. I t  catinot be predicted whether or in wliat fomi any such proposal might be enacted or 
whether, if enacted, it would apply to obligations (such as the Bonds) issued prior to enactment. 

A draft of tlie opinions of Bond Counsel relating to the Ronds in substantially the foiiiis in which 
they are expected to be delivercd on the date of issuance of the Bonds are attached as APPENDIX B 

LEGAL MATTERS 

Certain legal matters incident to the authorization, issuance and sale by the Issuers of the Bonds 
are subject to the approving opinion of Bond Counsel. Bond Counsel is affiliated with the law finn of 
Ogden, Newell & Welch, which has in the past, and may in the future, act as counsel to the Company 
with respect to certain matteis. Certain legal matters will be passed ripon for each Issuer by its County 
Attorney. Ceitain legal matters will be passed upon for the Company by Jones, Day, Reavis & Pogtie, 
Chicago, Illinois, and John R. McCall, Escl., Executive Vice I'resident, Geiieral Courtsel and Corporate 
Secretary for the Company. Certaiii legal matters will be passed upon for thc Clndenvriter by its counsel, 
Winston 6c Straw, Chicago, Illinois. 

Banc One Capital Markets, Inc. (the "Undenvriter") has agreed to pur chase the Bonds from the 
applicable Issuer at the public offering price set forth on the cover page of this Official Statement. The 
lliideiwiiter is committed to purchase all of an issue of Bonds if any of such issue of Bonds are 
purchased. In connection with the undenvriting or the Rontis, the Ilnderwriter will be paid by the 
Company underwriting commissions in the amount of: (i)  $4 1,860 for the Series A Carroll Bonds; 
(ii) $4,800 for the Seiies B Carroll Bonds; (iii) $14,800 for the Mercer Bonds and (iv) $14,400 for the 
Mulilenberg Bonds. Also, the IJndenvritcr will receive from the Company reimbursement for ccrtain oul- 
of-pocket expenses, inclutling attoi iieys' fees, 
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In connection with the offering of the Bonds, the Undenfyiter may over-allot or effect 
transactions which stabilize or maintain the market piices of such bonds at levels above those which 
might otheiwise prevail in h e  open market. Such stabilizing, i f  com~nenced, i~lay be discontinued at any 
time. 

In Ihe ordinary coiirse of their business, tlie Undcnvriter and certain of its afiliates have in the 
past and may in the fuhire engage in investment and commercial barlking transactions with the Company, 
including the provision of certain advisory services to tlie Company. 

CONlINIJING DISCLOSURE 

Bccatrse the Bonds will be special and liinited obligations of the Issuers, none ofthe Issuers is an 
“obligated person” for purposes of Rule 1 5 ~ 2 -  I2 (the “Rule“) promulgated by the SEC under the 
Excliange Act, or has any corttintiirig obligations thereunder. Accordingly, none of the Issuers will 
provide any continuing disclosure infonnation with respect to the Bonds or such Issuer. 

The Rule generally requires lliat “obligated persons” such as the Company agree to provide 
(i) continuing disclosure on an aimual basis of certain financial information and operating data and 
(ii) notices of certain specified events that could affect the credit underlying thc payment obligations of 
tfie secw‘lies. I-lowever, offerings of securities that are subject to purchase by the issuer on the deinaild of 
tlie holder, siicli as will be the case with respect to [tic Bonds while bearing interest in a Daily Rate Period 
or a Weekly Rate Period, or while bearing interest in a Flexible Rate Period of 270 days or less, are 
exempt from these iequirements. If the Bonds are remarketed in a mode other than the Daily Kate Period, 
tlie Weekly Rate Period or Flexible Rate Period, the Company may in  the filhlrc beconic subject to these 
continuing disclosure obligations of the Rule. 

As tlesciitied i n  Appendix A under the caption “AVAILABJ,E INFORMAl’lON”, the Company 
is subject .to the information rcquireinents of the Excliange Act and, accordingly, files reports, proxy or 
information s!atements and other information with the Securities and Excliange Conmission. 

This Official Statcment has been duly approved, executed and delivmcd by the County 
Judge/Executive of each Issuer, or1 behalf of such Issuer. Elowever, neither Jssuer has or assullies any 
responsibility as to the accuracy or completeness of any of the in forination in this Official Statement 
except for inforination fiirnishetl by such Issuer under the caption ”THE ISSUERS.” 

COUNTY OF CARROLL, KEN’rUCK-Y 

By: Is /  Gene McMuriy 
County JudgdExccutive 

COUNTY OF MERCER, KENTUCKY 

By: / s l  Charles McGinnis 
Cprinty JutlgcExecutive 

COUNTY OF MLJI-ILENBERG, KENTUCKY 

. By:. 1st Rodney Kirtlev , 

County JudgelExecutive 
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APPENDIX A 

THE COMPANY 

Kentucky Utilities Coinpany (“KU’’) is a regulated public utility tliat provides electric services to 
approximately 169,000 customers in over 600 communities arid adjacent suburban and niral areas in 77 
counties in central, soulbcaslern and westeni Kei i t~ky,  and to about 30,000 custoniers in five counties i n  
southwestern Virginia. In Virginia, KU opciates under the name Old Doininion Power- Company. KU 
also sells wholesale electric energy to I2 municipalities. 

More than 98% of KlJ’s present electric generating capacity is coal-fired, the remainder bcing 
made up by oil and/or nalural gas burning units and hydroelectric power plants. K U  does not have any 
nuclear generating stations and has no plans to build any in tile foreseeable fuhlre. 

KIJ is a subsidiary of LGGcE Eneigy Cor]>. (“LG&E Energy”), a diversified energy-services 
holding conipany headquartered in Louisville, Kentucky and an indirect subsidiary of Powergen 1)1c, an 
international integrated energy company with its principal operations in the IJ.K. ant1 the US. 

Powergen plc acquired LG&E Energy in December 2000. As a iesult of the acquisition, LG&E 
Energy became a wliolly o\;vlicd subsidiary of Powergen. Kt l  continued its separate identity and 
continues lo serve custoriiers in Kcnhicky and Virginia under its present name. The preferred stock and 
debt securities of K U  were not affected by this merger lransaction. Also as a resnll of the inerger, 
Powergen registcred as a holding company under tlie Public LJtiiity Holding Company Act of 1935 and, 
accordingly, KU became a sitbsidiary of a registered holding cornpany. 

On April 9, 2001, one of Germany’s two largest power conipaiiies, EON AG, annouriced a pre- 
conditional cash offer of 2.5.1 billion ($7.3 billion) for Powergen. The offer is subject to a number of 
conditions, including the receipt of‘ ceitain European and United States regulatory approvals. The 
Kenhrcky Public Sewice Commission, the Virginia Stale Corporation Commission, the ’Tennessee 
Regulatory Authority, the Federal Energy Regiilatory Commission and the European Commission have 
all approved the acqitisition of Powergen and LG&E Eneigy by EON. In addition, approvals tinder the 
Hart-Scott-Rodino Antitrust Improvements Act of 1976 and tlie Exon-Florio Amendment lo the Defense 
Prodiiction Act of 1950 have been obtaincd. On April 19, 2002, Powergcn’s shareholders approved tlie 
transaction. The only remaining riecessai y approvals are from [lie Securities and Exchange Commission 
under the Public UtiliQ Iloltliiig Company Ac& of 193.5. The partics expect lo receive sucli approvals in 
the near future, and expect to complete the transaction shorlly tliercafter. HOWCVCI~, there can be no 
assurance that such approvals will be obiained in fonii or timing sufficient for such dates. For niore 
infonnatioii about the transaction, see Powergcn’s schedule 14D-9 and associated schedules to such filing, 
filed with the SEC on April 9, 2001. 

KU’s executive offices are located at One Quality Street, Lexington, Kentucky, 40507, telephone: 
(8.59) 25.5-2100. 
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Selected Coasolidatcd Finaticial Data 

(Dollars in thousands) 

12 Moiitlis 
Ended March 

3 1,2002 Year Ended 
[unaudited) December 3 1,  

2000 I___ 1999 -- 200 1 - 
Income Statement Infonnation: 

Operatirig Revenues ........................ $862,848 $859,472 $85 1,94 1 $937,3 10 
Net Income ..................................... I27,888( I )  96,414 95,524 106,558 
Ratio of Earnings to 

Fixed Charges (2) ....................... 7.74~ “ 5 . 4 0 ~  4 . 5 8 ~  5 . 1 6 ~  

% of 
~- March 3 1,2002 Capifalization 

Capitalization: 
l.ong-Terni Debt and Notes Payable (3) 
(including current portion) ................................... $55 1,082 40.8% 
Preferred Stock ................................................... 40,000 3.0 

........................................ 56.2 Common Stock Equity 258,822 - 

‘I’otal Capitalization 
(including current portion) ............................. $ I  .349.904 100.0% 

(1)  Includes $33.9 million (after-tax) related to the reversal of a non-recui ring charge. See below. 

(2) For purposes of this ratio, “Earnings” consist of the aggicgate of Inconie Before Cumulative 
Effect of a Change in Accounting Principle, taxes on income, invcstnienl tax credit (riet) and 
“Fixed Charges.” “Fixed Charges” consist of interest charges and one-tliird of rentals charged to 
operating expcnses. 

Includes $64.2 million notes payable to associated companies. (3)  

Itecent Financial Results and Developinents 

KU’s revenues increased approximately $3.4 tnillion for the quarter ended March 31,2002, as 
’ compared to the quarter ended March 3 1,2001. The increase in  revenues was due pi iniarily to the higher 

cost of fuel, which is recovered from relaif customers. KU’s net income increased $31.5 inillion for the 
quai ter ended March 3 1,2002, as compared to the quarter ended March 3 1,200 1. The increase was 
prirnarily due to a non-recurring charge of $38.0 million, net of fax, made in tlie first quarter of 2001 for 
costs associated with KU’s workforce reduction program. Excluding I l k  one-time charge, net income 
decreased $6.5 million, due largely to increased operations arid purchased power expense, partially offset 
by decreased interest expense. As a result of the Deceinber 3, 2001 settlement of the workforce reduction 
program case (WIT case), KIJ reversed the first quarter charge by recording a regulatory asset for the 
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workforce reduction costs and began amortizing these costs over a five-year period starling April 2001. 
Othcr effects of the settlement of the VDT case include a reduction in rates from net VDT’ program 
savings stipulated by KU for Kll’s custoniers totaling $1 1 million over a five ycar period beginning in 
December 2001 and a modification of certain assumptions used in the calculation of depreciation rates, 
resulting in estiniated net annual reductions in depreciation expense of approximately $6 million. 

Available Informalion 

KU is subject to tlie iriforrnation requirements of the Securities Exchange Act of I934 and, 
accordingly, files reports, proxy statements and other information with the Securities and Exchange 
Commission (the “SEC”). Such reports, proxy statenients and other information, as well as reports and 
olJw informalion regarding Powergen, on file can be inspected and copied at the pnblic reference 
facilities of the SEC, currently at Room 1024,450 Fiflh Street, N.W., Washington, DC 20549; and copies 
of such material can be obtained from the Public Reference Section of the SEC at its principal ofice at 
450 Fifth Street, N.W., Washington, DC 20519 at prescribed rates or from h e  SEC’s Web Site 
(http://www,sec.gov). Please call the SEC at 1-800-SEC:..0330 for further information on the public 
reference room. 

Documents Incorporated By Refcrcncc 

The following documents, as filed by K I J  with the SEC, arc incorporated herein by reference: 

I .  

2. 

Fonn 1 0-K Annual Report of KU for the year ended December 3 I ,  200 1 ; 

Faon 10-0 Quarterly Report of K1.) for the quarter ended March 3 1,2002; and 

3. FORTI 8°K Current Report of KU filed with the SEC on February 21, 2002. 

All documents filed by K U  with the SEC pursuant to Section 13(a), 13(c), 14 or 15(d) of the 
Securities Exchange Act of 1934 subsequent lo the date of this Official Statenlent and prior to the 
termination oftlle offering of the Bonds shall be deemed to be incorporated by reference in this Appendix 
and to be made a part hewof from their respective dates of filing. Any statcrnent contained in a docuinent 
incorporaietl or deemed to be incorporated by rd’erence in  this Official Statement shall be cleemetl to be 
tnodifred or superseded for purposes of this Official Slatcinent to the extent that a statement contained in 
this Official Statement or in any otlier subsequently filed document which also is or is tleeined to be 
incorporated by reference in  this Official Statement modifies or supersedes such statement. Any 
statement so modified or superseded shall not be tlcerned, except as so modified or supersetled, to 
constitute n part of this Official Statement. 

KIJ hereby undertakes l o  provide witlioul charge to cadi person (including any beneficid 
owner) to whoni a copy of this OIIicial Statement has been cleliverc$, on tlie written or oi-al request 
of ariy sirch person, a copy of any or all of the docuinerits rcfcrred to nbove wliicli have been or may 
be incorporated in this Official Statenlent by reference, otlier than certain exhibits to sucli 
tlocuincnts, Requcsts for such copies should be directed to Dan Arbough, I<entiicky IJtilities 
Company, One Quality Street, Lcxington, Kentidry 40507, telephone: (859) 255-2100. 
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APPENDIX B 

(FOIUM OF OPINION OF BOND COIJNSEL) 

,, 2002 

d 
Re: $----  county of -..-.I--, Kentucky, Pollution Control 

Revenue BOIICIS, 2002 Series __ (Kentucky Utilities Company Project)" 

We heieby certify that we have eitatniried certified copies of the piocecdirigs of record of 
the County of , Kentucky (the "Counly"), acting by and tlirough its Fiscal Cou1-t as its 
duly authorized govei ning body, preliminary to and in connection with the issuance by the 
County of  its Pollrition Control Revenue Bonds, 2002 Series - (Kentucky 'iltilities Company 
Project), dated their date of issuance, in the aggregate principal aniount of !$ (the 
"Bontls"). The Bonds will be issued under thc provisions of Sectiohs 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose of providing funds 
which wili be used, with other hnds provided by ICenhicky Utilities C~onipany (the "Company") 
foi (fie cuireiit refiitidiiig of the Bottds of $- __ aggregate piincipal aniount of the 
County's Collateralized Pollution Control llevenue Bonds (Kentucky Utilities Company 
Project), 1992 Series -, dated August I ,  I992 (the "Prior Bont?~"), the pioceeds of which weie 
loaned to the Company to currently refund a portion of the costs of construction of air and water 
pollution control faciiities and solid waste disposal facilities to sene ceitain electric generating 
units of t h e  Coiiipany i n  ~- County, Kenlircky (the "Project") in order to provide for 
the control, containment, reduction and abateinent of atmospheric and liquid pollutants and 
contaminants antl for the disposal ofsolid wastes, as provided by the Act. 

The Bonds ntatwe on February I ,  2032, and bear interest initially at the Flexible Rates, as 
defined in the Indenture hercinafier described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional atid mandatory redeinption prior to inaturity at the times, 
in the matiller antl upon the terms set forth i n  each of the Bonds. From such examination o f  the 
proceedings of the Fiscal Court of the County referred to above and from an examination of the 
Act, we are of the opinion that the County is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

We have examined an executed countelpart of a certain Loan Agreement, dated R S  of 
February I ,  2002 (the "Loan Agreement"), between the County and the Company aid a certified 
copy of the proceedings of record of the Fiscal Court of the County preli~ninary to and in 
connection with the execution and delivciy of the Loan Agreement, puisuanl to which the 
County has agreed to issue the Bonds and to lend the procecds thereof to the Company to 
provide f i i i d s  to pay and discharge, with other furids provkled by the Company, the Prior Bonds 
atid the Company has agreed to niake Loan payments to the Tnislee a1 times and in amounts 
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h l l y  adequate to pay maturing principal of, interest on and redemption premium, if any, on the 
Bonds as same become due and payable. From such examination, we are of the opinion that 
such proceedings of the Fiscal Court of the County show lawfiil authority for the execution and 
delivery of the Loan Agreement; that the Loan Agreement has been duly authorized, executed 
and delivered by the County; and that the Loan Agreement is a legal, valid and binding 
obligalion of the County, enforceable in accordance with its terms, subject to the qualification 
that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other 
similar laws affecting creditors' rights geaerally, including equitable provisions .cvhere equitable 
remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of February 1 , 2002 (the "Indenture"), by and between the County and Deutsche Bank Trust 
Company Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including the right to receive payments thereunder, and all 
moneys arid securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Ti-nstee, as security for 
the holders of tlie Bonds. From sucli examination, we are of the opinion that such proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed antl delivered by the County; 
and that the Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its terms, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or otfier siniilar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bouds have been validly authorized, executed and issued in 
accordance with the laws of the Comnionwealtli of Kentucky now i n  full  force and effect, and 
constitute legal, valid antl bitding special obligations of the County entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, sihject to the 
qualification that the enforcement thereof may be limited by laws relating to bankniptcy, 
hisolvency or other similar laws affecting crediLors' rights generally, including equitable 
provisions where cquitable remedies are sought. Thc Bonds are payable by the County solely 
and only from payments and other amounts derived from the Loat1 Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, inciuding current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject tp the exceptions and 
qualifications contained i n  tlie succeeding paragraphs, ( i )  interest on the Bonds is excluded from 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion from gross income with respect to any Bond during any 
period in wliich i t  is held by a "substantial user" of the Project or a "rclated person," as such 
tenns are used i n  Section 147(a) of the Internal Revenue Code of 1986, as amended (the Tode") 
and (ii) interest on tlie Bonds is not an item of tax preference i n  determining alternative 
minimum taxable income for individuals anti corporations untler the Code. In arriving at this 
opinion, we have relied upon representations, factual stateinents and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching our conclusion, iritcr alia, that all of the proceeds of the Prior Bonds were 
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used to currently refinance certain bonds, all of the proceeds of which were used to currently 
refinance certain original bonds, substantially at 1 of the proceeds of which original bonds were 
used to finance air and water pollution control facilities and solid waste disposal facilities 
qualified for financing under Section 103(b)(4)(E) atid (F) of the Internal Revenue Code of 1954, 
as amended, and Section i313(a) of tlie Tax Reform Act of 1986. Further, in arriviiig at the 
opinion set forth in this paragraph as to the excfusiori from gross income of interest on the 
Bonds, we have assumed and this opiniori is conditioned 011, the accuracy of and continuiiig 
compliance by ttie Company and the County with representations and covenants set forth in the 
Loan Agreement and the Indenhire which are intended to assure compliance with certain tax- 
exempt interest provisions of the Code. Such representations and covenants must be accurate 
arid must be complied with subsequent to the issuance of the Bonds in order that interest on the 
Boiids be excluded frorn gross income for federal income tax purposes. Failure to comply with 
certaiii of such representations and covenants in respect of ttie Bonds (or with similar 

Kentucky at substantiaIly the same time as the Bonds) subsequent to the issuance of the Bonds 
could cause the interest thereon to be included in gross income for federal income tax purposes 
retroactively to the date of issuance of the Bonds. We express no opiniori (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax puiyioses on or after 
the date 011 which any change, including any interest rate conver~ion, permitted by the 
documents (other than with approval of this firm) is taken which adversely affects the tax 
treatment of the ~ o n d s  or (ii) as to ttie treatment for purposes of federal income taxation of 
interest on the Bonds upon a ~etertnitiation of Taxabiiity. We are further of the opinion that 
interest on the Bonds is excluded from gross incot& or the recipients thereof for 'Kentucky 
income tax purposes and that ttie Bonds are exempt from ad valorem taxation by the 
Cornnionwealth of ICenlucky and all political subdivisions thereof. 

requirements with respect 'to certain bonds issued by the Counties of and ---, 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal 
income tax purposes arid federal lax treatment of interest on the Bonds is subject to the following 
exceptions and qualifications: 

(a) Provisions of the Code applicable to corporations (as defiiied for federal income tax 
purposes) which impose an alteinative tninimuni tax on a portion of the excess of adjusted 
current earnings over other alternative mininiuin taxable incotiie I K ~ Y  srrqject a portion of tlie 
interest on fhe Bonds earned by certain corporations to such corporate alternative minimum tax. 
Such corporate alteinative mininittin tax does not apply to any S corporation, regulated 
investment company, real estate investment 11 ust 01' REMIC. 

(b) 'The Code provides for a "braiich profits tax" which subjects to tax, at a rate of 30%, 
lhe effectively connected earnings and profits of a forcigrl corporation which engages in a TJnited 
States trade or business. Interest on the Boiids would be includable in the aniount of effectively 
connected eariiings and profits and thus would increase the branch profits tax liability. 

(c) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S corpoiation with Subchapter C earnings and profits 
at the closc of its taxable year if greater than 25% of ils gross receipts i s  passive investment 
income. 

Except as stated above, we express no opinion as  to any fedeial or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 
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Holders of the Bonds should be aware [hat the ownership of tlie Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 3 I ,  1986, property atid casualty iiisurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received 011 

certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
im~nediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code hrther provides for the disailowance of any 
deduction for interest expenses incurred by banks and certain ,other fiiiaticial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of tile interest expenses incurred 
or continued to puichase or cany the Bonds.. ‘The Code also piovides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
reiirement benefits. Furthennore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of section 32 of the Code, wliicli 
exceeds $2,200. Interest on the B O I I ~ S  will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company 
and Jones, Day, Reavis Sr Pogue, Chicago, Illinois, counsel $0 the Company, of even date 
herewith. In rendering this opinion, we have relied ripon said opinions with respect to the 
matters therein. We have also received an opinion of even date herewith of - Y 

County Attorney or the County, and have relied upon said opinion with respect to the matters 
therein. Said opinions are i n  forins satisfactory to us as to both scope and content. 

We express no opinion as to the title to, the description of, or the existence or priority of 
any liens, charges or encutnbrances 011, tlie Project. 

I n  rendering the foregoing opinions, we are passing upon only those matters specifically 
set forth i n  such opinions and are not passing upon the investment quality of the Bonds or the 
accuracy or completeness of any statements made i n  connection with any sale thereof. The 
opinions herein ale expressed as of the dale hereof and we assume no obligation to supplenient 
or update such opiiiions to reflect any facts or circumstances that may IiereaAer come to our 
attention or any changes i n  law that may lieleafier occur. 

We are meinbers of the Bar of tile Cornitionwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdictioii other than the Commonwealth of Kentucky arid the 
tJnited States of America, and we express no opinion as to the laws of any ,juiisdiction other than 
those specified. 

f IARPER, FERGUSON & DAVIS 

13y: 
SPENCER E. IIARPER, JR. 
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NOT A NEW ISSUE BOOE-ENI’R 1’-ONL Y 
OIL Mny 19, 2000, t h ~  (lute on sulrich the B ( J I I ~ S  ioerr oiib<iidly issird,  Bond Cocriisrl cleliaeretl its opirrioii tlint stated that, sirliject 
I O  the conrlitioiis arid exceptions setjortli rriider the cciplion “Tax Tiru~nrerr~,” rrwler then r u ~ ~ e i r t  Into, ititerest OIL the Bonds tuorrld 
be exclri~l~zblcj?orrr tire g oss irrconre oftlie recipierrts thereq[forJ”deral iricorire tax  prtrposes, except t h a t  no opinion m i s  expiessecl 
reg(irc1irrg sticli exclrtsioriJ+oni gross iricoirre toith rrspect to ciny Bond clttriirg (riiy peiiod iri iuliich i t  is Ireld by a “siibstunticil iiser” or 
(1 “iel(itadpersoii” qfthe Project u s  srrcli ternis are rtsed in Section 147(a) of tire Iriterirnl Reiienrre Code qf1986, as ciniericled (the 
“Corle ’3. Iiitcresl on tlic Bonrls will be O I L  iteni of tax piefererice in deterr~riiiiiig nlternntiue iiriiiiniirrii tcixoble inconirfor irrrliiiidunls 
nrrd corporutioiis irnclcr tlic Code. Srrcli iriterest nrciy be sirbject to ceitairi~fe~l~wrl inconre tnxes inrposcd OIL certain corporcitioirs, 
inrbrcliirg irirpositioii oj’thr brarich piojits tax 0 1 1  n portion qf scrc~li iirtwest. Borirl Corrrisel tuns.firrther oJ’tlie opiriioii  hat interest on 
the, Boirc1.s ruorilcl be rrclitdnble~fronr IIW Boss iricorrie of the recipic~rits t1rerc.qfJior ICerltrtcliY irrconie tux piirposes nrrcl thot,  itnrler 
tlien ciirrrrit laro, theprirrripal oJ’the Borrcls itroiild be e.~enrpt from < i d  iinlorerii tnxes iii Ik1ftricliy. Srtcli opinion has not b~eri trpdaterl 
ab OJ‘11ie datc Iterrof ciiicl  no corrtiniring ttr.v c,reniptiorr opirrions (ire expressrxl by Boircl Cortrrsel. IIoiueiier, in coririectiori with the 
reqflerirrg ofthe Bonds, (is clesrribecl Irerciii, Boric1 Coiirrsel will deliiier its opinion to the <[feet that the clelivery q f c i  letter of credit 
(o) is nritlroriaed or perriiitterl by the Act arid  lie liideirtrrre arid (b) toill not otluerscly @ect tire validity qfthe Borrds or cirry exclrrsiori 
qf the interest tlrereorr ji.ont the g o s s  iricorire qf t h r ~  ororrers qf the Borrds for  ,federal iircorire tnx  prrrposes. See “Thx Trecitnrerit” 
kcreiri. 

$12,900,000 
Coiinty of Mercer, Iirentiicky, 

Solid Waste Disposal Facility Revemre Bonds, 
2000 Series A 

(‘ireentiicky lJtilities Cornpaiiy Project) 
Dire: May 1, 2023 

Reoffering Date: Deceiizber 27, 2008 

71re County of  ,Mercer, Ifentuclcy, Solid Waste Disposal Facility Reueitue Bonds, 9000 Series A (Ifeiituclcy Utilities Company 
Project) (the “Bonds”) are special and  limited obligations of the County o f  ,Mercer, Il‘entuelcy (the “Issuer”), payable by the 
Issuer solely f rom a n d  secured by payments to be received by the Issuei. pursuant to a Loan Agreement wi tk  

(the “Company ’7, e-vcept as payable f rom proceeds of  such Bonds 01‘ investment earnings tlwreon. The Bonds do not constitute 
genei*al obligations o f  the Issuer or a charge agaiizst the g e n e i d  credit or tming powers thereof or o f  the Commonwealth o f  
IfentiLclcy or any other political su,bdiuision o f  Iirntuclcy. TILC Bonds aiw not entitled to the benefits o f  a n y  f inaneia l  guaran ty  
insurance policies. 
T l ~ e  Bonds were originally issued o n  &fay 19, 2000 a n d  cuwent ly  bear interest at a FVeekly Rate. Pursuant to  the Indentisre 
under which tlw Bonds were issued, t?w Company itas elected to deliver a letter o f  credit to tlw Trr~~tee a n d  reoffer t lw Bonds. The 
Bonds are subject t o  mandatory pisrchase o n  the Reoffering Date and  are being reoffered by th i s  Reoffering Circular. &organ 
Stanley 4 Go. Ineorporated will serve as the Remarlceting Agent for the Bonds. 
ESam the Reoffeiving Date throiigh December 16, 9009 (tlw Letter o f  Credit (as defined below) expiration date, subject to 
extension or earlier termination),  payment  o f  the principal o f  and interest o n  the Boi~ds  w h e n  due toil1 be paid w i th  funds 
drawn  under an irrevocable traizsferable direct pay letter o f  credit (the “Letter o f  Credit”) issiied by 

T l ~ e  Letter o f  Ciwdit will peiqmit the 35.ustce to draw wi th  respect t o  the Bonds up t o  an amoun t  sufficient to pay (6) the principal 
tlwreof (or that portion o f  the ptirchase price corresponding to principal) plus ( i i )  interest thereon (or that portion o f  the 
purchase price corresponding to interest) at an ussismed rate of 10% per annum for at least 45 days. 
from and  after the Reoffering Date, the Bonds will continuA: to beai. interest at a Weekly Rate, deteimined hy t lw  Remarketing 
Agent in accordaiice w i th  the Indenture,  payable O ~ L  the f irst  Business Day o f  each calendar month ,  commencing o n  January  2, 
9009. Tlw interest rate period, interest rat4 and  In t e in t  Rate  &ode will be subject to  change icnder certain conditioizs, as 
deswibed in th is  Reoffering Circular. The Bonds are subject to optional redemption, extraoidiizary optional redemption, in 
whole or in part, and  nzandatory redemption following a detemzination of taxabi l i ty  prior to matur i ty ,  as desci*ibcd in this 
Reoffering Circular. The Bonds are subject t o  mandutory purcliasc on a n y  date o n  which the Bonds are conuei%d to  a d i f fe ivn t  
Interest Rate  &ode a n d  upon the expiration of the Le t tw o f  credit 01’ a n y  Alternate Credit Facility. 
T/LC Bonds are registered in the  n a m e  o f  Cede 4 Co., as registered oiunerand nominee for The Depository Trust Company PY?TC”), 
New Yorlc, New Yorlc. DTC ioill act as securities depository. Except as described in this Reoffering Circular, purchases of 
beneficial ownersl~ip interests in the  Bonds will be made  in boolc-entry-only fo rm in denominations o f  ~100,000 a n d  multiples 
thei*eof. Purchasei:c will not receive certificates re resenting theii. beneficial interest in tlac Bonds. See the information 
contained under the caption “Summary  of the B o n d -  Book-Entry-Only System” in this Reoffering Circular. lh principal of, 
premium,  i f  a n y ,  and  interest o n  the Bonds will be paid by The B a n k  of New York &fellon, as Triatee, to Cede 4 Co., as long as 
Cede 4 Go. is the registered owner of tlw Bonds. D i sbu i semnt  of such paynzents to the DTC Participants is t lw responsibility of 
DTC, and  disbursement of such payments to the purchasers o f  beneficial owne?ahip interests is the responsibility o f  DTC’S Direct 
and  Indirect Participan,ts, as more ful ly  described in th is  Reoffering Circular. 

Kentucky Utilities Company 

Conzrnerzbank AG, New York Branch 

PRICB: 100% 

The Bonds are reoffered siLbject to prior sale, withdrawal or modification o f  the offer without notice (provided, ?wweuei; that a n y  
SILCIL notice o f  withdrawal mus t  begiven o n  the Business Day  prior to the Reoffering Date) and  to the approval o f  legality by Stoll 
Ifcenon Ogden PLLC, Louisville, Ifenti~elcy, as Bond Counsel, and  i ~ p o n  satisfaction of certain conditions. Certain legal matters 
will be passed icpon for the Company by its counsel, Jones Day ,  Chicago, Illinois, a n d  John R. XeCall, Esq., Ehxecutive Vice 
President, General CounseI, Corporate Secretary a n d  Ckief Conzpliance Officer of  the Company, for the Issuer by its County 
Attorney, and  for the Remarlceting Agent by its counsel, Winston 4 Strawn LLP, Chicago, Illinois. It is expected that the Bonds 
will be available for redelivery to DTC in New Yoi*lc, New Yorlc OTL or about December 17, ,@008. 

MORGAN STAN&EY 

Dated: December 10, 9008 



No dealer, brolter, salesman or other person has been authorized by the Issuer, the 
Company or the Reinarltetiiig Agent to give any information or to inalce any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other inforination or representation inust not be relied upon as having been 
authorized by any of the foregoing. The Remarlteting Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circLinistances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or coinpleteness of such information. 
The information and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular 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 information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained from the 
Company and fiom otlier sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Remarlteting 
Agent. 

In connection with the reoffering of the Bonds, the Remarlteting Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail i n  the open market. Such stabilizing, if coinnienced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$12,900,000 
County of Mercer, Kentucky 

Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A 

(Kentucky Utilities Company Project) 
Due: May 1,2023 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by tlie County of Mercer, Kentucky (the “Issuer”) 
of its Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company 
Project), in the aggregate principal amount of $12,900,000 (the “Bonds”) issued on May 19, 
2000 pursuant to an Indenture of Trust dated as of May I ,  2000 (the “Indenture”) between the 
Issuer and The Rank of New Yorlt Mellon (the “Trustee”), as Trustee, Paying Agent, Tender 
Agent and Bond Registrar, as the same will be amended and restated as of September 1, 2008. 

Pursuant to a Loan Agreement by and between Kentucky LJtilities Company (the 
“Company”) and the Issuer, dated as of May 1, 2000 (the “Loan Agreement”) (as the same has 
been amended and restated as of September 1, 2008 pursuant to an ordinance of the Issuer 
adopted October 14, 2008), proceeds from the sale of the Bonds, other than accrued interest, if 
any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The Loan 
Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay tlie loan under the Loan Agreement by malting 
payments to the Trustee in sufficient ainounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See “Summary of the Loan Agreement - 
General.” Pursuant to the Indenture, the Issuer’s rights under the Loan Agreement (other than 
with respect to certain indemnification and expense payments and notification rights) were 
assigned to the Trustee as security for the Bonds. 

The proceeds of the Bonds were applied to the current refunding of the outstanding 
principal amount of the $12,900,000 “County of Mercer, Kentucky, Collateralized Solid Waste 
Disposal Facility Revenue Bonds (I<entucky Utilities Company Project), 1990 Series A,” 
previously issued by the Issuer to finance certain solid waste disposal facilities (the “Project”) 
owned by the Company. 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - Kentucky IJtilities Company 
- Financial Statements and Additional Information.’’ The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price of the Bonds. 

The Bonds are being reoffered at a Weekly Rate, but may be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertains only to the Bonds during such period of 
time that they bear interest at the Weeldy Rate. 



The Bonds are special and limited obligations of the Issuer, and the Issuer’s obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other ainounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement and the Letter of Credit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issiier, 
the Commonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Company will 
cause to be delivered an irrevocable transferable direct pay letter of credit (the “Letter of 
Credit”), issued by Comnierzbank AG, New York Branch (the “Bank”), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 4.5 days at the inaxiiniiin rate 
of 10% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reiiiibursenient Agreement, to be dated as of December 17, 2008 
(the ”Reiinburseinent Agreement”), between the Company and tlie Bank. The Letter of Credit 
will expire 011 December 16, 2009, unless extended or earlier terminated. 

Upon expiration of tlie Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See “Summary of the Bonds - Mandatory 
Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility.” As used in this Reoffering Circular, “Bank” or “Credit Facility Issuer” refers to 
the Bank as the issuer of the Letter of Credit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; “Letter of Credit” or “Credit Facility” means the 
L,etter of Credit delivered under the Indenture and, as applicable, any Alternate Credit Facility 
which may be subsequently delivered in accordance with the Indenture; and “Reimbursement 
Agreement” refers to the initial Reimbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in coiinection with the delivery of any Alternate Credit Facility. 

Morgan Stanley & Co. Incorporated will be appointed under the Indenture to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the L,etter of Credit and the Reiinburseinerit Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been fhnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
form of opinion of Bond Counsel to be delivered in connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
inforination about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or completeness of such Appendix C or such information. Such descriptions and 
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information do not purport to be complete, comprehensive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the 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 form thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit arid 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The Depository Trust Company (“DTC”) 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such document and, with respect to the enforceability of 
certain rights arid remedies, to laws and principles of equity relating to or affecting generally the 
enforcement of creditors’ rights. 

The Project 

The Project has been coinpleted and consists of certain solid waste disposal facilities of 
the Company used in connection with its Brown Generating Station situated in  Mercer County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Coinmonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the “Act”) to (a) reoffer the Bonds and (b) amend and restate and continue 
to perform its obligations under the Loan Agreement arid the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or inore ordinances authorizing the issuance 
of the Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SIJBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL 
CREDIT OR TAXING POWERS. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Reoffering Circular and will mature on May 1, 2023. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in  whole or in part, and mandatory redeinption 
prior to maturity as described herein. 
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The Bonds currently bear interest at a Weekly Rate. Froin and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, coininelicing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the “Flexible Rate,” (ii) the “Daily Rate,” (iii) the “Weekly Rate,” (iv) the 
“Semi-Annual Rate,” (v) the “Annual Rate,” (vi) the “Long Term Rate” and (vii) the “Dutch 
Auction Rate.” Changes in the lnterest Rate Mode will be effected, and notice of such changes 
will be given, as described below in “- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods.” 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the 
interest rate or rates for the Bonds in  that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Reinarlteting Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the niaxirnuin interest rate permitted by applicable law or (ii) 10% per 
annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
nuinber of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year of twelve 
30-day months. Interest on the Bonds which bear interest at a Dutch Auction Rate will be 
computed on the basis of a 360-day year for the actual number of days elapsed. Interest payable 
on any Interest Payment Date will be payable to the registered owner of the Bond as of the 
Record Date for such payment; provided that in  the case of Bonds bearing interest at the Flexible 
Rate, interest will be payable to the registered owner of such Bond on the Interest Payment Date 
therefor. The Record Date, in the case of interest accrued at a Daily Rate or Weekly Rate, will 
be the close of business on the Business Day iininediately preceding each Interest Payment Date, 
in the case of interest accriied at a Dutch Auction Rate, will be the close of business on the 
second Business Day immediately preceding each Interest Payinelit Date, and in the case of 
interest accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each 
lnterest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See “- Book-Entry-Only System” below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in 
(i) denominations of $50,000 and integral inultiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of $100,000 or any integral multiple thereof, if bearing interest 
at the Daily Rate, the Weekly Rate or the Semi-Annual Rate, (iii) denominations of $100,000 or 
any integral inultiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, or 
(iv) denominations of $5,000 and integral inultiples thereof, if bearing interest at the Annual Rate 
or the Lmg Term Rate. 
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Except as otherwise described below for Bonds held in DTC’s book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the “Paying Agent”). Except as 
otherwise described below for Bonds held in DTC’s book-entry-only system, interest on the 
Bonds is payable by checlt mailed to the owner of record; provided that interest payable on each 
Bond will be payable in iininediately available funds by wire transfer within the continental 
IJnited States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weeltly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the “Bond Registrar”), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC’s book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation arid surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any inailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see “- Purchases of Bonds on Demand of Owner” below), or which has been purchased (see 
“- Payment of Purchase Price” below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governinerital charge. 

The Bonds Are Not Insured 

Upon the issuance of tlie Letter of Credit on the Reoffering Date, the Muiiicipal Bond 
Insurance Policy (the “Bond Insurance Policy”) issued by Ainbac Assurance Corporation 
(“Ambac”) on May 19, 2000 will have been irrevocably surrendered and cancelled. The Bonds 
described in this Reoffering Circular are not insured, and holders thereof will have no recoiirse 
to, under or against any bond insurance policy or bond insurer, including the aforementioned 
Bond Insurance Policy issued by Ambac. 

Tender Agent 

Owners may tender their Bonds, and i n  certain circuinstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under “- Suininary of Certain Provisions of the Bonds,” “- Purchases of Bonds on Demand of 
Owner,” and “- Mandatory Purchases of Bonds.” So long as the Bonds are held in DTC’s 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pirrsuant to the Indenture will also be a Paying Agent. 



Remarketing Agent 

Morgan Stanley & Co. Incorporated will act as the Remarketing Agent with respect to the 
Bonds (the “Remarketing Agent”). The Reiriarltetirig Agent may resign or be removed and a 
successor Remarketing Agent inay be appointed in accordance with the t e r m  of the Indenture 
and the Remarketing Agreement for the Bonds between tlie Reinarlteting Agent and the 
Company. 

Special Considerations Relating to the Remarketing Agent 

The Reniarketing Agent is paid b.v the Conipanv. 

The Remarketing Agent’s responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in  each case, to tlie terms of the Remarketing Agreement), all as fiirther described 
herein. The Reinarketing Agent is appointed by the Issuer at tlie request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ fioiri those of existing liolders and potential purchasers of Boiids. 

The Reiuai4etinn Agent rozrtinelv pi-chases bonds for its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful reinarlteting of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Reinarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
inay cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routiriely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarketing. Sucli purchases and sales may be at or below par. 
However, tlie Reinarlteting Agent is not required to make a market in the Bonds. The 
Reinarketing Agent inay also sell any Bonds it has purchased to one or inore affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by tlie 
Reinarketing Agent inay create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also inay result in 
fewer Bonds being tendered in a remarketing. 

Bonds niav be offeiped at different prices on any date. 

As inore fully described under the caption “- Determination of Interest Rates for 
Interest Rate Modes,” the Remarketing Agent shall determine the minirnum rate of interest per 
annum which in the opinion of the Reinarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary inarltet transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 10% per annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Reinarketing Agent is willing to purchase Bonds 
for its own account). There inay or may not be Bonds tendered and remarketed on a day that the 
rate on tlie Bonds are set, the Remarketing Agent inay or may not be able to remarket any Bonds 
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tendered for purchase on such date at par and the Remarketiiig Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in  its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, iricluding the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The abilifv to sell the Bonds other than throzgh the tender process iuqv be limited 

The Remarketing Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. Certain 
capitalized terms used herein and not otherwise defined will have the meanings set forth in the 
Indenture. 

“Alternate Credii Facility” means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreeinents used to provide liquidity or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

“An~zcnl Rate Period” means the period beginning on, and including, the Conversion 
Date to the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Coriversion to a different Interest Rate Mode or tlie 
maturity of the Bonds. 

“Bei?eficial Oivner” means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

“Bzisiness Day” means any day other than (i) a Saturday or Sunday or legal holiday or a 
day on which banking institutions located in the city in which the principal office of tlie Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Company, the Credit Facility Issuer 
or the Remarketing Agent is located are authorized by law or executive order to close or (ii) a 
day on which the New York Stock Exchange is closed. 

“Conversion” means any conversion froin time to time in accordance with the t e r m  of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 
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“Conver~ion Date” means the date on which any Conversion becomes effective. 

“Credit Facility” nieans an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a “Credit Facility” under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

“Credit Facility Isszier” means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

“Daily Rate Period’ means the period beginning on, and including, the Conversion Date 
to the Daily Rate and eliding on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“Dutch Azrclion Rate” ineans the rate of interest to be borne by the Bonds during each 
Dutcli Auction Rate Period determined in accordance with the Indenture. 

“Dzitch Auction Rate Period” means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

“Fle.xible Rate” means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

“Flexible Rate Period” means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower inaxirnuin number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

“Initial Credit Facility” m a n s  the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 

“Initial Credit Facility Issziei-” means Coininerzbanlc AG, New York Branch. 

“Interest Payment Date” means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the first Business Day following the last day of each Flexible Rate 
Period for such Bond, (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate, May I and November 1; (iv) if the Interest Rate Mode is the Dutch Auction 
Rate Mode, the dates determined in accordance with the t e rm of the Indenture; and (v) any 
Conversion Date (including the date of a failed Conversion) or the effective date of a change to a 
new Long Term Rate Period for such Bonds. I n  any case, the final Interest Payment Date will be 
the maturity date of the Bonds. 
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“Interest Period” means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Paynient Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on April 30,2023. 

“Interest Rate Mode” means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

“Long Term Rate Pei*iod” means any period established by the Company as hereinafter 
set forth under “- Determination of Interest Rates for Interest Rate Modes - Long Term Rates 
and Long Term Rate Periods” and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the L,ong Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Lorig Term Rate Period, the Conversion to a different Interest Rate Mode or the maturity of the 
Bonds. 

“ Prevailing Mar*ket Conditions” means, without 1 i in i tat ion, the fo 1 lo wing factors : existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic arid financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Reniarlteting Agent, in its sole discretion, determines to be relevant. 

“Pz~rchase Dale’’ means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

“Rein7bzii*se~ient Agreeiiienf” means the Reimbursement Agreement, to be dated as of 
December 17,2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended fiom time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursenient Agreement for the purpose of the Indenture. 

“Semi-Annual Rate Period’ inearis the period beginning on, arid including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 
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“Weekly Rate Period” means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Tuesday, and thereafter the 
period beginning on, and including, each Wednesday and ending on, and including, the earliest 
of the next Tuesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table suininarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Paynient Dates); the 
dates on which each interest rate will be determined (Interest Rate Detenninalion Dates); the 
period of time (Interest Rate Periods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date fiom that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates 011 which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under “- Purchases of Bonds on Demand of Owner - Notice Required 
for Purchases”) (Pzrrchnse 017 Deninid of Olvner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatory Pzrrchase Dates); the 
redemption provisions applicable to the Bonds (Xedeniption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redeiiiption and Maridatory 
Pzrrchnses); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manner of Paynient). All times stated are New 
York City time. 
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Interest Payment Dates 

Interest Rate 
Determination Dates 

Interest Rate Periods 

I’urchase on Demand of 
Owner; Required 
Notice* 

- 
Mandatory Purchase 
Dates 

~~ 

Redemption 

- 
Notices of Conversion, 
Redemption and 
Mandatory Purchases 

Manner of Payment. 

FLEXIBLE RATE - 
With respect to any Bond, the first 
Business Day following tlie last day of 
each Flexible Rate Period for that Bond. 

For each Bond, not later than 1:00 p.m 
on the first day of each 1;lexible Rate 
Period for sttcli Bond. 

- 
For each Bond, each Flexible Rate 
Period will be o f a  duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maxiiiium number as 
specified in the Indenture); must end on 
a day immediately prior to a Business 
Day. 

No purchase on demand ofthe owner. 

Any Conversion Date; with respect to 
each Bond, on each Interest Payment 
Date for such Bond; and ttpoti delivety, 
cancellation, substitution, extension, 
termination or expiration of any Ci edit 
Facility or replacement with Alternate 
Credit Facility. 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
(other than cxtraordinary optional 
redemption as a result of damage, 
destntction or condemnation which will 
be on an Inteiest Payment Date). 

Not fewer than 1.5 days (30 days notice 
of Conversion to the Semi-Annual, 
Annual or Long Tenii Rate) or greater 
than 60 days for notice of Conversion or 
redemption. No notice of mandatory 
purchase following cnd of each Flexible 
Rate Period. 

Principal or redemption price upon 
sirnender of tlie Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 

- 
DAILY RATE 

The first Business Day of each 
calendar month. 

Not later than 950  a.m. on 
each Business Day. 

From and including each 
Business Day to but not 
including the ncxt Business 
Day. 

Any Business Day: by wwittetl 
or telephonic notice, promptly 
confirmed in  writing, to the 
Tender Agent by 1O:OO ami. on 
such Business Day. 

Any Convet sion Date; and 
tipon delivery, canccllation, 
substitution, extension, 
termination or expiration of 
any Credit Facility or 
replacement with Alternate 
Credit Facility. 

Optional, Extraordinary 
Optional and Mandatory at par 
on any Business Day. 

Not fewer than 15 days (30 
days notice of Conversion to 
the Semi-Annual, Annual or 
Long Term Rate) or greater 
than 60 days for notice of 
Conversion or redemption. 
Not fewer than 1.5 days or 
greater than 45 days for notice 
of mandatory purchase. 

Principal or redemption pricc 
upon surrender of the Bond to 
the Paying Agent; purchase 
price upon surrender of tlie 
Bond to the Tender Agent. 

WEEKLY RATE 

The first Business Day ofeach 
calendar month. 

Not later than 1O:OO a.m. on tlie first 
day of each Weekly Rate Period or, if 
not a Business Day, on the ncxt 
succeeding Business Day. 

From and including each Wednesday 
to and including tlie following 
Tuesday. 

Any Business Day; by written notice 
to the Tender Agent not later than 
5:OO p m  on a Business Day at least 
seven days prior to the Purchase 
Date. 

Any Conversion Date; and upon 
delivery, cancellation, substitution, 
extension, teniiination or expiration 
of any Credit Facility or replacenicnt 
with Alternate Credit Facility. 

Optional, Estraoitlinai)~ Optional and 
Mantlatoiy at pat on any Business 
Day 

Not fewer than 1.5 days (30 days 
notice of Conversion to the Semi- 
Annual, Annual or Long Tenii Rate) 
or greater than GO days for notice of 
Conversion or redemption. Not 
fewer than 1.5 days or greater than 45 
days for notice of mandatory 
purchase. 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender 
of the Bond to the Tender Agent. 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and iiiandatory purchases shall be sent 

to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatoty purchase m y  be given not less than five days prior to the Puichase Date See ‘*- Book-Entry- 
Only System” below. 



SEMI-ANNlJAL 

iterest Payment Date Each May I and November I .  

- 
ANNUAL LONG TERM 

Each May I and November 1. Each May 1 and November 1 ; any 
Conversion Date: and the effective date 
of any change to a new L.ong Term Rate 

iterest Rate 
etermination Dates 

Not later than 12:OO noon on the Busiiiess 
Day preceding the first day of the 
Semi-Annual Rate Period. 

Period. 

Not later than 12:OO noon on the Not later than 12:OO noon on the 
Business Day preceding the first Business Day preceding the first day of 
day of thc Annual Rate Period. the L.ong Term Rate Period. 

&rest Rate Periods Each six-month period from and including 
each May 1 and November 1 to and 
including the day preceding the next 
Interest Payment Date. 

Each one-year period froin and 
including each May 1 and 
November 1 to and including the 
day immediately prcceding the 
second Interest Payment Date 
thereafter. 

Each period designated by the Compan) 
of more than one year in duration and 
which is an integral multiple of six 
months, from and including the first daq 
of such period (May 1 and November I '  
to and including the day inmediately 
preceding the last Interest Payment Datt 
for that period. 

* 
So long as DTC or its nominee is tlie registered owner of the Bonds, notices of redemption aid mandatory purchases shall be sent 

to Cede & Co., paymenls of principal, redemption and purchase price of and interest on tlie Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Piirchase Date See '.- Book-Entry- 
Only System" below. 

urchase on Demand of 
'wner; Required Notice* 
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On any Interest Payment Date; by written On the final Inteiest Payment On the final Interest Payment Date for 
notice to the Tender Agent on any Business Date for the Annual Rate Period; the L,ong Term Rate Period; by ~vritten 
Day not later than the fifteenth day prior to by written notice to the Tender notice to the Teiider Agent on a 
the Pui chase Date Agent on any Business Day not 

later than the fifteenth day prior 
to the Purchase Date. 

Business Day not later than the fifteentt 
clay prior to the Purcliase Date. 

Iandatory Purchase 
stes 

Any Conversion Date; the first Business 
Day after the end of each Semi-Annual 
Rate Period; and upon delivery, 
cancellation, substitution, extension, 
termination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Optional at par oh any Interest Payiient 
Date; Extraordinary Optional and 
Mandatoiy at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condemnation which will be 
on an Interest Payment Date). 

otices of Conversion, Not fewer than 30 days or greater than 60 
edemption and * days for notice of Conversion or than 60 days for notice of 
Iandatory Purchases redemption. Not fewer than 1.5 days or 

greater than 45 days for notice of 
inandatory purchase. 

Any Conversion Date; the first 
Business Day after tlie end of 
each Aiiniial Rate Period; and 
upon delivery, cancellation, 
substitution, extension, 
termination or expiration of any 
Credit Facility or replacement 
with Alternate Credit Facility. 

Optional at par on the final 
Interest Payment Date; 
Extraordinary Optional and 
Mandatoiy at par, on any 
Business Day. 

edemption 

Not fewer than 30 days or greater 

Conversion or redemption. Not 
fewer than 1.5 days or greater 
than 4.5 days for notice of 
mandatory purchase. 

Any Conversion Date; the first Business 
Day after the end of each Long Term 
Rate Period; the effective date of a 
change of Long Term Rate Period; and 
upon delivery, cancellation, substittition 
extension, termination or expiration of 
any Credit Facility or replacement with 
Alteinate Credit Facility. 

Optional at times and prices dependent 
on the length of the L.ong Teiiii Rate 
Period; Extraordinary Optional and 
Mandatory at par, on any Business Day 

Not fewer than 30 days or greater than 
60 days for notice of Conversion or 
redemption. Not fewer than IS days or 
greater than 45 days for notice of 
mandatory purchase. 

[anner of Payment' Principal or redemption price upon Principal or redemption price Principal or redemption price upon 
surrender of the Bond to the Paying Agent; upon surrender of the Bond to the sunender of the Bond to the Paying 
interest by check mailed to the registered Paying Agent; interest by check Agent; interest by check mailed to the 
owners or, upon request of registered mailed to the registered owners registered owners or, upon request of 
owner, of$1,000,000 or more of an or, upon request of registered registered owner, of $1,000,000 or mor( 
individual issue of Bonds, in immediately owner, of$1,000,000 or more of of an individual issue of Bonds, in 
available funds; purchase price upon an individual issue of Bonds, in immediately available funds; purchase 
surrender of the Bond to the Tender Agent. immediately available funds; price upon surrender of the Bond to the 

purchase price upon surrender of Tender Agent. 
the Bond to the Tender Agent. 



Determination of Interest Rates for Interest Rate Modes 

Daily Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 930  a.m. (New York City time) on such Business Day as the ininirnuin rate of interest 
necessary, in tlie judgment of the Reinarlteting Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal aniount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for tlie iinmediately preceding 
Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 1O:OO a.m. (New York City time) 011 the first day of such Weekly Rate 
Period or, if such first day is not a Business Day, on the next succeeding Business Day, as the 
minimum rate of interest necessary, in  the judgment of the Reinarlteting Agent taking into 
account tlien Prevailing Market Conditions, to enable the Reinarlteting Agent to sell the Bonds 
on such first day at a price equal to the principal ainount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rafes and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 1:00 p.m. (New York City time) on the first 
day of that Flexible Rate Period as the ininiinuin rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Reinarlteting Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Reinarlteting Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on tlie Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Senii-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 12:OO noon (New York City time) on the Business Day 
iininediately preceding the first day of such Semi-Annual Rate Period as the ininiinuin rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell tlie Bonds oil such first day at a price 
equal to the principal amount thereof. 



Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:OO noon (New Yorlc City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimum rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Reniarlteting Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Auction Rak.  If the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the 
interest rate on the Bonds for a particular Dutch Auction Rate Period will be the rate established 
in accordance with the procedures set forth i n  the Indenture. 

LOME Tertii Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Lmg Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period will 
be the rate established by the Reinarlteting Agent no later than 12:OO noon (New Yorlc City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the niiniinuin rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Lmg Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is an integral 
inultiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period coinniences on a date other than a May 1 or 
November I ,  such Long Term Rate Period inay be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Lmg 
Term Rate Period established by the Company arid will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure 20 Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under “- Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods - Change of Long Term Rate 
Period” and “- Cancellation of Conversion of Interest Rate Mode,” the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the preceding interest rate period and, pursuant to the t e r m  of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion froin the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason the iilterest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Reinarlteting Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap IndexTM (the “Municipal Index”) as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding tlie next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion of Interest Rate Modes and Changes of Long Term Rate Periods 

Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
fi-om time to time, i n  whole but not in part, on the dates specified below under “- Limitations 
on Conversion,” at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion fi-om gross income of 
interest on tlie Bonds for federal income tax purposes. 

Conditions Precedenl lo Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the inaxiinuin Interest Period permitted for that particular Interest Rate Mode plus 
10 days at the inaxiinuni interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the inaxiinuin interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of tlie Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in  the alternative, available moneys will be available in the 
necessary ainount and are applied to the payment of such premium. 

Liniitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see “- Redemptions - Optional 
Redemption” below); provided that any Conversion from the Daily Rate Period to a Weekly Rate 
Period or from the Weekly Rate Period to the Daily Rate Period must be on a Wednesday and, if 
the Conversion is to or fi-om a Dutch Auction Rate Period, the Conversion Date must be the last 
Interest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payment Date but for the Conversion, the Conversion 
Date must be a Business Day; (iii) if the Conversion is fi-orn the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Remarketing Agent of such proposed Conversion and (b) no further 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
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Indenture (see “- Redemptions” below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Channe of Lonn Terin Rate Period. The Company may change fiom one Long Term 
Rate Period to another Long Term Rate Period on any Business Day oii which the Bonds are 
subject to optional redemption as described under “- Redemptions - Optional Redemption” 
below upon notice fiom the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion fiom gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not deteriniiied the 
interest rate for the new Long Term Rate Period i n  accordance with the terms of the Indenture or 
(B) the Boiid Registrar receives written notice fiom Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate coininencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under “- Cancellation of Conversion of Interest Rate Mode.” 

Notice to Owners of Conversion of Interest Rafe Mode OP of Change of Long Term Rate 
Period. The Bond Registrar will notify each registered owner of the Conversion or change of 
Long Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case of 
Coiiversion froin or to the Semi-Annual Rate, the Annual Rate or a Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not inore than 60 days before each 
Conversion Date or each effective date of a change in the Long Term Rate Period. The notice 
will state those matters required to be set forth therein under the Indenture. 

Cancellation of Conversion o f  Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has iiot determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not reinarketed or sold by the Reinarlceting Agent or (C) the Bond 
Registrar receives written notice froin Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be converted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion fiom gross iricoine of interest on the Bonds 
for federal income tax purposes. If such opiiiioii is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
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Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Tern? Rate Period, the Bonds will bear interest at the Annual 
Rate, coininencing on such date, at an Annual Rate determined by the Reinarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are i n  the book-entry-only syste~n, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner’s Direct Participant (as defined under the 
caption “- Book-Entry-Only System”). If the Bonds are in certificated form, demands for 
purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not sub,ject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the deiiiand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice to the Tender Agent at its principal 
office riot later than 1O:OO a.m. (New York City time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5 : O O  p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

Semi-Annzral Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Payment Date 
for such Annual Rate Period at a purchase price equal to the principal amount thereof upoii 
written notice to the Tender Agent at its principal office on a Business Day not later than the 
fifteenth day prior to such Purchase Date. 

Long Ter-117 Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Liniitations on Purchases on Deimnd o f  Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption “- Mandatory Purchases of Bonds.” 

Notice Reqziired,for Pzirchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (R) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11 :OO a.m. 
(1:OO pm. if a tender during a Daily Rate Period and 12:OO noon if a tender during a Weekly 
Rate Period) (New Yorli. City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatow Purchase on Conversion Dates or Chanae bv the Coi7i-panv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under “- Redemptions - Optional Redemption” below, if the Bonds were redeemed 
on the Purchase Date (A) on each Conversion Date and (€3) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
if the change in Long Term Rate Period or the Conversion is canceled pursuant to the Indenture. 

Mandatorv Pzrrchase on Each Interest Pavinent Date -for Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Mandatorv Purchase on Dav atier End o f  the Semi-Annzml Rate Period, the Annual Rate 
Period or the Long Term Rate Period, Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Mandatoi?) Piirchase zipon Deliveiv, Cancellation, Substitution, Extension, Terinination 
or Expiration of Ai7.v Credit Facilit?, 01” Reulacenient with an Altei-nate Credit Facilitv. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date of the delivery of the Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payinelit Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to O w w s  ofMandatoiv Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not inore than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarlteted upon the occiirrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarketing Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased from the following sources in the order of 
priority indicated, provided that fiinds derived from clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the reinarlteting of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 
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(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds from the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond riot purchased if sLich Bond is purchased in  part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond Inust 
be delivered to the Tender Agent: (i) at or prior to 1 2 : O O  noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:OO p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11 :OO a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price iniist be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept delivery of any Bond for which an instrument of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on 
(or before) the Purchase Date will have no fLirther rights thereunder, except the right to receive 
the purchase price thereof froin those moneys deposited with the Tender Agent in the Purchase 
Fund pursuant to the Indenture upon presentation and surrender of such Bond to the Tender 
Agent properly endorsed for transfer in blank with all signatures guaranteed. 

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 Tender Agent. 



Redemptions 

0,vliotinl Redeiicvtion. 

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole or in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
ainount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in  part, on the Business Day iininediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever tlie Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Coinpany, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

(e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
ainount thereof on the final Interest Payment Date for each Annual Rate Period. 

(f) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at tlie option of the Issuer, upon the written 
direction of the Company, in  whole or in part, ( 1 )  on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to tlie end of the then-current Long Term Rate Period at any 
time during the redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 
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Original 
Length of Current 
Long Term Rate Com mencemen t of Redemption Price as 
Period (Years) Redemption Period Percentage of Principal 

More than or equal to 
11 years 

First Interest Payment 
Date on or after the tenth 
anniversary of 
commencement of Long thereafter 100% 
Term Rate Period 

Less than 11 years Non-callable Non-callable 

10 1 %, declining 1 % on the next 
succeeding anniversary of the first 
day of the redemption period, and 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely 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 Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Reniarlteting Agent in its judgment. 

Exlraorfldinnw Optional Redenytion in Whole. The Bonds may be redeemed by the 
lssuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Bonds 
were issued, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the econoinic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in  the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste disposal requirements, have occurred such that the Coinpany 
determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes i n  the Constitution of the Coininonwealth of 
I<entucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a filial order or decree of any court or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented froin carrying on its normal operations at such generating station for a 
period of six months. 

Extraordinani Optional Redenption in Whole or in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal ainount thereof plus accrued interest to 
the redemption date at the option of the Company in an ainount not to exceed the net proceeds 
received froin insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds from gross incoine for federal incoine tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See “Suinmary of the Loan Agreement - 
Maintenance; Damage, Destruction and Condemnation.” Such redemption may occur at any 
tiine, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

Mandatoiv Redewi-ution: Determination of Taxabilitv. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a “Determination of Taxability.” As used 
herein, a “Deterinination of Taxability” m a n s  the receipt by the Trustee of written notice froin a 
current or former registered owner of a Bond or from the Company or the Issuer of (A) the 
issuance of a published or private ruling or a technical advice ineinoranduin by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruliiig or ineinoranduin the Company, in its discretion, does not contest or 
froin which no fiirther right of administrative or judicial review or appeal exists, or (B) a final 
determination froin which no fLirther right of appeal exists of any court of competent ,jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
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or has been given the opportunity to participate or be a pai-ty, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a “substantial user” or a “related person” of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as aiyiended (the “Code”); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice from a current or former registered owner of a Bond or fiom the Issuer 
unless (A) the Issuer or the registered owner or former registered owner of the Bond involved in 
such proceeding or action (1)  gives the Company and the Trustee prompt notice of the 
corrimericeinent thereof, and (2) (if tlie Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (B) either (1) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) the Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judgment or action which the Company determines to be appropriate. No Determination 
of Taxability described above will result from the inclusion of interest on any Bond in the 
computation of minimum or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a portion of such Bonds would have tlie result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In  the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee arid the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a “substantial user” of tlie Project or a “related 
person” within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreernents or 
representations in the Loan Agreement or any other agreement or certificate delivered iii  

connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redeniptioii Term.  So long as a Credit Facility is in  effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid from drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice by first class mail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Daily Rate, the Weekly Rate or 
the Flexible Rate) but not inore than 60 days prior to the redemption date. Any notice mailed as 
provided in  the Indenture will be conclusively presumed to have been given, irrespective of 
whether tlie owner receives the notice. Failure to give any such notice by mailing or any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No further interest will accrue on the principal of any Bond called for 
redemption after the redemption date if funds sufficient for such redemption have been deposited 
with the Paying Agent as of tlie redemption date. So long as the Bonds are held in 
book-entry-oiily form, all redemption notices will be sent only to Cede & Co. 

Rook-Entry-Only System 

Poiations of the following inforination concerning DTC arid DTC ’s book-entry-only 
system have been obtained ,j+oni DTC. The Issuer, the Conyany and the Reniarketing Agent 
make no repiwentation as to the accziracy of such information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC’s book-entry-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One fully registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world’s largest depository, is a limited-purpose trust company organized under 
the New York Ranking Law, a “banking organization” within the meaning of the New York 
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the 
meaning of the New York Uniform Coininercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 
(the ”Exchange Act”). DTC holds and provides asset servicing for over 2.2 inillion issues of 
U.S. and non-U.S. equity, 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-trade 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 eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-lJ.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, arid Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries of DTCC), as well as 
by the New York Stock Exchange, Inc., the Ainericaii 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-1J.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
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either directly or indirectly (“Indirect Participants” and, together with “Direct Participants,” 
“Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

Purchases of the Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest 
of each actual purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded on the 
Direct and Indirect Participants’ records. Beneficial Owners will not receive written 
confirmation froin DTC of their purchase. Beneficial Owners are, however, expected to receive 
written confirmations providing details of the transaction, as well as periodic statements of their 
holdings, fi-om the Direct or Indirect Participant through 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 or Indirect Participants acting on behalf of Beneficial Owners. 
Beneficial Owners will not receive certificates representing their ownership interests in the 
Bonds, except in the event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in  the name of DTC’s partnership 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 & Co. or such other nominee do not effect any change 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 the Beneficial Owners. The Direct and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to 
Beneficial Owners will be governed by arrangements among them, sub,ject to any statutory or 
regulatory requirements as may be in effect froin time to time. 

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

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s 
Procedures. Under its usual procedures, DTC mails an Oinnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & 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 fiinds and corresponding detail 
inforination froin the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in “street name,” and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as inay be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to tlie Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
tlie Direct Participant to transfer the Participant’s interest in the Bonds, on DTC’s records, to the 
Tender 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 and followed by a book-entry 
credit of tendered Bonds to the Tender Agent’s DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond certificates are required to be delivered as described in the 
Indenture (see “- Revision of Book-Entry-Only System; Replacement Bonds” below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner’s name, will 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. LJnder the Indenture, payments made by tlie Trustee to DTC or its 
nominee will satisijr the Issuer’s obligations under the Indenture, the Company’s obligations 
under the Loan Agreement, to the extent of the paynients so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under tlie Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 
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The Issuer, the Company, the Trustee and the Remarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the inatiner described in this 
Reoffering Circular. 

THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: ( I )  THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PIJRCHASE PRICE OF OR INTEREST ON THE BONDS; (3)THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR ( 5 )  ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entrv-Onlv Svstem; Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, inay appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fdly registered Boiids, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds inay be issued in denominations of $50,000 and integral inultiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Annual Rate or the Long Term Rate; in 
denominations of $100,000 and integral inultiples of $5,000 in excess thereof, if the Interest Rate 
Mode is the Flexible Rate; and in denominations of $100,000 and integral inultiples thereof, if 
the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Semi-Annual Rate. Bonds inay 
be transferred or exchanged for an equal total amount of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accorripanied by a written instrument of transfer or authorization for exchange in form and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days 
before any inailing of a notice of redemption, after such Bond has been called for redemption in 
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whole or in part, or after such Bond has been tendered or deemed tendered for optional or 
mandatory purchase as described under “- Purchases of Bonds on Demand of Owner” and “- 
Mandatory Purchases of Bonds.” Registration of transfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay any required tax or governmental charge. 

Security 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer’s interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, ainouiits sufficient to pay the aggregate principal amount of and 
preiniwn, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company fttrther will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

The Bonds are unsecured general obligations of the Company, ranking on a parity with 
the Company’s obligations under the Loan Agreement to make payments on the Bonds. 

The Letter of Credit 

The follo~oing siininiarizes certain peovisions of the Letter of Credit and the 
Reimbumenient Agieement, to which refirence is made foi” the detailed provisions thereoJ 
Unless otherwise de$ned in this Reoffering Circzdai-, capitalized t e r m  in the fol lo~ukg stminraiy 
are used as de$ned in the Letter of Credit and the Reimbzirsement Agreenienf. The Conipany is 
permitted zmder the Indenture to delive~ an Alternate Credit Facility to replace the Letter of 
Credit. Any szich Alternate Credit FaciliQ nizist meet certain reqziirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The L,etter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 10% per annum for 45 days (the “Credit Amount”). The Trustee, upon compliance with 
the te rm of the L,etter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
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reinarketed (a “Liquidity Drawing”) equal to the principal arnoriiit of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not reinarlceted, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under tlie Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Rank honors such drawing, unless the Trustee has 
received written notice froni the Rank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Coinpany’s failure to 
reimburse the Bank for such drawing in fiill, or that an event of default has occurred and is 
continuing under the Reimbursenient Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the ainorint available under the Letter of Credit will be automatically reduced by the 
principal a~nount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In  the event of the reniarketiiig of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Rank or the Trustee on the Bank’s behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank’s close of business on December 16, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
“Stated Expiration Date”); 

(b) the Bank’s close of business on the date which is five Business Days 
following the date of receipt by the Rank of a certificate from the Trustee certifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank’s close of business on the date of receipt by the Rank of a 
certificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in  accordance with the terms of the Indenture; or 

(d) 
certificate. 

the date on which the Bank receives and honors an acceleration drawing 
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The Reimbursement Agreement 

Pursuant to the Reiinburseinent Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Rank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reiinburseinent Agreement iniposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company’s assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under certain circuinstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender or acceleration of the Bonds. 

The following events will constitute an “event of default” under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to he paid or 
reimbursed by the Company under the Reiinburseinent Agreement to the Rank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimburseinent Agreement or any other Transaction Document, any advance or 
any certificate or illforination delivered pursuant to or in connection with the 
Reinibursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an “event of default” (not due to the Bank’s failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Docunients and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the t e rm or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an “event of default” or “default” under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e )  the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a “default” described above) of any of the terms or 
provisions of the Reiinburseinent Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
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knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(f) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the t e rm of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $50,000,000 or niore in  the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a court having jurisdiction in the 
premises seeking a decree or order for relief in respect of the Company or any Significant 
Subsidiary in an involuntary case uiider any applicable banltruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undisinissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall coininence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in  an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally lo pay its debts as 
they become due, or shall take any action i n  furtherance of any of the foregoing; 

(i) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or siich proceeding continues undisinissed or 
rrnstayed for a period of 60 consecutive days; 

(It) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
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PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any member of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multiemployer Plan; (v) the Company or any member of the ERISA Gro~ip shall make 
any amendiiient to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any member of the ERISA Gro~ip shall withdraw 
completely or partially from a Multieinployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or aiiy member of the ERISA Gro~ip shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062(e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to aiiy of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(I) aiiy final judgment(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days froin the date of entry if the aggregate 
uninsured amount of all such judgments arid orders exceeds $SO,OOO,OOO; 

(in) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order froin conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) of the outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

“Bond Documents” means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

“Material Adverse Effect” means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

“Security Docuinents” means the Custody, Pledge and Security Agreement dated as of 
December 17, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period froin and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a reinarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 
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“Transaction Documents” means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) or instrutnent(s) 
through which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 

Summary of the Loan Agreement 

The followirig, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief dew-ipfion of certain povisions of the Loan Agreement. This description is 
only a szmmiary and does not pziryort to be coiiipiete and depnitive. Reference is ride to the 
Loan Agreenienf for the detniledi?rovisions thereof 

General 

The Loan Agreement initially commenced as of its initial date and is amended and 
restated as of September 1, 2008 and will end on the earliest to occur of May 1 ,  2023, or the date 
on which all of the Bonds shall have been fully paid or provision has been made for such 
payment pursuant to the Indenture. See ccSuinmary of the Indenture - Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by malting 
timely payments to the Trustee in  sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not reinarketed in accordance with the Indentiire and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the ainount of 
(A) moneys paid by the Remarketing Agent as proceeds of the reinarlteting of such Bonds by the 
Remarketing Agent; (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other moneys made available by the Company (see “Suinmary of the 
Bonds - Remarketing and Purchase of Bonds”). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such amounts directly to the Trustee. The 
obligations of the Company to make the payments pursuant to the Loan Agreement are absolute 
and unconditional. 
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Maintenance of Tax Exemption 

The Company and the Issuer have agreed not to tale any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a “substantial user” of the Project or a “related person” within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under “Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole”). The Company may contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company’s control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or inale substitutions, 
inodifications and iinproveinerits to the Project as it deem desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, tinder the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds froin insurance or a condemnation award in connection 
therewith, the Company inust (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility lsstler for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. See “Summary of the Bonds - Redemptions - 
Extraordinary Optional Redemption in Whole or in Part.” 



Project Insurance 

The Company will insure the Project in a manner consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company inay assign tlie Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect tlie exclusion of the interest 011 the Bonds froin 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company froin primary liability 
for any of its obligations under the Loan Agreement and performance aiid observance of the 
other covenants and agreements to be perforined by the Company. The Company inay dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company’s assets or the corporation with which it shall consolidate 
with or merge into shall be a corporatioil or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America, shall be qualified aiid admitted to do business in the Coininonwealth of Kentiicky and 
shall assume in writiiig all of the obligations and covenants of the Company under the Loan 
Agreement. 

Release and Indemnification Covenant 

The Company will indemnify and hold the Issuer harmless against any expense or 
liability incurred, including attorneys’ fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting froin any defect in the Project 
or from any action coininenced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an “event of default” under the Loan Agreement: 

( 1 )  failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Boiids (see ‘‘SuInInary of the Indenture - Defaults 
and Remedies”); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph ( 1 )  above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(,3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 
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IJnder the Loan Agreement, certain of the Company’s obligations (other than the 
Company’s obligation (i) riot to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to inale 
loan payments and certain other payments under the provisions of the Lman Agreement) may be 
suspended if by reason of force majeure (as defined in the Loan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer inay, 
among other things, take whatever action at law or in equity may appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the Loan 
Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
i n  accordance with the hidenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions “Suininary of the Bonds 
- Redemptions - Optional Redemption,” “- Extraordinary Optional Redemption in Whole” 
and “- Extraordinary Optional Redemption in Whole or in Part.” Upon the occurrence of the 
event described under the caption “Suininary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability,” the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
fiinds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities of the Company under the Loan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No ainendinent or modification of the L,oan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any ainendinent or modification of the Loan Agreement 
(i) which inay be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such ainendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
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“Sumtnary of the Indenture - Supplemental Indentures” for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of “Summary of the Indenture - 
Supplemental Indentures.” Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reiinbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendmeiit, change, or modification to the 
Agreement. 

Summary of the Indenture 

The ,following, in addition to the provisions contained elsewhere in this Reoferirig 
C i i d a r ,  is a brief description of certain provisions of the Indenttire. This description is only a 
stininiaiy and does not ptirport to be coniplete and definitive. Reference is made to the Indentzire 
,for the detailedprovisions thereoJ: 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including payments and other amounts due the Issuer thereunder, 
together with all moneys, property and securities from time to time held by the Trustee under the 
Indenture (with certain exceptions, including moneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by making 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, premium, if any, and interest on the Bonds. 

The Bond Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to tlie Indenture (the “Bond Fund”) and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 
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So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimburseinent Agreement. Ally amounts remaining i n  the Bond Fund (first, froin the proceeds 
of the Credit Facility, and second, froin the nioneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any ainounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reiinburseinent Agreenient, and then to the 
Company to the extent that those moneys are in  excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the “Rebate Fund”) and is maintained 
as a separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to coinply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company may disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
failure to comply will not adversely affect the exclusion of the interest on the Bonds froin gross 
income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Tritstee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect tinder the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee inoneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, i n  lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the f k d s  necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee and the Paying 
Agent have been paid or provided for. 
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Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reiinburseinent Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
froin the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of inoney drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruinents and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer’s subrogation of rights of enforceinent 
and remedies set forth in the Indenture. 

Defaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) failure to inalte payment of any installment of interest on any Bond (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day froin the due date, and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days froin the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) the occurrence of an “event of default” under the Loan Agreement (see 
“Summary of the Loan Agreeinent - Events of Default”); 

(e)  written notice froin the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payinent Date, written notice from the 
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Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (0 above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
iininediately due and payable; (ii) declare all payments under the Loan Agreement to be 
iininediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, inale an ininiediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on tlie Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in  equity to enforce the payment of the principal of, premium, if any, 
arid interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to tlie payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, 1iabiIities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable from moneys derived fiom Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

No Bondholder may institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occurred of which the Trustee has 
been notified or is deemed to have notice, and registered owners holding not less than 25% in 
aggregate principal amount of Bonds then outstanding shall have made written request to the 
Trustee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the Trustee shall fail or refuse to exercise its powers within a reasonable 
time after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, f h d s  arid accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
gerieral credit of the Issuer. 
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No default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25y0 in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thirty days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so Long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in  default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instruinent or 
instruinents in writing executed and delivered to the Trustee, to direct the time, method aiid place 
of conducting all proceedings to be taken in connection with the enforceinerit of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions of law arid of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the ternis thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in  its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a SLim sufficient to pay all 
matured installinents of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and aiinulinent shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 
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The Trustee inay not waive any default under clauses (e) or (0 above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of fiill reinstateinent of the 
fill1 amount of the Credit Facility and a written rescission of the notice of the Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in  the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties or collateral, (iv) to permit qualification of the Indenture under any federal 
statute or state blue s ly  law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders or to surrender or h i t  any rights reserved to the Issuer, (vi) to 
inale any modification or change to the Indenture which, in  the sole judgment of the Trustee, 
does not adversely affect the Triistee or any Bondholder, (vii) to inalte ainendinents to provisions 
relating to federal income tax matters under the Code or other relevant provisions if, in the 
opinion of Bond Counsel, those ainendinents would not adversely affect the exclusion of the 
interest on the Bonds from gross income for federal income tax purposes, (viii) to make any 
modifications or changes to the Indenture necessary to provide the securing of a Credit Facility 
or Alternate Credit Facility or any liquidity or credit support of any kind for the security of the 
Bonds (including without limitation any line of credit, letter of credit, guaranty agreement or 
insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or maintain the then applicable ratings on the Bonds; or (ix) to permit the issuance of the 
Bonds in other than book-entry-only form or to provide changes to or for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indentures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued tinder the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
preiniuin thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or 
Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture or (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any siippleinental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (or 
such longer period as shall be prescribed by the Iss~ier or the Company) following the mailing of 
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such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless the Coinpariy consents to the 
execution and delivery of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Coinpany on or before 4 3 0  p.in., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Alternate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terms thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 
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The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a L,ong Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Remarlteting Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion froin gross 
income of interest on the Bonds for federal iiicoine tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alteriiate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility mist become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody’s, if the Bonds are then rated by Moody’s, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the pnrchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancel lation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and oii the date of the delivery of an Alternate Credit Facility. See “Summary 
of the Bonds - Mandatory Purchases of Bonds.” 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the L,oan Agreement or the Indenture 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, the reinedies specified by the L,oan Agreenient or the Indenture may not 
be readily available or may be limited. The various legal opiiiions 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 principles of equity, banltruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 
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Reoffering 

Subject to the terms and conditions of the Reinarketing and Bond Purchase Agreement 
(the “Remarlteting Agreement”), between the Company and Morgan Stanley & Co. Incorporated, 
as Remarketing Agent, the Reinarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $32,250, plus reiinburseinent of certain expenses. IJnder the terms of the 
Reinarketing Agreement, the Company has agreed to indemnify the Remarketing Agent against 
certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of their business, the Reinarketing Agent and certain of its 
affiliates, have engaged, and may in the future engage, in  investment banking or coinniercial 
banking transactions with the Company. 

Tax Treatment 

On May 19, 2000, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinion stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds will be excluded from the gross income of the recipients 
thereof for federal income tax pmposes, except that no opinion will be expressed regarding such 
exclusion fioin gross income with respect to any Bond during any period in which it is held by a 
“substantial user” of the Project or a “related person” as such terms are used in Section 147(a) of 
the Code. Interest on the Bonds will be an item of tax preference in determining alternative 
ininiiniiin taxable income for individuals and corporations under the Code. Bond Counsel 
further opined that, subject to the assumptions stated in the preceding sentence, (i) interest on the 
Bonds would be excluded fioni gross income of the owners thereof for Kentucky income tax 
purposes and (ii) the Bonds would be exempt from all ad valorem taxes in Kentucky. Such 
opinion has not been updated as of the date hereof and no continuing tax exemption opinion is 
expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the “Act”) and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion fioin gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Coinpany with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the certifications and representations made 
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by the Company and the Issuer. On the date of the opinion and subsequent to tlie original 
delivery of the Bonds on May 19, 2000, such representations of facts and circuinstances mist be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond fiom gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on tlie Bonds upon a Determination of Taxability. 

Bond Counsel fiirther opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded fiom gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require fbture or 
continued compliance after issuance of the Bonds i n  order for the interest to be and to continue 
to be so excluded fioin the date of issuance. Noncoinpliance with certain of these requirements 
by the Company or the Issuer with respect to tlie Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded froin gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

The opinion of Bond Counsel as to the exclusion of interest on the Bonds froin gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) The Code also provides for a “branch profits tax” which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a United States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest 
on the Bonds, may be subject to taxation for any S corporation with Subchapter C 
earnings and profits at the close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel expressed no opinion as to any federal or 
Kentucky tax consequences resulting froin the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the immediately preceding sentence, a portion of dividends paid to an 
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affiliated insurance company may be treated as tax-exempt interest.) The Code ftirther provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest 011 tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

Froin time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or inore of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what forin any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
forin in which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Matters 

Certain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
“obligated person” for purposes of Rule 15~2-12 (the “Rule”) promulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

In order to enable the Remarketing Agent to comply with the requirements of the Rule, 
the Company has covenanted in  a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the “Continuing Disclosure Agreement”) to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. LJnder its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository (“NRMSIR’), recognized by the SEC pursuant to the 
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Rule, and the state information depository, if any, of the Coininonwealth of ICentucky (a 
“SID’ and, together with the NRMSIR, a “Repository”) recognized by the SEC 
(1) annual financial inforination of the type set forth i n  Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in  each case not later than 120 days after the end of the Company’s fiscal year. 

(b) The Company will file in a timely nianner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of property securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning of the Rule. 

(c) The Company will file in  a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any ainendinent so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises fiom a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undertaking, as amended or following such waiver, would have complied with 
the requirements of the Rule on the date of issuance of the Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the ainendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Trustee, or is approved by the Beneficial Owners of a majority in 
aggregate principal ainount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

KENTUCKY UTILITIES COMPANY 

By: /s/ Daniel K. Arbough 
Daniel I<. Arbough 
Treasurer 
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APPENDIX A 

Kentucky Utilities Company - 

Financial Statements and Additional Information 

This Appendix A inclzrdes the Selected Financial Data presented below, as well as the 
(i) Financial Statenients and Additional Information (Unazrdited) As of September 30, 2008 and 
Deceniber 31, 2007 and for the three-month and nine-iiionth periods ended September 30, 2008 
and 2007 (the “Qziartei+ Repoi-t’y and (ii) Financial Statenients and Additional Information As 
of December 31, 2007 and 2006 (the “Annzml Repor-t ’7). 

The information contnined in this Appendix A relates io and has been obtained j?om Kentiicky 
Utilities Conipany (“KU ’7 and j?om other soirrces as shown herein. The deliveiy of ihe 
Reoflering Cii-czrlar shall not create any implication that there has been no change in the afairs 
of KU since the date hei*eoJ or that the inforimtion contained 018 incorporated by reference in 
this Appendix A is correct at any tinie szrbseqzrent to its date. 

Kentucky Utilities Company 

KIJ, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, I<U provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU’s 
service area covers approximately 6,600 square miles. KU’s coal-fired electric generating 
stations produce most of KU’s electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KU also sells wholesale electric energy to 12 
municipalities. 

1<U is a wholly-owned subsidiary of E.ON IJ.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation, inalting KU an indirect wholly-owned subsidiary of EON. KlJ’s affiliate, 
Louisville Gas and Electric Company, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution of natural gas in 
Kentucky. 

Recent Developments 

Brown New Sozirce Review Litigation. As disclosed in Note 7 to Notes to Financial Statements 
(Unaudited) As of September 30, 2008 and December 31, 2007 and for the three-month and 
nine-month periods ended September 30, 2008 and 2007, in April 2006, the EPA issued an NOV 
alleging that KU had violated certain provisions of the Clean Air Act’s new source review rules 
and new source performance standards relating to work performed in 1997 on a boiler and 
turbine at IJnit 3 at KU’s E.W. Brown generating station. In December 2006, the EPA issued a 
second NOV alleging the Company had exceeded heat input values in violation of air permits for 
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Unit 3. In March 2007, the U.S. Department of Justice filed a coinplaint in federal court in 
Kentucky alleging the same violations specified in the prior NOVs. The coinplaint seeks civil 
penalties, including potential per-day fines, remedial measures and injunctive relief. In April 
2007, K1.7 filed an answer in the civil suit denying the allegations. In JUIY 2007, the court entered 
a schedule providing for a July 2009 date for trial. As of September 30, 2008, a $3.2 inillion 
accrual was recorded based on the then current status of settlement discussions. 

KU, the EPA and the Department of Justice have reached a tentative agreement in principle on a 
proposed settleinelit of the lawsuit and the NOVs, the terms of which include: 

a Payinent of a $1.4 million civil penalty 

Establishment of $3 million fund for environinental mitigation projects that will 
include carbon sequestration testing and school bus retrofits 

4 Surrender of 53,000 SO2 allowances 

b Surrender of excess NOx allowaiices for Brown IJnit 3 through 2020 

a Installation of flue gas desulfurization (“FGD”) controls at Brown LJnit 3 by 
December 3 1 , 20 I O  

b Installation of selective catalytic reduction (“SCR”) controls at Brown Unit 3 by 
December 3 1 , 20 12 

b Compliance with specified operational restrictions, including NOx, SO2 and 
particulate inatter einission limits and heat input limits 

Capital expenditures associated with installation of the FGD and SCR controls at Unit 3 are 
currently estimated to be approximately $585 million, of which $109 million had been spent 
through December 3 1, 2007 and $295 million had been included in KU’s previously disclosed 
capital expenditures for the three years ended December 31, 2010. Funding for these capital 
expenditures is expected to be provided by borrowings from affiliates. KU currently expects that 
the capital expenditures associated with the installation of the FGD and SCR controls and any 
additional operating costs resulting from the surrender of SO2 or NOx allowances will be 
recoverable through existing regulatory recovery mechanisnis. The terms of the proposed 
settleinent are not expected to have a iriaterial adverse effect on KIJ’s financial condition or 
results of operations or on KU’s ability to operate its plants. 

Final settleinent of the lawsuit and the NOVs is subject to approval by the board of directors, the 
EPA and the Department of Justice, execution of a consent decree arid approval of the consent 
decree by the 1J.S. District Court for the Eastern District of Kentucky. There is no guarantee that 
the proposed settleinerit will be executed and approved on the terins outlined above, or at all. If 
the proposed settleirient is not approved, KU cannot predict the ultiinate outcome of these 
proceedings, including whether fines, penalties or remedial ineastires significantly inore 
burdensoine than those outlined above may result. 
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Selected Financial Data 

(in millions) 

Operating revenues 

Net operating iiicoine 

Net income 

Total assets 

Long-term obligations 
(including amounts due 
within one year) 

Ratio of Earnings to 
Fixed Charges (2) 

Capitalization: 

Long-Term Debt 

Cointiion Equity 

Total Capitalization 

Twelve 
Months Ended 
September 30, 

Years Ended December 3 1 , 

2008 (1) 2007 2006 200s 2004 2003 

$1,349 $1,273 $1,210 $1,207 $ 995 $ 892 

$ 249 $ 268 $ 235 $ 202 $ 228 $ 162 

$ 154 $ 167 $ 152 $ 112 $ 134 $ 91 

$4,244 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,359 $1,264 $ 843 $ 746 $ 726 $ 688 

4 . 0 8 ~  5.13x 6 . 7 7 ~  6 . 4 1 ~  8.8Sx 6 . 6 2 ~  

September 30, % of 
2008 Capitalization 

$1,326 44.16% 

$1,677 55.84% 

$3,003 100.00% 

( I )  The figures listed in the column titled “12 Months Ended September 30, 2008” were calculated by 
subtracting from the 12 months ended December 3 1, 2007 financial statenients, the amounts fiom financial 
statements for the nine months ended September 30, 2007, and then adding the amounts from financial 
statements for the nine months ended September 30,2008. 

For purposes of this ratio, “Earnings” consist of the aggregate of Income Before Cuniulative Effect of a 
Change in Accounting Principle, taxes on income, investment tax credit (net) and “Fixed Charges.” “Fixed 
Charges” consist of interest charges and one-third of rentals charged to operating expenses. 

(2) 

Management’s Discussion and Analysis in  the Quarterly Report and the Annual Report, as well 
as the Notes to Financial Statements as of December 31, 2007 and 2006 and the Notes to 
Financial Stateinents (Unaudited) As of September 30, 2008 and Deceinber 3 I ,  2007 and for the 
three-month and iiine-month periods ended September 30, 2008 and 2007 should be read in 
conjunction with the above information. 
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Y 

Financial Additional Information 
(Unaudited) 

As of September 30, 2008 andDecember 31, 2007 
and for the three-month and nine-month periods ended 

September 30, 2008 and 2007 
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Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Moiitlis Elided 
September 30, 
- -  2008 2007 

Total operating revenues ......................................... $ 37 1 $ 345 
OPERATING REVENUES: 

OPERATING EXPENSES: 
Fuel for electric generation ........................................... 147 138 
Power purchased .......................................................... 54 39 
Other operation and maintenance expenses ................. 67 62 

Total operating expenses ......................................... 304 270 
Depreciation and amortization ..................................... 36 31 

OPERATING INCOME .............................................. 67 75 

....................................... Other expense (income) - net (13) (7) 
Interest expetise (Notes 5 and 6) .................................. 3 3 
Interest expense to affiliated companies (Note 8) ........ 15 11  -~ 

INCOME BEFORE INCOME TAXES ....................... 62 68 

...................... 19 18 Federal and state iiicoine taxes (Note 5) 
I _ _ _ _ -  

NET INCOME ............................................................. $ 43 U 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Eaiiiiiigs 
(Unaudited) 

(Millions of $) 

Three Months Ended 
September 30, 
2 0 0 8 2 0 0 7  

Balance at begiiiniiig of period ..................................... $ 1,1 1 I $ 950 
................................................................... 43 50 Net iiicoine - -  

Balance at eiid of period ............................................... $ 1.1 54 KLLE2.Q 

September 30, 
-~ 2008 2007 

$ 1,039 $ 963 

380 354 
164 129 
208 184 

99 89 
85 1 756 
-- 
~- 

I88 207 

I68 190 

51 60 

$ 117 $ 130 

_I____-  

Nine Months Ended 
September 30, 
2 0 0 8 2 0 0 7  

$1,037 $ 870 
117 130 - _ _ _ _ _  

$ 1.154 $ 1.00Q 

The accompanying notes are an integral pait of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS September 30. December 3 I .  

Current assets: 
Cash and cash equivalents ..................................................................... 
Restricted cash ....................................................................................... 
Accounts receivable - less reserves of $3 million and $2 million 

as of September 30, 2008 and December 3 I ,  2007, respectively ..... 
Accounts receivable froin affiliated coinpaiiies (Note 8) ...................... 
Materials and supplies: 

Fuel (predominantly coal) ................................................................ 
Other materials and supplies ............................................................. 

Prepayments and other current assets .................................................... 
Total current assets ........................................................................... 

Other property and investments ............................................................. 

Utility plant: 
At original cost ....................................................................................... 
Less: reserve for depreciation ............................................................... 

Net utility plant ................................................................................. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Peiisioii and postretirement benefits ................................................. 
Other ................................................................................................. 

Cash surreiider value of key inan life iiisuraiice .................................... 
Other assets ............................................................................................ 

Total deferred debits and other assets ............................................... 

Total assets ............................................................................................. 

2008 

$ 2  
1 

176 
8 

59 
36 

3 
285 

33 

5.  459 
1. 705 
3. 754 

28 
96 
38 
10 

172 

liLL244 

2007 

$ .. 
11  

172 
17 

42 
34 
12 

288 

29 

4. 939 
1. 622 
3.3 17 

28 
86 
37 
11 

162 

3Lxz2.6 

The accompanying notes are an integral part of these financial stateinents . 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY September 30. December 3 1. 

Current liabilities: 
Current portion of long-term debt (Note 6) ....................................... 

Accounts payable .............................................................................. 

Customer deposits ............................................................................. 
Other current liabilities ...................................................................... 

Total current liabilities ................................................................. 

Notes payable to affiliated companies (Notes 6 and 8) .................... 

Accouiits payable to affiliated companies (Note 8) ......................... 

Long-term debt: 
Long-term debt (Note 6) ................................................................... 
Long-term debt to affiliated company (Notes 6 and 8) .................... 

Total long-term debt ..................................................................... 

Deferred credits and other liabilities: 

Accuinulated provision for pensions and related benefits (Note 4) . . 
Investment tax credit (Note 5) ........................................................... 
Asset retireinelit obligation ............................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ............................... 
Deferred income taxes - net .......................................................... 
Other ............................................................................................. 

Other liabilities .................................................................................. 
Total deferred credits and other liabilities .................................... 

Accumulated deferred income taxes (Note 5 )  ................................... 

Common equity: 
Cominon stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares .. 
Additional paid-in capital .................................................................. 

Retained earnings .............................................................................. 

Total retained earnings ................................................................. 
Undistributed subsidiary earnings ..................................................... 

Total coiiiinoii equity ................................................................... 

Total liabilities and equity ................................................................ 

2008 

$ 33 
116 
141 
41 
20 
31 
382 

220 
1.106 
1. 326 

284 
88 
77 
32 

323 
17 
18 
20 

859 

308 
215 

I .  129 
25 

1. 154 
1.677 

$e244 

2007 

$ 33 
23 

160 
48 
20 
28 

312 

300 
931 

1. 231 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

I .  016 
21 

1. 037 
I. 435 

%2L2J26 

The accompanying notes are an integral part of these financial staternents . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(CJnaudi ted) 
(Millions of $) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................ 
Items not requiring cash currently: 

Depreciation and amortization ....................................................... 
Deferred income taxes - net ........................................................... 
Investment tax credit - net ............................................................. 
Other.. ............................................................................................. 

Accounts receivable ....................................................................... 
Material and supplies ..................................................................... 
Accounts payable ........................................................................... 

Other current liabilities ................................................................... 
Pension funding ...................................................................................... 
Fuel adjustment clause receivable, net ................................................... 
Other.. ..................................................................................................... 

Net cash provided by operating activities ...................................... 

Changes in ciirrent assets and liabilities: 

Prepayineiits and other current assets ............................................. 

For tlie Nine Months Ended 
September 30, 

2008 2007 

$ 117 $ 130 

99 89 

22 28 
2 2 

(3) (2) 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures. ..................................................................... (554) ( 5  12) 
Asset transferred froin affiliate (Note 8) ................................................ 
Change in restricted cash ........................................................................ 10 (17) 

Net cash used for illvesting activities ............................................. (554) (529) 

(10) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ........................................................ 
Issuance of pollution control bonds ....................................................... 
Additional paid-in capital ....................................................................... 12.5 5 s  

Short-term borrowings from affiliated company - net (Note 6) ............ 
Reacquired bonds ................................................................................... 0 

(1 07) 
81 

Long-term borrowings from affiliated company (Note 6) ..................... 175 278 
93 8 

Net cash provided by financing activities ...................................... 313 315 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 2 (5) 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ..... 
I___ 6 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................... U u 
The accompanying notes are ail integral part of these financial statements. 
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lhmtucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. IW’s coininon stock is 
wholly-owned by E.ON TJ.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited interim financial statements include all adjustments, consisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures normally included in financial statements prepared in accordance with 
generally accepted accounting principles have been condensed or omitted. These unaudited 
financial statements and notes should be read in conjunction with the Company’s financial 
statements and additional information for the year ended December 3 1, 2007, including the 
audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2008 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 16 1 , Discloszires about Derivative Instrzri~ierits and 
Hedging Activities, nri nniendnient ofFASB Statenienf No. 133, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15, 2008. 
The objective of this statement is to enhance the current disclosure framework in SFAS No. 133, 
Accozinting for Derivative bistrzriiierits and Hedgirig Activities, as amended. The Company is 
currently evaluating the impact of adoption of SFAS No. 161 on its statements of operations, 
financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASR issued SFAS No. 160, NoncontroZlirig Interesfs in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15, 2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information i n  a reporting entity’s 
consolidated financial statements. The Company expects the adoption of SFAS No. 160 to have 
no impact on its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASR issued SFAS No. 1 S9, The Fair Valzte Option for  Finnricial Assets 
and Financial Liabilities - Inclzrding an Ainendnient of FASB Statenleiit No. 115. SFAS No. 159 
permits entities to choose to measure many financial instruments and certain other assets and 
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liabilities at fair value on an instrument-by-instrument basis (the fair value option). IJnrealized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning 
after November 15, 2007. SFAS No. 159 was adopted effective January 1 , 2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASR issued SFAS No. 157, Fair Valzte Measztreiiients, which, except 
as described below, is effective for fiscal years beginning after November IS, 2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. In  
February 2008, the FASE? issued FASB Staff Position 1.57-2, Effective Date ofFASB Slateiiient 
No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscal years beginning after November IS, 2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. SFAS No. 157 was 
adopted effective January 1 , 2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the stateineiits of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to KU’s 
Annual Report, Note 2 of the financial statements, for the year ended December 3 1 2007. 

The following regulatory assets and liabilities were incliided in KTJ’s Balance Sheets: 

Kentucky Utilities Company 
(unaudited) 

(in millions) 
ARO 
Unamortized loss on bonds 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

September 30, 
2008 
$ 27 

12 
19 
14 
19 
5 

96 

December 3 1 
2007 
$ 24 

10 
20 
17 
I 1  
4 

86 

Pension and postretireinent benefits 28 28 
Total regulatory assets li,-lzl u 
Accumulated cost of removal of utility plant $ 32.3 $ 310 

Total regulatory liabilities 3i--2Ea $i,-LPE 

Deferred income taxes - net 17 22 
Other 18 10 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate 
recovery mechanism with recovery within twelve months. No return is earned on the pension and 
postretirement benefits regulatory asset that represents the changes in funded status of the plans. 
KIJ is seeking recovery of this asset with the Kentucky Coinmission as part of the current base 
rate case and will seek recovery of this asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit aniount represents the costs relating to the withdrawal 
fiom MISO membership. KU is seeking recovery of this asset with the Kentucky Commission as 
part of the current base rate case and will seek recovery of this asset in future proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing from the MISO in the next base rate case. 

MIS0 Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company’s payment of this exit fee amount was with reservation of its 
rights to contest the amount, or components thereof, following a continuing review of its 
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calculation and supporting docuinentation. KU and the MISO resolved their dispute regarding 
the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreeinent. In March 2008, the FERC approved the parties’ 
recalculation of the exit fee, and the approved agreement provided KU with an inmediate 
recovery of $1 million and will provide an estimated $3 million over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Coinmission approving the Company’s exit from the MISO have authorized the 
establishinent of a regulatory asset for the exit fee, subject to adjustment for possible fLiture 
MISO credits, and a regulatory liability for certain revenues associated with former MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KU’s base rate case, for which a hearing is 
scheduled for KIJ’s Kentucky base rate case beginning on January 13, 2009. The Company 
historically has received approval to recover and refund regulatory assets and liabilities. 

FAC. T n  August 2008, the Kenhicky Commission initiated a routine examination of KU’s FAC 
for the six-month period November 1, 2007 through April 30,2008. A hearing was held on 
October 7,2008. A second hearing has been scheduled for November 25, 2008, for the sole 
purpose of hearing public comments, if any, from several counties in which the newspapers 
failed to publish notice as requested i n  a timely manner. An order is expected in December of 
2008 or the first quarter of 2009. 

In January 2008, the I<entucky Coinmission initiated a routine examination of KU’s FAC for the 
six-month period May 1, 2007 through October 3 1,2007. The Kentucky Commission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

In August 2007, the Kentucky Commission initiated a routine examination of KIJ’s FAC for the 
six-inonth period of November 1,2006 through April 30, 2007. The Kentucky Commission 
issued an Order in January 2008, approving the charges and credits billed through the FAC 
during the review period. 

KU also employs an FAC inechanisin for Virginia customers using an average fuel cost factor 
based primarily on projected fuel costs. The factor may be adjusted annually for over- or under- 
collections of fuel costs froin the prior year. In February 2008, KIJ filed an application with the 
Virginia Commission seeking approval of a decrease in  its fuel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Coinmission allowed the new rates 
to be in effect for the April 2008 customer billings. In April 2008, the Virginia Coinmission Staff 
recommended a change to the fbel factor KU filed in its application, to which KIJ has agreed. 
Following a public hearing and an Order in May 2008, the recoinmended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/kWh from the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 3 1,2007 and April 30, 2008, of KIJ’s environmental surcharge. The Kentucky 
Coinmission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

In September 2007, the Kentucky Coinmission initiated six-month and two-year reviews for 
periods ending October 3 1,2006 and April 30, 2007, respectively, of KU’s environmental 
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surcharge. The Kentucky Coinmission issued final Orders in March 2008, approving the charges 
and credits billed through the ECR during the review periods, as well as approving billing 
adjustments, roll-in adjustments to base rates, revisions to the inonthly surcharge filing and the 
rates of return on capital. 

Other Regulatory Matters 

Hurricane Ilte Wind Storm. In September 2008, high winds from the remnants of the 
Hurricane Ike wind storin passed through ICU’s service territory causing significant outages and 
system damage. In October 2008, KU filed ail application with the Kentucky Commission 
requesting approval to establish a regulatory asset, arid defer for fLiture recovery, $3 inillion of 
expenses related to the storin restoration. An order has been requested by the end of the year. 

Base Rate Case. In J d y  2008, ICU filed an application with the Kentucky Coininission 
requesting increases in base electric rates of 2.0% or $22 inillion annually. A hearing is 
scheduled beginning on January 13, 2009. The requested rates have been suspended until 
February 5 ,  2009, at which time they may be put into effect, subject to refund, if the I<eiitucky 
Commission has not issued an order in  the proceeding. In conjunction with the filing of the 
application for a change in base rates, based on previous orders by the Kentucky Coininission 
approving settlement agreeinents among all interested parties, the VDT surcredit terminated in 
August 2008, and the merger surcredit will terminate upon the iinpleinentation of new base rates. 
The termination of the VDT surcredit and merger surcredit will result in a $1 6 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, KIJ filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift from current, all-in stated unit charge rates to an unbundled and foririula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change from the all-in 
stated applicable return on equity of 12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In J d y  2008, ICU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the ICentucky 
Coinmission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. ICIJ and LG&Ejointly agreed to provide less than $2 inillion over two 
years to the ICCCS and up to $2 inillion over ten years to the CMRG. In October 2008, an Order 
approving the establishment of the requested regulatory assets was received arid rate recovery 
will be considered in each company’s next base rate case. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-load, coal fired unit known as TC2, which will be jointly owned by KU and LG&E, 
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together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Coininission in Noveinber 200.5. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved 
by the Kentucky Coininission in September 200.5 and May 2006. One of those CCNs, for a line 
running froin Jefferson County into Hardin County, was brought up for review to the Franklin 
Circuit Court by a group of landowners. In August 2006, KU, LG&E and the Kentucky 
Coinmission obtained dismissal of that action, on grounds that the landowners had failed to 
coinply with the statutory procedures governing the action for review. That dismissal was 
appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, that 
Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the 
Franklin Circuit Court for further proceedings. KIJ and LG&E filed a motion for discretionary 
review with the Kentucky Supreme Court in May 2008, asking that Court to hear the matter and, 
ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court’s dismissal, 
which motion has been opposed by the connter-parties. 

The referenced transmission lilies are also subject to routine regulatory filings and require the 
acquisition of easements. All rights of way for one transniission line have been acquired. In April 
2008, in  proceedings involving the condemnation of an easeinent for a portion of the Jefferson 
County to Hardin County transinission line, a Meade County, Kentwlcy court issued a ruling 
upholding the objections of two property co-owners and dismissed the condemnation proceeding 
pending the completion of the CCN appeal described above. KU and LG&E have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a 
procedural request with the Court of Appeals seeking expedited review on a petition to direct the 
circuit court to proceed with the condeinnation litigation. Additional condemnation proceedings 
involving other parcels of property to support this transmission line are also pending in 
neighboring Hardin County where three landowners have challenged KU’s and LG&E’s right to 
easements, 011 the same grounds cited by the Meade County court and other purported bases, 
including asserted deficiencies in the air permit relating to the TC2 generation unit. In May, July 
and August 2008, the Hardin County Circuit Court issued rulings denying the property owners’ 
various motions, finding that KU and LG&E had established their condemnation rights and 
grantingjudgrnent in favor of KU and LG&E. in August 2008, the property owners petitioned 
for interinediate relief to the Kentucky Court of Appeals and received a stay preventing KIJ and 
LG&E access to the properties. I<U and LG&E have made responsive pleadings at the Court of 
Appeals and continue to engage in settlement negotiations with the property owners. In a 
separate, fhrther proceeding, certain landowners have filed a lawsuit in federal court in 
Louisville, Kentucky against the U.S. Army, KU and LG&E alleging that the 1J.S. Army failed 
to coinply with Section 106 of the National Historic Preservation Act in granting an easeinent 
across Fort Knox. KU and LG&E are working with the U.S. Army in defending against the 
claims. KU and LG&E are not currently able to predict the ultimate outcome and possible 
effects, if any, on the construction schedule relating to these real property proceedings. 

Merger Surcredit. In Deceinber 2007, KIJ submitted its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008, to the Kentucky Coinmission. In June 2008, the 
Kentucky Coinmission issued an Order approving a settlement which provides for continuation 
of the merger surcredit until new base rates go into effect. 

VDT. In accordaim with the Kentucky Commission’s Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing inonth after the filing for a change in base rates. As KU 
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filed its application with the Kentucky Commission for an increase in base rates in J U ~ Y  2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In July 2007, KU and L,G&E filed an application with the Kentucky Commission 
requesting an order approving enhanced versions of the existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $1 0 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KU and LG&E filed revised tariffs iri April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce coinpliance with such 
standards, iricludiiig proniulgating new standards. Failure to comply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $1 inillion 
per day, as well as non-monetary penalties, depending upon the circumstances of the violation. 
KU is a inember of the SERC, which acts as KIJ’s RRO. During May 2008, the SERC and KU 
agreed in principle to a settlenient involving penalties totaling less than $ 1  million concerning 
KU’s February 2008 self-report concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and 1W are currently involved in settlement 
negotiations concerning a June 2008 self-report by KU relatiiig to tliree other standards. 
Additionally, KU has submitted to the SERC an October 2008 self report of a possible violation 
relating to one further standard, for which SERC proceedings are in the early stages and 
therefore unable to be determined. Mandatory reliability standard settlements coininonly include 
other non-penalty elements, including compliance steps and mitigation plans. Settlements in 
priiiciple with the SERC proceed to the NERC and FERC review before becoming final. While 
KU believes itself to be in compliance with the mandatory reliability standards, I W  cannot 
predict the oiitcoine of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. I n  December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received fkom the Kentiicky Commission. In Jdy 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. In August 2008, the Kentucky Coinmission issued an Order consolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates from the Virginia Commission. Such a review will take place either during 
KU’s next base rate case i n  Virginia or when KLJ makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield DeveIoprnent Rider Tariff. In March 2008, KU received Kentucky Coinmission 
approval for a Brownfield Developnient Rider, which offers a discounted rate to electric 
customers who meet certain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such custoiners which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 
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to promote local economic redevelopiiient and efficient usage of utility resotirces by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Coinmission issued an Order indicating 
that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Coinmission jurisdictional utilities were 
required to file real-time pricing pilot program for their large coininercial arid industrial 
customers. KIJ developed a real-time pricing pilot for large industrial and cominercial customers 
and filed the details of the plan with the Kentucky Coinmission in April 2007. In February 2008, 
the Kentucky Coiniiiission issued an Order approving the real-time pricing pilot program 
proposed by I W ,  for iinplenientation within approximately eight months, for its large 
coininercial and industrial customers. The tariff was filed in October 2008, with an effective date 
of December 1 ,  2008. 

Utility Competition in Virginia. The Commonwealth of Virginia passed the Virginia Electric 
LJtility Restructuring Act in 1999. This act gave Virginia customers the ability to choose their 
electric supplier. Rates are capped at current levels through Deceiiiber 2010. In April 2007, 
Virginia passed legislation terininatiiig this competitive inarltet and coinniencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 2010, and end customer choice for most consuiners in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility’s rate of return on equity shall not 
be set lower than the average of the rates of return for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in J ~ l y  2007, and also includes a IO% 
nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, iiicliiding renewables. Under the legislation, KIJ retains an existing exemption froin 
customer choice and other restructuring activities as applicable to KIJ’s limited service territory 
in Virginia. I-Iowever, subject to future developments, KU inay or inay not undertake such a rate 
proceeding in the first six months of 2009 based on calendar year 2008 financial data under the 
hybrid inodel of regulation, or make biennial rate filings with the Virginia Coininission 
thereafter. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Coinmission oii its 
own motion initiated a proceeding to establish interconnection arid net metering guidelines in 
accordance with amendments to existing statutory requireinents for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented the proposed 
interconnection guidelines to the Kentucky Coinmission in October 2008. An order is expected 
by the end of the year. 

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). ICU conducts 
energy trading and risk inanagemerit activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
hedge price risk and are accounted for on a inark-to-market basis in accordance with SFAS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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made during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity of less than one year. Energy trading and risk management contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brokers or 
observable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January 1 , 2008, I<U adopted the required provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January 1, 2009, 
consistent with FASB Staff Position 157-2. IUJ has classified the applicable financial assets that 
are accounted for at fair value into the three levels of the fair value hierarchy, as defined by 
SFAS No. 157. The following table sets forth by level within the fair value hierarchy KU's 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use Level 2 
nieasureements. There are no Level 3 ineasiireinents for this period. 

Recurring Fair Value Measurements Level 1 Level 2 Total 
(in niillions) 
Assets: 
Energy trading and risk inanageinent 

Energy trading and risk management 
contracts $ -  $ 1  $ 1  

contracts cash collateral 1 1 
Total Assets u u u 

- 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON 1J.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% of E.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Three Months Ended 
September 30, 
20082007 

Service cost $ 3 $  3 
Interest cost 10 10 
Expected return 011 plan assets (12) (12) 
Amortization of prior service costs 1 1 

1 Amortization of actuarial loss ~- 
Benefit cost uu 

(in millions) 

Other Postretirement Benefits 

Three Months Ended 
September 30, 
2008 2007 

Service cost $ 1 $ 1  
Interest cost 1 2 
Expected return on plan assets - 
Amortization of transition costs - -  
Benefit cost $3$3 

- - 

Nine Months Ended 
September 30, 
20082007 

$ 9  $ 1 1  
31 30 

(35) (37) 
1 1 
1 3 

UL.8 
- -  

Nine Months Ended 
Septeinber 30, 

During 2008, KTJ made contributions to other postretirement benefits plans of $2 million. KU 
anticipates malting further voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON CJ.S.’s direct parent, EUSIC, for 
each tax period. Each subsidiary of the consolidated tax group, including KLJ, calculates its 
separate income tax for each tax period. The resulting separate-return tax cost or benefit is paid 
to or received from the parent company or its designee. KU also files income tax returns in 
various state jurisdictions. With few exceptions, KU is no longer subject to 1J.S. federal income 
tax examinations for years before 200.5. Statutes of limitations related to 2005 and later returns 
are still open. Tax years 2005, 2006 and 2007 are under audit by the IRS with the 2007 return 
being examined under an IRS pilot program narned “‘Compliance Assurance Process”. This 
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program accelerates the IRS’s review to begin during the year applicable to the return and ends 
90 days after the return is filed. 

KIJ adopted the provisions of FIN 48, Accozrnfing for Uncertainty in Income Tams, an 
Interpi-etntion of SFAS No. 109, effective January 1, 2007. At the date of adoption, KIJ had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. Jf 
recognized, the amount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within tlie next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

The amount KU recognized as interest accrued related to unrecognized tax benefits was less than 
$1 million as of September 30, 2008 and December 31, 2007. The interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, KU accrued less than $1 million in interest expense on uncertain 
tax positions. No penalties were accrued by KU upon adoption of FIN 48, or through September 
30,2008. 

In June 2006, KU and LG&E filed ajoint application with the U.S. Department of Energy 
(“‘DOE”) requesting certification to be eligible for investment tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU arid LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In Septeiiiber 2007, KU received an Order from the 
I<entucky Commission approving the accounting of the investment tax credit. KU’s portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
aniortized to income over the life of the related property beginning when the facility is placed in 
service. Based on eligible construction expenditures incurred, KU recorded investment tax 
credits of $9 million and $10 million during the three-inonth periods ended September 30, 2008 
and 2007, respectively, and $22 million and $30 inillion during the nine months ended 
September 30,2008 and 2007, respectively, decreasing current federal income taxes. 

In March 2008, certain environinental and preservation groups filed suit in federal court in North 
Carolina against the DOE arid IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, iiicluding suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended coinplairit alleging additional 
claims for relief. In November 2008, the Court dismissed the suit. The disinissal is subject to 
appeal by the plaintiffs; however, it is unclear at this time if they will do so. KLJ is not currently a 
party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

IW’s long-term debt includes $33 inillion classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase 
upon the occurrence of certain events. These bonds include Carroll County Series 2002 A and B, 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. K U  does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30, 2008, was 1.90%. 
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As of September 30, 2008, KU maintained a bilateral line of credit totaling $35 inillion which 
matures in June 2012. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt 
pollution control revenue bonds issued by various governinerital entities, principally counties in 
Kentucky. A loan agreement obligates KU to niale debt service payments to the county that 
equate to the debt service due froin the county on the related pollution control revenue bonds. 
Until a series of financing transactions was coinpleted during February 2007, the county’s debt 
was also secured by an equal amount of IW’s first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless KIJ defaults on the loan 
agreement. Subsequent to February 2007, the loan agreement is an unsecured obligation of KU. 
Proceeds froin bond issuances for environmental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifying assets. At September 30,2008, ICU 
had no bond proceeds in trust, and at December 3 1,2007, I W  had $I 1 inillion of bond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several of the KIJ pollution control bonds are insured by inonoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
September 30, 2008, KIJ had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 inillion is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a forinula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30, 2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds permit KIJ to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In the first nine months of 2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody’s and from AAA to 
AA, and subsequently to A and then to RBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded from Aaa to A2 by Moody’s and froin AAA to A-, and subsequently to 
BRR+, by S&P due to downgrades of the bond insurer. The ratings of the following bonds were 
downgraded from Aaa to Aa3 by Moody’s and from AAA to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series C, Carroll County 
2005 Series A and R, Carroll County 2006 Series A and B, Carroll County 2007 Series A and 
Triinble County 2007 Series A. 

In February 2008, I W  issued a notice to bondholders of its intention to convert the Carroll 
County 2007 Series A bonds and the Triinble County 2007 Series A bonds fiom the auction rate 
mode to a fixed interest rate mode, as permitted under the loan documents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In March 2008, K U  issued notices to bondholders of its intention to convert the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds from the auction rate inode to 
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a weekly interest rate mode, as permitted under the loan documelits. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds fiom the reinarketing 
agent. 

In June 2008, KIJ issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds fiom the auction rate inode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in JUIY 2008. In connection with the 
conversion, KlJ purchased the bonds fioin the reinarketing agent. 

As of Septeiiiber 30, 2008, KU had repurchased bonds in the anioiint of $80 million. KU will 
hold some or all of such repurchased bonds until a later date, at which time KU may refinance, 
reinarket or further convert such bonds. IJncertainty in markets relating to auction rate securities 
or steps KU has taken or may take to mitigate sricli uncertainty, such as additional conversion, 
subsequent restructurings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control finaricing structures. 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E 
make f h d s  available to KU at market-based rates (based on highly rated coininercial paper 
issues) of up to $400 million. Details of the balances are as follows: 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
September 30, 2008 $400 $1 16 $284 2.45% 
December 3 1 , 2007 $400 $ 23 $377 4.75% 

EON ‘CJ.S. inaintains a revolving credit facility totaling $489 inillion at September 30,2008 and 
$1 50 inillion at December 31,2007, to ensure fLinding availability for the money pool. The 
revolving facility as of September 30,2008, is split into separate loans totaling $489 million. 
One facility, totaling $1 SO million, is with E.ON North America, Inc., while the remaining loans, 
totaling $339 million, are with Fidelia; both are affiliated companies. The facility as of 
December 3 1,2007, is with EON North America, Inc. The balances are as follows: 

Amount Balance Average 
($ in millions) Total Available Outstandil.lg Available Interest Rate 
September 30,2008 $489 $469 $20 3.94% 
December 3 1 , 2007 $150 $ 62 $88 4.97% 

There were no redemptions of long-term debt year-to-date through September 30,2008. 

The issuances of long-term debt year-to-date through September 30, 2008, are summarized 
below: 

($ in millions) Principal Secured/ 
Year Description Amount Unsecured Maturitv 
2008 Due to Fidelia $SO 6.16% Unsecured 2018 
2008 Due to Fidelia $SO 5.645% IJnsecured 2018 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various cointnitinents or contingent liabilities fiom that 
discussed in ICU’s Annual Report for the year ended December 3 1 , 2007 (including in Notes 2 
and 9 to the financial statements of KU contained therein). See the above-referenced notes in 
KU’s Annual Report regarding such corninitrnents or contingencies. 

Qwensboro Contract Litigation. I n  May 2004, the City of Owensboro, Kentucky and OMU 
coininenced a suit now removed to the U.S. District Court for the Western District of Kentucky, 
against KIJ concerning a long-term power supply contract (the “OMU Agreement”) with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various pay~nents or charges between ICU and OMU and rights concerning excess 
power, termination and emissions allowances. The complaint seeks in excess of $6 inillion in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified amount for later-occurring periods on that claim and for other claims. OMlJ has 
additionally requested injunctive and other relief, including a declaration that I<U is in material 
breach of the contract. KIJ has filed an answer in this proceeding denying the OMU claims and 
presenting counterclaiins and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. 

During 2005, the FERC declined KU’s application to exercise exclusive,jurisdiction on matters. 
In July 2005, the district court resolved a summary judgnient motion made by KU in OMU’s 
favor, ruling that a contractual provision grants OMU the ability to terminate the contract 
without cause upon four years’ prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in  May 2010, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the summary judgment in its favor. However, KU retains the right to appeal that 
suininary judgment once the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of suniinary judginent 
petitions in KTJ’s favor, iiicluding determinations that KIJ’s interpretation of facilities charge 
f h d  payments was accurate; that KU is the proportionate owner of NOx allowances allocated to 
the OMU plant by the government; that OMU’s claiin for back-up power charges should be 
capped at a certain price and a denial of OMU’s petition to dismiss KU’s counterclaim. The 
summary judgment rulings dismiss a substantial portion of OMIJ’s material claims. Following 
the trial or other qualifying procedural occurrence, the various summary judgment motions 
would become appealable. The trial began on October 21,2008 on the remaining matters before 
the court, including KU’s counterclaim that OMU has failed to operate and maintain its plant in a 
good and workmanlike manner. The parties retain certain appeal rights and the Company is 
currently unable to determine the final outcome of this matter. 

Construction Program. KU had approximately $224 inillion of coinrnitinents in connection with 
its construction program at September 30, 2008. 

In June 2006, KIJ and LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
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procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential ad.justinents which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, teriniiiation and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was fiee to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recoininended upholding the air permit with ininor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, K1J administratively applied for a permit revision to reflect ininor design 
changes. In October 2007, the environinental groups stibinitted comments objecting to the draft 
perinit revisions and, in  part, attempting to reassert general objections to the generating unit. In 
January 2008, the ItDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the perinit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
“veto” the state air perinit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one of the petitions, but fiiiding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA’s order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to rule on several additional claims. The 
Company is currently unable to determine the final outconie of this matter or the impact of an 
unfavorable determination upon the Company’s financial condition or results of operations. 

Environmental Matters. KU’s operations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
emissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination arid employee health and safety. 

Clean Air Act Reqziirenients. The Clean Air Act establishes a comprehensive set of prograins 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these prograins is established at the federal level, most of the programs are 
implemented and adiniriistered by the states under the oversight of the EPA. The key Clean Air 
Act program relevant to KU’s business operations are described below. 

Aiiibient Air Qzmlily. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas inay change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in  SO2 and NOx einissioris from power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 85% fiom 
1990 levels in order to mitigate ozone transport froin the midwesterii U.S. to the northeastern 
1-J.S. To iinpleinent the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx einissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% froin 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO2 emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattaininent areas into compliance with 
the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a inore stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements inay be 
imposed to achieve compliance with the new ozone standard. 

In J ~ l y  2008, a federal appeals court issued a ruling finding statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the parties 
regarding whether vacating the CAIR is the applicable relief to be granted. KU, LG&E and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SOz regulations with different 
or inore stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KU is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction program. Finally, as discussed below, the 
current invalidation of the CAIR results in some uncertainty with respect to certain other EPA or 
state programs and proceedings and KIJ’s and LG&E’s compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is not able to predict the outcomes of the legal and regulatory proceedings related to 
the CATR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Hazardous Air. Pollutants. As provided in the I990 ainendinents to the Clean Air Act, the EPA 
investigated hazardous air pollutant emissions from electric utilities and submitted a report to 
Congress identifying inercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of conipliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Certain parties 
have filed a petition seeking review in the U.S. Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new niercury reduction rules with 
different or more stringent requirements: I<entucky has subsequently proposed to repeal the 
corresponding state inercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a inaterial effect on the Companies’ financial or operational conditions. 

Acid Rain Pi-ogrniii. The 1990 ainendinents to the Clean Air Act imposed a two-phased cap and 
trade prograin to reduce SO2 emissions from power plants that were thought to contribute to 
“acid rain” conditions i n  the northeastern U.S. The I 990 aniendtnents also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regionnl Hnze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPS that will demonstrate 
reasonable progress toward preventing future inipairinent and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act’s BART requirements will be applied to facilities, including power plants, built 
between I962 and I974 that emit certain levels of visibility impairing pollutants. Under the final 
rule, as the CAIR provided for more visibility iinproveinent than BART, states are allowed to 
substitute CAIR reqiiireinents in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the courts. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome of the challenge 
to C A R  could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

Instnllntion of Pollution Controls. Many of the programs under the Clean Air Act utilize cap and 
trade mechanism that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. INJ’S strategy for its Phase I1 SO2 requirements, which cominenced in 2000, includes the 
installation of additional FGD equipment, as well as using accuinulated emission allowances and 
f k l  switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, I W  installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of $220 million. In 2001, the 
Kentucky Coinmission granted approval to recover the costs incurred by KIJ for these projects 
through the environmental surcharge inechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 inillion duriiig the 2008 through 20 1 0 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Coininission granted 
approval to recover the costs incurred by KU for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KIJ believes 
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its costs in reducing SOz, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. T<TJ’s compliance plans are subject to inany factors 
including developments in the emission allowance and fuels markets, fitture legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. ICU will continue 
to monitor these developments to ensure that its environmental obligations are met in the most 
efficient and cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR- 
related uncertainties. 

Potential GHG Controls. In 200.5, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GHG emission reduction 
programs. Such program have been adopted in various states including 1 1 northeastern U.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the U.S. Supreme 
Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. KU is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level 
and is assessing potential impacts of such programs and strategies to mitigate those impacts. K‘CJ 
is also monitoring relevant regulatory proceedings involving the EPA’s advanced notice of 
proposed ritleinalcing for regulation of GHGs uiider the existing authority of the Clean Air Act 
and proposed rules governing carbon sequestration. I<U is unable to predict whether mandatory 
GHG reduction requirements will ultimately be enacted. As a Company with significant coal- 
fired generating assets, I<1J could be substantially impacted by prograins requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of ICU, including the 
reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. 

BI-OIVM New Sozrrce Review Litigation. In April 2006, the EPA issued an NOV alleging that I W  
had violated certain provisions of the Clean Air Act’s new source review rules relating to work 
performed in 1997, on a boiler and turbine at KU’s E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the U.S. Department of Justice filed a 
coinplaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, including potential per-day fines, remedial Ineasitres and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
JUIY 2007, the court entered a schedule providing for a JUIY 2009 date for trial. The parties are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the amount reserved. Also of uncertain potential effect, if any, is the 
invalidation of the CATR or1 the progress or content of settlement discussions. See “Ambient Air 
Quality” above for a discussion of CAIR-related uncertainties. 

Section 114 Reqzrests. In August 2007, the EPA issued administrative information requests tinder 
Section 1 14 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trirnble County 1 generating units and KIJ’s 
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Ghent 2 generating unit. KU and LG&E have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

Ghent Oyncily NOV. In September 2007, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s operating rules relating to opacity during June and July 
of 2007 at Units I and 3 of KlJ’s Ghent generating station. The parties have met on this matter 
and I<1J has received no fLrrther communications from the EPA. KU is iiot able to estiinate the 
outcome or potential effects of these matters, including whether substantial fines, penalties or 
remedial ineasures may result. 

Geneid Envii~onmentnl Proceedings. From tiine to time, I W  appears before the EPA , various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws and regulations. Such matters include liability 
under the Coinprehensive Environmental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claims regarding GHG emissions from KTJ’s generating 
stations. Rased on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of I W .  

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and E.ON U.S. subsidiaries are eliininated upon consolidation of 
E.ON U.S. Transactions between KU and EON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generalIy performed at cost and are in accordance with the 
FERC regulations under PUHCA 2005 and the applicable Kentucky Commission and Virginia 
Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

I<U and LG&E purchase energy from each other i n  order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KU intercompany electric 
revenues and purchased power expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2 0 0 8 2 0 0 7  
Electric operating revenues from LG&E $1 5 $ 7  $44 $33 
Purchased power from LG&E 21 18 73 71 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of interconipany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 
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KTJ’s intercompany interest expense was as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2008 2007 2 0 0 8 2 0 0 7  
Interest on money pool loans $ 1  $ 2  $ 1  $ 5  
Interest on Fidelia loans 14 9 40 24 

Other Intercompany Billings 

E.ON 1J.S. Services provides KU with a variety of centralized administrative, management and 
support services. These charges include payroll taxes paid by E.ON U.S. 011 behalf of IW, labor 
and burdens of E.ON U.S. Services employees performing services for KU, coal purchases and 
other vouchers paid by E.ON U.S. Services on behalf of KTJ. The cost of these services is 
directly charged to IW, or for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total 
assets, revenues, number of eniployees and other statistical information. These costs are charged 
on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON U.S. Services. Billings 
between KU and LG&E relate to labor and overheads associated with union employees 
performing work for the other utility, charges related to jointly-owned generating units and other 
miscellaiieous charges. Billings from ICU to E.ON U.S. Services relate to cash received by E.ON 
1J.S. Services on behalf of KTJ, primarily tax settlements, and other payments made by KU on 
behalf of other non-regulated businesses which are reimbursed through E.ON U.S. Services. 

Intercompany billings to and from KU were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

E.ON U.S. Services billings to KU $62 $42 $173 $389 
(in millions) 2008 2007 2008 2007 

KU billings to L,G&E 21 11  58 33 
LG&E billings to K1.7 - 2 5 35 
KTJ billings to E.ON 4J.S. Services - 22 2 24 

In June 2008, LG&E transferred assets related to Trirnble County Unit 2 with a net book value of 
$10 million to KU. 

In March, June and September 2008, KU received capital contributions from its coininon 
shareholder, E.ON IJ.S., in the amounts of $25 million, $50 inillion and $50 inillion, 
respectively. 
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Note 9 - Subsequent Events 

On October 17, 2008, ICU closed on a new $78 million bilateral line of credit which has a 364 
day maturity. 

On October 17,2008, KU issued Carroll County 2008 Series A tax exempt bonds in the amount 
of $78 million. The new bonds mature on February 1, 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C - 
$13 million each and the Carroll County 2006 Series A and C - $17 inillion each), and includes 
$1 8 inillion of new funding. The proceeds from the new funding will be held in escrow pending 
incurrence of qualifying expenditures. 

On October 27, 2008, KU filed an application with the Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for ftiture recovery, $3 million of expenses 
related to the Hurricane Ilte wind storm restoration. An order has been requested by the end of 
the year. 

On October 30, 2008, the Kentucky Commission issued an Order approving the establisfinierit of 
regulatory assets for the Companies’ contributions to the CMRG and KCCS. Rate recovery will 
be considered in each company’s next base rate case. 

On November 5 ,  2008, the ratings of the Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series B bonds, Carroll County 2007 Series A bonds 
and Triinble County 2007 Series A bonds were downgraded fiom Aa3 to A2 by Moody’s, due to 
downgrades of the bond insurer. 
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Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

General 

The following discussion and analysis by inanageinent focuses on those factors that had a material 
effect on KU's financial results of operations and financial condition during the three and nine 
month periods ended September 30,2008, and should be read in connection with the financial 
statements and notes thereto. 

Some of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estiniate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fiom time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1,2007. 

Executive Summary 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KIJ provided electricity to approximately 
507,000 customers in  77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in  southwestern Virginia and 5 customers i n  Tennessee. KU's 
service area covers approximately 6,600 square miles. KU's coal-fired electric generating 
stations produce inost of KU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fiieled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. KIJ also sells wholesale electric energy to 12 
inunicipalities. 

KIJ is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation, making KU an indirect wholly-owned subsidiary of E.ON. KU's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In J d y  2008, KkJ filed an application with the Kentucky Coinmission requesting increases in 
base electric rates of approximately 2.0% or $22 inillion annually. In conjunction with the filing 
of the application for a change in base rates, based on previous Orders by the Kentucky 
Coinmission approving settlement agreements among all interested parties, the VDT surcredit 
ierininated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination ofthe VDT surcredit and merger surcredit will result in a $16 
million increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13, 2009. The requested rates have been suspended until February 5 ,  2009, 
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at which time they may be put into effect, subject to refund, if the Kentucky Coinmission has not 
issued an order in the proceeding. 

In September 2008, high winds from the remnants of the Hurricane Ike wind storm passed 
through IW’s service territory causing significant outages and system damage. In October 2008, 
IUJ filed an application with the Kentucky Cominissioti requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 million of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environinental Matters 

Protection of the environment is a major priority for ICU. Federal, state and local regulatory 
agencies have issued KIJ perinits for various activities subject to air quality, water quality and 
waste management laws and regulations. See Note 7 of Notes to Financial Statements for more 
in format ion. 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended September 30,2008, Compared to 
Three Months Ended September 30,2007 

Net Incoine 

Net income for the three months ended September 30,2008, decreased $7 inillion compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 million) and increased income taxes ($1 million), 
partially offset by increased electric reveiiues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 inillion in the three months ended September 30, 2008, primarily due to: 
0 

0 

0 

0 

0 

Increased fuel costs billed to customers through the FAC ($23 million) due to increased 
fuel prices 
Increased wholesale sales ($12 million) due to increased intercompany volumes, 
increased wholesale market pricing and increased volume due to decreased native load 
Increased ECR surcharge ($8 million) due to increased recoverable capital spending 
Increased demand charges ($5 million) due to higher peak load 
Decreased sales volumes to native load ($24 million) due in part to a 19% decrease in 
cooling degree days and outages related to damage fiom the Hurricane Ike wind storm 

Expenses 

Fuel for electric generation coinprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Coinmission and the FERC. 
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Fuel for electric generation increased $9 million in the three months ended September 30, 2008, 
primarily due to: 

Increased coininodity and transportation costs for coal and natural gas ($14 million) 
Decreased generation ($5  million) due to decreased native load 

Power purchased expense increased $1 5 million in the three months ended September 30, 2008, 
primarily due to: 

Increased pricing and volumes on purchases for native load ($9 million) due to increased 
coal and gas costs and unit outages 
Increased intercompany volumes purchased ($4 million) due to lower native load 
requirements for LG&E as a result of milder weather, lower industrial sales and power 
outages from the Hurricane Ilte wind storm, resulting in the purchase of excess power 
from LG&E 
Increased demand payments ($1 million) due to a new capacity contract 

Other operation and maintenance expense increased $5 inillion in the three months ended 
September 30, 2008, due to increased maintenance expense ($3 million) and increased other 
operation expense ($2 million). 

Maintenance expense increased $3 inillion in the three inontlis ended September 30, 2008, 
primarily due to: 

Increased electric maintenance ($1 million) due to higher cost of outside contractors and 
materials 
Increased distribution maintenance ($1 million) due to the Hurricane Ilte wind storin 
Increased cost for other indirect maintenance ($1 million) due to increased software 
maintenance lease cost 

0 

Other operation expense increased $2 million in  the three months ended September 30,2008, 
primarily due to increased outside services due to increased legal expenses as a result of ongoing 
litigation, mainly with OMU. 

Interest expense, including interest expense to affiliated companies, increased $4 million in the 
three months ended September 30,2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Dividends received deduction related 

to EEI Investment 
Other differences 
Effective income tax rate 

Three Months 
Ended 

September 30.2008 

(3.9) 

m/o 
(2.3) 

Three Months 
Ended 

September 30,2007 

35.0% 
3.1 

(0.7) 
(0.1) 

(2.5) 
(8.3) 
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The effective income tax rate increased for the three months ended September 30, 2008, 
coinpared to the three months ended September 30, 2007 due primarily to the tax benefits 
resulting from income tax estimates recorded in 2006 being adjusted to the actual income tax 
return filed, which is included in the other differences, in the three months ended Septeinber 30, 
2007. This was partially offset by decreased state income taxes net of federal benefit due to an 
increase in state coal credits and an increase in tax benefits associated with increased dividends 
received fioin EEL 

Nine Months Ended Septeniber 30, 2008 Compared to 
Nine Months Ended September 30,2007 

Net Income 

Net income for the niiie months ended September 30,2008, decreased $13 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($95 million) and increased interest expense ($1 1 inillion), partially offset by increased electric 
revenues ($76 million), lower income taxes ($9 million) and higher other income ($8 million). 

Revenues 

Revenues in the nine months ended September 30, 2008, increased $76 million primarily due to: 
0 

0 

0 

Increased fhel costs billed to customers through the FAC ($85 million) due to increased 
f k l  prices 
Increased wholesale sales ($19 million) due to increased wholesale market pricing and 
increased volume due to decreased native load 
Decreased sales volumes delivered to native load ($28 inillion) due in part to a 24% 
decrease in cooling degree days 

Expenses 

Fuel for electric generation coinprises a large component of total operating expenses. Increases 
or decreases ill the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Commission and the FERC. 

Fuel for electric generation increased $26 inillion in the nine months ended September 30, 2008, 
primarily due to: 

0 

Increased coininodity and transportation costs for coal and natural gas ($21 million) 
Increased generation ($5 million) due to increased wholesale sales 

Power purchased expense increased $35 million in the nine months ended September 30,2008, 
primarily due to: 

Increased pricing and volumes on purchases for native load ($28 million) due to 
increased coal and gas costs and unit outages 
Increased intercompany costs ($4 million) due to higher fuel costs 
Increased demand payments ($2 million) due to a capacity contract 
Increased wholesale purchase cost ($1 million) due to increased voluines and prices 

0 

0 

0 
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Other operation and maintenance expense increased $24 inillion in the nine months ended 
September 30,2008, due to increased maintenance expense ($1 3 million) and increased other 
operation expense ($1 I million). 

Maintenance expense increased $13 inillion in the nine months ended September 30, 2008, 
primarily due to: 

e Increased electric and boiler maintenance expense ($5 million) due to higher cost of 
outside contractors and materials 
Increased overhead conductor and devices maintenance expense ($4 million) due to the 
Hurricane Ilte wind storm and other storin restoration earlier in the year 
Increased steam maintenance expense ($2 million) due to high energy piping inspections 
and repairs 
Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost 

0 

Other operation expense increased $1 1 million in the nine months ended September 30, 2008, 
primarily due to: 

Illcreased generation expense due to increased unit outages and increased transmission 
expense to cover native load demand ($4 million) 
Increased outside services ($3 million) due to increased legal expenses as a result of 
ongoing litigation, mainly with OMU 
Increased expense for uncollectible accounts ($2 million) 
Increased cost of corisuinables ($1 million) primarily due to increased contract pricing 
Increased distribution expense ($1 million) due to the Hurricane Ilte wind storm and other 
storin restoration earlier in the year 

0 

0 

e 

0 

0 

Interest expense, including interest expense to affiliated companies, increased $1 1 million in the 
nine months ended September 30, 2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Nine Months Nine Months 
Ended Ended 

September 30. 2008 September 30. 2007 
Effective Rate 
Statutory federal income tax rate 35.0% 35.0% 
State income taxes net of federal benefit 2.8 3.3 
Reduction of income tax reserve (0.3) (0.3) 
Ainortization of investment tax credits (0.1) (0.2) 
Dividends received deduction related 

to EEI investment (4.3) (2.7) 
Other differences (27J (3.5) 
Effective income tax rate my0 31.6% 
The effective income tax rate decreased for the nine months ended September 30,2008, 
compared to the nine months ended September 30, 2007. State income taxes net of federal 
benefit decreased due to an increase in state coal credits. Also contributing to the lower effective 
rate were the tax benefits associated with increased dividends received from EEI. 
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Liquidity and Capital Resources 

KU uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or infusions of capital from its parent mainly to fund construction of plant and 
equipment. I W  currently has a working capital deficiency of $97 million, primarily due to short- 
term debt froin affiliates associated with the repurchase of certain of its tax-exempt bonds 
totaling $80 million. These bonds are being held until they can be refinanced or restructured. 
See Notes 6 and 9 of Notes to Financial Statements. KU believes that its soiirces of fbnds will be 
sufficient to meet the needs of its business in the foreseeable fkture. 

IC1J and L,G&E sponsor pension and postretirement benefit plans for their employees. The 
performance of the capital markets affects the values of the assets that are held in trust to satisfy 
future obligations under the defined benefit pension plans. The market value of the combined 
investments within the plans declined by approximately 1 8% during the nine months ended 
September 30,2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations of KU and LG&E are remeasured annually using a December 3 1 measurement date. 
KU and L,G&E expect that investinerit losses will result in an increase to the plans’ unfunded 
status upon actuarial revaluation of the plans. Changes in the value of plan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased 
benefit costs in  future years and may increase the amount, and accelerate the timing of, required 
future funding contributions. Such increases could be material to IClJ and LG&E beginning in  
2009, however, the amount of such contributions cannot be determined at this time. 

Operating Activities 

Cash provided by operations was $243 million and $209 million for the nine months ended 
September 30,2008 and 2007, respectively. 

The 2008 increase of $34 million was primarily the result of increases in cash due to changes in: 
* Accounts payable ($37 million) 
Q 

* 
e 

* Accounts receivable ($5 million) 
* Other ($1 million) 

FAC receivable, net ($26 million) 
Pension funding ($1 1 million) due to higher pension funding in 2007 
Other current liabilities ($7 million) 

These increases were partially offset by cash provided by changes in: 
* 
e 

* 

Materials and supplies ($34 million) 
Earnings, net of non-cash items ($10 million) 
Prepayments arid other current assets ($9 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $554 million and $512 million in the nine months ended September 30, 2008 
and 2007, respectively. Net cash used for investing activities increased $25 million i n  the nine 
months ended September 30,2008, compared to 2007, primarily due to increased capital 
expenditures of $42 inillion and an asset transferred from LG&E of $10 million. The increase in 
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restricted cash of $27 inillion represents the escrowed proceeds of the pollution control bonds 
issued, which were disbursed as qualifying costs were incurred. 

Financing Activities 

Net cash inflows from financing activities were $3 13 inillion and $3 15 million in the nine 
months ended Septeinber 30, 2008 and 2007, respectively. Net cash provided by financing 
activities decreased $2 million in the nine months ended Septeinber 30,2008 compared to 2007, 
due to decreased long-term borrowings from an affiliated company of $1 03 million, the issuance 
of pollution control bonds of $81 inillion in 2007 and tlie reacquisition of bonds in the amount of 
$80 million, partially offset by the retirement of first mortgage bonds of $107 million in 2007, 
increased short-term borrowings from an affiliated company of $85 inillion and increased 
infiisions from E.ON U.S. of $70 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

IW’s constriiction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. K1-J expects its capital expenditures for the three year 
period ending December 3 1, 2010, to total approximately $1,465 million, consisting primarily of 
construction estimates for installation of FGDs on Ghent and Brown units totaling approximately 
$425 million, construction of TC2 totaling approximately $360 million, the Brown ash pond 
totaling approximately $40 million, a customer care system totaling approximately $25 million, 
on-going construction related to generation assets totaling approximately $360 inillion and 
distribution assets totaling approximately $230 million and other projects including inforination 
technology of approximately $25 million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. KU anticipates funding future 
capital requirements through operating cash flow, debt and/or infusions of capital from its parent. 

KU has a variety of funding alternatives available to meet its capital requirements. I W  
participates in an intercompany money pool agreement wherein EON 1-J.S. and/or LG&E make 
fiinds of up to $400 million available to I W  at market-based rates. Fidelia also provides long- 
term intercompany funding to KLJ. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for KU to incur additional debt. The Virginia Coinmission and 
the FERC authorize the issuance of short-term debt while the Kentucky Commission, the 
Virginia Coinmission and the Tennessee Regulatory Authority authorize the issuance of long- 
term debt. In November 2007, KLJ received a two-year authorization from the FERC to borrow 
up to $400 inillion in short-term fiinds. KU also has authorization from the Virginia Coininissioii 
that expires at the end of 2009 allowing short-term borrowing of up to $400 million. 
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KTJ’s debt ratings as of September 30, 2008, were: 
Moody’s s&p 

Issuer rating 
Corporate credit rating 

A2 - 
- BBBt 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recoininendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of recent downgrade 
actions related to the pollution control revenue bonds caused by a change in the rating of the 
entity insuring those bonds. 

Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordaiice with generally accepted accounting 
principles. A company’s internal control over financial reporting includes those policies and 
procedures that pertain to the inaintenaiice of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a inaterial effect on the financial stateinelits. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to fiiture periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures inay deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of 
December 3 1 ,  2007. In malting this assessment, the Company used the criteria set forth by the 
Coininittee of Sponsoring Organizations of the Treadway Commission in Internal Control - 
Integrated Framework . The Company has concluded that, as of December 3 1, 2007, the 
Company’s internal control over financial reporting was effective based on those criteria. There 
has been no change in the Company’s internal control over financial reporting that occurred 
during the nine months ended September 30, 2008, that has materially affected, or is reasonably 
likely to materially affect, the Company’s internal control over financial reporting. 

KU is not subject to the internal control and other requirements of the Sarbanes-Oxley Act of 
2002 and associated rules (the ”Act”) and consequently is not required to evaluate the 
effectiveness of the Company’s internal control over financial reporting pursuant to Section 404 
of the Act. However, as discussed above, management has evaluated the effectiveness of internal 
control over financial reporting as of December 3 1,2007. Management’s assessment was not 
subject to audit by the Company’s independent accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving KU, reference is made to the 
information under the following captions of KU’s Financial Statements and Additional 
Information for the year ended December 3 1 , 2007 (the “Annual Report”): Business, Risk 
Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this quai.terly report. Except as described in this quarterly report, to date, the proceedings 
reported i n  K1J’s Annual Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against KU. To the extent that damages are assessed in any of 
these lawsuits, KU believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on KU’s financial 
position or results of operations. 
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Business 

GENERAL 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU 
provides electricity to approximately 506,000 custoniers in 77 counties in central, southeastern and western 
ICeiitLicky, to approximately 30,000 customers in 5 counties in southwestern Virginia arid 5 customers in 
Tennessee. KU’s service area covers approximately 6,600 square miles. KU’s coal-fired electric generating 
stations produce most of KU’s electricity. The remainder is gerierated by a hydroelectric power plant and 
natural gas and oil fueled CTs. In  Virginia, KU operates under the name Old Dominion Power Company. ICU 
also sells wliolesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., formerly ltnowri as LG&E Energy LLC. E.ON U S .  is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making I W  an indirect wholly-owned 
subsidiary of E.ON. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

OPERATIONS 

The sources ofoperating revenues and volu~nes of sales for the years ended December 3 1,2007 and 2006, were 
as follows: 

2007 
Revenues Volumes 
(inillioiis’) (OOOMwh) 

Residential $ 430 6,847 
Industrial & Coininercial 597 1 1,047 
Municipals 90 2,058 
Other Retail 98 1,691 
Wholesale 58 1,582 
Total $1.273 23.225 

2006 
Revenues Volumes 
[millions) (000Mwh) 
$ 380 6,3 13 

547 10,776 
85 1,978 
89 1,608 

109 2,473 
$1.210 23.148 

K U  set a new record peak load of 4,344 Mw on August 9,2007, when the temperature reached 98 degrees 
Fahrenheit in Lexington. 
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’s power generating system includes coal-fired units operated at its four steam generating stations. Natural 
and oil fueled CTs supplement the system during peak or emergency periods. As of December 3 I ,  2007, 
owned and operated the following generating stations while maintaining a 12%- 14% reserve margin: 

Steam Stations: 
Tyrone - Woodford County, KY 
Green River - Muhlenberg County, KY 
E.W. Brown - Mercer County, KY 
Ghent - Carroll County, KY 

Total Steam Stations 

Summer Capability 
Rating (Mw) 

71 
I63 
697 

1,932 
2,863 

Dix Dam Hydroelectric Station - Mercer County, KY 24 

CT Generators (Peaking capability): 
E.W. Brown - Mercer County, I<Y* 
Haefling - Fayette County, KY 
Paddy’s Run - Jefferson County, KY * 
Triinble County - Triinble County, KY * 

Total CT Generators 
Total Capability Rating 

757 
36 
74 

632 
L 1499 
4.386 

* Some of these units are jointly owned with LG&E. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 3 1, 2007, KU’s transmission system included 1 1 1 substations (39 of which are shared with the 
distribution system) with a total capacity of approximately 17,223 MVA and approximately 4,030 miles of 
lines. The distribution system included 48 1 substations (39 of which are shared with the transmission system) 
with a total capacity of approximately 6,653 MVA, 14,082 miles of overhead lines and 2,046 miles of 
underground conduit. 

KU has a purchase power agreement with OMU, owns 20% of EEI’s coininon stock and owns 2.5% of OVEC’s 
coininon stock. Additional information regarding these relationships is provided in Notes 1 and 9 of Notes to 
Financial Statements. 

KU was formerly a member of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much of the Midwest. KU withdrew from the MISO effective September I ,  
2006. KU now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator 
and Southwest Power Pool, Inc. to function as its independent transmission operator, pursuant to FERC 
requirements. See Note 2 of Notes to Financial Statements. 

RATES AND REGULATIONS 

E.ON, K1J’s ultimate parent, is a registered holding company under PLJHCA 2005. E.ON, its utility 
subsidiaries, including KU, and certain of its non-utility subsidiaries are subject to extensive regulation by the 
FERC with respect to numerous matters, including: electric utility facilities and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surpliis, financial matters and inter-system sales of 
non-power goods and services. KIJ believes that it has adequate authority (including financing authority) under 
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existing FERC orders and regulations to conduct its business and will seek additional authorization when 
necessary. 

In February 2007, KU completed a series of financial transactions that allowed it to cease periodic reporting 
under the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

KLJ is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71, Accountingfor the Effects of Certain Ty im of Regarlation. Given its 
competitive position in the marketplace and the status of regulation in Kentucky and Virginia, KU has no plans 
or intentions to discontinue its application of SFAS No. 71. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 96% of KU’s net Kwli generation for 2007. The remaining 
net generation for 2007 was provided by natural gas and oil fUeled CT peaking units and a hydroelectric plant. 
Coal is expected to be the predominant fuel used by I<U in the foreseeable fiiture, with natural gas and oil being 
used for peaking capacity and flaine stabilization in coal-fired boilers or in  emergencies. KU has no nuclear 
generating rinits and has no plans to build any in the foreseeable future. 

I W  maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal- 
fired generating units. Reliability of coal deliveries can be affected fiom time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
d i fficu 1 ties . 

KU has entered into coal supply agreements with various suppliers for coal deliveries for 2008 arid beyond and 
normally augments its coal supply agreements with spot market purchases. I<U has a coal inventory policy 
which it believes provides adequate protection under most contingencies. 

KU expects to continue purchasing inost of its coal, which has sulfbr content in the 0.7% - 3.5% range, fioni 
western and eastern Kentucky, West Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable 
future. With the installatiori of FGDs (SO2 removal systems), KU expects its we of higher sulfur coal to 
increase. Coal is delivered to KU generating stations by a mix of transportation modes, including barge, truck 
and rail. 

ENVIRONMENTAL MATTERS 

Protection of the environnient is a major priority for KIJ. Federal, state and local regulatory agencies have 
issued KU permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry coinpetition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on KU, which may be 

3 



significant, cannot currently be predicted. Some states that have already deregulated have begun discussions 
that could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR REL,ATIONS 

KtJ had 95 1 full-time regular employees at December 3 I , 2007, 152 of which were operating, maintenance and 
construction employees represented by the IBEW Local 21 00 and the IJnited Steelworkers of America (“I-JS WA”) 
Local 9447-01. Effective August 1, 2006, KU and its employees represented by the IBEW Local 2100 entered 
into a new three-year collective bargaining agreement. The new agreement provides for negotiated increases or 
changes to wages, benefits or other provisions and for annual wage re-openers. A wage re-opener was 
negotiated and agreed to in July 2007. KIJ and employees represented by the IJSWA Local 9447-01 entered 
into a three-year collective bargaining agreement in August 2005, with provisions for annual wage re-openers. 
Wage re-openers were negotiated in J ~ l y  2006 and J ~ l y  2007. 
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OFFICERS OF THE COMPANY 

At December 3 1,2007: ** 

Name 

Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Martyn Gallus 

Chris I-Iermann 

Paula H. Pottinger 

Paul W. Tholnpson 

Wendy C. Welsh 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O'Brien 

George R. Sieinens 

P. Greg Thomas 

John N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 

&E 

52 

64 

49 

43 

60 

so 
so 
53 

49 

4 3 

41 

so 
58 

51 

46 

54 

58 

51 

53 

46 

51 

Position 

Chairman of the Board, President and Chief 
Executive Officer 

Executive Vice President, General Counsel, 
Corporate Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Marketing 

Senior Vice President - Energy Delivery 

Senior Vice President - HLiman Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and 
Development 

Vice President - Power Operations - WKE 

Vice President - Corporate Responsibility and 
Community Affairs 

Vice President - Coniin~inications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Regulated Generation 

Treasurer 

Controller 

Effective Date of Election 
to 

Present Position 

May 2001 

J L ~ Y  1994 

September 2003 

December 2000 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

August 2002 

November 2007 

March 2002 

April 2007 

October 2007 

January 200 I 

April 2007 

June 2003 

December 2000 

January 200.5 

Officers generally serve in the same capacities at ICU and its affiliates, E.ON U.S. and LG&E. 
4' Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
** David Sinclair, age 46, was promoted to Vice President - Energy Marketing in January 2008. 
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Risk Factors 

KU is subject to a number of risks, iiicluding without limitation, those listed below and elsewhere in this 
docuiiient. Such risks could affect actual results and cause results to differ materially from those expressed in 
any forward-looking statements made by KU. 

The rates that KU charges customers, as well as other aspects of the business, are subject to significant 
and complex governmental regulation. Federal and state entities regulate many aspects of utility operations, 
including financial and capital structure matters; siting and construction of facilities; rates, terms and conditions 
of service and operations; mandatory reliability and safety standards; accounting and cost allocation 
methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. Such 
regulations may subject KU to higher operating costs or increased capital expenditures and failure to coniply 
could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge KU’s rate request and ultimately reduce, alter or limit the 
rates KU seeks. 

Changes in transmission and wholesale power market structures, as well as KU’s exit from the MISO, 
could increase costs or reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of KU, as well as other aspects of the business, are subject 
to significant FERC regulation. KU’s business is subject to extensive regulation under the FERC covering 
matters including rates charged to traiismission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of 
new rules or situations of non-compliance, can affect the earnings, operations or other activities of KU. 

KU undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or 
cost overriins is subject to risks in inany areas, including approval and licensing; permitting; construction 
problems or delays; increases in commodity prices or labor rates; contractor performance; weather and 
geological issues and political, labor and regulatory developments. 

KU’s costs of compliance with environmental laws are significant and are subject to continuing changes. 
Extensive federal, state and local environmental regulations are applicable to KU’s air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance 
or alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

KU’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect KU’s finances or operations by changing 
demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting capital 
markets or impacting future growth. 

KU is subject to risks regarding potential developments concerning global climate change matters. Such 
developments could include potential federal or state legislation or industry initiatives limiting GHG emissions; 
establishing costs or charges on GHG emissions or on fliels relating to such emissions; requiring GHG 
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remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
IW’s generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

KU’s business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expalision and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

KIJ is subject to operational risks relating to its generating plants, transmission facilities and distribution 
equipment. Operation of power plants, transmission and distribution facilities subjects ICU to many risks, 
including the breakdown or failure of equipment; accidents; labor disputes; delivery/transportation problems; 
disruptions of fuel supply and performance below expected levels. 

KXJ could be negatively affected by rising interest rates, downgrades to company or  bond insurer credit 
ratings that could impact the Company’s bond credit ratings or other negative developments in its ability 
to access capital markets. 111 the ordinary course of business, K U  is reliant upon adequate long-term and short- 
term finaricing means to fund its significant capital expenditures, debt interest or maturities and operating needs. 
Increases in interest rates could result in illcreased costs to IUJ. 

KU is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fiiels, other commodities, goods, services or payments could result in potential 
increased costs to KU. 

KU is subject to risks associated with defined benefit retirement plans, health care plans, wages and other 
employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and 
retain key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, including base rate increase proceedings, merger 
surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC and MISO 
proceedings and other rates or regulatory matters affecting KU, see Notes 2 and 9 of Notes to Financial 
Statemelits. 

Environmental 

For a discussion of environmental matters including additional reductions in SOz, NOx and other emissions 
mandated by recent or potential regulations; items regarding notices of violations and other emissions 
proceedings; global warming or climate change matters and other environmental items affecting KIJ, see Note 9 
of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against KU. To the extent that damages are assessed in  any of these lawsuits, KU believes that 
its insurance coverage is adequate. Management, after consultation with legal counsel, does not anticipate that 
liabilities arising out of currently pending or threatened lawsuits and claims will have a inaterial adverse effect 
on KU’s financial position or results of operations. 
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Selected Financial Data 

(in millions) 
Years Ended December 3 1 

2007 2006 ~~~ 

Operating revenues $1.273 $1.210 $1.207 $L&!..5 

$ 268 $ 235 $ 202 $ 228 %..l&l Net operating iricoine 

Net income $ 167 $ 152 $_112 $--%!. 

$3.796 $3.148 $2.756 $2.610 $2.505 Total assets 

Long-term obligations 
(including ainounts 
due within one year) $1.264 9; 843 $J.46 $-226 !L.A..@ 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a inaterial effect on KU's 
financial results of operations and fiiiancial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assuinptions. Such forward-looking statements are intended to be identified in this document by the words 
"aiiticipate," ''expect,'' "estimate," "objective," "possible," "potential" and similar expressioiis. Actual results 
may materially vary. Factors that could cause actual results to materially differ include: general economic 
conditions; business and competitive conditions in the energy industry; changes in federal or state legislation; 
unusual weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other 
factors described from time to time in KU's reports, including as noted iii the Risk Factors section of this report. 

RESULTS OF OPERATIONS 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2007 increased $15 inillion coinpared to 2006. The increase was primarily the result of increased 
retail sales voluines, increased ECR surcharge and decreased purchased power expense. Partially offsetting 
these items were decreased wholesale sales, higher interest expense, decreased MISO related revenue and 
decreased equity in earnings of EEI. 

Revenues 

Revenues in 2007 increased $63 inillion primarily due to: 
Increased fLiel costs ($57 million) billed to custoiiiers through the FAC due to increased fuel prices 
and sales volumes delivered 
Increased sales volumes delivered ($30 million) resulting froin a 2% increase in heating degree days 
and a 46% increase in cooling degree days 
Increased ECR surcharge ($25 million) due to increased recoverable capital spending 
Increased transmission service revenues ($4 million) 

0 

These increases were partially offset by: 
e 

e 

Lower wholesale sales ($37 million) due to decreased volumes and lower wholesale market pricing 
Lower MISO related revenue ($16 million) resulting from the exit froin the MISO 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky 
Coininission, the Virginia Coininission and the FERC. 
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Fuel for electric generation increased $37 inillion in 2007 primarily due to: 
e 

0 

Increased cost of fLiel burned ($20 million) due to higher coal prices 
Increased generation ($1 7 million) due to higher demand 

Power purchased expense decreased $14 million in 2007 primarily due to: 
Decreased voluines purchased ($19 million) due to increased internal generation 
Increased cost per Mwli of purchases ($5 million) due to higher fuel prices 

Other operation and maintenaiice expenses increased $1 million in  2007 primarily due to increased maintenance 
expenses ($12 niillion), partially offset by decreased other operation expenses ($1 I million). 

Other maintenance expenses increased $12 inillion in 2007 primarily due to: 
Increased boiler maintenance expense ($7 million) 
Increased electric plant maintenance ($5 million) 
Increased vegetation management expense ($1 inillion) 
Decreased overliead conductor arid devices maintenance ($1 million) 

0 

e 

0 

0 

Other operation expenses decreased $1 1 million i n  2007 primarily due to: 
e 

0 

e 

Decreased MIS0 Day I and Day 2 expenses ($16 million) due to the exit fiorn the MIS0 
effective September 1, 2006, and refunds froin the MIS0 for certain charges 
Decreased VDT workforce reduction expense ($3 niillion) due to completion of VDT 
amortization in March 2006 
Increased MISO Day 1 expense ($3 million) due to credit received from the MISO for financial 
transmission rights in 2006 
Increased outside services expense ($3 million) 
Increased wholesale expense ($1 million) due to a recorded credit in April 2006 for a FERC 
ordered refilnd fiom the MISO for charges assessed in excess of the rates in the MISO 
transmission tariff 
Increased research and developinent expenses ($1 million) 

0 

0 

Equity earnings in EEI decreased $3 million in 2007 primarily due to decreased other electric earnings at EEI, 
resulting from decreased emission allowance sales in 2007 and increased purchased power expense. 

Other iiicoine - net increased $5 million in 2007 primarily due to increased other income ($7 million) relating to 
increased allowance for funds used during construction, gain on disposal of property and increased interest 
income fiom bond proceeds on deposit with a trustee, partially offset by increased other expenses ($2 million) 
relating to penalties. 

Interest'expense increased $17 inillion in 2007, primarily due to increased interest expense to affiliated 
companies resulting from increased affiliate borrowings to fund increased capital additions. 

CRITICAL ACCOUNTING POL,ICIES/ESTIMATES 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rilles and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, riot only on the operation of the business, 
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but on the results reported through the application of accounting measures used in preparing the financial 
statements and related disclosures, even if the nature of the accounting policies applied has not changed. Specific 
risks for these critical accounting policies are described in the Notes to Financial Statements. Each of these has a 
higher liltelihood of resulting in materially different reported amounts under different conditions or using different 
assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtful accounts, regulatory 
mechanisms, pension and postretirement benefits and iiicoine taxes are detailed in Notes 1,2, 3, 5 ,  6 and 9 ofNotes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting proliouiiceinents affecting KU are detailed in Note 1 
of Notes to Financial Statements. 

LIQUIDITY AND CAPITAL RESOIJRCES 

I W  uses net cash generated froin its operations and external financing (including financing fioin affiliates) to 
fLind construction of plant and equipment and the payment of dividends. KU believes that such soiirces of funds 
will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 3 1 , 2007, I<U is in a negative working capital position in part because of the classification of 
certaiii variable-rate pollution control bonds totaling $33 inillion that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. Credit facilities totaling $35 million are in place to 
fund such tenders, if necessary. I W  has never needed to access these facilities. KIJ expects to cover any 
working capital deficiencies with cash flow froin operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $302 inillion and $223 million in 2007 and 2006, respectively. 

The 2007 increase of $79 inillion was primarily the result of increases in casli due to changes in: 
0 

e 
e 
0 

0 

0 

0 

8 Other liabilities ($7 inillion) 
0 

s FAC recovery ($3 million) 

Earnings, net of non-cash items ($55 million) 
Material and supplies ($33 million) due to lower coal inventories on haid at December 3 1, 2007 
MIS0 exit fee ($20 million) due to the MISO exit being completed effective September I ,  2006 
Accrued income taxes ($1 5 million) due to income tax accrued during 2007 being greater than estimated 
payinents 
ECR recovery ($1 1 million) 
Prepayments and other current assets ($9 million) 
Other current liabilities ($8 million) 

Other regulatory assets ($4 million) 

These increases were partially offset by cash used for changes in: 
Pension and postretirement funding ($36 million) 

Property and other taxes payable ($14 million) 

0 

0 Accounts payable ($26 million) 
0 

0 Accounts receivable ($10 million) 
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Investing Activities 

The primary use of fimds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities increased $382 million in 2007 compared to 2006 primarily due to increased capital 
expenditures of $395 million, offset by decreased restricted cash of $13 million. Restricted cash represents the 
escrowed proceeds of the Pollution Control Bonds issued, which are disbursed as quali@ing costs are incurred. 

Financing Activities 

Net cash inflows fioin financing activities were $422 inillion and $124 million in 2007 and 2006, respectively. 
See Note 7 of Notes to Financial Statements for information of redemptions, maturities aiid issuaiices of long- 
term debt. 

FU ture Capital Requirements 

KLJ expects its capital expenditures for the three-year period ending December 3 1, 2010, to total approximately 
$1,465 million, consisting primarily of construction estimates for installation of FGDs on Ghent and Brown 
units totaling approximately $425 million, construction of TC2 totaling approximately $360 inillion, the Brown 
ash pond totaling approximately $40 million, a customer care system totaling approximately $25 million and 
on-going construction related to generation aiid distribution assets. See Note 9 of Notes to Financial Statements 
for additional information. 

KU’s construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of its service area and to coinply with environmental regulations. These needs are continually 
being reassessed and appropriate revisions are made, when necessary, in construction schedules. Future capital 
requirements may be affected in varying degrees by factors such as electric energy demand load growth, 
changes in coiistriiction expenditure levels, rate actions by regulatory agencies, new legislation, market entry of 
competing electric power generators, changes in coininodity prices and labor rates, changes in environmental 
regulations and other regulatory requirements. See Contractual Obligations flirther below and Note 9 of Notes 
to Financial Statements for current comiiiitinents. KU anticipates funding fititure capital requirements through 
operating cash flow, debt and/or infusions of capital fiom its parent. 

Regulatory approvals are required for I<U to incur additional debt. The Virginia Coinmission and the FERC 
authorize the issuaiice of short-term debt while the Kentucky Commission, the Virginia Coinmission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. I n  November 2007, KU received a 
two-year authorization fioin the FERC to borrow up to $400 million in short-term fiinds. KU also has 
authorization fiom the Virginia Coinmission that expires at the end of 2009 allowing short-term borrowing of 
up to $400 million. 

KU’s debt ratings as of December 3 1 2007, were: 
Moodv ’ s s&p 

Pollution control revenue bonds A2 BBB+ 
Issuer rating A2 - 
Corporate credit rating - BBR+ 

These ratings reflect the views of Moody’s and S&P. A security rating is riot a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue 
bonds. 
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Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 31, 2007. K1J 
anticipates cash froin operations and external financing will be sufficient to fund future obligations. Future 
interest obligations cannot be quantified because most of IW's debt is variable rate. See Stateinents of 
Capitalization. 

(in millions) 
Contractual Cash Obligations 

Short-term debt (a) 
Long-term debt 
Operating leases (c) 
Unconditional power 

Coal and gas purchase 
obligations (e) 
Retirement obligations (f) 
Other obligations (g) 
Total contractual 

cash obligations 

purchase obligations (d) 

Pavments Due by Period 
2008 2009 2010 2011 2012 Thereafter Total 

$ 2.3 $ -  $ -  $ -  $ -  $ -  $ 23 
33 50 1,181 (b) 1,264 

6 5 3 2 2 4 22 

23 25 16 8 9 14.3 224 

329 146 9 3 57 57 682 
23 24 2.3 23 23 124 240 

307 79 6 - - - 3 92 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $33 million classified as current liabilities because these bonds are subject to tender for 

pmchase at the option of the holder and to tiiandatoty tender for purchase upon the occurrelice of certain events. These 
bonds mature in 20.32. KU does not expect to pay these amounts in 2008. 

(c) Represents fiiture operating lease payments. 
(d) Represents future ininiinuni payments under OMU and OVEC power purchase agreements through 2010 and 2026, 

respectively. 
(e) Represents contracts to purchase coal and natural gas. 
( f ,  Represents currently projected cash flows for pension, postretirement and other post-employment benefit plans as 

calculated by the actuary. 
(g) Represents construction commitments, including cotnmittnents for TC2 and the FGDs. 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets 
that could have a material effect on the financial statements. 
Because of its inherent limitations, internal control over fiiiancial reporting inay not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to f h r e  periods are subject to the risk that 
controls inay become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures inay deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 3 I ,  
2007. In making this assessment, the Company used the criteria set forth by the Cominittee of Sponsoring 
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Organizations of the Treadway Coininission in Internal Control - Integrated Framework ("COSO,'). The 
Company has concluded that, as of December 3 1 ,  2007, the Company's internal control over fiiiaiicial reporting 
was effective based on those criteria. 

KU is no longer subject to the internal control and other requirements of the Sarbanes-Oxley Act of2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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Kentucky LJtilities Company 
Statements of Income 

(Millions of $) 

Years Ended December 3 1 
2007 2006 

OPERATING REVENUES: 
Total operating revenues (Note 11) ................................................... 

OPERATING EXPENSES: 
Fuel for electric generation ................................................................ 
Power purchased (Notes 9 and 11) .................................................... 
Other operation and maintenance expenses ....................................... 
Depreciation and amortization (Note 1)  ............................................ 

Total operating expenses .............................................................. 

Net operating income .............................................................................. 

Equity earnings in EEI (Note 1 )  .............................................................. 
Otlier income - net ................................................................................. 
Interest expense (Notes 7 and 8) ............................................................. 
Interest expense to affiliated companies (Note 11) ................................. 

Income before income taxes .................................................................. 

Federal and state incotne taxes (Note 6) ................................................. 

Net income .............................................................................................. 

$1.273 $1,210 

46 I 424 
I68 182 
25s 254 
121 115 

1,005 975 

268 23 s 

244 226 

m $152 

The accompanying notes are an integral part of these financial statenients. 

Statements of Retained Earnings 
(Millions of 0 )  

Years Ended December 3 1 
2007 2006 

Balance January 1 ................................................................................... 
Add net income ....................................................................................... 
Balance December 3 1 ............................................................................. 

$ 870 $718 
167 152 
&L!?LiL $8illl 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Statements of Comprehensive Income 

(Millions of $) 

Years Ended December 3 I 
2007 2006 

Net income ......". ._ ~ ~. . . . . . . .._". ~. . . . . . . . . . . . ."". . . . . . ~ .  . ._ ~ ~. . . . . . . . I . .  . . .. . . . . . . . . . ~. . . . . . . . . I"" .  I". . . . . ~. . . .. __. . . . . . . . _. 

Additional miniinum pension liability adjustment, net of tax expense 
of $0 and $13 for 2007 and 2006, respectively (Note 5) . . ~ ~ _  .".-........." ~ ...................... 

Other comprehensive income, net of tax (Note 12) ....... ~~~ ........... ~ ....................... ~ ......... 

Comprehensive income ........ ~ .... ~ .........".. ~ ...........""" ~ ......................... _. ......... ~ ................... 

rn $152 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Millions of $) 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) .................................................................... 
Restricted cash (Note 1) ..................................................................................... 
Accounts receivable - less reserve of $2 in 2007 and 2006 (Note 1) ................. 
Accounts receivable from affiliated companies (Note 11) ................................. 
Materials and supplies (Note 1): 

Fuel (predominantly coal) ........................................................ 
Other materials and supplies .......................................... 

Prepayments and other current assets ................... ......................................... 
Total current assets ........................................... .................................................. 

Other property and investments (Note 1) ................................................................. 

Utility plant. at original cost (Note 1) ...................................................................... 

Less: reserve for depreciation ............................................................................ 
Total utility plant, net ......................................................................................... 

Construction work in progress ............................................................................ 
Total utility plant and construction work in progress .............................................. 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirelnent benefits (Notes 1 and 2) .................................... 
Other ............................................................................................................. 

Cash surrender value of key man life insurance ........................... 
Other assets ........................................................................................................ 

Total deferred debits and other assets ...................................................................... 

Total Assets ............................................................................................................. 

December 3 1 
2007 2006 

$ -  
11 

172 
17 

42 
3 4 
12 

288 

3. 868 

1.622 
2. 246 

I. 071 
3 .  317 

$ 6  
2.3 

123 
so 

64 
34 
18 

318 

25 

3. 681 

1 .  553 
2. 128 

487 
2. 615 

28 64 
86 83 
37 35 
11 8 

i62 190 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (continued) 

(Millions of $) 

LIABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long-term debt (Note 7) .......................................... 
Notes payable to affiliated companies (Notes 8 and 11) .......................................... 
Accounts payable ........................................ ....................................................... 
Accounts payable to affiliated companies (Note 11) ................................................ 
Customer deposits ............... ............................................................................... 
Other current liabilities ............................................................................................. 

Total current liabilities ................................................................................................... 

Long-term debt: 
Long-term bonds (Note 7) ........................................................................................ 
Long-term notes to affiliated company (Note 7) ...................................................... 

Total long-term debt ...................................................................................................... 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .......................................................... 
Accumulated provision for pensions and related benefits (Note 5 )  ...... 
Investment tax credit (Note 6) ................................................................................. 

Regulatory liabilities (Note 2): 
Asset retirement obligations ..................................................................................... 

Accumulated cost of removal of utility plant ........................................ 
Deferred income taxes .............................................................. 

Other regulatory liabilities ........................................................................................ 
Other liabilities ........................................................................................................ 

Total deferred credits and other liabilities ..................................................................... 

Commitments and contingencies (Note 9) 

COMMON EQUITY: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37.817. 878 shares ......................... 
Additional paid-in-capital (Note 11) ....................................................................... 

Retained earnings .................................................................................................... 

Total retained earnings .................................................... ................................... 
Total common equity ... .................................................................................. 

IJndistributed subsidiary earnings ................................................... 

Total Liabilities and Equity .......................................................................................... 

December 3 I 
2007 2006 

$ 33 $ 141 
2 3 97 

160 83 
48 87 
20 19 
28 23 
312 450 

300 219 
931 483 
1.231 702 

28.5 289 
83 126 
55 13 
3 0 28 

310 297 
22 27 
I O  6 

23 17 
818 803 

308 308 
90 15 

I .  016 854 
21 IG 
1.037 870 
1,435 I. 193 

liL.z% u 
The accompanying notes are an integral pai-t of these financial statenletits . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Millions of $) 
Years Ended December 3 1 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ........................................................................................ 
Items not requiring cash currently: 

Depreciation and amortization ..................................................... 
Deferred income taxes-net .................................. 
Investment tax credit-net ...................... ................................. 
Provision for pension and postretirement plans .......................... 
Other ............................................................................................ 

Accounts receivable ..................................................................... 
Materials and supplies .................................................................. 
Accounts payable ......................................................................... 
Accrued inconie taxes .... ................................................ 
Property and other taxes payable ................................................. 
Prepayments and other current assets .......................................... 
Other current liabilities .................... ...................................... 

MISO exit fee .................................................................................... 

Other .................................................................................................. 
Net cash provided by operating activities .................................... 

Construction expenditures ................................................................. 

Net cash used for investing activities ........................................... 

Change in certain current assets and liabilities: 

Pension and postretirement funding ...... 

Environmental cost recovery mechanist11 refundable ........................ 

...................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 

Change in  restricted cash ................................................................... 

Long-term borrowings fiom affiliated company ............................... 
Short-term borrowings froin affi 1 iated company ........... 
Repayment of short-tertii borrowings from affiliated company ........ 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Retirement of first mortgage bonds ........ ...................................... 
Issuance of pollution control bonds ................................................... 
Additional paid-in capital ............ ................................................. 

Net cash provided by financing activities .................................... 
................................... Change in cash and cash equivalents ............. 

Cash and cash equivalents at beginning of year ...................................... 
Cash and cash equivalents at end of year ................................................ 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Inconie taxes ................................................................................ 
Interest on borrowed money ...................................... 
Interest to affiliated companies on borrowed money 

The accompanying notes are an integral part of these financial statements . 
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Kentucky LJtilities Company 
Statements of Capitalization 

(Millions of $) 
December 3 1 

LONG-TERM DEBT (Note 7): 
First mortgage bonds: 

Pollution control series: 
P due May 15. 2007. 7.92% (Note 3) ........ 

10, due November 1. 2024, variable YO ................................... 

Carroll Co . 2002 Series A, due February 1 ,  2032, variable YO ........................... 
Carroll Co . 2002 Series B, due February 1, 20.32, variable YO ........................... 
Muhlenberg Co . 2002 Series A, due February 1,20.32, variable YO ... 
Mercer Co . 2002 Series A, due February 1, 20.32, variable % ........................... 
Carroll Co . 2002 Series C, due October I ,  2032. variable YO ............................. 
Carroll Co . 2004 Series A, due October 1, 2034, variable % ............................ 

.................................................... 

Mercer Co . 2000 Series A, due May 1. 202.3, variable % .................................. 

Carroll Co . 2005 Series A, due June 1, 2035, variable % .................................. 
Carroll Co . 2005 Series B, due Jiiiie 1, 20.35, variable YO ............ 
Carroll Co . 2006 Series A, due June 1 ,  2036, variable % .................................. 
Carroll Co . 2006 Series C, due Julie 1, 2036. variable % .................................. 
Carroll Co . 2007 Series A, due Februaty I ,  2026. variable YO ........................... 
Carroll Co . 2006 Series B, due October 1. 2034, variable YO ............................. 
Trimble Co . 2007 Series A, due March 1 ,  20.37, variable % ............................. 

Due November 24,2010,4.24%, unsecured ..... 
Notes payable to Fidelia: 

...................................... 
Due January 16, 20 12,4.39%, unsecured ..................................................... 
Due April 30, 2013. 4.55%, tinsecured .............................................................. 
Due August 15, 2013, 5.31Y0, unsecured ............................................ 
Due JUIY 8, 2015, 4.735%, ittisecured ................................................................ 
Due December 21. 2015, 5.36Y0, unsecured ............. .................................... 
Due October 25, 2016, 5.675% unsecured .................................................... 
Due June 2.3, 20.36, 6.33Y0, unsecured ............................................................... 
Due Deceniber 19. 2014, 5.45% unsecured ....................................................... 
Due June 20, 2017, 5.98% unsecured ................................................................ 
Due October 25, 2019. 5.71% unsecured . 
Due Februaty 7, 2022, 5.69% unsecured ........................................................... 

............................................ 

Due September 14, 2028, 5.96% unsecured ...................................................... 
Due March 30, 20.37, 5.86% unsecured ............................................................. 

Total long-term debt outstanding ............................................................................ 
Less current portion of long-term debt .................................................................... 

Long-term debt ........................................................................................................ 

COMMON EQUITY: 
Common stock. without par value . 

Authorized 80.000. 000 shares. outstanding . 37.817. 878 shares ......................... 
Additional paid-in-capital (Note 1 1 )  ....................................................................... 

Retained earnings ................................................... ......................................... 

Total retained earnings ............................................................................................ 
Undistributed subsidiary earnings ........................................................................... 

Total comnion equity ...................................................................................... 
Total capitalization ........ .................................................. 
The accompanying notes are an integral part of these financial statements . 

2007 

13 
21 
2 
2 
8 

96 
50 
1 3 
1 3 
17 
17 
18 
54 
9 

33 
50 

100 
75 
50 
75 
50 
50 

100 
50 
70 
53 

100 
75 

1,264 

33 
1,231 

308 
90 

1. 016 
21 

1 .  037 
1. 435 

$2Li!Xi 

2006 

54 

54 
13 
21 
2 
2 
8 

96 
50 
13 
13 
17 
17 

33 
50 

100 
75 
50 
75 
50 
50 

843 
141 
702 

308 
15 

854 
16 

870 
1.193 

liL.822 
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Kentucky Utilities Company 
Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KIJ 
provides electricity to approximately 506,000 custoiners in 77 counties in central, southeastern and western 
Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in 
Tennessee. KU’s coal-fired electric generating stations produce most of KIYs electricity. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled CTs. In Virginia, KU operates under the 
name Old Dominion Power Company. KIJ also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON I.J.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, malting KIJ an indirect wholly-owned 
subsidiary of E.ON. KU’s affiliate, LG&E, is a regulated public utility engaged in  the generation, transmission, 
distribution and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2007 presentation with no impact on net assets, liabilities and capitalization or previously reported net income 
and cash flows. 

Regulatory Accounting. KU is subject to SFAS No. 71, under which regulatory assets are created based on 
expected recovery froni customers in future rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to custoiners in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific ratemalting decisions or precedent for each item as prescribed by the FERC, the Kentucky 
Cornmission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for additional detail 
regarding regulatory assets and liabilities. 

Cash and Cash Equivalents. KU considers all highly liquid investments with an original maturity of three months 
or less to be cash equivalents. 

Restricted Cash. Proceeds from bond issuances for environmental equipment (primarily related to the installation 
of FGDs) are held in trust pending expenditure for qualifying assets. 

Allowance for Doubtful Accounts. The allowance for doubtfiil accounts is based on the ratio of the alnounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the retail 
revenues billed over the last four months. Accounts with no payment activity are charged-off after four months, 
although collection efforts continue thereafter. 

Materials and Supplies. Fuel and other materials and supplies inventories are accounted for using the average-cost 
method. Emission allowances are included in other materials and supplies and are not currently traded by KIJ. At 
December 31, 2007 and 2006, the emission allowances inventory was less than $1 inillion and approximately $2 
million, respectively. 
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Other Property and Investments. Other property and investments on the balance sheets consists of KU’s 
investment in EEI, economic developinent loans provided to various coininunities in IW’s service territory, IW’s 
investment in OVEC, funds related to IW’s long-term purchased power contract with OMU and non-utility plant. 

Although KU holds investment interests in OVEC and EEI, it is not the primary beneficiary, therefore, neither 
are consolidated into KU’s financial statements. KU and 11 other electric utilities are participating owners of 
OVEC, located in Pilteton, Ohio. OVEC owns and operates two power plants that burn coal to generate 
electricity, Kyger Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual 
arrangements, KU’s share of OVEC’s output is 2.5%, approximately 5 5  Mw of generation capacity. 

As of December 3 1, 2007 and 2006, KU’s investment in OVEC totaled less than $1 inillion and is accounted for 
under the cost method of accounting. KU’s maximum exposure to loss as a result of its involvement with 
OVEC is limited to the value of its investment. In the event of the inability of OVEC to fulfill its power 
provision requirements, K1J anticipates substituting such power supply with either owned generation or market 
purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Coniinitments and Contingencies, for fiirther discussion of developments regarding 
IW’s ownership interests and power purchase rights. 

I<U owns 20% of the coniinon stock of EEI, which owns and operates a 1,162-Mw generating station in 
southern Illinois. Prior to 2006, KU was entitled to take 20% of the available capacity of the station under a 
pricing formula comparable to the cost of other power generated by KU. This contract governing the purchases 
froin EEI terminated on December 3 1 ,  2005. Since December 3 1,2005, EEI has sold power under general 
market-based pricing and terms. KU has not contracted with EEI for power under the new arrangements, but 
maintains its 20% ownership in the coininon stock of EEL Replacement power for the EEI capacity has been 
largely provided by KLJ generation. 

IW’s investirient in  EEI is accounted for under the equity method of accounting and, as of December 3 1, 2007 
and 2006, totaled $2.3 inillioii and $18 million, respectively. KU’s direct exposure to loss as a result of its 
involveinent with EEI is generally limited to the value of its investment. 

IJtility Plant. KU’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, fiinge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. IUJ  has not recorded a significant allowance for fiinds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted froin plant accounts and such 
cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The ainounts provided were approximately 3.2% in 2007 and 3.1% in  2006 of 
average depreciable plant. Of the amount provided for depreciation at December 3 1,2007 and 2006, 
approximately 0.5% was related to the retirenient, removal and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and amortized using the straight line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Inconie taxes are accounted for under SFAS No. 109, Accozinting for Inconie Taxes and FIN 48, 
Accounting for  Uncertainty iii Income Taxes, an Interpretation of SFAS No. 109. In accordance with these 
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statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the 
deferred tax assets and liabilities are expected to be settled or realized. Significant judgment is required in 
determining the provision for income taxes, and there are transactions for which the ultimate tax outcome is 
uncertain. FIN 48 prescribes a recognition threshold and ineasureinent attribute for the financial statement 
recognition and ineasureinent of a tax position taken or expected to be taken in a tax return. . Uncertain tax 
positions are analyzed periodically and adjustments are made when events occur to warrant a change. See Note 
6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Investment Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for 
an investment tax credit to promote the coininercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KIJ and LG&E received an investment tax credit related 
to TC2, for inore details see Note 6, Income Taxes. Investment tax credits prior to 2006 resulted froin provisions 
of the tax law that permitted a reduction of KU’s tax liability based on credits for construction expenditures. 
Deferred investment tax credits are being amortized to income over the estimated lives of the related property that 
gave rise to the credits. 

Revenue Recognition. Revenues are recorded based on service rendered to customers through inonth-end. KIJ 
accrues an estimate for unbilled revenues fiom each meter reading date to the end of the accounting period based 
on allocating the daily system net deliveries between billed voluines and unbilled volumes. The allocation is based 
on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter reading 
cycles in each month. Each day’s ratio is then multiplied by each day’s system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accoLinting period. The unbilled revenue estimates 
included in accounts receivable were $59 million and $42 inillion at December 3 1, 2007 and 2006, respectively. 

Fuel Costs. The cost of fiiel for generation is charged to expense as used. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the reported ainounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ fiom those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronounceinents affecting KU: 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Finnncinl 
Stntements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or 
after December 15, 2008. The objective of this statement is to improve the relevance, comparability and 
transparency of financial information in a reporting entity’s consolidated financial statements. The Company 
expects the adoption of SFAS No. 160 to have no impact on its statements of operations, financial position and 
cash flows. 
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SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial 
Liabilities - Including a77 Aniendinent of FASB Stateiiient No. 115. SFAS No. I59 permits entities to choose to 
measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by- 
instrument basis (the fair value option). Unrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. I59 was adopted effective January 1,2008 and had 
no impact on the statements of operations, financial position and cash flows. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Valzle Measzir*eimnts, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a ftainework for measuring fair value i n  generally accepted accounting principles and expands 
disclosures about fair value ~neas~~rernents. SFAS No. 1.57 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASB Staff Position 157-2, Efective 
Dale of FASB Stateiiient No. 157, which delays the effective date of SFAS No. I57 for all nonfinancial assets 
and liabilities, except those that are recognized or disclosed at fair value in  the financial stateinents on a 
recurring basis (at least annually), to fiscal years beginning after November 1.5, 2008 and interim periods within 
those fiscal years. SFAS No. 157 was adopted effective January 1,2008, except as it applies to those 
nonfinancial assets and liabilities, and had no impact on the statements of operations, financial position and cash 
flows, however, the Company will provide additional disclosures relating to its financial derivatives, AROs and 
pension assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurenient of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “inore likely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more liltely than not” threshold. The 
tax position is measured as the arnocrnt of potential benefit that exceeds 50% liltelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was riot material. 

Note 2 - Rates and Regulatory Matters 

KIJ is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, its 
accounting is subject to SFAS No. 71. Given its competitive position in the marketplace and the status of 
regulation in Kentucky and Virginia, K‘CJ has no plans or intentions to discontinue its application of SFAS No. 
71. 
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Rate Case 

In December 2003, KU filed an application with the Kentucky Coinmission requesting an adjustment in KIJ’s 
rates. The revenue increase requested was $58 million. In June 2004, the Kentucky Commission issued an 
Order approving an increase in KU’s base rates of approximately $46 inillion (7%). The rate increase took 
effect on J~ily 1, 2004. 

Final proceedings took place during the first quarter of 2006 concerning the sole remaining open issue relating 
to state income tax rates used in calculating the granted rate increase. On March 3 1 , 2006, the Kentucky 
Commission issued an Order resolving this issue in IW’s favor consistent with the original rate increase order. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
ARO 
MISO exit 
FAC 
Ilnamortized loss on bonds 
ECR 
Other 

Subtotal 

2007 
$ 24 

20 
17 
10 
11 
4 

86 

2006 
$ 22 

20 
16 
10 
10 
5 

83 

Pension and postretireinent benefits 28 64 
Total regulatory assets $ 114 w 
Accuinulated cost of removal of utility plant $310 $297 
Deferred income taxes - net 22 27 

6 Other 10 -~ 
Total regulatory liabilities m rn 

KU does not currently earn a rate of return on the FAC regulatory asset, which is a separate recovery 
inechanisin with recovery within twelve months. No return is earned on the pension and postretirement benefits 
regulatory asset which represents the changes in ftinded status of the plans. The Company will seek recovery of 
this asset in future proceedings with the Kentucky and Virginia Commissions. No return is currently earned on 
the ARO asset. This regulatory asset will be offset against the associated regulatory liability, ARO asset and 
ARO liability at the time the underlying asset is retired. The MISO exit ainoiint represents the costs relating to 
the withdrawal from MISO membership. KtJ will seek recovery of this asset in future proceedings with the 
Kentucky and Virginia Cotnmissions. KTJ currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include VDT costs, the merger surcredit and deferred storm costs. Other regulatory 
liabilities include DSM and MISO costs included in base rates that will be netted against costs of withdrawing 
from the MISO in the next rate case. 
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ARO. A suininary of KU’s net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Aceomtirig for  Conditional Asset Retirement Obligations, an Interpretation of SFAS No. 143, and 
SFAS No. 143, Accounting for Asset Retirement Obligntions, follows: 

ARO Net ARO Regulatory Regulatory Accumulated Cost of Removal 
(in millions) Assets Liabilities Assets Liabilities Cost of Removal Depreciation 
As of December 3 1 , 2005 $ 6  $(27) $20 $ (2) $ 2  $ 1  
ARO accretion (1) 
ARO depreciation (1) ___ 
As of December 3 1,2006 5 (28) 22 (2) 
ARO accretion - _12> - 
As of December 3 1,2007 $5 9;(30) $24 U) $2 9;1 

I 
1 

2 

- ___ - - - 
2 1 

- - - 
I - 

Pursuant to regulatory treatment prescribed under SFAS No. 71 , an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 million in 2007 and 2006 for the ARO accretion 
and depreciation expense. KIJ AROs are primarily related to the final retirement of assets associated with 
generating units. For assets associated with AROs, the removal cost accrued through depreciation under 
regulatory accounting is established as a regulatory liability pursuant to regulatory treatment prescribed under 
SFAS No. 71. There were no FIN 47 net asset additions during 2007 or 2006. For the years ended December 3 1, 
2007 and 2006, KU recorded less than $1 inillion of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed 
under SFAS No. 71. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which do 
not generally require restoration upon removal of the property. Therefore, under SFAS No. 143, no material 
asset retirement obligations are recorded for transinission and distribution assets. 

MISO Exit. Following receipt of applicable FERC, Kentucky Coininission and other regulatory orders, I W  
withdrew from the MISO effective September 1,2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit froin the MISO, KU has been 
operating under a FERC-approved open access-transmission tariff. KU now contracts with the Tennessee 
Valley Authority to act as its transmission Reliability Coordinator and Southwest Power Pool, Inc. to fbnction 
as Independent Transmission Organization, pursuant to FERC requirements. 

KTJ and the MIS0 have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, KIJ paid approximately $20 inillion to the MISO pursuant 
to an invoice regarding the exit fee and made related FERC compliance filings. The Company’s payment of this 
exit fee amount was with reservation of its rights to contest the amount, or components thereof, following a 
continuing review of its calculation and supporting documentation. In December 2006, KU provided notice to 
the MISO of its disagreement with the calculation of the exit fee. KU and the MISO have resolved their dispute 
regarding the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties’ recalculation of the exit 
fee, and the approved agreement provides KU with an iinniediate recovery of $1 inillion and will provide an 
estimated $3 inillion over the next eight years for credits realized from other payments the MISO will receive, 
plus interest. Orders of the Kentucky Coininission approving the Company’s exit froin the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which may continue to be collected via base rates. The treatment of the regulatory asset and liability 
will be determined in KU’s next rate case, however, the Company historically has received approval to recover 
and refund regulatory assets and liabilities. 
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FAC. KU’s retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers’ accounts 
for the difference between the fuel cost component of base rates and the actual f k l  cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to custoiners occur if the actual costs exceed the embedded cost component. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

The Kentucky Coniinission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel claiise and transfer of the then current f k l  
adjiustment charge or credit to the base charges. 

In January 2008, the Kentucky Commission initiated a routine examination of KU’s FAC for the six-month 
period May 1, 2007 through October 3 1, 2007. Data discovery is ongoing and a public hearing is scheduled in  
March 2008. 

In August 2007, the Kentucky Coinmission initiated a routine exaniination of KIJ’s FAC for the six-month 
period of November 1, 2006 through April 30, 2007. Data discovery has concluded and a public hearing was 
held in October 2007. The Kentucky Coinmission issued an Order in January 2008, approving the charges and 
credits billed through the FAC during the review period. 

In December 2006, the Kentucky Coinmission initiated its periodic two-year review of KU’s past operations of 
the ftiel clause and transfer of fuel costs fiorn the FAC to base rates for November I ,  2004 through October 3 I ,  
2006. In March 2007, the KIUC challenged KU’s recovery of approximately $5 inillion in aggregate fuel costs 
KU incurred during a period prior to its exit from the MISO and requested the Kentucky Coinmission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Coininission issued its 
Order approving the calculation and application of KU’s FAC charges and fuel procurement practices and 
indicated that KU was in compliance with the provisions of Administrative Regulation 807 KAR S:SOS6. The 
Kentucky Commission ftirther approved KU’s recoininendation for the transfer of fuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiining the Kentucky Coinmission 
misinterpreted the KIUC’s arguments in the proceeding. In the same month, the Kentucky Coinmission issued 
an Order denying the KIUC’s request for rehearing. An appeal was not filed by the K11JC. 

In J ~ l y  2006, the Kentucky Commission initiated a six-month review of the FAC for KU for the period of 
November 1, 2005 through April 30, 2006. The Kentucky Coininission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Coininission reviewed KU’s FAC for the six-month period ended October 3 1, 
200 I .  The Kentucky Cornmission ordered K U  to reduce its fuel costs for purposes of calculating its FAC by 
less than $1 million. At issue was the purchase of approximately 102,000 tons of coal from Western Kentucky 
Energy Corp., a non-regulated affiliate, for use at KU’s Ghent facility. The Kentucky Commission further 
ordered that an independent audit be conducted to examine operational and management aspects of both KU’s 
and LG&E’s fuel procurement functions. The final report’s recommendations, issued in February 2004, related 
to documentation and process improvements. Management Audit Action Plans were agreed upon by K1J and the 
Kentucky Commission Staff iii the second quarter of 2004, and resulted in Audit Progress Reports being filed 
by KU with the Kentucky Coinmission. In February 2007, the Kentucky Coinmission staff indicated that KU 
fiilly complied with all audit recoininendations and that no ftirther reports are required. 
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KU also employs an FAC mechanism for Virginia custoiners that uses an average fuel cost factor based 
primarily on projected fuel costs. The f k l  cost factor may be adjusted annually for over or under collections of 
fuel costs from the previous year. In February 2007, KU filed an application with the Virginia Coinmission 
seeking approval of an increase of approximately $4 inillion in its fuel cost factor to reflect higher fuel costs 
incurred and under-collected during 2006, and anticipated higher fuel costs to be incurred in 2007. The Virginia 
Commission approved KU’s request in April 2007. In February 2008, KU filed an application with the Virginia 
Conmission seeking approval of a decrease of 0.599 cents/KWh in its fuel cost factor applicable during the 
billing period April 2008 through March 2009. The decrease was requested because KIJ has fully recovered its 
under-recovered fbel expenses from the prior periods. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, 
which approximates the effective interest method, over the life of either replacement debt (in the case of 
refinancing) or the original life of the extinguished debt. 

ECR. Kentucky law permits KU to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a retum of and on capital invested, through the ECR mechanism. The amount 
of the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. 

In September 2007, the Kentucky Coinmission initiated six-month and two-year reviews for periods ending 
October 3 1,2006 and April 30,2007, respectively, of KU’s environmental surcharge. Data discovery concluded 
in December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights 
to a hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter 
of 2008. 

In June 2006, KU filed an application for a CCN to construct an SCR at the Ghent station and to amend its ECR 
plan with the Kentucky Cominission seeking approval to recover investments in environinental upgrades at the 
Coinpany’s generating facilities. The estimated capital cost of the upgrades for the years 2008 through 2010 is 
approximately $125 million, of which approxiinately $I  15 inillion is for the Air Quality Control System at TC2. 
A final Order was issued by the Kentucky Coinmission in December 2006, approving all expenditures and 
investments as submitted. In October 2007, KU met with the Kentucky Coinmission and other interested parties 
to discuss the status of the Ghent Unit 2 SCR construction. KU informed the Kentucky Conmission that 
construction of the Ghent Unit 2 SCR was not going to commence before the CCN expired in December 2007, 
due to a change in the economics for the project. The CCN expired in December 2007, and KU has delayed 
construction of the Ghent Unit 2 SCR. 

In April 2006, the Kentucky Coinmission initiated six-month and two-year reviews of KIJ’s environmental 
surcharge for six-month periods ending July 2003, January 2004, January 2005, J ~ l y  2005 and January 2006 
and for the two-year period ending JUIY 2004. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001 , the Kentucky Commission issued an Order approving a settlement agreement 
allowing KU to set up a regulatory asset of $54 million for workforce reduction costs and begin amortizing it 
over a five-year period starting in April 2001. Some employees rescinded their participation in the voluntary 
enhanced severance program which, along with the non-recurring charge of $7 inillion for FERC and Virginia 
jurisdictions, thereby decreased the charge to the regulatory asset from $64 inillion to $54 million. The Order 
reduced revenues by approximately $1 I inillion through a surcredit on bills to ratepayers over the same five- 
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year period, reflecting a sharing (40% to the ratepayers and 60% to KU) of savings as stipulated by IW, net of 
amortization costs of the workforce reduction. The five-year VDT ainortization period expired in March 2006. 

As part of the settlement agreement in  the rate case, in September 2005, KU filed with the Kentucky 
Commission a plan for the future rateinaking treatment of the VDT surcredit and costs. In February 2006, the 
AG, KIUC and 1<U reached a settleinent agreement on the future rateinaking treatinent of the VDT surcredits 
and costs and subsequently subinitted a joint motion to the Kentucky Coininission to approve the unanimous 
settlement agreement. Under the t e rm of the settlement agreement, the VDT surcredit will continue at the 
current level until such tinie as KU files for a change in  base rates. The Kentucky Commission issued an Order 
in March 2006, approving the settlement agreement. 

Merger Sureredit. As part of the LG&E Energy merger with ICU Energy Corporation in 1998, ICII estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Coinmission adopted KU’s proposal to reduce its retail custoiners’ bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized anioiints, over a five-year period. The surcredit 
inechanisin provides that SO% of the net non-fie1 cost savings estimated to be achieved from the merger be 
provided to ratepayers through a monthly bill credit, and 50% be retained by KIJ over a five-year period. In that 
same order, the Kentucky Coinmission required KU, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. KU submitted this filing 
in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth-year 
gross level of non-fbel savings associated with the merger. In October 2003, the Kentucky Coinmission issued 
an Order approving a settlement agreemelit reached with the parties in the case. According to the Order, KIJ’s 
merger surcredit would remain in place for another five-year term beginning J~ily 1,2003, the merger savings 
would continue to be shared 50% with ratepayers and 50% with shareholders and KU would file a plan for the 
merger surcredit six months before its expiration. 

In December 2007, KU submitted to the Kentucky Commission its plan to allow the merger sLircredit to 
terminate as scheduled on June 30, 2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Deferred Storm Costs. Based on an Order from the Kentucky Coinmission in June 2004, KU reclassified from 
maintenance expense to a regulatory asset, $4 inillion related to costs not reimbursed froin the 2003 ice storm. 
These costs will be amortized through June 2009. KU earns a return of these ainortized costs, which are 
included in KU’s jurisdictional operating expenses. 

Pension and postretirement Benefits. KU adopted SFAS No. 158, Enqdoyers ’ Accozinfing for Defiried Bene$t 
Pension and Other Postretirenienl Plans, in 2006. This statement requires employers to recognize the over- 
funded or under-ftinded status of a defined benefit pension and postretirement plan as an asset or liability in the 
balance sheet and to recognize through comprehensive income the changes in the fiinded status in the year in 
which the changes occur. Under SFAS No. 71, KU can defer recoverable costs that would otherwise be charged 
to expense or equity by non-regulated entities. Current rate recovery in Kentucky and Virginia is based on 
SFAS No. 87, Employers ’Accounting for Pensions, and SFAS No. 106, Eniployers ’ Accozmting,for 
Posfretii-enrent Benefits Ofher thnn Pensions, both of which were amended by SFAS No. 158. Regulators have 
been clear and consistent with their historical treatment of such rate recovery, therefore, KIJ has recorded a 
regulatory asset representing the probable recovery of the portion of the change in  funded status of the pension 
and postretirement plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior 
service cost and actuarial gains and losses are recognized in net periodic benefit cost. 
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Accumulated Cost of Removal of Utility Plant. As of December 3 1 , 2007 and 2006, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $3 10 inillion and $297 million, 
respectively, in  accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, KIJ has presented this 
cost of reinoval as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the fLiture income tax effects of recognizing 
the regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently 
enacted tax rates for all material temporary differences between the financial reporting and income tax bases of 
assets and liabilities. 

DSM. KU’s rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows KU to recover revenues from lost sales associated with the DSM programs based on program plan 
engineering estimates and post-implementation evaluations. 

In JUIY 2007, K U  and LG&E filed an application with the Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM program along with the addition of several new cost effective 
programs. The total annual budget for these program is approximately $26 million, an increase over the 
existing annual budget of approximately $ I  0 million. Data discovery concluded in November 2007, and the 
Community Action Council (“CAC”) for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the 
Kentucky Association for Coininunity Action (“KACA”), filed a motion for hearing. In January 2008, the CAC 
and KACA filed a motion with the Kentucky Coininission to withdraw the request because the parties reached a 
settlement. The Kentucky Coinmission is allowing the current tariffs to remain in effect until a final order is 
issued. 

Other Regulatory Matters 

IJtility Competition in Virginia. The Coininonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave Virginia customers the ability to choose their electric supplier. Rates 
are capped at current levels through December 201 0. The Virginia Commission will continue to require each 
Virginia utility to make annual filings of either a base rate change or an Annual Informational Filing consisting 
of a set of standard financial schedules. The Virginia Coininission Staff will issue a Staff Report regarding the 
individual ~ttility’s financial performance during the historic 12-month period. The Staff Report can lead to an 
adjustment in rates, but through December 2010, rates are subject to the capped rate period and essentially 
“frozen”. In April 2007, Virginia passed legislation terminating this competitive market and coininencing re- 
regulation of utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 20 10, and end customer choice for most consuniers in the applicable regions of the state. 
Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby utility rates would be 
reviewed every two years and a utility’s rate of return on equity shall not be set lower than the average of the 
rates of return for other regional utilities, with certain caps, floors or adjustments. The legislation was effective 
in JUIY 2007, and also includes a 10% nonbinding goal for renewable power generation by 2022, as well as 
incentives for new generation, including renewables. LJnder the legislation, I<LJ retains an existing exemption 
from customer choice and other restructuring activities as applicable to KU’s limited service territory in 
Virginia. However, subject to ftiture developments, KU may or may not undertake such a rate proceeding in the 
first six months of 2009 based on calendar year 2008 financial data under the hybrid model of regulation, or 
make biennial rate filings with the Virginia Coininission thereafter. 
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Regional Reliability Council. KU has changed its regional reliability council inembership from the Reliability 
First Corporation to the SERC Reliability Corporation (“SERC”), effective January 1,2007. Regional reliability 
councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric supply 
systeins in North America. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by KU and LG&E, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In 
August 2006, KU obtained dismissal of ajudicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court’s dismissal. Both 
parties have filed for reconsideration of elements of the appellate court’s ruling. The transmission lines are also 
subject to routine regulatory filings and the right-of-way acquisition process. See Note 9, Coinmitinents and 
Contingencies, for further discussion regarding the TC2 air permit. 

Ghent FGD Inquiry. I n  October 2006, the Kentucky Coinmission commenced an inquiry into elements of 
KU’s planned construction of one of its three new FGDs at the Ghent generating station. The proceeding 
requested, and KU provided, additional information regarding configuration details, expenditures and the 
proposed construction sequence applicable to future construction phases of the Ghent FGD project. In January 
2007, the Kentucky Coniinission issued an Order cornpleting its inquiry in the matter and confirming its 
approval of KTJ’s construction plan. The Order also provided general guidance for jurisdictional utilities 
regarding applicable information and data requirements for future CCN applications and subsequent 
proceedings. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in KU’s market-based rate proceeding 
accepting KU’s further proposal to address certain market power issues the FERC had claimed would arise 
upon an exit from the MISO. In particular, KU received permission to sell power at market-based rates at the 
interface of control areas in which it may be deemed to have inarltet power, subject to a restriction that such 
power not be collusively re-sold back into such control areas. However, restrictions exist on sales by K1J of 
power at market-based rates in the KU/LG&E and Big Rivers Electric Corporation control areas. In June 2007, 
the FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including 
restrictions similar to those previously in place for KU’s power sales at control area interfaces. As a condition 
of receiving and retaining market-based rate authority, KTJ must coinply with applicable affiliate restrictions set 
forth in FERC’s regulation. 

FERC Audit Results. In July 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of E.ON IJS. and its subsidiaries, including KU, under the FERC’s standards of conduct and codes 
of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries’ structures, policies and procedures relating to transmission, 
generation dispatch, energy marlteting and other practices. E.ON U.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not 
expected to have a material adverse impact on the Coinpany’s results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 200.5, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
(“RRO”) by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance 
with such standards, including promulgating new standards. Failure to coinply with mandatory reliability 
standards can subject a registered entity to sanctions, including potential fines of up to $ 1  million per day as 



well as non-monetary penalties, depending upon the circumstances of the violation. ICU is a rnernber of the 
SERC, which acts as ICU’s RRO. The SERC is currently assessing KU’s coinpliarice with certain existing 
mitigation plans resulting from a prior RRO’s audit of various reliability standards. While KU believes itself to 
be in substantial compliance with the mandatory reliability standards generally, I<U cannot predict the outcome 
of the current SERC proceeding or of other analysis which may be conducted regarding compliance with 
particular reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. 111 April 2005, KIJ and LG&E filed their 2005 joint IRP with the Kentucky 
Commission. The IRP provides historical and projected demand, resource and financial data, and other 
operating performance and system information. The AG and the KIUC were granted intervention in the IRP 
proceeding. The Kentucky Coinmission issued its staff report with no substantive issues noted and closed the 
case by Order in February 2006. ICIJ and L,G&E will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, ICIJ’s ultimate parent, is a registered holding company under PUHCA 2005. EON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation 
by the FERC with respect to nuinerous matters, incltiding: electric utility facilities and operations, wholesale 
sales of power and related transactions, accounting practices, issuances and sales of securities, acquisitions and 
sales of utility properties, payments of dividends out of capital and siirpliis, financial matters and inter-system 
sales of non-power goods and services. ICU believes that it has adequate authority (including financing 
authority) under existing FERC orders and regulations to conduct its business and will seek additional 
authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this compreherisive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing filnding for clean coal generation incentives; 
repealing the Public tJtility Holding Company Act of 1935; enacting PIJHCA 2005 and expanding FERC 
jurisdiction over public utility holding coinpanies and related matters via the Federal Power Act and PUHCA 
2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the 
requirements of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering 
and demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority 
to conduct a formal investigation and issue a decision on whether or not it is appropriate to iinpleinent certain 
Section 12.52, Smart Metering standards within eighteen inonths after the enactment of EPAct 2005 and to 
cointnence consideration of Section 1254, Interconnection standards within one year after the enactment of 
EPAct 2005. Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, 
the Kentucky Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, 
Smart Metering and Section 1254, Interconnection standards should not be adopted. However, all five Kentucky 
Commission jurisdictional utilities are required to file real-time pricing pilot program for their large 
coininercial and industrial customers. KIJ developed a real-time pricing pilot for large industrial and 
coininercial customers and filed the details of the plan with the Kentucky Commission in April 2007. Data 
discovery concluded in JUIY 2007, and no parties to the case requested a hearing. In February 2008, the 
Kentucky Coinmission issued an Order approving the real-time pricing pilot program proposed by ICU for 
implementation within approximately eight months. KIJ will notify the Kentucky Commission 10 days prior to 
the actual implementation date and will file arinual reports on the program within 90 days of each plan year-end 
for the 3-year pilot period. 
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Green Energy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KITJC were granted fbll intervention. In May 2007, a Kentucky Commission 
Order was issued authorizing K1J to establish Small and Large Green Energy Riders, allowing customers to 
contribute funds to be used for the purchase of renewable energy credits. 

ome Energy Assistance Program. In July 2007, KU filed an application with the Kentucky Coinmission for 
the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Corninission approved KIJ’s new five-year prograin as filed, effective in October 2007. The prograin terminates 
in September 2012, and is funded through a $0.10 per month meter charge. 

Depreciation Study. In December 2007, 1U.J filed a depreciation study with the Kentucky Coininission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot 
currently be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of IUJ’s non-trading financial instruments as of December 3 1 follow: 

2007 2006 
Carrying Fair Carrying Fair 

Value (in millions) Value Value Value 
L,ong-term debt (including 
current portion of $33 million) $333 $333 $360 $360 

Long-term debt from affiliate $93 I $996 $483 $487 

All ofthe above valuations reflect prices quoted by exchanges except for the loans from affiliate which are fair 
valued using accepted valuation models. The fair values of cash and cash equivalents, accounts receivable, cash 
surrender value of key inan life insurance, accounts payable and notes payable are substantially the same as their 
carrying values. 

Interest Rate Swaps (hedging derivatives). KU has used over-the-counter interest rate swaps to hedge 
exposure to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these 
financial instruments has been intended to mitigate risk, earnings and cash flow volatility and was not 
speculative in nature. Management had designated all of the interest rate swaps as hedge instruments. Financial 
instruments designated as fair value hedges and the underlying hedged items are periodically marked to inarltet 
with the resulting net gains and losses recorded directly into net income. Upon termination of any fair value 
hedge, the resulting gain or loss is recorded into net income. 

I<U had no outstanding interest rate swap agreements at December 3 1 , 2007. KU was party to an interest rate 
swap agreement with a notional amount of $53 million as of December 3 1 , 2006. The interest rate swap was 
terminated in February 2007, when the underlying debt was defeased. Under this swap agreement, KIJ paid 
variable rates based on the London Interbank Offer Rate averaging 7.44% and received fixed rates averaging 
7.92% at December 3 1 , 2006. The swap agreement in effect at December 3 1 , 2006 had been designated as a fair 
value hedge. The fair value designation was assigned because the underlying fixed rate debt had a firm future 
commitment. For 2007 and 2006, the effect of marking these financial instruments and the underlying debt to 
market resulted in pre-tax gains of less than $1 inillion recorded in interest expense. 
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Interest rate swaps hedge interest rate risk on the underlying debt under SFAS No. 133, Accounting,for 
Derivative Instrzinten~s nnd Hedging Activities, as amended, in addition to swaps being inarlted to market, the 
item being hedged must also be marked to market. Consequently, at December 3 1 , 2006, KTJ’s debt reflects a 
mark-to-market adjustnient of less than $1 million. 

Energy Risk Management Activities (non-hedging derivatives). KIJ conducts energy trading and risk 
management activities to maximize the value of power sales from physical assets it owns. Energy trading 
activities are principally forward financial transactions to hedge price risk and are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, as amended. 

The table below sLiniinarizes KU’s energy trading and risk irianageinent activities: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  $ 1  

inception during the period - 
1 

Unrealized gains and losses recognized at contract 

Realized gains and losses recognized during the period 

Other uiirealized gains and losses and changes in fair values 

Changes in fair values attributable to changes in valuation 
techniques and assumptions ( 1 )  (2) 

1 
,R- $I 
: 

Fair value of Contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 3 1 ,  2007 and 2006, have a maturity of less than one year and are valued 
using prices actively quoted for proposed or executed transactions or quoted by brokers. 

KIJ maintains policies intended to minimize credit risk and revalues credit exposures daily to inonitor 
compliance with those policies. At December 3 1 , 2007, 100% of the trading and risk management conimitments 
were with counterparties rated BRB-/Baa3 equivalent or better. 

KU hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other income - net. No 
material pre-tax gains and losses resulted in 2007. Pre-tax gains of $1 inillion resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability 
to meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KU’s customer receivables and revenues arise from deliveries of electricity to approximately 506,000 customers 
in over 600 coininunities and adjacent suburban and rural areas in 77 counties in central, southeastern and 
western Kentucky, to approximately 30,000 custoiners in five counties in southwestern Virginia and 5 
customers in Tennessee. For the years ended Deceinber 3 1 , 2007 and 2006, 100% of total revenue was derived 
from electric operations. 
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Effective August 1 , 2006, KIJ and its employees represented by the IBEW Local 2100 entered into a new three- 
year collective bargaining agreement. The new agreement provides for negotiated increases or changes to 
wages, benefits or other provisions and for annual wage re-openers. A wage reopener was negotiated in J ~ l y  
2007. KIJ arid its employees represented by the IJSWA Local 9447-01 entered into a three-year collective 
bargaining agreement effective August 2005, with authorized annual wage re-openers. The employees 
represented by these two bargaining units comprise approximately 16% of ItlJ’s workforce at December 3 1, 
2007. Wage re-openers were negotiated in July 2006, and J U ~ Y  2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

ItU has both filrided arid unfunded noli-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healtlicare plans are contributory with 
participants’ contributions adjusted annually. KU uses December 3 I as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in  the plans’ 
benefit obligations and fair value of assets over the two-year period ending December 3 1, 2007, arid a statement 
of the funded status as of December 3 1 for KU’s sponsored defined benefit plans: 

(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Benefits paid, net of retiree contributions 
Actuarial gain and other 

Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer Contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

Pension Benefits 
2007 2006 

$ 303 $ 318 
6 6 

17 17 
(19) (19) 
(23) (19) 

$ 284 $ 303 

$ 253 $ 247 
17 26 
13 - 

(19) (19) 
- (1) 

$ 264 $ 253 

Other Postretirement 
Benefits 

2007 2006 

$ 88 $ 95 
2 2 
5 5 

( 5 )  ( 5 )  
(14) (9) 

$ 76 $ 88 

$ 13 $ 12 
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Amounts Recognized in Statement of Financial Position. The following tables provide the amounts 
recognized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 3 1 : 

Other Postretirement 
(in inillions) Pension Benefits Benefits 

2007 2006 2007 2006 
Regulatory assets $ 37 $ 59 $ (9) $ 5 
Accrued benefit liability (non-current) (20) (50) (63) (76) 

Additional year-end information for plans with accumulated benefit obligations in excess of plaii assets: 

Other Postretirement 
(in in i 1 I ions) 

Benefit obligation 
Accumulated beiiefit obligatio11 
Fair value of plan assets 

243 258 - - 
264 253 13 12 

Components of Net Periodic Benefit Cost. The following table provides the co~nponents of net periodic 
benefit cost for the plans: 

Other Postretirement 
(in millions) 

Service cost 

Pension Benefits Benefits 
2007 2006 2007 2006 

$ 6 $ 6  $ 2 $ 2  
Interest cost 17 17 5 5 

(1) (1) 
- 1 

Expected return on plan assets (21) (20) 
Amortization of prior service costs 1 1 
Amortization of actuarial loss 2 4 - 
Amortization of transitional obligation 1 
Benefit cost at end of year $ 5 $ 8  $ 6 $ 8  

- - - 

The assumptions used in the measurement of KU’s pension benefit obligation are shown in the following table: 

2007 2006 
Weighted-average assumptions as of December 3 1 : 
Discount rate 6.66% 5.96% 
Rate of compensation increase 5.25% 5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody’s Corporate Aa Bond Rate in December. 
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The assumptions used in the measureinent of KU’s net periodic benefit cost are shown in the following table: 

Discount rate 
Expected long-term return on plan assets 
Rate of compensation increase 

2007 2006 
5.90% 5.50% 
8.25% 8.25% 
5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, I<U considered the current level of 
expected returns on risk fiee investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for fLiture returns 
of each asset class. The expected return for each asset class was then weighted based on the target asset 
allocation to develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1% change in the assumed discount rate could have an approximate $30 inillion positive or 
negative impact to the 2007 accuinulated benefit obligation and an approximate $40 inillion positive 
or negative impact to the 2007 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 
inillion positive or negative impact on 2007 pension expense. 

e 

Assumed Healthcare Cost Trend Rates. For nieasureinent purposes, a 9% annual increase in the per capita 
cost of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 
201 5 and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1% change in assumed healthcare cost trend rates would have resulted in  an increase or decrease of less than $1 
inillion on the 2007 total of service and interest costs components and an increase or decrease of $4 inillion in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments and Medicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected f h r e  service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
(in millions) Plans 
2008 $18  
2009 18 
2010 17 
201 1 17 
2012 17 
2013-17 90 

Other 
Postretirement 

Benefits 
$ 6  

7 
7 
7 
7 

3 7 
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Plan Assets. The following table shows KU’s weighted-average asset allocation by asset category at December 
31: 

Pension Plans Target Range 2007 2006 
Equity securities 45% - 75% 5 7% 61% 
Debt securities 30% - 50% 43% 3 9% 
Other 0% - 10% 0% 0% 
Totals 100% 100% 

The irivestnient policy of the pension plans was developed in conjunction with financial consultants, investment 
advisors and legal counsel. The goal of the investment policy is to preserve the capital of the f h d  and inaxiinize 
investment earnings. The return objective is to exceed the benchmark return for the policy index comprised of 
the following: Russell 3000 Index, MSCI-EAFE Index, Lehinan Aggregate and Lehinan 1J.S. Long 
Governinent/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no inore than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the 1J.S. governnient and its agencies. The equity portion 
of the fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid 
undue exposure to any single economic sector, industry group or individual security. The equity subsectors 
include, but are not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% 
in below investment grade securities provided that the overall average portfolio quality reinairis “AA” or better. 
The below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non- 
dollar and emerging market debt and asset backed securities. The cash investments should be in securities that 
either are of short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s risldreturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1 .OO per share. The 
postretirement fiinds are invested in a prime cash money market fund that invests primarily in a portfolio of 
short-term, high-quality fixed income securities issued by banks, corporations and the U.S. government. 

Contributions. KIJ made a discretionary contribution to the pension plan of $13 million in January 2007. After 
this payment, KIJ’s pension plan assets are in excess of the December 3 1, 2007 accuinulated benefit obligation. 

In addition, KU made contributions to other postretirement benefit plans of $6 million and $7 million in 2007 
and 2006, respectively. In 2008, KU anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 40 1 (h) 
plan up to the maximum amount allowed by law. 
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Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Ainong other matters, this comprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% funding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance preiniuins and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans arid qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. ICU has a thrift savings plan under section 401(k) of the Internal Revenue Code. IJnder the 
plan, eligible employees may defer and contribute to the plan a portion of current coinpelisation in order to provide 
future retirement benefits. KU makes contributions to the plan by matching a portion of the employee contributions. 
The costs of this matching were $2 inillion for 2007 and 2006. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON IJ.S.’s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or 
received from the parent company or its designee. KU also files income tax returns in various state jurisdictions. 
With few exceptions, I W  is no longer subject to U.S. federal income tax examinations for years before 2004. 
Statutes of liinitatioris related to 2004 and later returns are still open. Tax years 2005, 2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot prograin named “Compliance 
Assurance Process”. This program accelerates the IRS’s review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

KIJ adopted the provisions of FIN 48 effective January 1,2007. At the date of adoption, KU had less than $1 
million of unrecognized tax benefits, primarily related to federal income taxes. If recognized, the less than $1 
million of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of 
uncertain tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for ICIJ that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of statutes during 2008. 

KU, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, KU recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, 
interest is recorded as interest expense and penalties are recorded as operating expenses on the income 
statement and accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 inillion was 
accrued for 2007 and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for 
underpayment of taxes. No penalties were accrued by KU upon adoption of FIN 48 or through Deceinber 3 1 , 
2007. 
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Components of income tax expense are shown in the table below: 

(in millions) 
Current - federal 

- state 
Deferred - federal - net 

- state - net 
Investment tax credit - deferred 
Amortization of investment tax credit 
Total income tax expense 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $43 inillion and $12 million at December 31, 2007 and 
2006, respectively, as discussed below. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy (“‘DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. 
The EPAct 200.5 added Section 48A to the Internal Revenue Code, which provides for an investinent tax 
credit to promote the comniercialization of advanced coal technologies that will generate electricity in 
an environmentally responsible manner. KU’s and LG&E’s application requested up to the maxiinurn 
amount of “advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifying TC2 expenditures. In November 2006, the DOE and the IRS announced 
that KU and LG&E were selected to receive the tax credit. A final IRS certification required to obtain 
the investmiit tax credit was received in August 2007. KU’s portion of the TC2 tax credit will be 
approximately $100 inilliori over the construction period and will be ainortized to income over the life of 
the related property beginning when the facility is placed in service. Based on eligible construction 
expenditures incurred, KU recorded investment tax credits of $43 million and $12 inillion in 2007 and 
2006, respectively, decreasing current federal income taxes. 

In September 2007, I W  received Order 2007-00 178 from the Kentucky Coinmission approving the accounting 
of the investment tax credit. In March 2008, certain groups filed suit in federal court in North Carolina against 
the DOE and IRS claiming the investment tax credit program was violative of certain enviroriinental laws and 
demanded relief, including suspension or termination of the program. KU is not able to predict the ultimate 
outcome of this proceeding. 
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Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 
Deferred tax liabilities: 
Depreciation and other plant-related items $292 $291 
Regulatory assets and other 40 2 
Total deferred tax liabilities 332 328 

Deferred tax assets: 
Income taxes due to customers 
Pensions and related benefits 
Liabilities and other 
Total deferred tax assets 

Net deferred income tax liability $283 $284 

Balance sheet classification 
Current assets 
Non-current liabilities 

Net deferred income tax liability 

A reconciliation of differences between the statutory U.S. federal income tax rate and IW’s effective incoine 
tax rate follows: 

Statutory federal income tax rate 
State income taxes, net of federal benefit 
Reduction of income tax accruals 
Qualified production deduction 
EEI dividend 
Amortization of investment tax credit 
Other differences 
Effective iricoine tax rate 

2006 
35.0% 
3.9 

(0.5) 
(0.4) 
(3.4) 
(0.5) 
(I) 
=YO 

The EEI dividend for 2007 and 2006 reflects tax benefits associated with the receipt of dividends fiom KU’s 
investment in EEL Subsequent to an EEI management decision regarding changes in the distribution of EEI’s 
previous earnings, I<U elected to provide deferred taxes for all book and tax temporary differences in this 
investment. 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing 
at tax rates that differ fioin statutory rates and various other permanent differences. 

H. R. 4520, known as the “American Jobs Creation Act of 2004”, allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Bill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law i n  March 
2005. This bill contains a number of changes in Kentucky’s tax system, iricludirig the reduction of the Corporate 
income tax rate fiom 8.25% to 7% effective January 1, 2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, KtJ’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
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rates when the deferred tax liability originated. In December 2006, KU received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $1 1 inillion for these net excess deferred iricoine 
tax balances. KU will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the 
life of the timing differences to which they relate. Excess deferred income tax balances related to non- 
depreciation timing differences were expensed in 2006 due to their immaterial ainount. There were no 
additional adjustinents in 2007. 

K1I expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 3 1, 2007 and 2006, long-term debt and the current portion of long-term debt consist primarily 
of pollution control bonds and long-term loans froin affiliated companies as suinrnarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 

Outstanding at December 3 1 , 2007: 
Noncurrent portion Variable - 6.33% 20 10-2037 $1,231 
Current portion Variable 2032 $ 33 

Outstanding at December 3 1 , 2006: 
Noncurrent portion Variable - 6.33% 20 10-2036 $ 702 
Current portion Variable - 7.92% 2007-2032 $ 141 

Pollution control series bonds are obligations of K1J issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates KU to make debt service payments to the county that equate to the debt service due fiom the county 
on the related pollution control revenue bonds. LJntil a series of financing transactions was completed during 
February 2007, the county’s debt was also secured by an equal amount of IW’s first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless KU defaults on the loaii agreement. 
Proceeds from bond issuances for environmental equipment (primarily related to the installation of FGDs) are held 
in trust pending expenditure for qualifying assets. At December 3 1,2007, and 2006, KU had $1 1 million and $23 
million, respectively, of bond proceeds in trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by inonoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 I , 2007, KU had 
an aggregate $333 inillion of outstanding pollution control indebtedness, of which $300 inillion is in the form of 
insured auction rate securities wherein interest rates are reset either weekly or every 35 days via an auction 
process. Beginning in late 2007, the interest rates on these insured bonds began to increase due to investor 
concerns about the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insufficient bids for the bonds. When there is a 
failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can be as high as 
15%. During 2007, the average rate on the auction rate bonds was 3.96%’ whereas the average rate in January 
and February of 2008 was 4.72%. The instruments governing these auction rate bonds permit KU to convert the 
bonds to other interest rate modes, such as various short-term variable rates, long-term fixed rates or 
interinediate-term fixed rates that are reset infrequently. In the first quarter of 2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from AAA to AA and subsequently to A by S&P and fiom Aaa 
to A2 by Moody’s, and the Carroll County 2006 Series C bonds were downgraded from Aaa to A2 by Moody’s 
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and from AAA to A- by S&P due to downgrades of the bond insurer. In February 2008, K U  issued a notice to 
bondholders of its intention to convert the Carroll County 2007 Series A bonds and the Trimble County 2007 
Series A bonds from the auction rate mode to a fixed interest rate mode, as permitted under the loan documents. 
In March 2008, KU will issue notices to bondholders of its intention to convert the Carroll County 2006 Series 
C bonds and the Mercer County 2000 Series A bonds from the auction inode to a weekly interest rate mode, as 
permitted under the loan documents. KU expects to purchase such bonds and hold some or all such bonds until 
a later date, including potential further conversion, reinarltetings or refinancings. Uncertainty in markets relating 
to auction rate securities or steps KU has taken or may take to mitigate such uncertainty, such as additional 
conversions, subsequent restructurings or redemptions and refinancings, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity relating to 
existing or fiiture pollution control financing structures. See Note 13, Subsequent Events. 

All of KU’s first mortgage bonds were released and terminated in February 2007. Only the tax-exempt pollution 
control revenue bonds issued by the counties remain. Under the provisions for certain of KU’s variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to 
mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be classified as 
current portion of long-term debt in the balance sheets. The average annualized interest rate for these bonds 
during 2007 and 2006 was 3.72% and 3.56%, respectively. 

At December 31, 2006, KIJ had an interest rate swap used to hedge KU’s underlying debt obligations. The swap 
hedged specific debt issuances and, consistent with management’s designation, was accorded hedge accounting 
treatment. The swap effectively converted the fixed rate obligation on KlJ’s first mortgage bond Series P to 
variable-rate. At December 3 1,2006, the remaining swap had a notional value of $53 million. The swap was 
terminated in  February 2007, when the underlying bond was defeased. See Note 3, Financial Instrunients. 

Redemptions and maturities of long-term debt for 2007 and 2006 are sunimarized below: 

($ in millions) Principal Secured/ 
Year Descriution Amount - Rate Unsecured Maturity 
2007 Pollution control bonds $ 54 Variable Secured 2024 
2007 First mortgage bonds $ 54 7.92% Secured 2007 
2006 First mortgage bonds $ 36 5.99% Secured 2006 
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Issuances of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) 
Year Description 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 
2006 Pollution control bonds 
2006 Pollutioii control bonds 
2006 Due to Fidelia 
2006 Due to Fidelia 

Principal 
Amount 

$ 54 
$ 18 
$ 9  
$ 53 
$ 75 
$ 50 
$100 
$ 70 
$100 
$ 17 
$ 17 
$ 50 
$ 50 

- Rate 
Variable 
Variable 
Variable 

5.69% 
5.86% 
5.98% 
5.96% 
5.71% 

Variable 
Variable 
5.675% 
6.33% 

5.45% 

Securedl 
Unsecured 
Unsecured 
Uiisecured 
Unsecured 
Unsecured 
Unsecured 
TJnsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
1Jnsecured 
Unsecured 

Maturity. 
2034 
2026 
2037 
2022 
203 7 
2017 
2028 
2019 
2014 
2036 
2036 
2016 
2036 

In February 2007, I<U coinpleted a series of financial transactions impacting its periodic reporting requirements. 
The $54 inillion Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax- 
exempt bond of the saine amount maturing in 2034. The $53 inillion Series P bond was defeased and replaced 
with an intercotnpariy loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KU’s assets was released following the completion of these steps. KIJ no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

Long-term debt maturities for KU are shown in the following table: 

(in millions) 
2008 - 2009 $ -  
2010 33 
201 1 - 
2012 50 
Thereafter 1,181 (a) 
Total $1,264 

(a) Includes long-term debt of $33 inillion classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. These bonds mature in 20.32. KU does not expect to pay these amounts in 2008. 

45 



Note 8 - Notes Payable and Other Short-Term Obligations 

ICU participates in an intercompany money pool agreement wherein E.ON 1J.S. and/or LG&E make funds 
available to ICU at market-based rates (based on an index of highly rated coinrnercial paper issues) up to $400 
mi 11 ion. 

Total Money Amount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
December 3 1,2007 $400 $2.3 $377 4.75% 
December 3 1,2006 $400 $97 $303 5.25% 

As of December 3 1, 2007 and 2006, E.ON I.J.S. maintained a revolving credit facility totaling $ I50 million arid 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding 
availability for the money pool. The balance is as follows: 

Total Amount Balance Average 
($ i n  millions) Available Outstanding Available Interest Rate 
December 3 1 , 2007 $150 $ 62 $88 4.97% 
December 3 I ,  2006 $200 $102 $98 5.49% 

During June 2007, KU entered into a short-term bilateral line of credit totaling $35 million. During the third 
quarter of 2007, ICU extended the maturity date on this facility to June 2012. There was no outstanding balance 
under this facility at December 3 1 , 2007. 

The covenants under this revolving line of credit include: 
0 

0 

0 

The debthotal capitalization ratio intist be less than 70% 
E.ON must own at least 66.667% of voting stock of ICIJ directly or indirectly 
The corporate credit rating of the Company mist be at or above BBB- and Baa3 as determined by 
S&P and Moody’s 
A limitation on disposing of assets aggregating more than 15% of total assets as of December 3 1, 
2006 

Note 9 - Commitments an,d Contingencies 

Operating Leases. KIJ leases office space, office equipment and vehicles and accounts for these leases as 
operating leases. In addition, ICU reimburses LG&E for a portion of the lease expense paid by LG&E for KIJ’s 
usage of office space leased by LG&E. Total lease expense was $6 inillion for 2007 and 2006. The fiiture 
ininitnuin annual lease payments for operating leases for years subsequent to December 3 1 , 2007, are shown in the 
following table: 

(in millions) 
2008 
2009 
2010 
201 1 
2012 
Thereafter 
Total 

$ 6  
5 
3 
2 
2 
4 - 

$22 
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Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit 
now removed to the U.S. District Court for the Western District of Kentucky, against KU concerning a long- 
term power supply contract (the “OMU Agreement”) with KU. The dispute involves interpretational differences 
regarding issues under the OMU Agreement, including various payments or charges between KU and OMIJ and 
rights concerning excess power, termination and emissions allowances. The complaint seeks in excess of $6 
inillion in damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified ainount for later-occurring periods on that claim and for other claim. OMU has additionally 
requested injunctive and other relief, including a declaration that K‘IJ is in material breach of the contract. KU 
has filed an answer in that court denying the OMU claims and presenting counterclaiins and amended such 
filing in January 2007, to include ftirtlier counterclaiins alleging additional damages. During 2005, the FERC 
declined KU’s application to exercise exclusive jurisdiction on matters. In JUIY 200.5, the district court resolved 
a suininary judgment motion made by KU in OMU’s favor, ruling that a contractual provision grants OMU the 
ability to terminate the contract without cause upon four years’ prior notice, for which ruling KU retains certain 
rights to appeal. A motion to reconsider that ruling is presently pending before the Court. The parties are 
continuing various discovery proceedings, as well as settlement negotiations. A trial date has been set for 
October 2008. In May 2006, OMU issued a notification of its intent to terminate the OMU agreement contract 
in May 2010, without cause, absent any earlier relief which may be permitted by the proceeding. The Company 
is currently unable to determine the final outcome of this matter. 

Sale and Leaseback Transaction. KU is a participant in a sale and leaseback transaction involving its 62% 
interest in two jointly owned CTs at KU’s E.W. Brown generating station (Units 6 and 7). Coininencing in 
December 1999, KIJ and LG&E entered into a tax-efficient, I 8-year lease of the CTs. KU and LG&E have 
provided funds to fulIy defease the lease, and have executed an irrevocable notice to exercise an early purchase 
option contained in the lease after 1 S.5 years. The financial statement treatment of this transaction is no 
different than if KU had retained its ownership. The leasing transaction was entered into following receipt of 
required state and federal regulatory approvals. 

In case of default under the lease, KU is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 
the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to KU and L,G&E. 

At December 3 1, 2007, the inaxiinuin aggregate amount of default fees or amounts was $10 inillion, of which 
KU would be responsible for 62% (approximately $6 million). KU has made arrangements with E.ON U.S., via 
guarantee and regulatory coininitment, for E.ON lJ.S. to pay KIJ’s full portion of any default fees or amounts. 

Letter of Credit. KU has provided a letter of credit totaling less than $1 inillion to support certain obligations 
related to worlters’ compensation. 

Purchased Power. KU has purchased power arrangements with OMU and OVEC. Under the OMU agreement, 
which  COLI^^ last through January I ,  2020, KU pnrchases all of the output of an approximately 400-Mw coal- 
fired generating station not required by OMIJ. The ainount of purchased power available to KU during 2008- 
201 0, which is expected to be approximately 6% of KLJ’s total Kwh native load energy requirements, is 
dependent upon a number of factors including the OMU units’ availability, maintenance schedules, fuel costs 
and OMIJ requirements. Paynierits are based on the total costs of the station allocated per t e rm of the OMU 
agreement. Included in the total costs is KU’s proportionate share of debt service requirements on $246 inillion 
of OMlJ bonds outstanding at December 3 1, 2007. The debt service is allocated to KU based on its annual 
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allocated share of capacity, which averaged approximately 39% in 2007. KIJ does not guarantee the OMIJ 
bonds, or any requirements therein, in the event of default by OM‘CJ. 

KTJ has a contract for purchased power with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of 2.5% ownership in OVEC’s coininon stock, which is accounted for on the cost method of 
accounting. IW’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. Future 
obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 23 
2009 25 
2010 16 
201 1 8 
2012 9 
Thereafter 143 
Total m 

Construction Program. KU had approximately $392 inillion of conimitinents in connection with its construction 
program at December 3 1 , 2007. 

In June 2006, KU and LG&E entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procLirenient, construction, 
coinmissioiiing, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environinental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Company was fiee to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recoinmended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer’s recoinmenda- 
tion and upholding the permit. In September 2007, KU administratively applied for a perinit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted coinrnents objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency 
decision on the final permit revisions may occur during 2008. The Company is currently unable to determine 
the final outcome of this matter. 

Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regdations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. 
At the state level, Kentucky and other states that supply coal to KTJ, have passed new mine safety legislation. 
These pieces of legislation require all underground coal mines to implement new safety measures and install 
new safety equipment. Under the te rm of some of the coal contracts KU has in place, provisions are made to 
allow for price adjustments for compliance costs resulting fioin new or amended laws or regulations. KU has 
begun to receive information from the mines it contracts with regarding price adjustinents related to these 
compliance costs and has hired a consultant to review all supplier claiins for validity and reasonableness. At this 
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time KI-7 has not been notified of claims by all mines and is reviewing those claims it has received. An 
adjustment will be made to the value of the coal inventory once the amount is determinable, however, the 
amount cannot be estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. I<U’s operations are subject to a number of environmental laws and regulations in each 
of the jurisdictions in which it operates, governing, among other things, air emissions, wastewater discharges, the 
use, handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. 

Clean Air Act Reqziir.enients. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary sources 
of air emissions such as power plants. While the general regulatory framework for these programs is established 
at the federal level, most of the programs are implemented and administered by the states under the oversight of 
the EPA. The key Clean Air Act programs relevant to KU’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the anibient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air 
quality standards (“NAAQS”). Each state must identify “nonattainineiit areas” within its boundaries that fail to 
comply with the NAAQS and develop a SIP to bring such nonattaininent areas into compliance. If a state fails 
to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency 
of the NAAQS through its periodic reviews, the attaininent status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPS aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SO;! and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels i n  order to mitigate ozone transport from 
the inidwestern U.S. to the northeastern ‘CJ.S. To implement the new federal requirements, Kentucky amended 
its SIP in 2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per 
MMBtii on a coinpany-wide basis. In 2005, the EPA issued the CAIR which requires additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase 
cap and trade program, with initial reductions ofNOx and SO:! emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. The final rule is currently under challenge i n  a number of federal court 
proceedings. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under 
the federal CAIR. Depending on the level of action determined necessary to bring local nonattaininent areas 
into compliance with the new ozone and fine particulate standards, IW’s power plants are potentially subject to 
additional reductions in SO:! and NOx emissions. KU’s weighted-average company-wide emission rate for SO:! 
in 2007 was approximately 1.33 lbs./MMBtu of heat input, with every generating unit below its einission limit 
established by the ICent~icIcy Division for Air Quality. 

I-lnzarduzis Air. Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA investigated 
hazardous air pollutant einissions from electric utilities and submitted a report to Congress identifying mercury 
emissions from coal-fired power plants as warranting further study. In 2005, the EPA issued the CAMR 
establishing mercury standards for new power plants and requiring all states to issue new SIPS including 
mercury requirements for existing power plants. The EPA issued a model rule which provides for a hvo-phase 
cap and trade program with initial reductions due by 2010 and final reductions due by 2018. The CAMR 
provides for reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 2010 mercury reduction targets will be achieved as a “co-benefit” of the controls installed for 
purposes of compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In 
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February 2008, a federal appellate court issued a decision in one of the proceedings vacating the current 
CAMR, an outcome that may have the effect of resulting in inore stringent mercury reduction rules. However, 
the ruling could be subject to fh-ther appeal. In 2006, Kentucky proposed to amend its SIP to adopt state 
requireinents similar to those under the federal CAMR. In  2006, the Kentucky air agency adopted a regulation 
aimed at regulating additional hazardous air pollutants fioin sources including power plants, but it was 
withdrawn in 2007. To the extent those rules are final, they are not expected to have a material impact on KU’s 
power plant operations. 

Acid Rain P7-ograni. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program 
to reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern U.S. The I990 ainendineiits also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairinelit and reniedyiiig any existing impairment of visibility in those areas. In 2005, the EPA issued 
its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in inore visibility iniproveirient than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be required by 
BART. The final rule has been challenged in the courts. 

Irvtallation of Pollzition Controls. Many of the prograins under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on 
a company-wide basis and do not require installation of pollution controls on every generating unit. ‘IJnder cap 
and trade programs, companies are free to focus their polltition control efforts on plants where such controls are 
particularly efficient and utilize the resulting einission allowances for sinaller plants where such controls are not 
cost effective. KU met its Phase I SO2 requireinents primarily through installation of FGD equipment on Ghent 
Unit 1. KIJ’s combined strategy for its Phase I1 SO2 requirements, which coininenced in 2000, includes the 
installation of additional FGD equipment, as well as using accuinulated emissions allowances and fLiel 
switching to defer certain additional capital expenditures. In order to achieve the NOx emission reductions and 
associated obligations, I W  installed additional NOx controls, including SCR technology, during the 2000 to 
2007 time period at a cost of $220 million. In 2001, the Kentucky Coininission granted approval to recover the 
costs incurred by KU for these projects through the environmental surcharge mechanism. Such monthly 
recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, KU expects to incur additional 
capital expenditures totaling approximately $675 inillion during the 2008 through 20 10 tiine period for 
pollution controls including FGD and SCR equipment, and additional operating and maintenance costs in 
operating such controls. In 2005, the Kentucky Coininission granted approval to recover the costs incurred by 
KU for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by the 
Kentucky Commission. I W  believes its costs in reducing SO2, NOx and mercury einissions to be comparable to 
those of similarly situated utilities with like generation assets. KU’s compliance plans are subject to many 
factors including developinents in the emission allowance and fuels markets, future legislative and regulatory 
enactments, legal proceedings and advances in clean air technology. KU will continue to monitor these 
developinents to ensure that its environmental obligations are met in the most efficient and cost-effective 
manner. 
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Potential GHG Contids. I n  2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to ~iridertalte substantial reductions in GHG emissions. The U.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a prograin at the federal level, various states have adopted their own GHG 
emission reduction programs. Such program have been adopted i n  various states including 1 1 northeastern 
U.S. states and the District of Columbia under the Regional GHG Initiative program and California. Substantial 
efforts to pass federal GHG legislation are ongoing. I n  addition, litigation is currently pending before various 
courts to determine whether the EPA and the states have the authority to regulate GHG emissions tinder existing 
law. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the 
Clean Air Act. KU is monitoritig ongoing efforts to enact GHG reduction requirements at the state and federal 
level and is assessing potential impacts of such program and strategies to mitigate those impacts. KU is unable 
to predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, KIJ could be substantially impacted by prograins requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Broivn New Sotrrce Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s new source review rules relating to work performed in 1997, on a 
boiler and turbine at IW’s E.W. Brown generating station. In December 2006, the EPA issued a second NOV 
alleging the Company had exceeded heat input values in violation of the air perinit for the unit. During 2006, 
1U.J provided daia responses to the EPA with respect to the allegations in the NOVs. In March 2007, the 
Department of Justice filed a coinplaint in federal court in  Kentucky alleging the same violations specified in 
the prior NOVs. The complaint seelts civil penalties, including potential per-day fines, reinedial measures and 
injunctive relief. I n  April 2007, KU filed an answer in the civil suit denying the allegations. In JUIY 2007, a July 
2009 date for trial on the merits was scheduled. The parties continue periodic settlement discussions and a $2 
inillion accrual has been recorded based on the current status of those discussions, however, KU cannot 
determine the overall outcome or potential effects of these matters, including whether substantial fines, 
penalties or remedial construction may result. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 1 14 of 
the Clean Air Act reqiiesting new source review-related data regarding certain Construction and maintenance 
activities at LG&E’s Mill Creek 4 and Triinble County 1 generating units and KU’s Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

Ghent Opacity NOV. In September 200’7, the EPA issued an NOV alleging that KIJ had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at Uiiits 1 and 
3 of KU’s Ghent generating station. The parties have commenced initial discussions on this matter. KU is not 
able to estimate the outcome or potential effects of these matters, including whether substantial fines, penalties 
or remedial construction may result. 

General Environmental Proceedings. KU has recently settled certain environinental matters. During 2005 and 
2006, final judicial and administrative approvals were received regarding a consent decree relating to the 
October 1999 leak of approximately 38,000 gallons of diesel fuel (of which 34,000 gallons were recovered) 
from an underground pipeline at KU’s E.W. Brown Station. IJnder the t e rm of the settlement, KU paid a civil 
penalty in 2006 and has agreed to construct a supplemental environinental project and maintain the project for 
ten years, each at a cost of less than $1 million. During 2006, final judicial and administrative approvals were 
received regarding a settleinent associated with a former transformer scrap-yard which had been the subject of 
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April 2002 correspondence to KU and other potentially responsible parties. IJnder the terms of the settlement, 
the parties bore aggregate cleanup costs of approximately $2 million, of which ICIJ’s share was less than $1 
million, which was paid in December 2006. 

From time to time, KU appears before the EPA, various state or local regirlatory agencies and state and federal 
courts regarding matters involving coinpliance with applicable environmental laws and regulations. Such 
matters include liability under the Conipreheilsive Environinental Response, Compensation and Liability Act 
for cleanup at various off-site waste sites and ongoing claiins regarding GHG emissions froin IUJ’s generating 
stations. Based on analysis to date, the resolution of such matters is not expected to have a material impact on 
the operations of KU. 

Note 10 - Jointly Owned Electric Utility PIant 

KU and LG&E have begun coiistruction of TC2, a jointly owned w i t  at the Triinble County site. ICU 
and LG&E own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of 
TC2, Illinois Municipal Electric Agency (“IMEA”) owns a 12.12% undivided interest and Indiana 
Municipal Power Agency (“IMPA”) owns a 12.88% undivided interest. Each company is responsible for 
its proportionate share of capital cost during construction, and fuel, operation and maintenance cost 
when TC2 begins operation, which is expected to occur in  201 0. 

TC2 

Ownership interest 
LG&E KU IMPA IMEA Total 
14.25% 60.75% 12.88% 1 2.1 2% 100% 

Mw capacity 107 455 97 91 750 

(in millions) LG&E I<U 
Construction work in progress $74 $332 

KU and LG&E jointly own the following CTs and related equipment: 

($ in millions) KLJ LG&E Total 
($1 ($) 

($) Net ($) Net 
Mw ($) Depre- Book Mw ($) Depre- Book 

OwtiersIiip Percentage Capacity Cost ciatioti VaIoe Capacity Cost ciation Value 
KU 47%, LG&E 53% (1) I29 51 (11) 40 146 58 (12) 46 
KiJ 62%, LG&E 38% (2) 190 78 (14) 64 118 50 (10) 40 
KU 7 I %, LG&E 29% (3) 228 80 (14) 66 92 32 (6) 26 
KU 63%, LG&E 37% (4) 404 137 (17) 120 236 79 (8) 71 
KU 71%, LG&E 29% (5) tila 9 (2) 7 nla 3 3 

($) Net 
Mw ($) Depre- Book 

Capacity Cost ciation Value 
275 109 (23) 86 
308 128 (24) 104 
320 112 (20) 92 
640 216 (25) 191 
nla 12 (2) 10 

1) Comprised of Paddy’s R ~ i i  13 and E.W. Brown 5 .  In addition to the above jointly owiied utility plant, there 
is an inlet air cooling system attributable to Unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it 
relates, resulting in an additional 88 Mw of capacity for KU. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Triinble County facility. 
4) Comprised of CT Substation 7-1 0 and units 7, 8, 9 and 10 at the Triinble County facility. 
5 )  Comprised of CT Substation 5 and 6 and CT Pipeline at the Triinble County facility. 
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Both KIJ’s and LG&E’s participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on its respective income statement (e.g., fuel, maintenance of plant, other 
operating expense). 

Note 11 - Related Party Transactions 

ICU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KIJ and E.ON U.S. subsidiaries are eliminated upon consolidation of E.ON 1J.S. Transactions between 
ICTJ and E.ON subsidiaries are eliminated upon consolidation of E.ON. These transactions are generally 
performed at cost and are in accordance with the FERC regulations under PIJHCA 2005 and the applicable 
Kentucky Commission and Virginia Coinmission regulations. The significant related party transactions are 
disclosed below. 

Electric Purchases 

K U  and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues 
and prrrchased power operating expense. KU intercompany electric revenues arid purchased power expense for 
the years ended December 3 1 ,  were as follows: 

(in millions) -- 2007 2006 
Electric operating revenues from LG&E $46 $77 
Purchased power froin LG&E 93 99 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercoinpany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

K1.7’~ intercompany interest income and expense for the years ended December 3 1, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2007 2006 
$ 6  $ 3  
35 21 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by EON [J.S. on behalf of KU, labor and burdens of E.ON 
I.J.S. Services employees performing services for KU and vouchers paid by E.ON U.S. Services on behalf of 
KTJ. The cost of these services is directly charged to KIJ, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

In addition, ICU and LG&E provide services to each other and to E.ON U.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other miscellaneous charges. Billings from KU to E.ON U.S. Services 
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relate to cash received by E.ON I.J.S. Services on behalf of KU, primarily tax settlements, and other payments 
made by KU on behalf of other non-regulated businesses which are paid through E.ON U.S. Services. 

Intercompany billings to and from KU for the years ended December 3 1 , were as follows: 

(in millions) 
E.ON 1J.S. Services billings to I W  
KU billings to L,G&E 
LG&E billings to KU 
KU billings to E.ON U.S. Services 

2007 2006 
$488 $353 

6 56 
12 53 
26 23 

In September and December 2007, KU received capital contributions from its shareholder, E.ON U.S. in the 
amount of $55 inillion and $20 million, respectively. 

Note 12 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Mini inuin 
Pension 
Liability Iiicoine 

(in millions) Adjustment Pre-Tax Taxes - Net 
Balance at December 3 I , 2005 $ (32) $ (32) $ 13 $(I 9)  

Minimum pension liability adjustment - 32 32 A . 2 )  
Balance at December 3 I , 2006 L $ 

Balance at December 3 1,2007 $ L L L 
Subsequent to the application of SFAS No. 158, adjustments to the ininirnuin pension liability are recorded as 
regulatory assets and liabilities. As a resuIt, there are no adjustments to the miniinum pension liability recorded 
in accumulated other comprehensive income at December 3 1 , 2007 or 2006. 

Note 13 - Subsequent Events 

On January 18,2008, the Kentucky Coirimission issued an Order approving the charges and credits billed 
through the FAC during the review period of November I ,  2006 through April 30,2007. 

On January 3 1,2008 and February 14,2008, the ratings of the Carroll County 2004 Series A bonds were 
downgraded from AAA to AA by S&P and from Aaa to A2 by Moody’s, respectively, due to downgrades of the 
bond insurer. On February 25,2008, the bonds were subsequently downgraded froin AA to A by S&P, due to a 
further downgrade of the insurer. 

0 1 1  February 1 , 2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large coiiiinercial and industrial 
custoiners. 

On February 7,2008 and February 25, 2008, the Carroll County 2006 Series C bonds were downgraded from 
Aaa to A2 by Moody’s and from AAA to A- by S&P, due to downgrades of the bond insurer. 
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011 February 26, 2008, KIJ commenced steps, including notice to relevant parties, to convert the Carroll County 
2007 Series A bonds and the Triinble County 2007 Series A bonds, from the auction rate mode to a fixed 
interest rate mode. Such conversions are scheduled to occur on April 4, 2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of 
the bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.96%, whereas the average rate in January and February of 2008 was 4.72%. 

On March 4,2008, the FERC issued an Order approving the MIS0 exit fee recalculation agreement which 
provides ICU with an immediate recovery of $1 million and an estimated $3 million over the next eight years for 
credits realized froin other payments the MISO will receive, plus interest. 

On March 17, 2008, KIJ coinirienced steps, inclridirig notice to relevant parties, to convert the Carroll County 
2006 Series C bonds from the auction rate inode to a weekly interest rate mode. Such conversion is scheduled 
to occur oil April 16, 2008. 



Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Kentucky Utilities Company at December 3 1 , 2007 and 2006, and the results of its operations and its cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are fiee of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in  the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Kentucky Utilities Company changed the manner in which it 
accounts for defined benefit pension and other postretirement benefit plans as of December 3 1, 2006. 

/s/ PricewaterhoiiseCoopers LLP 
Lou isv i 1 le, Kentucky 
March 18,2008 
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May 19,2000 

Re: $12,9O0,000 County of Mercer, Kentucky, Solid Waste Disposal Facility Revenue Bands, 
2000 Series A (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
County of Mercer, Kentucky (the “County”), acting by and through its Fiscal Court as its duly 
authorized governing body, preliminary to and in connection with the issuance by the County of its 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project), 
dated the date of the Bonds, in the aggregate principal amount of $12,9O0,000 (the “Bonds”). The 
Bonds will be issued under the provisions of Sections 103.200 to 103.285, inclusive, ofthe Kentucky 
Revised Statutes (the “Act”), for the purpose of providing funds which will be used, with other funds 
provided by Kentucky Utilities Company (the “Company”) for the current refunding of $1 2,900,000 
aggregate principal amount of the County’s Collateralized Solid Waste Disposal Facility Revenue 
Bonds (Kentucky Utilities Company Project) 1990 Series A, dated May 1 , 1990 (the ”Prior Bonds”), 
the proceeds of which were loaned to the Company to finance the construction of solid waste 
disposal facilities to serve the Brown Generating Station of the Company in Mercer County, 
Kentucky (“the Project”) in order to provide for the collection, storage, treatment, processing and 
final disposal of solid waste, as provided by the Act . 

The Bonds bear interest initially at the Dutch Auction Rate, as defined in the Indenture, 
hereinafter described, subject to change as provided in such Indenture. The Bonds will be subject 
to optional and mandatory redemption prior to maturity at the times, in the manner and upon the 
terms set forth in each of the Bonds. From such examination of the proceedings of the Fiscal Court 
of the County referred to above and from an examination of the Act, we are of the opinion that the 
County is duly authorized and empowered to issue the Bonds under the laws of the Commonwealth 
of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of May I ,  
2000 (the “Loan Agreement“), between the County and the Company and a certified copy of the 
proceedings of record of the Fiscal Court of the County preliminary to and in connection with the 
execution and delivery of the Loan Agreement, pursuant to which the County has agreed to issue the 
Bonds and to lend the proceeds thereof to the Company to provide funds to pay and discharge, with 
other funds provided by the Company, the Prior Bonds and the Company has agreed to make Loan 
payments to the Trustee at times and in amounts fully adequate to pay maturing principal of, interest 
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on and redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawful authority for the execution and delivery of the Loan Agreement; that the Loan Agreement has 
been duly authorized, executed and delivered by the County; and that the Loan Agreement is a legal, 
valid and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other similar laws affecting creditors' rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
May 1 , 2000 (the "Indenture"), by and between the County and The Bank of New York, New York, 
New York, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants and 
undertakings of the County in connection with the Bonds and a certified copy of the proceedings of 
record of the Fiscal Court of the County preliminary to and in connection with the execution and 
delivery of the Indenture. Pursuant to the Indenture, certain of the County's rights under the Loan 
Agreement, including the right to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Rebate Fund 
created thereby) have been assigned to the Trustee, as security for the holders of the Bonds. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
show lawful authority for the execution and delivery of the Indenture; that the Indenture has been 
duly authorized, executed and delivered by the County; and that the Indenture is a legal, valid and 
binding obligation upon the parties thereto according to its terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws of the Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the County entitled to the benefit of the security provided 
by the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. The Bonds are payable by the County solely and only from payments and other amounts 
derived from the Loan Agreement. and as provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraph, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any period 
in which it is held by a "substantial user" of the Project or a "related person," as such terms are used 
in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code"). Interest on the 
Bonds is an item of tax preference in determining alternative minimum taxable income for 
individuals and corporations under the Code. In arriving at this opinion, we have relied upon 
representations, factual statements and certifications of the Company with respect to certain material 
facts which are solely within the Company's knowledge in reaching our conclusion, inter alia, that 
all of the proceeds of the Prior Bonds were used to finance solid waste disposal facilities qualified 
for financing under Section 142(a)(6) of the Internal Revenue Code of 1986, as amended. Further, 
in arriving at the opinion set forth in this paragraph as to the exclusion from gross income of interest 
on the Bonds, we have assumed and this opinion is conditioned on, the payment and discharge of 
the Prior Bonds on or before the 90th day from the date of issuance of the Bonds, and the accuracy 
of and continuing compliance by the Company and the County with representations and covenants 
set forth in the Loan Agreement and the Indenture which are intended to assure compliance with 
certain tax-exempt interest provisions of the Code. Such representations and covenants must be 
accurate and must be complied with subsequent to the issuance of the Bonds in order that interest 
on the Bonds be excluded from gross income for federal income tax purposes. Failure to comply 
with certain of such representations and covenants in respect ofthe Bonds subsequent to the issuance 
of the Bonds could cause the interest thereon to be included in gross income for federal income tax 
purposes retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after the 
date on which any change, including any interest rate conversion, permitted by the documents with 
the approval of bond counsel (other than this firm) is taken which adversely afYects the tax treatment 
ofthe Bonds or (ii) as to the treatment for purposes of federal income taxation of interest on the 2000 
Bonds upon a Determination of Taxability. We are hrther of the opinion that interest on the Bonds 
is excluded from gross income of the recipients thereof for Kentucky income tax purposes and that 
the Bonds are exempt .from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest an the Bonds from gross income for federal income 
tax purposes and federal tax treatment of interest on the Bonds is subject to the following exceptions 
and qualifications: 
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(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 30%, the 
effectively connected earnings and profits of a foreign corporation which engages in a United States 
trade or business. Interest on the Bonds would be includable in the amount of effectively connected 
earnings and profits and thus would increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest on the Bonds, 
may be subject to taxation for any S corporation with Subchapter C earnings and profits at the close 
of its taxable year if greater than 25% of its gross receipts is passive investment income. 

Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting fiom the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in collateral 
federal income tax consequences. For instance, the Code provides that, for taxable years beginning 
after December 3 1,1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as 
the Bonds, acquired after August 7, 1986. (For purposes of the immediately preceding sentence, a 
portion of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) 
The Code further provides for the disallowance of any deduction for interest expenses incurred by 
banks and certain other financial institutions allocable to carrying certain tax-exempt obligations, 
such as the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to 
taxpayers other than such financial institutions, such taxpayers will be unable to deduct any portion 
of the interest expenses incurred or continued to purchase or carry the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, 
is included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of section 32 of the 
Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company and 
Crardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. In 
rendering this opinion, we have relied upon said opinions with respect to the matters therein. We 
have also received an opinion of even date herewith of I-Ion. Douglas Greenburg, County Attorney 
of the County, and relied upon said opinion with respect to the matters therein. Said opinions are 
in forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of,-or the existence or priority of any 
liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set 
forth in such opinions and are not passing upon the investment quality of the Bonds or the accuracy 
or completeness of any statements made in connection with any sale thereof. The opinions herein 
are expressed as of the date hereof and we assume no obligation to supplement or update such 
opinions to reflect any facts or circumstances that may hereafter come to ow attention or any changes 
in law that may hereafter occur, 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the United 
States of America, and we express no opinion as to the laws of any jurisdiction other than those 
specified. 

HARPER, FERGUSON & DAVIS 



APPENDIX B-2 

(Form of Reoffering Opinion of Bond Counsel) 

County of Mercer, Kentucky 
Harrodsburg, Kentucky 40330 

December 17,2008 

The Rank of New York Mellon, 
as Trustee 
West Paterson, New Jersey 07424 

Re: Reoffering of $12,900,000 “County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky LJtilities Company Project)” 

Ladies and Gentlemen: 

This opinion is being fLirnished in accordance with the requirements of the Indenture of 
Trust, dated as of May 1, 2000 (the “Indenture”), between the County of Mercer, Kentucky (the 
“Issuer”) and The Bank of New York Mellon, as Trustee (the “Trustee”), pertaining to 
$I  2,900,000 principal amount of County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky IJtilities Company Project), dated May 19, 2000 (the 
“Bonds”), in order to satisfy certain requirements of the Indenture. Pursuant to the authority of 
the Indenture and an ordinance adopted by the Issuer, the Company is terminating a municipal 
bond insurance policy insuring the Bonds and simultaneously delivering a letter of credit to the 
Trustee for the benefit of the Bondholders. The terms used herein denoted by initial capitals and 
not otherwise defined shall have the meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the delivery of 
a letter of credit and the reoffering of the Bonds as described herein (a) is authorized or permitted 
by the Act and the Indenture and (b) will not adversely affect the validity of the Bonds or any 
exclusion from gross income for federal income tax purposes to which interest on the Bonds 
would otherwise be entitled. Interest on the Bonds is not and will not be excluded from gross 
income during any period when the Bonds are held by the Company or a “related person” of the 
Company as defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have coinplied and will coinply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated May I ,  2000, and other docrirnents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 



such opinion and have not undertalcen to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circuinstances that inay hereafter come to our attention or any changes in law 
that inay hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfdly submitted, 

STOLL KEENON OGDEN PLLC 



APPENDIX C 

Commerzbank AG, New York Branch 

Coininerzbank Alttiengesellschaft (“Commerzbank” or the “Bank”) is a major German 
private-sector bank. Its products and services for retail and corporate custoiners extend to all 
aspects of banking. The Rank is also active in specialized fields - partially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on inanaging customers’ accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the fi-ainework of the Bank’s “bancassurance” strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Cominerzbanlc Group’s operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Coininercial Real Estate as well as Public Finance and 
Treasury. On August 3 1, 2008, Cominerzbank announced that Coinrnerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Rank AG to Coininerzbank. The transaction will 
occur in two steps and is expected to be completed by the end of 2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Coinmerzbank Gro~ip had total assets of approxiinately 
595.6 billion euros and total shareholders’ equity of approximately $1 5.2.57 billion euros. The 
shares of Commerzbanlt are fblly paid-up and are in bearer form. They are listed on all seven 
Gerinaii stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany (“Germany”), Coininerzbank manages a nationwide 
branch network covering all customer segments fi-om its headquarters in Franltfiirt ani Main. 
Abroad, Coinmerzbank has branches, representative offices and key subsidiaries in  
approximately 50 countries. 

Coininerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers’ acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Cominerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For further information on the Coinrnerzbank Group, a copy of Commerzbank’s annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 1028 1. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set forth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fur 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Rank regulates Coininerzbank in relation to minimum reserves on deposits. In 
addition, Coinmerzbank is subject to regulation by the countries in which it operates. 

c- 1 



The New York Branch of Conimerzbanl< is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the barking laws of the State of New York and is 
examined annually by the New York State Banking Department. Commerzbank’s branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In  
addition to being subject to state laws and regulations, Coinmerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the “IBA”) and, through the IBA, 
the Bank Holding Company Act, as amended, (the “BHCA”). In this regard, the Coinmerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 

c-2 
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$96,000,000 
County of Carroll, Kentucky 

Pollution Control Revenae Bonds, 2002 Series C 
(Kentucky Utilities Company Project) 

Dated: Date of Original Issuance Due: October 1, 2032 

The Pollution Control Revenue Bonds, 2002 Series C(Kentucky Utilities Company Project) (the “Bonds”) will be special and 
limited obligations of Carroll County, Kentucky (the “Issuer”), payable by the Issuer solely from and secured by paymcnts to be 
received by the issuer pursiiant to a Loan Agreement with 

Kentucky Utilities Company 
(the “Company”), except as payable from proceeds of such Bonds or investment earnings thcreon. IJntil the Release Date (generally, 
the date upon which the Bond Insurer consents to die release of first mortgage bond collateral of the Company as security for the 
Bonds, provided that in no event shall tliat date be later than thc date that all of tlic prior first mortgage bonds of the Company 
(other than the Pitst Mortgage Bonds securing the Bonds and the First Mortgage Bonds, Pollution Control Series No. 11, NO. 12, 
No. 13, No. 14 and No. 15) liave been retired), principal of, and interest on, the Bonds will be further secured by the delivery to the 
Trustee of First Mortgage Bonds of the Company. See “SUMhfARY OF THE BONDS--Security; Release Date; Limitation on 
Liens” and “SUhZhfARY OF THE FIRST MORTGAGE BONDS” for 3 description of the circumstances in which the First 
Mortgage Bonds will be relcascd On the ReIcase Date, die Bonds will ceasc to be secured by First Mortgage Bonds and  will 
be sccurcd solely by payments t o  be made by the Company undcr die Loan Agreement, which will become unsccured 
general obligations of the Company, and  will rank on  a parity with other unsecured indebtedness of the Company. From 
and after the Rcleme Date, the Company will covenant not to incur, assume or  guarantee any secured i~debtcdiiess other 
than as permitted in the Loan Agreement. See “SUhfhlARY OF THE BONDS-Security; Release Date; Limitation on 
Liens.” 

Payment of tlie principal ofand interest on the Bonds whcn due will be insured by a Rnancial guaranty insurance policy to be 
issued by Ambac Assurance Corporation simultaneously with the delivery of the Donds. 

Ambac 
The Bonds will accrue interest from the date of original issuance and will initially bear interest at a Dutch Auction Rate 

determined pursuant to the Dutch Auction Procedures described in APPENDIX B hereto. The Bonds will continue to bear interest 
a t  tlic Dutch Auction Rate until thcir Conversion to a diffcrent Interest Rate Mode or until maturity Prospective purchasers of the 
Bonds should carefully review the Dutch Auction Procedures and should note that such procediires provide tliat (i) a Did or Sell 
Order constitutes a commitment to purchase or sell Bonds based upon the results of an Auction, (ii) Auctions will bc conducted 
through telephone conimunications and (iii) settlement for purchases and sales will be made on the Business Day following an 
Auction. Beneficial interests in Bonds bearing interest at a Dutch Auction Rnte may be transferred only pursuant to a Bid or Sell 
Order placed in an Auction or to or through a Broker-Dealer. 

The Bonds, when issued, will be registered in  the name of Cede &’Co., as registered owner and nominee for The Depository 
Trust Company (“DTC”), New York, New York. DTC will nct as sccurities depository. Purchases of beneficial ownership interests in 
the Bonds bearing interest at tlie Dutch Auction Rate will Le mnde in boolc-entry only form in denominations of $25,000 and 
integral multiples thereof. Purch:wrs will not receive certificates representing their bcneficial interest in the Bonds. See the 
information contained under the caption “SUhlhlARY OF THE BCINnS-Book-Entry-Only System” hercin. The principal of, 
premium, if any, and interest on the Bonds mill be paid by Deutsche Bnnk Trust Company Americas, as ‘liustee, to Cede & Co., as 
long as Crde & Co. is the registcrcd owner of the Bonds. Disbursement of such payments to the DTC Participants is the 
responsibility of DTC, and disbursement of such payments to the purcllasers of beneficial ownership interests is the responsibility of 
DTC‘s Direct and Indirect Participants, as mare ful ly  descrifxd herein. 

THE BONDS ”ILI, NOT CONSTITUTE GENERAL OBLIGATIONS OF THE ISSIJER OR A CHAItGE AGAINST 
T H E  GENIIRAI. CREDIT OR TUCING POWERS THEREOF OR OF THE COMhiONWEALTH OF KJ2NTUCKY OR 
ANY OTE1ER POLITICAL SUBnIVISXON OF KENTUCKY; 

PRICB: 100% 





, 

No dealer, broker, salesman or other person has been atlthorizcd by the Issuer, the Company or the 
Underwriters to give any information or to make any representation wilh respect to the B O I I ~ S ,  other than those 
contained in this Official State11ieii1, and, i f  given OJ made, such other infonnatio~i or rcpreserllalion inust not be 
relied upon as having been authorized by any of (he foiegoing. 'The Underwriters have provided the following 
sentence for inclusion in this Official Statement. Thc Llndenvrilcrs have reviewed the information in  this Official 
Statement in accordance with, and as part of, its responsibilities to investors under the federal securities laws as 
applied to llie facts and circumstances of this transaction, brit the l.lnderwrilers do nof guarantee the accuracy or 
coinpleteness of such information. Thc information and expressions of oi)inion llerein are subject to change without 
notice. and neither the delivery of th is  Official Stateincnt nor any sale made hereuacler shall, under any 
circumstances, create any implication that there has been IIO change in the affairs of the parties referred to above 
since the date hereof. Although the Isslier has consented IO the use of this Official Statement in  conuection with the 
initial issuance and sale of the Bonds, the Issuer makes JIO representation with respect to the acctlracy or 
completeness hereof, except for the information under the caption "THE ISSUER." 

In connectioii wit11 tlie offering of the Bonds, the Underwriters may over-allot or effect traIWKtiorls 
wliicli stabilize or maintain the niarket prices of such Builds at levels above those which nlfgllt otherwise 
prevaii in thc open niarket. Such stabilizing, i f  cornmenced, may be discolltinued at any time. 
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$96,000,000 
County of Carroll, Kentucky 

Pollution Coolrol Reventic Bonds, 2002 Series C 
(ICentucky Utilities Cornpeiiy Project) 

INTRODUCTORY STATEMENT 

This Official Statement, including the cover page and Appendices, is provided to fiirnisli 
information in connection witli the offer and sale of $96,000,000 Pollution Control Revenue Bonds, 2002 
Series C (Kentucky TJtilities Company Project) (the “Bonds”), by the County of Carroll, Kentucky (the 
“Issiier”). 

The Bonds will be issued pursuant to an Indenhire of Trust, dated as of July 1,2002 (the 
“Indenture”), between the Issuer and Deutsche Bank Tl-ust Company Americas (the “Trustee”), as 
Trustee, Paying Agent and Bond Registrar. 

Pursuant to a Loail Agreement by and between Keiitucky Utilities Company (the ”Company“) 
and the Issuer, dated as of Jiily 1, 2002 (the ”Loan Agreement”), proceeds froin the sale of the Bonds, 
other than accrued interest, if any, paid by the initial purchasers thereof, will be loaned by the Issuer to the 
Company. The Loan Agreeinent is a separate undertaking by arid between the Company and the Issuer. 

The proceeds (other than any accrued interest) of Bonds will be applied in fiill, together with 
other funds made available by the Company, to pay and discharge $96,000,000 in outstandiog principal 
amount of “County of Carroll, Kentucky, Collateralized Pollution Control Revenue Bonds (Kentucky 
Utilities Conipany Project) 1992 Series A,“ dated June 17, 1992 (the “1 992 Bonds”) previously issued by 
the Issuer to refinalice certain pollution control facilities (the “Projecl”) owned by the Company. 

It is a condition to the TJnderwriters’ obligations to purchase the Bonds that tlie Coinpany 
irrevocably instruct the trustee in respect of the 1992 Bonds, 0x1 or prior to tlie date of issuance of the 
Bonds, to call tlie 1992 Bonds, for redemption. 

The Conipany is an operatiiig subsidiary of L,G&E Energy Corp., Powergen plc and EON AG 
(the “Parents”). The Parents will have no obligation to make any payments due under the Loan 
Agreement or First Mortgage Bonds (as defined herein) or any other payments of principal, interest, 
premium or ptirchase price of the Bonds. 

The Company will repay the loan under the L,oan Agreement by making payments to the Tnistee 
in siiflicient amount to pay the principal of and interest and any premiuni on, and purchase price of, the 
Bonds. See “SUMMARY OF THE LOAN AGREEMENT -’ Gencral.“ Pursuant to the Indenture, tlie 
Issuer’s rights under the Loan Agreement (other than with respect to certain indemnification and expense 
payments) will be assigned to the Trustee as security for the Bonds. 

For the purpose of further securing the Bonds, the Company will issue and deliver to tlie Trustee 
the Company’s First Mortgage Boiids, Pollutioii Control Series No. 16 (the “First Mortgage Bonds“). ‘he 
principal amount, maturity date and interest rate (or method of detennining interest rates) of the First 
Mortgage Bonds wilt be identical to the principal amount, inaturity date and interest rate (or method of 
determining interest rates) of the Bonds. The First Mortgage Bonds will oiily be payable, and interest 
thereon will only accrue, as described herein. See “SUMMARY OF THE LOAN AGREEMENT - 
Issuance and Delivery of First Mortgage Bonds; Limitation on Liens” and “SUMMARY OF THE FIRST 
MORTGAGE BONDS.” The First Mortgage Bonds will not provide a direct source of liquidity to pay 

(as defined herein), the Bonds will cease to be secured by the First Mortgage Bonds and will be secured 
solely by paynients LO be made by the Company under the L.oan Agreement, which at that time will 
become an unsecured geiieral obligation of the Company and will rank on a parity ivii11i other iinseciired 

I the purcliase price of Bonds tendered for purchase in accordance with the Indenture. 00 the Release Date 



jndebledriess of the Company. See "SUMMARY OF THE BONDS - Security; Release Date; 
Limitation on Liens" and I)-- Remarketing and Purchase of Bonds." 

The Bonds are special and limited obligations of tlie Iswer and the Issuer's obligation to 
pay the principal of and iiitcrest and any prcmium on, aiid purchase price of, the Bonds is liniitcd 
solely to the reveiiues ancl other a~nouiits received by the Trustee under the Indenhlre pursuant to 
the Loan Agreement and aniounts payable under the First Mortgage Bonds. The Bonds .will not 
constitute an indebtedness, genei-sl obligation 01' pledge of the faith and credit or taxing power of 
the Issuer, the Commonwealth of Kentucky or any political subdivision thereof. 

Ambac Assurance Corporation ("Anbac Assurance" or the "Bond Insurer") will, coiicurrently 
with the issuance of the Bonds, issue a Financial Guaranty Insurance Policy in respect of tlie Bonds (the 
"Bond lnslirance Policy"), insuring the payrnent of regularly scheduled payments of the principal of the 
Bonds aiid interest thereon that has become "Due for Payment" (as this term is defined in the Bond 
Insurance Policy), but in either case shall be unpaid by reason of nonpayment by the Issuer. The Bond 
Insnrance Policy will be issued pursuant to an Insurance Agreement between the Company and hnibac 
Assurance to be dated the date of issuance of the Bonds (the "lnsurance Agreement"). The Bond 
Insirrance Policy will not insure payment of the padiase price of Bonds subject to mandatoiy purchase or 
purchase 011 tlie demand of the Bondholders thereof or payment of the principal, premium or interest on 
Ihe Bonds as a result of an acceleration, redemption (other than special mandatory redemption upon 
occurrence of a Deteimination of Taxability as hereinafter described) or other advancement of inatui~ty. 
Certain infomiation with respect to the Bond Insurance Policy and the Bond Insurer is included in this 
Official Statement. See "THE BOND JNSIJRANCE POLICY" and APPENDIX D. So long as the Bond 
Insurer is not in default under the Bond Insurance Policy, the Indenture and Loan Agreement may not be 
amended or supplemented, if such action requires the consent or approval of the Bondholders, without the 
prior written consent of the Bond Insurer. Upon the occurrence of an Event of Default under the 
Indenture, Arnbac Assurance will be entitled to control and direct the enforcement of all rights and 
remedies granted to the Bondholders or tlie Trustee. See "SUMMARY OF THE MDENTURE - Rights 
of Bond Insurer." 

The Bonds initially will bear interest at a Dutch Auction Rate accruing from !be date of original 
issuance of the Bonds (the "Issue Date"). Thereafler, while the Bonds bear interest at a Dutch Auction 
Rate, the rate of interest, subject to a rnaximtrm interest rate of 14% per annum, will be determined 
pursuant to the Dutch Auction Procedures 011 tlie Business Day preceding the first day of the related 
Auction Period by the Auction Agenf and will remain in effect until the end of the Auction Period. The 
initial Butcli Auctioii Rate will be established by the Ilndenvriters on or prior to the Issue Date. The first 
Auction shall occur on November 5,2002 and the first Interest Payment Date will be November 6,2002. 
See "APPENDIX B - Dutch Auction Procedures." 

Deutsche Bank Tnist Company Americas will be appointed Auction Agent under the Indenture. 
Its principal office is a t  I00 Plaza One, Jersey City, New Jersey 0731 1. The Auction Agent may be 
rernoved or replaced by the Company in accordance with the te rm of the Indenhire. 

Salomon Smith Barney Inc. and Banc of America Securities LLC wiil be appointed as Broker- 
Dealers with respect to the Bonds 011 the Issue Date. One or more other Broker-Dealers may be 
appointed, and any Broker-Dealer rnay be reinoved or replaced, by the Company. Salomon Smith Barney 
lnc. has also been appointed the initial Market Agent. 

Salomon Smith Barney Inc. and Banc of America Securities LLC will be appointed under the 
Indenture to serve as Remarketing Agents for the Bonds. The Remarketing Agents may resign or be 
removed a n d  a successor Remarketing Agent or Remarketing Agents may be appointed in accordance 
with the terms of the Indenture and lhe Remarketing Agreement for the Bonds between the Remarketing 
Agents and tlie Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the Indenhire and 
the First Mortgage Bonds (including the First Mortgage Indenture) are included in  this Official Statement. 
Such descriptions and information do not purport to be complete, comprehensive or definitive and are not 
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to be construed as a representation or a guaranty of accuracy or conipletencss. AI1 references herein to 
the documents are qualified in their entirety by reference to such docunients, and references herein to the 
Bonds are qualified in their entirety by reference to the definitive form thereof included in the Indenture. 
Copies of the Loan Agreement and the Indentwe will be available for inspcctioii at the principal cotporate 
tnist office of the Trustee and, until the issuance of the Bonds, may be obtained froin the Ilndenvriters. 
The First Mortgage IllderlhJre (inchding the forms of the First Morlgage Bonds) is available for 
inspection at the office of the Company in Lexington, Kentucky, and at the corporate tntst offjce of the 
First Mortgage Trustee, in Chicago, Illinois. Certain infomation relating to The Depository Trust 
Company ('DTC") and the book-entiy-only system lias been hinished by DTC. APPENDIX A to tlus 
Official Statement and all information contained under the headings "THE PROJECT" and "1 JSE OF 
PROCEEDS" has been furnished by the Company. The Issuer arid Bond Counsel assunie no 
responsibility for the accuracy or completeness of such APPENDIX A or such infonnation. 
APPENDIX B to this Official Statement c:ontains a desci iption of the Dutch Auction Procedures. 
APPENDIX C to this Official Statement contains the proposed form of opinion of Bond Counsel to be 
delivered in connection with the issuance and delivery of the Bonds. APPENDIX D to this Official 
Statement contains the proposed form of Bond lnsuraiice Policy to be issued by Ambac Assurance in 
connection with tlie issuance and delivery of the Bonds. 

THE ISSUER 

The Issuer is a public body corporate and politic duly created and existing as a county and 
political subd~vision under the Constitution and laws of the Coininoiiwealth of Kentucky. The Issuer is 
authorized by Section 103.200 to 103.285, inclusive, ofthe Kentucky Revised Statutes (the "Act") to 
(a) issue the Bonds to pay and discharge the 1992 Bonds, ([I) lend [he proceeds from tlie sale of such 
Bonds to the Company for sucli purpose and (c) enter into and perfonn its obligations under the Loan 
Agreement and the Indenture. The Issuer, through its legislative body, the Fiscal Court, has adopted one 
or more ordinances authorizing the issuance of the Bonds and the execution and delivery of the related 
documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY AND 
ONLY FROM CERTAIN SOURCES, INCLlJDlNG AMOLNTS TO BE RECEIVED BY OR ON 
BEHALF OF THE ISSUER TJNDER THE LOAN AGREEMENT ANI) OTHER AMOUNTS 
RECEIVED FROM PAYMENTS MADE TJNDER THE FIRST MORTGAGE BONDS. 'THE BONDS 
WILL NOT CONSTITUTE AN INDEBTEDNESS, GENERAT, OBLIGATION OR PLEDGE OF THE 
FAITH AND CREDIT OR TAXMG POWER OF THE ISSJER, THE COMMONWEALTI-I 01: 
KENTUCKY OR ANY POLI'I'ICAL SUBDIVISION TI-IEREOF, AND WILL NOT GIVE RISE TO A 
PECUNIARY L,IABILITY OF THE ISSUER OR A CHARGE AGAMST 11's GENEMI, CREDIT OR 
TAXTNG POWERS. 

THE PROJECT 

The Project has been coinpleted and is the property of the Company, subject to the lien of the 
First Mortgage Indenture. 

The Department for Natural Resources and Environmental Protectioti of the Conunonwealth of 
Kentucky, the agency exercising jurisdiction with respect to the Project, has cei.tifiec1 that the Project, as 
designed, is in fiirtherance of the purposes of conlrolling atmospherk pollutants OJ contaminants and 
water pollutants and contaminants, as applicable. 

The Project consists of certain air, solid waste and water pollution conk01 facilities at the 
Company's Ghent Generating Station located in Carroll County (the "Generating Station"). 

liSE OF PROCEEDS 

The proceeds frotn the sale of the Bonds (exclusive of accnied interest, if any) will be used, 
Logether with funds to be provided by the Company, to pay and discharge, at a redemption price of 102% 
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of the principal amount tliereof plus accrued interest, the issue of the 1992 Bonds on the date of issitarice 
of the Bonds. The 1992 Bonds bear interest at 7.45% per annum and mature on September 1,2016. 

SUMMARY OF THE BONDS 

Gencral 

The Bonds will be issued in the aggregate priticipal amount set forth on the cover page of this 
Official Statement and will mature on October 1,2032. The Bonds are also subject to redemption prior to 
maturity as described herein. 

From and after the date of the issuance and deliveiy of tlie Bonds, the Bonds will bear interest at 
the Dutch Auction Rate and will continue to bear interest at the Dutch Aucfion Rate until a Conversion to 
another Interest Rate Mode is specified by the Company or until the maturity of the Bonds. The 
permitted Interest Rate Modes are (i) the "Flexible Rate," (ii) the "Daily Rate," (iii) the "Weekly Rate," 
(iv) the "Semi-Annual Rate," (v) the "Annual Rate," (vi) the "Long Tern Rate" and (vi;) file "DtlfcIi 
Auction Rate." Changes in the Interest Rate Mode will be effected, and notice of such changes will be 
given, as described below in "Conversion of Interest Rate Modes and Changes of Long Tenn Rate 
Periods." 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the interest 
rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for Bonds acciuillg 
interest at a Flexible Rate, will be detennineti by the Remarketing Agents in accordance with the 
Indenhm; provided that the interest rate or rates boine by any Bonds may not exceed tlie lesser of ( i )  thc 
tnaxiinum interest rate permitted by applicable law or (ii) 14% per annum. 

Interest on the Bonds which bear interest at a Dutch Auction Rate will be computed on the basis 
of a 360-day year for the number of days actually elapsed. Interest on the Bonds wvhich bear interest at a 
Flexible Rate, Daily Rate or WeeMy Rate will be computed on the basis of a year of 365 or 366 days, as 
appropriate, atid paid for the actual number of days elapsed. lnteiest on the Bonds which bear interest at a 
Semi-Annual Rate, Annual Rate or Long Tenn Rate will be coniputed on the basis of a 360-day year of 
twelve 30-day months. Interest payable on any Interest Payment Date will be payable to the registered 
owner of the Bond as of the Record Date for such payment; provided that jn the case of Bonds bearing 
interest at the Flexible Rate, interest will be payable to {lie registered owaer of such Bond on the Interest 
Payment Date therefor. The Record Dale, in the case of interest accrued at a DaiIy Rate or Weekly Rate, 
will be the close of business on the Business Day irnmediately preceding each Interest Payment Date, in 
the case of interest acciued at a Dutch Auction Rate, will be the close of business on the second Business 
Day immediately preceding each Interest Payment Date, and in the case of interest accrued at a 
Semi-Annual Rate, Arinual Rate or Long Tern] Rate, will be the close of business on the fifteenfh day 
(\vhether or not a Business Day) of the month preceding each Interest Payment Date. 

The Boiids initially will be issued solely in book-entry-only form through DTC (or its nominee, 
Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its nominee will be 
the registered owner or holder of the Bonds for all purposes of the Indenture, the Bonds arid this Official 
Statement. See "SUMMARY OF THE BONDS - Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in (i) denominations 
of $25,000 and integral niultiples thereof, if bearing interest at the Dutch Auction Rate, (ii) denotninations 
of $100,000 and integral niuitiples thereof, if bearing interest at tlie Daily Rate or the Weekly Rate; (iii) 
denominations of $100,000 or any integral multiple of $5,000 i n  excess of $100,000, if bearing interest at 
Flexible Rates; or (iv) denominations of $5,000 and integral multiples thereof, if bearing interest at the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate. 

Except as otherwise described below for Bonds held in DTC's book-entry-only system, the 
principal or redemption price of tfie Bonds is payable at the designated corporate trust office in New 
York, New York of the Trustee, as paying agent (the "Paying Agent"). Except as othenvise described 
below for Bonds held in DTC's book-entry-only system, interest on tlie Bonds is payable by check mailed 
to the owner of record; provided that interest payable on each Bond will be payable in immediately 
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available fiinds by wire transfer within the continental United States or by deposit into a bank account 
maintained wirh the Paying Agent (i) if the Interest Rate Mode is the Daily Rate, the Weekly Rate, the 
Dutch Auction Kate or the Flexible Rate, or (ii) at the written request of any owner of record holding at 
least $1,000,000 aggregate principal arnount of the Bonds, if the Interest Rate Mode is the Semi-Annual 
Rate, Annual Rate 01 Long Terni Rate, received by the Trustee, as bond registrar (the "Bond Registrar"), 
at least one Business Day prior to aiiy Record Date. Except as otherwise described below for Bonds held 
in DTC's book-entry-only system, if the Interest Rate Mode is flie Flexible Rate, interest payable on each 
Bond will be paid only upon presentation and surrender of such B o d .  

Bonds may be transferred or exchanged for an equal total arnount of Bonds of other authorized 
denominations lipon surrender of such Bonds at the principal office of the Bond Registrar, accompanied 
by a written instrument of transfer or authorization for exchange in forni and with guaranty of signaturc 
satisfactory to the Bond Registrar, duly executed by the registered owner or the owner's duly authorized 
attorney. Except as provided in the Indenture, the Bond Registrar will not be required lo register the 
transfer or exchange of any Bond (i) during the fifteen days before any mailing of a notice of redemption 
of Bonds, (ii) after such Bond has been called for redemption or (iij) for which a registered owner has 
submittecl a demand for purchase (see "Purchases of Bonds on Demand of Owner" below), or which has 
been pwclmed (see "Payment of Purchase Price" below). Registration of transfers and exchanges will be 
made without charge to the registered owners of Bonds, except that the Bond Registrar may require any 
registered owner requesting registration of transfcr or exchange to pay any required tax or governmental 
charge. 

Teiider Agciit 

Owners may tender their Bonds, and in certain circurnstances will be reql~irecl to lender [heir 
Bonds, to the Tender Agent for purchase at the times and in the manner described herein under "Summaiy 
of Certain Provisions of the Bonds." So long as the Bonds are held in DTC's book-entry-only syslein, (he 
'rnistee will act as Tender Agent under the Indenture. Any successor 7endet Agent appointed purs~ianl to 
the Indenture will also be a Paying Agent. 

Rcrtiai-ketisg Agents 

Salomon Smith Barney Inc. and Banc of America Securities LLC wili act as tlie Remarketing 
Agents with respect to the Bonds (the "Remarketing Agents"). The Rcmarkehg Agents may be removed 
by the Issuer, if so directed by tlie Company, upon seven days' notice, and m y  resign in accordance with 
the Reniarketing Agreement upon I O  days' notice. 

Certain Definitions 

As used herein, each of the following temis will have the meaning indicated: 

''A/lmzimi Rote Period' means the period beginning on, and including, the Conversion Date to the 
Annual Rate arid ending on, and including, the day next preceding the second Interest Payment Date 
thereafter, and each successive twelve-month period (or portion thereof) thereafrer until the day preceding 
the earlier of the Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

'Iljrene/icinl Otviier." means the person in whose name a Bond is recorded as such upon the 
systems of DTC and each Participant (as defined herein) or the registered holder of such Bonds if such 
Bond is not then registered in tlie name of Cede & Co. 

tlB~~sii?ess Day" means any day other than (i) a Saturday or Sunday or legal holiday or a day on 
which banking institutions in the city in which the principal office of the Trustee, the Bond Registrar, the 
Tender Agent, the Paying Agent, the Auction Agent, the Conipany or the Remarketing Agents are located 
are authorized by law or executive order to close or (ii) a day on which the New York Stock Exchange is 
closed. 
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"C'ouversiod1 means any conversion froni time to time in accordance with the terms of the 
Indentuie of the Bonds fiom one Interest Rate Mode to another Interest Rate Mode. 

"Coiiversioii Dote" means initially the date of original issiiance of the Bonds, and thereafter 
ineans the date on which any Conversion becomes effective. 

'DaiZy Rate Period" means tlie period beginning on, and including, the Conversion Date to the 
Daily Rate and ending on and including the day preceding the next Business Day and each period 
thereafter beginning 011 and including a Business Day and ending on and including the day pieceding the 
next succeeding Business Day until the day preceding the earlier of the Coilversion to a different Interest 
Rate Mode or the maturity of the Bonds. 

"Diitch Atiction Rafe Period" means the period during which the Bonds bear inferest at a Dutch 
Auction Rate determined in accordance with the Dutch Auction Procedures set forlli in APPENDIX B. 

"F/exib/e Rule" means the Interest Rate Mode for the Bonds in which the interest rate for each 
Bond is determined with respect to that Bond during each Flexible Rate Period applicable to that Bond, as 
provided in  the Indenture. 

"Fie-vible Rote Petiod" means with respect to ally Boiid, each period (which i~iay be from one day 
to 270 days, or such lower maxiinuin number of days as is then permitted under the lndenture) determined 
for such Bond, as provided in the Indenhire. 

"In/erest Poyiieirt Dole" means (i) if the Interest Rate Mode is the Daily Rate or the Weekly Rate, 
the first Business Day of each calendar month, (ii) if the Interesl Rate Mode is the Flexible Rate, for each 
Bond the last day of each Flexible Rate Period for such Bond (or if such day is not a Business Day, the 
next succeeding Business Day), (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate 
or the Long Term Rate, April 1 and October 1, and, in the case of the Long Term Rate, the effective date 
of a change to a new Long Term Rate Period; (iv) if tlie Interest Rate Mode is the Dutch Auction Rate 
Mode (a) for an Auction Period of 91 days or less, the Business Day immediately succeeding the last day 
of such Auction Period and (b) for an Auction Period ofmore than 91 days, each 13Ih Wednesday after the 
first day of such Auction Period and the Business Day immediately succeeding the last day of such 
Auction Period (in each case i t  being understood that in those instances where the iininediately preceding 
Auction Date falls on a day that is not a Business Day, the Inkiest Payment Date with respecl to the 
succeeding Auction Period shall be one Business Day jnlmediately succeeding the next Auction Date); 
and (iv) any Conversion Date (including the date of a failed Conversion). In any case, the final Interest 
Payment Date will be the maturity date of the Bonds. 

"lii/erest Period" means for all Bonds (or for any Bond if the Interest Rate Mode is the Flexible 
Rate) the period fiom and including each Interest Payment Date to and including tlie day immediately 
preceding the next Interest Payment Date, provided, however that the first Intcrest Period for the Bonds 
wjll begin on (and include) tlie date of jssuance of the Bonds and the final Interest Period will end on 
September 30,2032. 

%z/eresf Rate Mode" m a n s  the Dutch Auction Rate, the Flexible Rate, the Daily Rate, the 
Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

"Long Teiw Role Period" means any period established by !he Company as  IiereLiafler set forth 
under "Determination of Interest Rates for Interest Rate Modes -- 
Periods" aiid beginning on, and including, the ?onversion Date to tlie Long Term Rate and ending on, 
and jncluding, the day preceding the last Interest Payment Date for such period and, therknfter, each 
successive period of the same duration as the Long Term Rate Period previously established until the day 
preceding the earliest of the change to a different Long T e n  Rate Period, the Conversion to a different 
Interest Rate Made or the maturity of the Bonds. 

Tern? Rates and LOHE Term Rote 

"Prevailing Morket Coiiditio)w" means, without limitation, the foilowiiig factors: existing 
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for federal income tax pnrposes; indexes of such short-lenn or hig-term rates and the existing market 
supply arid demand for securities bearing such short-term or longtern1 rates; existing yield curves for 
short-term or long-term securities for obligations of credit quality comparable to the Bonds, the interest 
on which is excluded from gross income for federal income tax purposes; general econonljc conditions; 
industry economic and fiiiancial conditions that may affect or be relevant to the Bonds; and such other 
facts, cjrcumslances and coliditio~~s as the Remarketing Agents, in their sole discretion, determine to be 
relevart t. 

'P~ircliuse Dnte" means any date on which Bonds are to be purchased on the demand of the 
registered owners thereof or are subject to mandatory purchase as described in tlie Indenture. 

"Semi-ilnit~iol Rote Period" nieans the period begiiming on, and including, the Conversion Date 
to the Semi-Annual Rate, and ending on, and including, the clay precedhg the first Interest Payment Date 
thereafter and each successive six-month period tliereafkr beginning on and including an Interest 
Payment Date and endiiig on and including the day next preceding the next Interest Payment Date vntil 
the day preceding the earlier of the Conveision to a different Interest Rate Mode or the mohlrity of the 
Bonds. 

"Weekly Rate Periodt means the period beginning on, and including, the Conversioii Date to tlie 
Weekly Rate, and ending on, and including, the next Tuesday, and thereafler the period beginning on, and 
including, each Wednesday and ending OD, and including, the earliest of the next Tuesday, the day 
preceding the ConveIsion to a different Interest Rate Mode or the maturity of the Bonds. 

Sunimary of Certain Provisions of  the Bonds 

The following table sunimarizes, for each of the permitted Interest Rate Modes (except the Dutch 
Auction Rate): the dates on \vhich interest \vi11 be paid (Iizteresi Paynre)ll Doles); the dates on wvhich each 
interest rate will be determined (hiterest Rote De/errnitrutiu/t Odes); the period of time (hterest Rate 
Periods) each interest rate will be in effect [provided that the initial Interest Rate Period for each Interest 
Rate Mode may begin on a different date from that specified, which date will be the Cooversion Date or 
the date of a cliange in the L,ong Term Rate, as applicable); the dates on which registered oivners may 
tender their Bonds for purchase to the Tender Agent and the notice requirements therefor (provided that 
while the Bonds are held in book-entry-only form, all notices of tender for purcliase will be given by 
Beneficial Owners in the inanner described under "SUMMARY OF THE BONDS - Purchases of Bonds 
on Demand of Owner - Notice Reouired foi*Piirclinses") (Purchase on Deiitatid of Owtier: Required 
Notice); the dates on which Bonds are subject to mandatory tender for purchase (l\*IEItido!o,y Purcliase 
Doles); the redernptiori provisions applicable lo the Bands (Rerlenipfion); the notice requirements for 
redemption and mandatory fender for purchase (Notices of Redenlylion a d  Manciotoiy Piircltases); and 
the manner by which registered owners will receive payments of principal, interest, redemption price and 
purchase price (h1u)iner ofPuynzeiit). AI1 times stated are New York City time. For a sumnaly of the 
Dutch Auction Procedures, see APPENDIX B. 
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Interest  Pnyni ent  
Dates 

Interest Rate 
Deterniination Dates 

Iiitcrest Rate Periods 

Purcliasc on Dcoiand 
o f  Owner;  Required 
Notice‘ 

I_ 

Manda to ry  Piircliase 
Dates 

-- 
Redemptioii 

Notices of 
Redeinptlon and 
Manda to ry  
Purchases* 

Manner  of Payment’ 

__I_- 

FLEXIBLE RATE 

With respect to any Bond, the last 
day ofeach  Flexible Rate Period (or 
if such day is not a Business Day, 
the next succeeding Business Day). 

For each Bond, not later than 12:OO 
noon on tlie first day ofeacli 
Flexible Rate Period for such Bond. 

For each Bond, each Flexible Rate 
Period will be o f  a duration 
designated by the Remarketing 
Agents of one day to 270 days (or 
lower niaximuni number as specified 
in  the Indenture); must end on a day 
immediately prior to a Business Day. 

No purchase on demand of  the 
owiw.  

Any Conversion Date; and with 
respect to each Bond, 011 each 
Interest Payment Date for such 
Bond. 

Optional at par on any Interest 
Payment Date; Extraordinary 
Optional and Mandatory at par, on 
any Business Day (other tlian 
extraordinary optional redemption as 
R result of  damage, destruction or 
condemnation which will bc  on an 
Interest I’aynient Date). 

NO notice o f  inantlaiory purchase 
following the end of  each Flexible 
Rate Period; otlierwisc not fewer 
lhan 15 days (not fewer than 30 days 
notice of  mandatory purchase on a 
Conversion Date if Conversion to 
:he Semi-Annual, Annual or Long 
Term Rate) or  greater than 45 days. 

Principal or rcdcmption price upon 
surrender o f  the Bond to the Paying 
4genf; purchase price upon 
amender o f  the Bond to the Tender 

~- 

4gent. 

-- DAILY RATE 

The first Business Day of  
each calendar month. 

Not later than 0:30 a.m. on 
each Business Day. 

__ 
From and including each 
Business Day to but not 
including tlie next Business 
Day. 

Any Business Day; by 
writtcii or telephonic notice, 
promptly confirmed in 
writing, to thc Tcnder 
Agent by 1 I :00 a.m. oil 

such Business Day. 

Any Coiiversion Date. 

- 
Opiional, ExtLordinary 
Optional and Mandatory at 
par on any Business Day. 

Not fewer than I5 days (30 
days notice o f  mandatory 
purcliase if Conversion to 
[lie Semi-Annual, Annual or 
Long Tcnii Rate) or  greater 
than 45 days. 

Principal or redeinption 
price upon surrender of the 
Bond to the Paying Agcnt; 
purchase price upon 
surrender of the Bond to the 
Tender Agent. 

\VEEJ<LY R A T E  

Thc first Business Day of each 
calcridar month. 

Not later than 4:OO p.m. on the 
day preceding eacli Weekly Rate 
Period or, if not a Business Day, 
o n  the next preceding Business 
Day. 

From and including each 
Wecltiesday to and including the 
following Tuesday. 

111 

Any Business Day; by written 
notice to the Tender Agent not 
later than 5:OO p.m. on a 
Business Day at least seven days 
prior to the PurcBase Date. 

Any Conversion Date. 

Optional, Extraordinary 
Optional and Mandatory at par 
on any Rusiiiess Day. 

Not fewer than I5  days (30 days 
notice of nmda to ry  puichase if  
Conversion to the Semi-Annual, 
Aniiual or Long Term Rate) or 
greater tlian 45 days. 

Priiicipal or rcdernptiori price 
upon surrender o f  the Bond to 
h e  Paying Agent; purchase 
price upon surrender of tlie 
Bond to tlie Tender Agcnt. 

+ 
So long as  DTC or its nominee is the registered owner of the Bonds, notices o f  redemption and 

niandatory putchases sliall be sent to Cede & Co., nnd payments of principal, redemption and purchase price of and 
interest on the Bonds will be paid through the facilities of DTC. See “-- Book-Entry-Only Systcni” below. 
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Interest Psynieiit Date 

Interest Rate 
Determinalion Dates 

Interest Rate Periods 

SEMI-ANNUAL ANNUAL U N  G -TER M 

Each April 1 and October 1. Each April 1 and October Each Aprii I and October 1; ally 
Conversion Date; and the effective 
date of any changc to a new Long 
Term Rate Period. 

Not later than 2:OO p m .  on the Not later than 12:OO noon on Not later tlian 12:OO noon on the 
Business Day preceding the first day o f  the Business D a y  prccetlirig Busiriess Day preceding the first 
the Semi-Annual Rate Period. the first day of tlie Annual day of the Long Terin Rafe Period 

Rate Period. 

Each %month period from and Each pcriod f r o n i h d  Each period designated by tile 
including each April I and October 1 incltiding the Conversion Datc Company of more tlian one yeitr i n  
to and  including the day prcccding the to the Annual Ratc to and duration and which is an integral 
next Interest Payriient Date. including the day immcdiately multjplc of  six nionths, from and 

preceding thc second Interest including the first day of such 
Paynicnt Date tliereafter and period (April I and October I )  to 
cach succcssive twelve inontli and including the day immediately 
period thereafter. preceding the last Intcrest 

Paynicnt Date for that period. 

--- 

i l anda tory  ;?-- Purcliase A n y  Conversion Date; tlic first 

- 
Zedemption 

redemption as a result ofdaniage, 
destruction or condemnation which 
will be on an Interest Payment Date). 

Purchase or1 Demand of 
Dwnw; Required 
Votice 

L 
Any Conversion Date; the first 
Busincss Day after thc cnd o f  each  
Long Term Ratc Period; thc 
effective date of  a changc of Long 
Tcrni Rate Period. 

Optional at times and prices 
dependent on the length of the 
Long Term Rate Period; 
Extraordinary Optional and 
Mandatory at pir, on any Business 
Day. 

-+- 

On any Interest Paytiicnt Date; by 
written notice to the Tendcr Agcnt on 
any Business Day not later than tlic 
fifteenth day prior to the Purchase 
Date. 

011 ttie final l i i~erest  Paynie~it On die final Interest Paynient Diitc 
Date for the Annual Rate for the l o n g  Tcrni Rate Period; b> 
Period; by writ ten notice to written notice to the Tcndcr Agent 
thc Tcndcr Agent  on any on a Busirrcss Day not later than 
Business Day not later tlian (lie fiftcentli day prior to ttie 
the fiftccnth d a y  prior to the Purcltasc Date. 
Purchase Date. 

ioliees of Redemption 
nd Mand,atory 
'u rcli ascs 

Vot fewcr than 30 (lays or greatcr 
han 45 days. 

Not fewer tiinn 30 days or greater tlian Not fewer than 30 days or 
45 days. greater than 45 days. 

-.- 
laniier of Payiiient' 

So long as DTC: or its nominee is the registered o w n e r  of the Bonds, noticcs of redemption and 
mandatory purcfiases siiall be sent to Cede B Co., and payments of  principal, redemption anti purcliase price of an0 
interest 011 the Bonds will be paid through tlic facilities of  DTC. See 'I-- Book-Entry-Only System" below. 
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Principal or redemption price upon Principal or  redemption pricc Principal or redemption price upori 
surrender oFtlic Bond to thc Paying upon sur render  of flie Bond to surrender o f  the Bond to thc 
Agent; interest by ctieck mailed to tlic the Paying Agent; interest by Paying Agent; interest by clieck 
registcrctl owiiers or, upon request of  clieck mailed to the registered mailed to the registered owners or, 
registered owner, of $1,000,000 or owners or, upon request o f  upon rcqucst of registered owner,  
more o f  an individual issue of Bonds, registered owner,  of of $ I,OOO,OOO or more of an 
in immcdiatcly available funds; $1,000,000 or mole o f a n  individual issiie of  Bonds, in 
purcliase price upon surrender of  the individual issue of Bonds, in ininmliately available funds; 
Bond to the Tcndcr Agent. immediately available funds; purcl)ase price upon surrcnder o f  

purchase price upon surrender the Bond to the Tender Agent. 
o f  the Bond to the Tender 
Agent. 

-_ .-- 



Determination of Interest Rstds for Ititcrest Ratc Modes 

For miy Rute Period other tliari n Dirtch Atrctioti Rafe PeriotJ, ititerest rates sliall be estnblislied 
ly one or bofli of the Remarketbig Agetits as,follows (see APPENDIXB keiefo for u &scriplion oJhow 
(lie in ferest rate will be esfablislted dwitig die Dittcir Auction Rote Period): 

Dciilv Rote. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on the 
Bonds for any Busincss Day will be the rate established by the Remarketing Agents no later than 
930 a.m. (New York City time) on such Business Day as the minimum rate of interest necessary, in the 
judgment of the Remarketing Agents taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agents to sell the Bonds on such Business Day at a price equal to the principal amount 
thereof, plus accrued interest, if any, thereon. For any day whicli is not a Btisiness Day or if the 
Remarketing Agents do not give notice of a change in the interest rate, the interest rate on the Bonds will 
be the interest rate in effect for tfie immediately preceding Business Day. 

- Weekly Rate. If the Interest Rate Mode for tlie Bonds is the Weekly Rate, the interest rate on the 
Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing Agents no later 
than 4:OO p.m. (New York City time) on tlie day preceding such Weekly Rate Period or, if such day is not 
a Business Day, on the next preceding Business Day, as the minimuin rate of interest necessary, in the 
judgment of tlic Reinarketing Agents taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agents to sell the Bonds on such first day at a price equal to the principal amount thereof, 
plus acciued interest, if any, thereon. 

Flexible Rofes arid Flexible Rote Periods. If the Interest Rate Mode for the Bonds is the Flexible 
Rate, the interest rate on a Bond for a specific Flexible Rate Period wvili be the rate established by the 
Remarketing Agents no later than I2:OO noon (New York City time) 011 the first day of that Flexible Rate 
Period as the minimum rate of interest necessary, in the judgment of the Remarketing Agents taking into 
account then Prevailing Market Conditions, to enable the Rerriarketing Agents to sell such Bond on that 
day at a price equal to tlie principal amount theieof. Each Flexible Rate Period applicable for a Bond will 
be determined separately by the Remarketing Agents on or prior to the first day of such Flexible Rate 
Period as being the Flexible Rate Period permjlted under the Indenture which, in the judgment of tlie 
Remarketing Agenfs, taking into account then Prevailing Market Conditions, will, with respect to such 
Bond, ultimalely produce the Iowest overall interest cost on the Bonds wliile the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be fiom one day to 270 days in length and 
will end on a day preceding a Business Day. If the Remarketing Ageds fail to set tlie length of a Flexible 
Rate Period for any Bod ,  a new Flexible Rate Period lasting to, but not including, tlie next Business Day 
(or until the earlier Conversion or lnah~rity of the Bonds) \vi11 be established automatically in accordance 
with the Indenture. 

Senti-Atinunl Rule. If tlie Interest Rate Mode for the Bonds is the Semi-A~muaJ Rate, the interest 
rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established by the 
Remarketing Agents no later than 2:OO p.m, (New York City lime) on the Business Day inmiediately 
preceding the first day of such Semi Annual Rate Period as the minimum rate of iiiterest necessary, in the 
judgment of the Remarketing Agents taking into account tlien Prevailing Market Conditions, to enable the 
Remarketing Agents to sell the Bonds on such first day at a price equal to the principal amount thereof. 

Amrcd Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, lhe interest rate 011 the 
Bonds for a particular Annual Rate Period will be the rate of interest established by the Remarketing 
Agents no later than 12:OO noon (New York City time) on the Business Day preceding the first day of 
such Annual Rate Period as the minimum rate of interest necessary, in the judgment of the Remarketing 
Agents taking into account then Prevailing Market Conditions, to enable fhe Remarketing Agents to sell 
the Bonds on such first day at a price equal to the principal amount thereof. 

L o I ~ ~  Term Rates nttd L0ti.q Term Rate Periods. If the Interest Rate Mode for the Bonds is the 
Long Term Rate, the interest rate on the Bonds for a particular Long Tenn Rate Period will be the rate 
established by the Remarketing Agents no later than 12:OO noon (New York City time) on the Business 
Day preceding the first day of such Long Term Rate Period as the minimum rate of interest necessary, in 

I O  



the judgment of the Remarketing Agents taking into account then Pievailing Maiket Conditions, to enable 
the Remarketing Agents to sell the Bonds on such first day at a price equal to tlie principal amount 
thereof. The Conipany will establish the duration of the L,ong Tenn Rate Period at tlie time that it directs 
the Conversion of the Interest Rate Mode to the Long Term Rate, and theleafier each successive Long 
Term Rate Period will be the same as !lie Long Term Rate Period so established by the Company until a 
different Long Term Rate Period is specified by the Company in accordance with tlie Indenture (in which 
case the duration of that Long Terni Rate Period .will control succeeding Long Term Rate Periods), 
subject in all cases to the occurrence ofa Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in  duration, will be for a period wliicli is an integral multiple of 
six months and will end on the day next preceding an Interest Payment Date; provided that if a Lorig 
Tenn Rate Period coinniences on a date other than an April 1 or October I ,  such Long Tan1 Rate Period 
may be for a period which is riot an integral multiple of six months but will be of a duration as close as 
possible to (but not in excess of) such Long Term Rate Period established by the Company and will 
terminate on a day preceding an Interest Payment Date, and each successive Long Term Rate Period 
thereafter will be for the fit11 period established by the Company until a diffeient Long Terni Rate Period 
is specified by the Company in accordance with the Indenture or until the occurrence of a Conversion 
Date or the maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond 
the final mahuity date of the Bonds. 

Fniltrr-e to Defetwitie Rule, If for any reason the interest rate for a Bond is not determined by the 
Remarketing Agents, except as described below under "Conversion of Interest Rate Modes and Changes 
of Lorig Term Rate Periods - Cliarize ofLorrp Tertii Rate Period'' and 'I-- ~ c e l l n t i o t i  o/Corrversioii of 
Ititeresf Rate Mode," the interest rate for such Bond for the next succeeding interest rate period will be tlie 
interest rate in effect for such Bond for the preceding inteiest rate peiiod and, pursuant to the te rm of the 
Indenture, there will be no change i n  the then applicable Long Tenn Rate Period or any Conversion from 
the then applicable Iriterest Rate Mode, Notwitlistanding the foregoing, if for any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by tlie Remarketing Agents, the jnlerest 
rate for such Bond for the next succeeding Interest Period will be equal to The Bond Market Association 
Mtinicipal Swap IndexThf (the "MunicipaI Index") as defined in the Indenhue and tlie Interest Period for 
sticli Bond will extend through the day preceding the next Business Day, until the Trustee is notified of a 
new Flexible Rate and Flexible Rate Period determined for such Bond by the Reinaiketing Agents. 

Coiiversioii of Interest Kate Modes and Changes of Long Term Rate Periods 

Merliod of Cotive/.siuii. The Interest Rate Mode for the Bonds is subject to Conversion from time 
to time, in whole but not in part, on the dates specified below under "Limitations on Conversion," at the 
option of the Company, upon notice fiom the Bond Registrar to the registered o\viiers of the Bonds, as 
described below. With any notice of Conversion, the Company rnust also deliver to the Bond Registrar 
an opinion of Bond Counsel stating that such Conversion is authorized or pennitted by the Act and is 
authorized by the Jndenture and will not adversely affect the exclrision from gross income of interest on 
the Bonds for federal income tax purposes, other than a Conversion from the Daily Rate Period to the 
Weekly Rate Period or from the Weekly Rate Period to the Daily Rale Period. 

-- Limitntioru or2 Cunvetsiuir. Any Conversion of the Interest Rate Mode for the Bonds must be in 
compliance with the following conditions: (i) the Conversion Date must be a date on which the Bonds 
are subject to optional redemption (see "Redemptions - Optioml Redeniptiott" below); provided that any 
Conversion from the Daily Rate Period to a Weekly Rate Peiiod or from the Weekly Rate Period to the 
Daily Rate Period must be on a Wednesday and, if the Conversion is to or from a Dutch Auction Rate 
Period, the Coiiversion Date must be the last Interest Payment Date in respect of that Dutch Auction Rate 
Period; (ii) if the proposed Conversion Date would not be an Interest Payment Date but for the 
Conversion, the Conversion Lhte niust be a Business Lhy; (iii) if the Conversion is fiom the Flexible 
Rate, (a) the Conversion Date may be no earlier than the latest Interest Payment Date established phor to 
the giving of notice to the Remarketing Agents of such proposed Conversion and (b) no fiirther Interest 
Payment Date rnay be estabIishec1 while the Interest Rate Mode is then the Flexible Rate if such Interest 
Payment Date would occur afier the effective date of that Conversion; and (iv) affer a detennination is 
made requiring mandatory redemption of all Bonds pursuant to the Indenture (see "Redemptions" below), 
no change in the Interest Rate Mode may be made prior to sucli mandatory redemption. Before the 
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Company may convert the Interest Rate Mode for Bonds from the Dutch Auction Rate to any other 
Interest Rate Mode, tlie Company must first obtain tlie written consent of the Bond Insurer to that 
Conversion, 

Ciluline of Lonx Te,ni Rate I-&, The Company may change from one Long Term Rate Period 
to another Long Term Rate Period on any Business Day on which the Bonds are subject to optional 
redemption as described under "Redemptions - Upfiotial Redewptioii" below upon notice from the Bond 
Registrar to the owners of Bonds as described below. With any notice of such change, the Company must 
also deliver an opinion of Bond Counsel stating that such change is authorized or permitted by the Act 
and is authorized by the Indenhire and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes. Notwithstanding tlie foregoing, the Long 'Ierm 
Rate Period will not be changed to a new Long Tenn Rate Period if (A) the Remarketing Agents have not 
determined the interest rate for tlie new Long Term Rate Period in accordance with the terms of the 
Indenhue or (B) the Bond Registrar receives written notice from Bond Counsel prior to the effective date 
of the change to the effect that the opinion of such Bond Courisel required under the Indenture has been 
rescinded. Upon the occurrence of any of tlie events described in tlie preceding sentence, the Bonds \vi11 
bear interest at the Weekly Rate commencing on the date which would have been the effective date of the 
proposed change of Long Term Rate Period, subject to the provisions described below under "-- 
-- Caiicellutiorr of Conversion ofhiterest Rate Mode." 

Notice to Owners of Coilversion ofhiteresf Rate Mode or of Cliutige ofLoiiR Terai Rate Period. 
The Bond Registrar will notifi each registered owner of the Conversion or change of Long Term Rate 
Period, as applicable, by first class inail at least 15 days (30 days in tlie case of Conversion from or to the 
Semi-Annual Rate, tlie Annual Rate or a Iaong Tenn Rate or in the case of a change in the Long Term 
Rate Period) but not more than 45 days before each Conversion Date or each effective date ofa  change in 
the Long Term Rate Period. The notice will state those matters required to be set forth therein under the 
Indenture. 

Cuncellulio~i of Coiiversioii of Iritavst Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) lhe Remarketing Agents have not determined the initial interest rate for the 
new Interest Rate Mode in accordance with the tenns of the Indenture, (B) the Bonds that are to be 
purchased are not remarketed or sold by the Remarketing Agents, or (C) the Bond Registrar receives 
written notice from Bond Counsel prior to the opening of business on the effective date of Conversion to 
the effect that the opinion of such Bond Counsel iequired under tlie Indenture has been rescinded. If such 
Conversion fails to occur, such Bonds in the Dutch Auction Rate shall remain it1 such Interest Rate Mode 
and Bonds in any other Interest Rate Mode will automatically be converted to the Weekly Rate (with the 
first period adjusted in length so that the last day of such period will be a Tuesday) at the rate deteiinined 
by the Remarketing Agents on the failed Conversion Date; provided, that there must be delivered to the 
Issuer, the Tizistee, the Tender Agent, the Company and the Remarketing Agents an opinion of Bond 
Counsel to the effeet that determining the interest rate to be borne by the Bonds at a Weekly Rate is 
authorized or permitted by the Act and is authorized under the Indenture and will not adversely affect the 
exclusion from gross income of interest on the Bonds for federal income tax purposes. If such opinion is 
riot delivered on the failed Conversion Date, the Bonds will bear interest for a Rate Period of tlie same 
type and of substantially the same length as the Rate Period in effect prior to tlie failed Conversion Date 
at a rate of interest determined by the Remarketing Agents on the failed Conversion Date (or if shorter, 
the Rate Period ending on the date before the maturity date); provided that if the Bonds then bear jnterest 
at the Long Tenn Rate, and if such opinion is not delivered on the date which would have been the 
effective date of a new Long Term Rate Period, the Borids will bear interest at the Annual Rate, 
commencing on such date, at an Annual Rate determined by the Remarketing Agents on such date. If the 
proposed Conversion of Bonds fails as described herein, any mandatov purchase of such Bonds will 
remaiii effective. 

Purchases of Bonds on Demand of Ownev 

As initially issued, the Bonds will bear interest at the Dutch Auction Rate and as a result will riot 
be subject to purchase on demand of the owners thereof. When the Interest Rate Mode is other than the 
Dutch Auction Rate, the Bonds are subject to purchase on tlie demand of the owners thereof as described 
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below. If the Bonds are in the book-entry-only system, demands for purchase may be made by Beneficial 
Owners only through such Beneficial Owner's Direct Participant (as defined under the caption "Book- 
Entry-Only Systern"). If the Bonds are in  certificated form, deinands for purchase may be  made only by 
registered owners. 

Uaiiy Role. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily Rate Period 
at a purchase price equal to the principal amount thereof plus accrued interest, if any, to the Purchase Date 
upon written notice or telephonic notice to the Tender Agent at its principal ofice not later than 1 1 :00 
a.m. (New York City time) on such Business Day. 

JVeeklv Rnk. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will be 
puichased on the demand of the registered owner thereof 011 any Business Day during a Weekly Rate 
Period at a purchase price equal to the principal arnount thcreof plus accnied interest, if any, to the 
Purchase Date upon written notice to the Tender Agent at its principal office at or before 5:00 p.m. (New 
York City time) on a Business Day not later than the seventh day prior to the Purchase Date. 

Semi-Amiral Rule. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any Bond 
will be purchased on the tleniand of the registered owner thereof on any Interest Payment Date for a 
Semi-Annual Rate Period at a purchase price equal to the principal amount thereof upoi-1 written notice to 
the'rcnder Agent at its principal office on a Business Day not later than the fifteenth day prior to such 
Purchase Date. 

Aittizrnl Xnk. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond wili be 
purchased on the detnand of the registered owner thereof on the final Interest Payment Date for stlch 
Annual Rate Period at a purchase price equal to the principal amount theieof upon written notice to the 
Tender Agent a1 its principal office on a Business Day not later than fhe fifteenth day prior to such 
Purchase Date. 

Lo/i,q Term Xnle. If the Interest Rate Mode for the Bonds is the Long Term Rate, any Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Payment Date for such 
Long 'Tern1 Rate Period (unless such date is the final inafurity date) at a purchase price equal to the 
pi-incipal amount thereof upon written notice to the Tender Agent at its principal ofice on a Business Day 
not later than the fifteenth day prior to such Purchase Date. 

Liririfntioris otz Airckuses ot? Dernm~d ofOiiwer. Notwithstanding the foregoing, there will be no 
purchase of (a) a porlion of any Bond unless the portion to be purchased and the portion to be retained 
each will be in an authorized denomination or (6) any Bond upon the demand of the registered owner if 
an Event of Default under the Indenhire with respect to the payment of principal of, interest on, or 
purchase pike of, the Bonds has occurred and is continuing. Also, if the Interest Rate Mode for the 
Boiitls is the Flexible Rate, the Bonds will not be subject to purchase on the dernaiid of the registered 
owners thereof, but each Bond will be subject to mandatory purchase on each Conversion Date and on the 
Interest Payment Date with respect to such Bond, as described below under the caption "Mandatory 
Rircliases of Bonds," 

Notice Required for Piirclinses. Any written notice delivered to the Tender Agent by an owner 
demanding the purchase of Bonds must (A) be delivered by the time and dates specified above, (E) state 
the number and principal amount (or portion thereof) of such Bond to be purchased, (C) state the 
Purchase Date on which such Bond is to be purchased, (D) irrevocably request such purchase and state 
that the owner agrees to deliver such Bond, duly endorsed in blank for transfer, with all signattires 
guaranteed, to the Tender Agent at or prior to 1 1 :00 a m .  ( I  :00 pm. if a tender during a Daily Rate Period 
and 12:OO noon if a tender during a Weekly Rate Period) (New York City time) on such Purchase Date. 

Mandatory Parchases of Bonds 

~&idonfory Piirehose oti Comwsioii Ddes or Ciinwe by die Co!iipnny i i i  Low Tetw Rnle 
Period. The Bonds will be subject to rnandatoiy purchase at a purchase price equal to the principal 
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amonnt thereof, plus, if tlie Interest Rate Mode is the Long Tenn Rate, tlie redemption premium, if any, 
which would be payable as described under "Redemptions - Optional Retiemption" below, if the Bonds 
were redeemed on the Purchase Date (A) on each Conversion Date atid (E) on the effective date of any 
change by the Company of tlie Long Term Rate Period. Such tender and purchase will be required even if 
the cliaiige in Long Tenn Rate Period or the Conversion is canceled pursuant to tlie Indenture. 

Maitdatoi7, Piircliase oti Each Iirfeizsl Palwetit Date for FlexNe Rate Period. Whenever the 
Interest Rate Mode for the Bonds is tlie Flexible Rate, each Bond will be subject to mandatory purchase at 
a purchase price equal to the principal amount thereof, without premium, on each Interest Payment Date 
that interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Morirlnioiy Piuchnse oit D ~ w  nfier Eiid of the Senii-Aiuiiinl Role Period, flte Annual Rate ?&I 
or the LO)Z.Q Tertii Xale Period. Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the hnnual  Rate or tlie Long Term Rate, sucli Bonds will be subject to niandatory purchase on the 
Business Day following the end of each Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period, as tlie case may be, for such Bond at a purchase price equal to the principal amount thereof 
plus accrued interest, if any, to such date. 

Notice lo Oitners of Maitdatory Pitrcfiases. Notice to owners of a mandatory purchase of Bonds 
on a Conversion Date or upon a change in Long Tenn Rate Period will be given by the Boiid Registrar, 
together ivith [lie notice of such Conversion or change of Long Term Rate Period, as applicable, by first 
class inail at least I 5  days (30 (lays in the case of Conversion froni or to the Dutch Auction Rate, the 
Semi-Annual Rate, the Annual Rate or the Long Tenn Rate or in the case of a change it1 the Long Term 
Rate Period) but not niore than 45 days before each Conversion Date or each effective date of a change in 
tlie Long Term Rate Period. Notice to owners of a n~anclatory purchase of Bonds aAer the end of each 
Semi-Annual Rate Period, Annual Rate Period and Long Tenn Rate Period will be given by the Bond 
Registrar by first class mail at least 30 days prior to tlie end ofsuch period. The notice of mandatory 
purchase will state those matters required to be set forth therein under the Indenture. No notice of 
mandatory purchase will be given in connection with a niandatory purchase on an Interest Payment Date 
for a Flexible Rate Period. 

Remarlteting silt1 Purcliase of Bonds 

Tlie Indenture provides that, subject to the ternis of a Remarketing Agreeiiient with the Company, 
the Remarketing Agents will use their commercially reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owneis thereof and, unless otherwise instnicted by the Company, uipoii 
riiandatory purchase, provided that Bonds will not be remarketed upon the occuixence and continuance of 
ccrtaiii Events of Default under the Indenhire, except in the sole discretion of the Remarketing Agents. 
Each such sale will be at a price equal to tlie principal amount thereof, plus interest accrued to the date of 
sale. The Remarketing Agenls, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent 
each may purchase any Bonds offered for sale for its ow11 account. 

Tlie purchase price of Bonds tendered for purchase will be paid by the Tender Agent from 
moneys derived from the remarketing of such Bonds by the Remarketing Agents and, if such remarketing 
proceeds are insufficient, froni moneys made available by the Company. Tlie Company is obligated to 
purchase any Bonds tendered for purchase to tlie extent such Bonds have not been remarketed. Any such 
purchases by the Company will not result in the extinguishment of the purchased Bonds. The Company 
currently maintains lines of credit or other liquidity facilities in amounts determined by i t  to be sufficient 
to meet its current needs and expects to continue to maintain such lines of credit or other liquidity 
facilities from time to time to the extent determined by it to be necessa~y to meet its then-current needs. 
Tlie Trustee, any Paying Agent, the Tender Agent and the owners of the Bonds have no right to draw 
under any line of credit or other liquidity facility maintained by the Company. There is no provision in 
the Indenture or the Loan Agreement requiring the Conipany to maintain such financing arrangements 
which may be discontinued at any time without notice. The First Mortgage Bonds and the Bond 
Insurance Policy are not intended to provide a direct source of liquidity to pay the purchase piice of 
Bonds tendeied for purchase pursuant to the Indenture. 
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Ariy deficiency jn purchase price payments resulting fi-om the Remarketing Agents' failure to 
deliver reniarketing proceeds of all Bonds with respect to which the Remarketing Agents notified the 
Tender Agent were remarketed will not result in an  Event of Default under the Indenture until the opening 
of business on the next succeeding Business Day unless the Company fails to provide sufficient funds to 
pay such purcliase price by the opening of business on such next succeeding Business Day. If sufficient 
fiinds are not available for the purchase of all tendered Bonds, no purchase of Bonds will be 
consuimnated, but failure to consummate such purchase wjlI J , O ~  be deemed to be an Event of Default 
under the Indenhire if sufficient funds have been provitled in a timely manner by the Company to the 
Tender Agent for such purpose. 

Payinetit of Purchase Price 

When a book-entry-only system is iiot in effect, payment of the purchase price of any Bond will 
be payable (and delivery of a ieplacement Bond in  exchange for the portion of any Bond not purchased if 
such Bond is purchased in part will be made) on the Purchase Date upon delivery of such Bond to the 
Tender Agent on such Purchase Date; provided that such Bond must be delivered to the Tender Agent: 
(i) at or prior to 12:OO noon (blew York City time), in  the case of Bonds delivered for purchase during a 
Weekly Rate Period or Flexible Rate Period, (ii) at or prior to 1:OO p.m. (New York City time), in the case 
of Bonds delivered for purchase during a Daily Rate Period or (iii) at or prior to 1 1  :00 a.m. (New York 
City time), in the case of Bonds delivered for purchase during a Semi-Annual Rate Period, Annual Rate 
Period or Long Term Rate Period. If the date of such purchase is not a Business Day, the purcliase price 
will be payable on the next succeeding Business Day. 

Any Boiid delivered for payment of thc purchase price must be accompanied by an inslniment of 
transfer thereof in form satisfactory to the Tender Agent executed in blank by the registered owner thereof 
and with all signatures guaranteed. The Tender Agent may refhe to accept delivery of any Bond for 
wvliich an instnimenl of transfer salisfactoiy to i t  has not been provided and has no obligation to pay tlie 
purchase price of such Bond until a satisfactory instrument is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase pursuant to the 
lnclenture fails to deliver such Bond with an appropriate instrument of transfer to the Tender Agent for 
purchase on the Purchase Date, and if the Tender Agent is in receipt of the purchase price therefor, such 
Bond (or portion thereof) nevertheless will be deemed purchased on the Purchase Date thereof. Any 
owner who so fails to deliver such Bond for purchase on (or before) the Purchase Rate will have no 
fiirther rights thereunder, except the right to receive the purchase price thereof froin hose moneys 
deposited with tlie Tender Agent in tlie Purchase Fund pursuant to tlie Indenhire upon presentation and 
sunender of such Bond to the Tender Agent properly endorsed for transfer in blank with all signatures 
guaranteed. 

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

Redcrnpfions 

(i) Whenever the lnterest Rate Mode for the Bonds is the Daily Rate or the Weekly Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction of the 
Company, in whole or in part, at a iedemption price of 100% of the principal amount thereof, plus interest 
accrued, if any, to the redemption date, 011 any Business Day. 

(ii) Whenever the Interest Rate Mode for a Bond js the Flexible Rate, such Bond will be 
subject to redemption at the option of the Issuer, upon the written direction of the Company, in whole or 
in part, at a redemption price of 100% of the principal amotmt thereof on any Interest Payment Date for 
that Bond. 
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(iii) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Bonds 
will be subject to redemption at the option of the Issuer, upon the written direction of the Company, in 
wvliole or in part, on the Business Day iirunediately succeeding any Auction Date (as defined in 
APPENDIX B attached hereto), at a redemption price of 100% of the principal amount thereof, together 
with accnied interest to the redemption date. ' 

(iv) Whenever the Interest Rate Mode for the Bonds is the Semi-Amual Rate, the Bonds will 
be subject to redemption at the option of the Issuer, upon the written direction of the Company, in whole 
or in part, at a iedemption price of 100% oftlie principal amount thereof oil any Interest Payment Date. 

(v) Whenever tlie lnteres! Rate Mode for the Bonds is the Annual Rate, the Bonds will be 
subject to redemption at the option of the Issuer, upon the written direction of the Company, in whole or 
i n  part, at a redemption price of 100% of the principal amount thereof on the final Interest Payment Date 
for each Annual Rate Period. 

(Vi) Whenever tlie Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds wIIl be 
subject to redemption at the option of the Issuer, upon the written direction of the Company, in whole or 
in part, (A) on the final Interest Payment Date for the then current Long Term Rate Period at a redemption 
price of 100% of tlie principal amount thereof and (B) prior to the end of the then current Long Tenn Rate 
Period at any time during !he redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, io the redemption date: 

Original 
Length of Current 
Long Term Rate Coininencement of Redemption Price as 
Period (Yeais) Redemption Period Percentage of Principal --- - 

More than 01' equal to 
I I years 

First Interest Payment Date 
on or after the tenth 
anniversaiy of 
c~minencemeiit of L,ong thereafter 100% 
Term Rate Period 

Less than 11 years Non-callable Non-callable 

101%, declining by I %  on the next 
succeeding anniversary of the first 
day of the redemption period and 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in the 
redemption provisions of the Bonds will not adversely 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 Conversion Date, the date of a cliange in the Long 'I'etin Rate Period or a 
Purchase Date on the final Interest Payment Date during a Long Teiin Rate Period, to reflect Prevailing 
Market Conditions on such date as determined by the Reniarketing Agents in their judgment. 

Exh.noi*di~liy Optiotinl Redeniption iir Fyltole. The Bonds may be redeemed by the Issuer in 
whole at any time at 100% of the principal amount thereof plus accrued interest to the redemption date 
upon the exercise by the Company of an option under the Loan Agreement to prepay the loan if any of the 
following events shall have occurred within 180 days preceding tlie giving of written notice by tlie 
Company to the Tntstee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive liabilities 
have been imposed upon the Company after the issuance of the Bonds with rcspect to the Project 
or tlie operation thereof, including without Iimitation federal, state or other ad valorem property, 
income or other taxes not imposed on the date of the Loan Agreement, other than ad valorem 
taxes levied upon privately owned propei-ty used for the same general purpose as the Project; 

(ii) if tlie Project or a portion thereof or other property of the Company iti  connection 
wilh which the Project is used has been damaged or destroyed to such an extent so as, in the 



judgment of the Company, to render the Project or such other property of the Company in 
connection with which the Prqject is used unsatisfactory to the Company for its intended use, and 
snch condifion continues for a period of six months; 

(iii) tliere has occurred condeimiation of all or substantially all of the Project or the 
taking by eminent domain of siicli use or control of the Project or other piopeity of tlie Company 
in connection with which the Project is used so as, in the judgment of the Company, to render tlie 
Project or such other property of the Company unsatisfactory to the Company for its intended 
use; 

(iv) in the event changes, whicli the Company cannot reasonably control, in the 
economic availability of materials, supplies, labor, equipment or other properties or things 
necessary for the efficient operation of the Generating Station have occurred, which, in the 
judgment of the Company, render the continued operation of such Generating Station or any 
generating unit at such station uneconomical; or changes in circumstances after the issuance of 
the Bonds, including but not limited to changes in clean air or other air and water polIuliori 
control requirements or solid waste disposal requirements, have occurred such that the Company 
detennines that use of the Project is no longer required or desirable; 

' (v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of Kentucky or 
the Constitution of the tlnited States of America or by reason of legislative or administrative 
action (whetlier state of federal) or any final decree, judgment or order of any court or 
administrative body, whether state or federal; or 

(vi) a final order or decree of any court or administrative body after the issuance of 
the Bonds requires the Coiripany to cease a substantial part of its operation at the Generating 
Station to siich extent tliat the Company will be prevented from carrying on its normal operations 
at such Generating Station for a period of six months. 

Evlrmrdiiimy Optiotral Xecfeiiiption itr Kiiole or in Port. The Bonds are also stibject to 
redemption in whole or in part at 100% of the principal amount thereof plus accnied interest to the 
redemption date at the option of the Company in an amount not to exceed the net proceeds received ftom 
insurance or any condemnation award received by the Issuer, the Company or the First Mortgage Trustee 
in the event of damage, destruction or condemnation of all or a portion of the Project, subject to receipt of 
ati opinion of Bond Counsel that such redemption will not adversely affect the exclusion of interest on 
any of the Bonds ftom gross incoine for federal income tax purposes. See "SUMMARY OF TEE LOAN 
AGREEMENT - Maintenance; Damage, Destniction and Condeinnation." Such redemption may occur 
at any time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date on which 
the Bonds are otherwise subject to optional redemption as described above. 

Mnrtrlafoi-y Reclenrptioir; Derertniiinfiort of Ta.subilit,t . T h e  Bonds are required to be redeemed by 
the Issuer, i n  whole, or in such part as described below, at a redemption price equal to 100% of the 
principal amount thereof, witliont redemption premium, pIus accrued interest, if any, to the redemption 
date, within 180 days following a "Determination o f  Taxability." As used herein, a "Determination of 
Taxability" means the receipt by the Tiustee of written notice from a current or former registered owner 
of a Bond or from the Company or the Issuer of (i) the isstlance of a publislied or private ruling or a 
technical advice memorandum by the Interoal Revenue Service in which the Company participated or has 
been given the opportunity to participate, and which ruling or ineniorandum the Company, in its 
discretion, does not contest or from which no further riglit of administrative or judicial review or appeal 
exists, or (ii) a final determination from which no further right of appeal exists of any court of competent 
jurisdiction in the United States i n  a proceeding in which the Company has participated or has been a 
pa@, or has been given the opportunity to parlicjpate or be a party, in each case, to tlie effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the inaccuracy of 
any representation contained in the L,oan Agreement 01' any other agreement or cerlificale delivered in 
connection with the Bonds, the interest 011 the Bonds is included in the gross income of the owners 
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thereof for federal income tax purposes, other than with respect to a person who is a "substantial user'' or 
a "related peison" of a substantial user within the meaning of the Section 147 of Internal Revenue Code of 
1886, as aniended (the "Code"); provided, however, that no such Detennination of Taxability shall be 
considered to exist as a result of the Tnistee receiving notice from a current or former registered owner of 
a Bond or from the Issuer d e s s  (i) the Issuer or the iegistered owner or former registered owner of the 
Bond involved in such proceeding or action (A) gives the Company and the Tnistee prompt notice of the 
comnienceinent thereof, and (B) (if tlie Company agrees to pay all expenses in connection therewith) 
offers the Company the opportunity to contiol unconditionally the defense thereof, and (ii) either (A) the 
Company does not agree within 30 days of receipt of such offei to pay suclt expenses and liabilities and to 
control such defense, or (B) the Company sliall exhaust or choose not to exhaust all available pioceedings 
for the contest, review, appeal or rehearing of such decree, judgment or action which the Company 
determines to be appiopriate. No Determination of Taxability described above will result from the 
inclusion of interest on any Bond in the computation of minimuin or indirect taxes. AI1 of the Bonds are 
required to be redeemed upon a Determination of Taxability as described above unless, in the opinion of 
Borzd Counsel, redemption of a portion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or becomes 

1 

aware of the existence or pendency of any inquiry, audit or other proceedings relating to the Bonds being 
conducted by the lnternal Revenue Service, the party so put on notice is requjied to give immediate 
wiitten notice to the olher parties of such matteis. Promptly upon learning of the occurrence of a 
Detennination of Taxability (whether or not the same is being contested), or any of the events described 
above, the Company is required to give notice thereof to tlie Trustee and the Issuer. 

If tlie Internal Revenue Service or a coart of conipetent jurjsdiction determines that the interest 
paid or to be paid on any Bond (except to a "substantial user" of the Project or a "related person" within 
the meaniiig of Section 147(n) of the Code) is or was includable in the gloss incoine of the recipient for 
fedeial income tax purposes foi reasons other than as a result of a failure by the Company to perfonn or 
observe any of its covenants, agreements or rep esentations i n  the Loan Agreement or any other 
agreement or certificate delivered in  connection therewith, the Bonds are not subject to iedemption. In 
such circumstances, Bondholders would continue to hold their Bonds, i eceiving principal and interest at 
the applicable rate as and when due, but would be required to include such interest payments in  gross 
incoine for federal income tax purposes, Also, if the lien of the Indenture is discharged or defeased prior 
to the occurrence of a final Determination of Taxability, Bonds will not be redeemed as described herein. 

Getterd Redemption Term. Notice of redemption will be given by mailing a redeinption notice 
by first class mail to the registered owners of the Bonds to be redeemed not less than 30 days (1 5 days if 
the Interest Rate Mode for the Bonds is tlie Dutch Auction Rate, Flexible Rate, Daily Rate or Weekly 
Rate) but not more than 45 days piiar to the redemption date. Any notice mailed as provitled in the 
Indenture will be conclusively presumed to haw been given, in especlive of whether the owner receives 
the notice. Failure to give any such notice by niailing or any defect therein in respect of any Bond will 
not affect the validity of any proceedings for the redemption of any other Bond. No further interest will 
accrue on the principal of any Bond called for iecteinption after the redemption date if fiinds sufficient for 
such redemption have been deposited with the Paying Agent as of the redemption date. So long as the 
Bands are held in book-entry-only form, all redemption notices will be sent only to Cede & Co. 

Boo k-En try- On1 y System 

Portiota oftliefollowitig irfortttafioti coticetwitg DTC attd DTC 's book -ewfty-oaly syslenr have 
been ob/airteilJi-om DTC, Tlle Isstle); the Contputy m d  the U)rderwriter s make t1o repre.yettlutiot1 us lo 
the ucciiracy of siich it fortttatiotr. 

Initially, DTC will act as securities depository for the Bonds and (he Bonds initially will be issued 
solely in book-entry-only form to be held under DTG's book-entry-only system, registered in the name of 
Cede & Co. (DTC's partnership nominee). One fiilly registered bond in the aggregate principal amount of 
the Bonds will be deposited with DTC. 

18 



DTC, the world's largest depository, is a limited-purpose tnist company organized under the New 
York Banking Law, a "banking organization" within the meaning of the New York Banking Law, a 
nieniber of the Federal Reserve System, a "clearing corporation" within the meaning of tlie New York 
Uniform Comniercial Code, and a "cleaiing agency" registered pursuant to the provisions of Section 17A 
of the Securities Exclmge Act of 1934. DTC holds and provides asset semicing for over 2 million issues 
of 1J.S. and non4l.S. equity issues, corporate and municipal debt issues, and inoney market instmments 
from over 85 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 in 
deposited securities, tluougli electronic computerized book-entry transfers and pledges between Direct 
Participants' accounts. This eliminates the need for physical movement of securities certificates. Direct 
Participants include both U.S. and non-1J.S. securities brokers and dealers, banks, tnist companies, 
clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of the 
Depository Tnlst & Clearing Corporatioll ("DTCC"), DTCC, in turn, is owned by a number of Direct 
Participants of DTC and Members of the National Securities Clearing Corporation, Govement 
Securities Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing 
Corporations, (NSCC, GSCC, MBSCC, and EMCC, also subsidiaries of DTCC), as well as by fhe New 
York Stock Exchange, Jnc., 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 IJS. and now 
U S .  securities brokers and dealers, banks, trust companies, 2nd clearing corporations lhat clear through or 
maintain a custodial relationship with a Direct Participant, either directly or indirectly ("lndirect 
Participants" and, together with "Direct Participants," "Participants"). DTC has Standard & Poor's 
highest rating: AAA. The DTC Rules applicable to its Participants are 011 file with the Securities and 
Exchange Commission, More information about DTC can be found at www.dtcc.com. 

Purchases of Bonds under !he DTC system must be made by or through Direct Participants, 
which will receive a credit for the Bonds on DTC's records, The ownership interest of each achid 
purchaser of each Bond ("Beneficial Owner") is in turn to be recorded on the Direct and Indirect 
Participants' records. Beneficial Owners will not receive written confirmation from DTC of their 
purchase, but Beneficial Owners are expected to receive written confirmations providing details of the 
Iransaclion, as well as periodic statements of their holdings, from the Direct or Indirect Participant 
through which the Beneficial Owner entered into the transaction. Trarisfers of ownership jnterests jn the 
Bonds are to be accomplished by entiies made 011 the books of 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 transfers, all Bonds deposited by Direct Participants with DTC are 
registered in the name of DTC's partnership nominee, Cede & Co. The deposit of Bonds with DTC and 
their registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no 
knowledge of the achial 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 oi' inay not be the Beneficial 
Owners. The Participants will remain responsible for keeping account of their holdiiigs on behalf of their 
customers. 

Conveyance of notices and other cominunications by DTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial 
Owners will be governed by arrangements among them, subject to any stahitory or regulaloly 
requirements as may be in effect from time to time. 

Redemption notices shall be sent to DTC. If fewer than a11 of the Bonds are being redeemed, 
DTC's practice is to determine by lot the amorint of the interest of each Direct Participant to be redeemed. 

Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. Under its usual 
procedures, DTC mails an Omnibus Proxy to the Issuer as soon as possible aAer the record date. The 
Omnibus Proxy assigns Cede & Co.'s consenting or voting rights to those Direct Participants to diose 
accoimts (he Bonds are credited on the record date (identified in a listing atlaclied to the Omnibus Proxy). 
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Principal and interest payments on the Bonds will be made to Cede & Co. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail inforniation 
froni the Issuer and the Trustee on the payable date in accordance with their respective holdings shown on 
DTC's records. Payments by Participants to Beneficial Owners will be goveined by standing inshvctions 
arid customary practices, as is the case with securities held for the accounts of customers in bearer form or 
registered in  "street name," and will be the responsibility of such Participant and not of L Y K ,  the Trustee, 
the Company or the Issuer, subject to any statutory or regulatory requirements as may be in effect froin 
time to time, Payment of principal and interest to Cede & Co. is the responsibility of the Issuer or the 
Trustee, disbursement of such payrneiits 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. 

A Beneficial Owner may give notice to elect to have its Bonds purchased or tendered, through its 
Participant, to the Tender Agent, and will effect cielivery of such Bonds by causing the Direct Participant 
to transfer the Participant's interest in the Bonds on DTC's records to the Tender Agent. The requiremerit 
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 and followed by a book-entiy credit of tendered Borids to tlie Tender Agent's DTC account. 

DTC may discontinue providiiig its services as securities depository with respect fo tlie Bonds at 
any time by giving reasonable notice to the Issuer, the Company, tlie Tender Agent and the Trustee, or the 
Issuer, at the request of the Company, may ieniove DTC as the securities depositoiy for the Bonds. 
Under such circumstances, in the event that a successor securities depositoiy is not obtained, bond 
certificates are required to be deliveied as described in tlie Indenture (see "SUMMARY OF THE BONDS 
-- Book-En try-Only System - Revhim ofBook -EtmpOtiiv System; Replncet~ierii Borzds'' below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, will become the 
registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, references 
herein to the registered owners of !he Bonds will niean Cede 62. Co. and will not mean tlie Beneficial 
Owners. TJnder the Indenhire, payments made by the Trustee to DTC or its norninee will satisfy the 
Jssiier's obligations under the Indenture, the Company's obligations under the Loan Agreement and the 
First Mortgage Bonds, to the extent of the payments so made. Beneficial Owners will not be, and will not 
be considered by the Issuer or the Trustee to be, arid will not have any rights as, owners of Bonds under 
tlie Indenture. 

The Tnistee and the Issuer, so long as a book-entry-only system is used for the Bonds, will send 
nny notice of redempion or of proposed document aniendinents requiring consent of registered owners 
and any other notices required by the doctimerit (including notices of Conversion and niandatoiy 
purcl~se) to be sent to registered owners only to DTC (or any successor secnrjties depository) or its 
nominee. Any failure of DTC to advise any Direct Participant, or of any Direct Participant or Indirect 
Participant to notify the Beneficial Owner, of any such notice and its content or effect will not affect the 
validity of the redemption of the Bonds called for redeoiption, tlie document amendment, the Conversion, 
the mandatory purchase or any other action premised on that notice. 

The Issuer, the Company, the Tnistee and the {Jridenvriters cannot and do not give any 
assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as the registered 
owner or any redeniption or other notices, to the Participants, or that the Participants or others will 
distribute such payments or notices to the Beneficial Owners, or that they will do so on a timely basis, or 
that DTC will serve and act iri the maniier described in this Official Statement. 

THE ISSUER, THE COMPANY, THE UNDERWRITERS AND THE TRUSTEE WILL HAVE 
NO RESPONSIBILITY OR OB1,IGATION TO ANY DIRECT PARTICIPANT, INDIRECT 
PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON NOT SHOWN ON THE 
REGISTRATION BOOKS OF THE TRUSTEE AS BEING A E G I S E R E D  OWNER WITH 
RESPECT TO: ( I )  THE ACCURACY OF ANY RECC)IU)S MATNTAINED BY DTC OR ANY 
DIRECT PARTlClPANT OR INDIRECT PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT 
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DUE BY DTC TO ANY DIREC?' PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR 
INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL 
AM0l.INT OR REDEh4PTION OR PURCHASE PRICE OF OR INTEWST ON THE BONDS; ( 3 )  THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT 
PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER WHICH IS 
REQUIRED OR PERMITTED TO BE GIVEN 'TO REGISTERED OWNERS ITNDER THE TERMS OF 
THE MDENTI JRE; (4) THE SELECTION 01: THE BENEFICIAL, OWNERS TO RECEIVE 
PAYMENT IN THE EVENT OF ANY PARTIAL, REDEMPTION OF THE BONDS; OR ( S )  ANY 
CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS REGISTERED OWNER. 

Resisioii of Book-Eitfry-Otily Sjvtent; Replnceit~tit Boitcls. In tlie event that DTC determines not 
to continue as securities depository or is removed by tlie Issuer, at the direction of the Company, as 
securitia depository, the Issuer, at the direction of the Company, may appoint a successor securities 
depository reasonably acceptable to the Trustee. If the Issuer does not or is unable to appoint a successor 
securities depository, the Issuer wiil issue and the Trustee will authenticate and deliver fully registered 
Bonds, in authorized denominations, to the assigriees of 117% or their nominees. 

In  the event fhat tile book-entry-only system is discor~tinued, the following provisions ivill apply. 
The Bonds may be issued in denominations of $25,000 arid integral multiples thereof, if the Interest Rate 
Mode is the Dutch Auction Rate; in denominations of $5,000 and integral rntiltiples thereof, if the 
Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate; in clenomitiations 
of $100,000 and integral multiples of $5,000 in excess thereof, if the Interest Rate Mode is the Flexible 
Rate; and in denominations of $100,000 and integral multiples thereof, if the Interest Rate Mode for the 
Bonds is the Daily Rate or the Weekly Rate. Bonds may be transfeired or exclianged for an equal total 
amount of Bonds of other authorized denominations upon surrender of such Bonds at the principal office 
of the Bond Registrar, accompanied by a written instrument of transfer or authorization for exchange in 
fomi and with guaranty of signahire satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner's duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days before any 
mailing of a notice of redemption, afler such Bond has been called for redemption in wliole or in part, or 
after such Bond has been tendered or deemed tendered for optional or niaiidatoj purchase as described 
under "Purcliases of Bonds." Registration of transfers and exchanges will be ninde without charge to the 
owners of Bonds, except that the Bond Regisfrar may require any owner requesting registration of transfer 
or exchange to pay any required tax or govennrnerital charge. 

Security; Releasc Date; Limitation 011 Liens 

Payment of the principal of and interest and any premium on the I3onds will be secured by an 
assignment by the Jssuer to the Trustee of the Issuer's interest in and to the Loan Agreerneiit and all 
payments to be made pursuant thereto (other tlian cet-tain indemnification and expense payments). 
Pursuant to the Loan Agreement, the Company will agree to pay, among other things, amounts sufficient 
to pay the aggregate principal amount of and premiinn, if any, on the Bonds, together with interest 
thereon as and when the same become due. The Company further will agree to make payments of tlie 
purchase price of the Bonds tendered for purchase to the extent that fiinds are not otherwise available 
therefor under the provisions of the Indenture. 

" 

IJntil the Release Date, the payment of the principal of and interest and any premium on the 
Bonds will be further secured by a principal amount of First Mortgage Bonds of the Company which will 
equal !lie principal amount of the Bonds. In the event of a default under the Loan Agreement or default in 
payment of the principal of or interest or any pkemium on, or j~urchase price of, the Bonds, and upon 
receipt by the First Mortgage Trustee of a written demand from the Tiustee for redemption of the First 
Moltgage Botids, such First Mortgage Bonds will bear interest at the same interest rate or rates borne by 
the Bonds and the principal of such First Mortgage Bonds, together with interest accrued thereon from the 
Iast date or dates to which interest on the Bonds has been paid in fitll, will be payable in accordance with 
the Supplemental Indenture. See "SUMMARY OF THE FIRST MORTGAGE BONDS." 
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The First Mortgage Bonds are not intended to provide a direct source of liquidity lo pay the 
purchase price of Bonds tendered for purchase in accordance with the Indenture. The Cornpany is not 
required under the Loan Agreement or lndetihire to provide any letter of credit or liquidity support for the 
Bontfs. The First Mortgage Bonds are secured by a lien on certain property owied by the Company. In 
certain circumstances prior to the Release Date, the Company is permitted to reduce the aggregate 
principal amount of its First Mortgage Bonds held by the Tnistee, but in no event to an amount lower than 
the aggregate outstanding principal amount of the Bonds, See "SUMMARY OF THE BONDS - 
Remarketing and Purcllase of Bonds." 

The Release Date will be the date that the Bond Insurer, at the request of the Company, consents 
to the release of the First Mortgage Bonds as security for the Bonds, provided that in no event sliall that 
date be later than the date as of which all first mortgage bonds of the Company issued prior to the date of 
tlie Bonds (other thaii the First Mortgage Bonds and the First Mortgage Bonds, Pollution ConlroI Series 
No. 11, No. 12, No. 13, No. 14 and No. 15) have been retired through payment, redemption or otherwise 
(incliiding those first mortgage bonds "deented to be paid" within the meaning of that tenn as used in 
Article XI1 of the First Moj-tgage Indenhire). Exducling tlie First Moltgage Bonds and the First Mortgage 
Bonds, Pollulion Confrol Series No. I I ,  No. 12, No. 13, No. 14 and No. 15, as of June 30,2002, 7 series 
of first mortgage bonds in an aggregate principal amount of $338 million currently are outstanding under 
the First Mortgage Indenture. As of the date of this Official Statement, the earliest date that all of sucll 
first mortgage bonds could be redeemed is May 15,2007. The Bond Insurer's consent to a release of the 
First Mortgage Bonds may be given without the coiisent of any holder of Bonds. 

On the Release Date, the 7'1 ustee will tIeIiver to the Company for cancellation all First Mortgage 
Bonds and the Company will cause the Trustee to provide notice to all holders of Bonds of the occurrence 
of the Release Date. As a result, 011 the Release Date, such First Mortgage Bonds shall cease to secure the 
Bonds, and the obligations of the Company under the Loan Agreement will become unsecured general 
obligations of the Company. 

In the Loan Agreement the Company will covenant that, from and aRer the Release Date and so 
long as any Bonds are outstanding, i t  will not issue, assume or guarantee any debt for borrowed money 
secured by any mortgage, security interest, pledge, or licn ("mortgage") on any of the Company's 
operating property (as defined below), whether the Company owns it at the date hereof or acquires it  lalei, 
unless the Company similarly secures its obligations under tlie Loan Agreenlent lo make paynients to the 
Tnistee in sufficient amounts to pap the principal of, preiniuin, if any, and interest required to he paid on 
the Bonds. This restriction will not apply to: 

0 mortgages on any property existing at the time the Company acquires the property or at 
the time the Company acquires the corporation owning the property; 

0 purchase money mortgages; 

e specified governmental mortgages; or 

9 any extension, retiewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so long as the 
principal amount of indebtedness secured under this clause and not otlieiwise authorized 
by the clauses listed above, does not exceed the principal amount of indebtedness secured 
at the time of the extension, renewal or replacement. 

In addition, the Company can also issue secured debt so long as the amount of the secured debt 
does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

For purposes of this limitation on liens, "operating properly" means (i) any interest in real 
property owed  by the Company, and (ii) any asset owned by the Company that is depreciable i n  
accordance with generally accepted accounting principles. 
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THE BOND INSURANCE POLICY 

Payment Pursuant to Bond Tnsurance Policy 

Ambac Assurance has made a commitment to issue the Bond Insurance Policy relating to the 
Bonds effective as of the date of issuance of the Bonds. Under the terms of the Bond Insurance Policy, 
Ambac Assurance will pay to The Bank of New York, New York, New York, or any successor thereto 
(the "lnsurance Trustee"), that portion of the principal of and interest on tlie Bonds which shall become 
"Due for Payment" but shall be unpaid by reason of "Nonpayment" by tlie Issuer (as such ternis are 
defined in the Bond Insurance Policy). Ambac Assurance will make such paynients to the Insurance 
Tnistee 017 the later of the date on which such principal and interest becomes 'Due for Payment" or within 
one Business Day following the date on which Ambar, Assurance shall have ieceived notice of 
Nonpayment fiorn tlie Trustee. The insurance will extend for the tcm~ of the Bonds and, once issued, 
cannot be cancelled by Ambac Assurance. 

The Bond Insurance Policy will i~isure payment only on the stated maturity date or upon special 
niandatory redemption on determination of taxability, in the case ofpiincipal, and on stated dates for 
payment, in the case of interest, If the Bonds become subject to other redeinption and insufficient funds 
are available for redeinption of all outstanding Bonds, Anibac Assurance will remain obligated to pay 
principal of and interest on outstanding Bonds on the originally scheduled interest and principal payrnent 
dates. In the event of any acceleration of the principal of the Bonds, the insured paymcnts will be made at 
such times and in such amounts as would have been made had there not been an acceleration. 

In the event the Trustee has notice that any paylnent of principal of or interest on a Bond which 
has becoine Due for Payment and which is made to a Bondholder by or 011 behalf of the Issuer has been 
deemed a prefei entia1 transfer and theretofore recovered fronl its registered owner pursuant to the IJnited 
Slates Bankruptcy Code in accordance with a final, nonappealable order of a court of competent 
jurisdiction, such registered owner will be entitled to payment from Ambac Assuiance lo the extent of 
sich recovery if sufficient funds are not otherwise available. 

The Bond Insurance Policy does not insure any risk other than Nonpayment. Specifically, the 
Bond Insurance Policy does not cover: 

(a) payment on acceleration, as a result of a call for redemption (other than a special 
mandatory redemption upon the occiirrence of a determination of taxability as provjcled in the 
Bond Insurance Policy) or as a result of any other advancement of maturity; 

(b) 

(c) 

payment of any redemption, prepayment or acceleration premium; 

nonpayment of principal or interest caiised by the insolvency or negligence of the 
Trustee, Paying Agent or Bond Registrar, if any; 

((1) loss relating to payments of the purchase price of Bonds upon terjder thereof or 
any preferential tratisfer relating to payments of the purchase price of Bonds upon tender thereofi 
or 

(e> loss relating to payments made in connection with the sale of Bonds in 
connection with an Auction or losses suffered as a result of a Bondholder's inability to sell Bonds. 

23 



Under the Bond Insi~rance Policy, the definition of Due for Payment is expanded to include date 
of redemption pursuant to a final determination of taxability as described herein under "SUMMARY OI; 
THE BONDS - Redemptions - Mciticlntory Recfeinption; Detertni~mfioii of Toxubilih~." 

If i t  becomes necessary to call upon the Bond Insurance Policy, payment of principal requires 
surrender of Bonds to the Insiirance Trustee together with an appropriate instrument of assignment so as 
to permit ownership of such Bonds to be registered in the name of Ambac Assurance to the extent of the 
payment under the Bond Insui ance Policy. Payment of interest p~irsuant to the Boiid Insurance Policy 
requires proof of entitlement to interest payments and an appropriate assignment of the Bondholder's right 
to payment to Ambac Assurance. 

Upon payment of the insurance benefits, Arnbac Assurance will become the owner of the Bond or 
right to payment of principal or interest on such Bonds and will be fiilly subrogated to the surrendering 
Bondholder's rights to payment. 

lasorance Agreement with Company 

Ainbac Assurance has agreed to issue the Bond Insurance Policy pursuant to the Insurance 
Agreement. Uiider the Insurance Agreement, the Cornpany is obligated to 1 eiinburse Ambac Assurance, 
itninediately arid unconditionally upon demand, for all payments made by Ambac Assurance under the 
terms of the Insurance Policy. The Company is also obligated to deliver certain collateral to Ambac 
Assurance and comply with certain financial and other coveiiants specified therein. The Insurance 
Agreement includes cer lain events of default, including the fdure of the Company to pay amounts owed 
thereundcr to Ambnc Assurance, any breach by the Company of representations, warranties and 
covenants set forth therein and certain events of bantuuptcy. If any such event of default should occur 
and be continuing, Ambac Assurance may, among other things, notify the Trustee of such an event of 
default which would result in an "Esent of Default" under the Indenture. See "SUMMARY OF THE 
INDENTlIRE - Defaults and Remedies." 

Amltac Assurance Corporation 

hnbac Assurance is a Wiscoiisii~-domiciled stock insurance corporation regulated by the Office 
of the Coniinissioner of Insurance of tlic State of Wisconsin and licensed to do business in 50 states, the 
District of Columbia, the Tenitory of Guam and the Commonwealtl~ of Puerto Rico, with admitted assets 
of approximately $5,587,000,000 (unaudited) and statutory capital of approximately $3,453,000,000 
(unaudited) as of June 30, 2002. Statutory capital consists of Anibac Assrrrarice's policyholders' surplus 
mi statutory contingency reserve. Standard & Poor's Credit Markets Services, a Division of The 
McGraw-Hill Companies, Moody's Investors Service, Inc. ("Moody's") and Filch, Inc. have each assigned 
a triple-A financial ~[rerigth rating to Arnbac Assurance. 

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect that the 
insuring of an obligatiosi by Atnbac Assurance will not affect the treatment for federal iiicome tax 
purposes of interest on such obligation and that iiisuxance proceeds representing maturing interest paid by 
Ambac Assurance under policy provisions substantially identical to those contained in its financial 
guaranty insurance policy shall be treated for federal income tax purposes in the same manner as if s~ic11 
payments were made by the Issuer of the Bonds. 

Ambac Assurance makes no representation regarding the Bonds or the advisability of investing in 
the Bonds and makes no representation regarding, nor has it participated in  the preparation of, this 
Official Statement other than the information supplied by Ambac Assurance and presented under the 
heading "THE BOND INSURANCE POLICY" and in APPENDIX D. 

Available Inforiiiation 

The parent company of hnbac  Assurance, /&hac Financial GIoup, Inc. ("AFO"), is subject to 
the infonnational requirements of the Exchange Act, and in accordance therewith files reports, proxy 
statements and other information with the Securities and Exchange Commission (the ''SEC"). These 
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reports, proxy statements and other infoniiation can be read and copied at the SEC's public reference 
room at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the SEC at I-800-SEC-0330 for 
fbther information on tlie public reference room. The SEC maintains an internet site at 
http://www.sec.aov that contairis reports, proxy and information stateinem and other infomiation 
regarding companies that file electronjcally with the SEC, including AFG. These reports, proxy 
statements and otlier information can also be read at the offices of the New York Stock Exchange, Inc. 
(the "NYSE") at 20 Broad Street, New York, New York 10005. 

Copies of Anibac Assurance's financial statements prepared in accordance with statutory 
accounting standards are available from Anibac Assurance. The address of Ambac Assurancek 
administrative offices and its telephone number are 01ie State Street Plaza, 19th Floor, New York, New 
Yolk 10004 and (212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documeiits filed by AFG with tlie SEC (File No. 1-1 0777) are incorporated by 
reference it1 this Official Statement. 

1 )  AFG's Cunent Report on Form 8-K dated January 23,2002 and filed on 
January 25,2002; 

2) AFG's Annual Report 011 Form IO-K. for the fiscal year ended December 31, 
2001 and filed on Marc11 26,2002; 

3) AFG's Current Report 011 Foiiri 8-K dated April 17, 2002 and filed on April 18, 
2002; 

4) AFG's Quarterly Report on Form 10-Q for the fiscal quarterly period ended 
March 31,2002 and filed on May 13,2002; 

AFGls Current Report on Form 8°K dated July 17,2002 and filed on July 19, 
2002; 

5)  

6) AFG's Cuirent Report on Form 8-K dated August 14,2002 and filed on Augtel 
14,2002; and 

7) AFG's Quarterly Report on For111 10-Q for the fiscal quarterly period ended June 
30,2002 and filed on August 14,2002. 

All documents subsequently filed by AFG pursuant to the requirements of tlie Exchange Act after 
the date of this Official Statement wilI be available for inspection in the same niaimer as described above 
in "Avaifable Information." 

SUMMARY OF THE LOAN AGREEMENT 

The following, iu adciifiorr to the provisiorrs coiitaiiied elsewhere in this OfJicinl Stutement, is CI 

bi*iefclescriptioii of cerlain provisions of the Lomi Agreement. Refeiriice is iriade to the Loan Agreewetit 
for the cietniled provisions thereof: 

The term of the Loan Agreement shall commence as of its date and end on the earliest to occur of 
October 1,2032, or the date 011 which a11 of the Bonds shall have been fully paid or provision has been 
made for such payment piirstiant to the Indenture. See "SUMMARY OF THE INDENTURE -- 
Discharge of Indenhire." 
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The Company has agreed to repay the loan pursuant to the Loan Agreement by making timely 
payments to the Trustee i n  sufficient amounts to pay the principal of, premium, if any, and interest 
required to be paid on tlie Bonds on each date upon which any such payments are due. The Company has 
also agreed to pay (a) tlie agreed upon fees and expenses of tlie Trustee, the Bond Registrar, any Tender 
Agent and any Paying Agent appointed under the Indenture, (b) the expenses in connection with ally 
redemption of the Bonds arid (c) tlie reasonable expenses of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of tendered 
Bonds that are not remarketed in accordance with the Indentxire and, to that end, the Company shall cause 
firnds to be made available to the Tender Agent at the times and i n  the manner required to effect such 
purchases in accordance with the Indenture (see "SUMMARY OF THE BONDS - Remarketing and 
Purchase of Bonds"). 

All payments to be made by the Compaiiy to the Issuer pursuant to the Loan Agreement (except 
the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the Bond Registrar, 
the Tender Agent and amounts related to indetntiification) have been assigned by the Issuer to the 
Trustee, and the Company will pay such ainourits directly to the Trustee. The obligations of the Company 
to make the paymenls pursuant to the Loan Agreement are absolute and unconditional. 

Mainteiiancc of Tax Exeinptioii 

The Company and tlie Issuer have agreed not to take any action that would Iesull in the interest 
paid on the Bonds being included in gross income of any Bondholder (other than a holder who is a 
"substantial user" of the Project or a "related person" within the meaning of Section 147(a) of the Code) 
for federal income tax purposes or that adversely affects the validity of tlie Bonds. 

Issuance and Delivery of First Mortgage Bonds; Limitation on Liens 

For the purpose of providing security for the Bonds untjl the Release Date, the Coinpany will 
execute and deliver to the Tiustee on the Issue Date the First Mortgage Bonds. The principal amount of 
the First Mortgage Bonds executed and delivered to the Trustee will be not less than the aggregate 
principal amount of the Bonds. Prior to the Release Date, in the event of a default under the Loan 
Agreement or default in payment of the principal of, preniiim, if any, or interest on the Bonds, and upon 
receipl by the Firs1 Mortgage Tmstee of a written demand from the Trustee for redemption of the First 
Mortgage Bonds ("Redemption Dernand"), tlie First Mortgage Bonds will bear interest at the same rate 
borne by the Bonds and the principal of the First Mortgage Bonds, together with interest accnied thereon 
from tlie last date to which interest on the Bonds shall have been paid in f i l l ,  will be payable in 
accordance with the Supplemental Indenture for such First Mortgage Bonds. See, however, 
"SUMMARY OF THE INDENTURE -- Waiver of Events of Default." 

Prior to the Release Date, upon payment of the principal of, premium, if any, and interest on any 
of the Boiids, and the surrender to and cancellatioii thereof by ihe Tiustee, or upon provision for the 
payment thereof having been made in accordance with the Indenture, First Mortgage Bonds with 
corresponding principal amounts equal to the aggregate principal amount of the Bonds so surrendered and 
canceled or for the payment of which provision has been made, will be surrendered by the Trustee to the 
First Mortgage Trustee and will be canceled by the First Mortgage Trustee. The First Mortgage Bonds 
will be registered in the name of the Tiustee and will be norr-transferable, except to effect transfers to any 
successor trustee under the ludentuie. The Bond Insurer's consent to a release of the First Mortgage 
Bonds may be given without consent of any holder of Bonds. (See "SUMMARY OF THE BONDS - 
Security; Release Date; Limitation on Liens.") 

The Company will covenant, from and aAer the Release Date, that it will not create, assume or 
guarantee debt for borrowed money secured by any moltgage, except as described above under 
"SUMMARY OF THE BONDS - Security; Release Date; Limitation on Liens." 
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Payment of Taxes 

The Company has agreed to pay certain taxes and other govermnental charges that may be 
lawfully assessed, levied or charged against or wit11 respect to tlie Project (see, however, subparagraph (i) 
under "SUMMARY OF THE BONDS - Redeinptions - Extrmrditmry Uplioizal Redemption iti 
__. Whofe"). The Company may contest such taxes or ofher governmental charges unless the security 
provided by the Indenture would b e  materially endangered. 

Maintenance; Damage, Destruction and Condenination 

So long as any Bonds are outstanding, the Company will maintain the Project or cause the Project 
to be maintained in good working condition and will make or cause to be made all proper repairs, 
replacements and renewals necessary to continue to constitute the Project as air and water pollution 
control and abatement facilities and solid waste disposal facilities, as applicable, under Section 
103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as amended. However, the Company will 
have no obligatioii to maintain, repair, replace or renew any portion of tlie Project, the maintenance, 
repair, replacement or renewal of which becomes uneconomical to tlie Company because of certain 
events, including damage or destruction by a cause not within the Company's control, condemnation of 
the Project, change in government standards and regulations, economic or other obsolescence or 
termination of operation of generating facilities to the Project. 

The Cornpany, at its own expense, may reniodel the Project or make substitutions, modifications 
and irnplaveinents to the Project as it  deenis desirable, which remodeling, substitulions, modifications 
and improvements shall be deemed, under the terms of the Loan Agreement to be a part of the Project. 
The Company may not, however, change or alter the basic nature of the Project or  cause it to lose its 
status under Section I03(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as amended. 

If, prior to the paynieiit of all Bonds outstanding, the Project or any portion thereof is destroyed, 
damaged or taken by the exercise of the power of eminent doniain and the Issuer, the Company or the 
Fiist Mortgage Tiustee receives net proceeds from insurance or a condenmation award in conneclion 
therewith, the Company shall (i) cause such net proceeds to be used to repair or festore the Project or (ii) 
take any other action, including the redemption of the Bonds in wvliole or in part at their principal amount, 
which, by the opinion of Bond Couiiscl, will not adversely affect the exclrrsion of the interest on the 
Bonds from gross income for federal income tax purposes. See "SUMMARY OF THE BONDS - 
Redemptions --- Extrriorditiary O~tiotialRecleniuliorl iii WioIe or in Port." 

Insurance 

For the period prior to the Release Date, the Company has agreed lo insure the Project in 
accordance with the provisions of the First Mortgage Indenture. From and after the Release Date, tlie 
Company will insure the Project in a 1naimer consistent with general industry practice. 

Assignment, Merger and Release of Obligations of tlic Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel that such 
assignment will not adversely affect the exclusion of the interest on the Bonds from gross income for 
federal income tax purposes, without obtaining the consent of either the Issuer or the Trustee. Such 
assignment, however, shall not relieve the Company from primary liability for any of its obligations under 
the Loan Agreement and performance and observance of tlie other covenants arid agreements to be 
performed by the Company unless consented to by the Bond Insurer. The Company rnay,dispose of all or 
substantially all of its assets or consolidate with or merge into another corporation, provided the acquirer 
of the Company's assets or the corporation with whiclr it stiall consolidate with or merge into shall be a 
corporation organized and existing under the laws of one of the states of the United States of America, 
shall be qualified and admitted to do business in the Colninonweaiths of Kentucky arid Virginia, arid shall 
assume in  writing all of the obligations of the Company under the Loan Agreement. 
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Release and Indemnification Covenant 

The Company will indemnify and hold the Issuer liarinless against any expense or liability 
inciured, including attorneys' fees, resulting ffom any loss or damage to property or any injury to or death 
of any person occurring on or about or resulting fiom any defect in the Project or from any action 
commenced in connection with the financing thereof. 

Events o f  Default 

Each of the foliowing events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Company to pay the amounts required for payment of the principal 
of, inchding purchase price for tendered Bonds and redemption and acceleration prices, and 
interest accrued, 011 the Bonds, at the times specified therein taking into account any periods of 
grace provided in the Indenture arid the Bonds for tlie applicable payment of interest on the Bonds 
(see "SUMMARY OF THE INDENTURE - Defaults and Remedies"); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph ( I )  above, for a period of thirty days after 
written notice by rhe Issuer or Tmstee, provided, however, that if such failure is capable of being 
corrected, but cannot be corrected in such 30-day period, it will not constitute a11 event of default 
under the Loan Agreement if corrective action with respect thereto is being diligently pursued; 

all first mortgage bonds outstanding under the First Mortgage Indenture, if not (3) 
already due, shall have become immediately due and payable, whether by declaration or 
otheiwise, and such acceleration sliall not have been rescinded by the First Mortgage Tiiistee; or 

(4) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 

Under the Loan Agreement, cei-tain of the Coinpany's obligatioiis (other than the Company's obligation (i) 
not to permit any action which would result in interest paid on the Bonds being included i n  gross income 
for federal and Kentucky income taxes, ( i i )  to execute and delivei the First Mol tgage Bonds to the Tnistee 
on the date of issuance of the Bonds in  an aggregate principal amount not less than the aggregate principal 
amount of tlie Bonds; and (iii) to make loan payments and certain other payments under the provisions of 
the Loan Agreement) may be suspended if by reason of force majeure (as defined in the Loan Agreement) 
the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer may, among 
other things, take whatever action at law or in equity may appear necessary or desirable to collect the 
amounts then due and thereafter to become clue, 01 to enforce performance and obseivance of any 
obligatioli, agreement or covenant of the Company, under the Loan Agreement. 

In the event of a default undei the Loan Agreement or a default in payment of the principal of, 
premium, if any, or interest 011 the Bonds, the Tnistee may, prior to the Release Date, demand redemption 
of the First Mortgage Bonds. See "SUMMARY OF THE FIRST MORTGAGE BONDS" and 
"SUMMARY OF THE INDENTIJRE -. Defaults and Remedies." Any amounts collected upon the 
happening of any such event of default shall be applied in accordance with the Indenture or, if the Rands 
have been fiilly paid (or provision for payment thereof has been made in accordance with the Indenture), 
made available to the Company. 

Options to Prepay, Obligation to Prcpay 

The Cornpany may prep?}' fhe loan pursuant to the Loan Agreement, in wliole or in part, on 
certain dates, at tlie prepayment prices as shown under the captions "SIJMMARY OF THE BONDS - 
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Redemptions - Oyliotiul Redetiiplioii ," 'Extt*aordirinary Oytivnnl Reiienipiiori ii? IVlroIe" and 
"Exttaot.ifitiaty Optioirul Redemptioii iii Wide or in  par^." Upon the occurrence of the event described 
under the caption "SUMMARY OF THE BONDS - Redemptiolts - Muncidoiy Redemutian; 
Deteri?iiiiativri of Taxability," the Company shall be obligated to prepay the loan in an aggregate amount 
sufficient to redeem the requircd principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a suni sufilicient, together with other fiinds 
deposited with tlie Trustee and available for such p~rpose, to redeeni the requisite amount of the Bonds at 
a price equal to the applicable redeinptiorl price plus accrued interest to the redemption date, and to pay 
all reasonable and necessary fees and expenses of the Tiustee, the Paying Agent and all other liabilities of 
the Company under the Loan Agi eement accrued to the redemption date. 

Amendments and Modificatioiis 

No amendment or modification of the Loan Agreeinelit is permissible wilhoi~t the ?vrjtten conseiit 
of tlie Trustee ant1 the Bond Insurer. The Issuer and the Trustee may, however, witliout .the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agieetne~it (i) which 
may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the purpose of curing 
any ambiguity or foiinal defect or omission, (iii) in connection with any modification or change necessary 
to conform the Loan Agreement with changes and modifications in the Indenhire or (iv) in connection 
with any other change wvliich, in the judgment of the Trustee, does not adversely affect the Tizistee or the 
Bondholders. Except foi sucli amendments, the Loan Agreement may be amended or modified only with 
the consent of tlie Bond Insurer and the Bondholders holding a majority in principal aniow~t of the Bonds 
then outstanding (see "SUMMARY OF THE INDENTIJRE - Supplemental Indentures" for an 
explanation of the procedrires necessary for Bondholder consent); provided, however, that the approval of 
the Bondholders hoIding 100% i n  principal amount of the Bonds then outstanding is necessary to 
effectuate an amendment or modification with respect to the Loan Agreement of the type described in 
clauses (i) through (iv) of tlie first sentence of tlie second paragraph of "SUMMARY OF THE 
INDENTURE - Suppleniental Indentures." 

SZJMMARY OF THE FIRST MORTGAGE BONDS 

General 

The First Mortgage Bonds will be issued as a new series of first mortgage bonds under the First 
Mortgage Indenture (see "SUMMARY OF THE LOAN AGREEMEN?' - Issuance and Delivery of Firs1 
Mortgage Bonds"). The First Mortgage Bonds will mature on the same date and bear interest at the saiiie 
rate or rates as the Bonds. The statements herein made (being for the most part summaries ofcertain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions of the First Mortgage 
Indenture, which is incorporated herein by this reference. 

The First Mortgage Bonds will be issued under, and secured by, an Indenture of Mortgage dated 
as of May 1,1947, as amended and supplemented, and as to be further amended and supplemented by a 
Suppleinentat Indenture dated as of September I ,  2002 between the Company and T I S .  Bank National 
Association, Chicago, Illinois, as successor trustee, and an individual siiccessor co-trustee (collectively 
the "First Mortgage Tnistee") (the "Indenture of Mortgage, as so supplemented is referred to herein as the 
"First Mortgage Indenture"). 

'The principal of and interest 011 the First Mortgage Boncls will not be payable other than upon the 
occurrence of an event of default under the Loan Agreement. Upon the occurrence of any of the events of 
default described under the caption "SUMMARY OF THE LOAN AGREEMENT - Eveiits of Defiiult", 
the First Mortgage Bonds will be redeemable within 120 days following receipt by the First Moilgage 
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Trustee of a Redeniption Demand from the Tnistee for redemption, at a redemption price equal to the 
principat amount thereof plus accrued interest at the rates borne by the Bonds from the last date to which 
interest on Ilie Bonds has been paid. 

The First Mortgage Bonds at all times will be in fully registered form registered in the name of 
the Tnistee, will be lion-negotiable, and will be non-transferable except to any successor trustee under the 
Indenture. Upon payment and cancellation of Bonds by the Tnistee or the Paying Agent (other than any 
Bond or portion thereof that was canceled by the Trustee or the Paying Ageiit and for whicli one or more 
Bonds were delivered and authenticated pursuant to the Indenture), whether at maturity, by redemption or 
otherwise, or upon provision for the payment of the Bonds having been made in accordance with the 
Indenture, an equal principal alnoiat of First Mortgage Bonds will be deemed fully paid and the 
obligations of the Company thereunder will cease. 

Security 

In the opinion of counsel for the Company, the Fiist Moilgage Bonds, when issued, will be 
secured by the First Mortgage Indenture which constitutes a first mortgage lien, subject only lo 
permissible encumbrances, upon substantially all of the property of the Company (except as summarized 
in this paragraph) for the equal pro-rata security of all first mortgage bonds issued or to be issued 
thereuttder, subject to the provisions relating to any sinking fund or similar fund for the benefit of first 
mortgage bonds of any particular series. The opinion does not cover title to easements or rights-of-way. 
The First Moitgage Indenture excepts or excludes from the lien thereof all cash, securities, accowts and 
bills receivable, choses in action and certain judgments not deposited or pledged with the First Moltgage 
Trustee, certain personal property held for sale, lease, rental or consuniption in  the oidinary c o m e  of 
business, the last day of each term under any lease of property, a11 gas, oil and otlier minerals under any 
property subject thereto, and certain real estate described therein. One sniall Iiydioelectrie generating 
station is located on land owned by the United Statas; and is operated under an annriaily renewable 
license; a few small substations are maintaiiied on land over which the Conipany holds easements; and 
certain of the electric transmission lines and distribution lines ale installed on public streets, alleys and 
highways or are located on easements or rights-of-way. With respect to property located in Virginia, no 
examination of undedying titles as to easements or rights-of-way for tiansmission or distribution lines has 
been made, but, should the rights of the Company in this respect be questioned, valid easements and 
rights-of-way in Virginia may, in  the opinion of counsel, be acquired from private property owners by 
condetnnat ion proceedings. The First Mortgage Indenture contains provisions subjecting after-acquired 
property, other than excepted property, to the lien thereof. Sucli provisions might not be effective as to 
proceeds, products, rents, issues or profits of the property subject to the lien of the First Mortgage 
Indenhire realized, and additional property acquired, within 90 days prior and subsequent to tlie filing of a 
case with respect to the Company under the Ihiited States Bankniptcy Code, state insolvency laws or 
othe~ similar laws affecting llie enforceinent of creditors’ rights and with respect to property located in  
Virginia, as to property not so affixed to otlier property as to becortie subject to tlie lien of the First 
Mortgage Indenture without resort to the after-acquired property provisions, in which case the lien may be 
defeated, untii recordation of a fiirtlwr supplemental indenture conveying such property to the First 
Mortgage Tiustees afler its acquisition, (a) by tlie intervention of bankniptcy or (b) by the attachment of a 
judginent lien or sale to purcliasers for value without notice. 

fssaance of Additional First Mortgage Bonds 

The First Mortgage Indenture does not fix an overall dollar limitation on the principal amount of 
fitst mortgage bonds that may be issued or outstanding thereunder. The Company’s first mortgage bonds 
may be issued from time to time under the First Mortgage Indenture in a principal amount equal to (i) 
GO% of eligible net expenditures made by the Company for bondable property constructed or acquired by 
it and on which the First Mortgage Indenture is a mortgage lien, subject only to pennitted eiicutnbrances 
and liens and prepaid liens, (ii) the principal amount of previously authenticated first mortgage bonds of 
the Coinpany which have been retired or for the retirement of which the First Mortgage Trustee holds the 
necessary funds, other than certain first niortgage bonds not usable for the purpose under the teIms of the 
First Mortgage Indenhire, and (iii) the amount of money deposited with the First Mortgage Trustee, which 



money niay be applied to the retirement of the Company's first mortgage bonds or niay be withdrawn in 
lieu of the authentication of an equivalent principal ainount of first mortgage bonds under the First 
Mortgage Indenture provisions referred to in clauses (i) and (ii). Net expenditures for bondable property 
are deterniined as provided it1 the First Moitgage Indenture. In general, bondable propel ty means any 
utility plant, property or equipment owned by the Cornpany and used or useful in its utility business. 

No additional first mortgage bonds m y  be authenticated under the First Mortgage Indenture as 
provided in clauses (i) arid (iii) in the preceding paragraph, or authenticated as provided in clause ( i i )  of 
the preceding paragraph bearing a higher rate of interest than the first mortgage bonds to be retired 
(unless such first mortgage bonds to be retired would nrature within 5 years), unless the net earnings (as 
determined pursuant to the provisions of the First Mortgage Iadenture) of the Company for a 12-month 
period ending ~vithin 90 days next preceding such authentication were at least equal to twice the interest 
for one year on (i) all first mortgage bonds to be outstanding iinder the First Mortgage Indenture 
immediately after siich auhentication (other than first inortgage bonds for the retirement of whidi the 
First Mortgage Tnistee holds the necessary fiinds), and (ii) all other indebtedness then secured by a lien 
equal or prior to the lien of the Firs! Mortgage Indenture on property of the Company, wit11 certain 
exceptions. 

At December 31, 2001, the Company had outsfanding $484.83 million of first mortgage bonds 
issued under the First Mortgage Indenhire. The principal amount of retired first mortgage bonds available 
as a basis for autlienticating additional first mortgage bonds aggregated $76 million at June 30, 2002 and 
available net expenditures for bondable property aggregated not less than $945.0 million af December 31, 
200 1. 

Maintenance and Repair 

working order and condition, (ii) the First Mortgage Trustee niay, and if requested by holders ofa 
majority in principal amoiinl of all outstanding first mortgage bonds and fiimished with the Iiecessary 
funds therefor shall, cause such properties to be inspected by an independent engineer (not more often 
llian at five-yew intervals) to determine whether tlicy have been so maintained and illether any property, 
not retired on the Company's books, should be so classified for fhe purpose of computing net 
expendihires for bondable property or other\vke, and (iii) the Company shall make good any deficiency in 
maintenance disclosed by such engineer's repoil as iendered or as inodjfied by arbitration. 

The First Mortgage Indenhire provides that (i) the Coiiipany shall maintain its properties in good 

The First Mortgage Bonds are not entitled to the benefits of a maintenance and renewal fund, or 
sinking fund. Thcre are, however, inaintenance and renewal fiinrl provisions for the benefit of other series 
of the Company's first mortgage bonds. 

Provisions Limiting Dividends on Coninion Stock 

The First Mortgage Bonds are not entitled to any covenant restricting the payment of dividends 
011 the Company's common stock. 

Modificatioii of First Mortgage Indenture 

The terms arid provisions of the First Mortgage Indenture may be modified or amended from time 
to time by a supplernental indenture executed by the Company and tlie First Mortgage Trustee and 
wiihout the consent of the holders of the Company's first mortgage bonds for any one or more of the 
purposes provided in the First Mortgage Indenture. Such purposes include, among others, (;) any change 
or modification of any of the terms or conditions of the First Moilgage Indenture, provided that such 
change or modification would not adversely affect the first mortgage bonds then outstanding under the 
First Mortgage Indenture a d  is made effective only witb respect to first mortgage bonds authenticated 
under the First Mortgage Indenture after the execution of such supplernental indenture and (ii) any other 
cliange or modification of such terms or conditions which is not inconsistent with the tenns, and which 
sliall not impair the security, of the First Mortgage Indenture. 
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By supplemental indenture dated August I ,  1979, the First Mortgage Indenhire was amended to 
provide that with the consent of the holders of not less than 66 2 3 %  in principal amount of all of the 
Company’s first mortgage bonds of all series theri outstanding under the First Mortgage Indenture that 
would be affected thereby, the First Mortgage Indenture may be amended from time to time in any 
respect, except that, without the consent of the holder of each outstanding first mortgage bond affected 
thereby, no such amendment shall, among other things (i) extend the time or times or otherwise affect the 
terms of payment of the principal, interest or premium in respect of any first mortgage bond, or reduce the 
principal amount of any first mortgage bond or any premium thereon or the rate of interest thereon, (ii) 
impair the right of any bondholder to institute suit for tlie enforcement of any such payment in respect of 
his first moltgage bonds, (iii) pernit the creation of any lien ranking prior to, or on a parity with, the lien 
of the First Mortgage Indenture, other than permitted encumbrances and liens or prepaid liens, (iv) 
deprive any nonassenting bondholder of a lien on the mortgaged property for tlie security of his first 
mortgage bonds, or (v) reduce the percentage in principal amount of first rnoi tgage bonds, the consent of 
the holders which is required for any such amendment. Such ainendment is binding upon holders of all 
cun ently outstanding and subsequent series of the Company’s first mortgage bonds (including the First 
Mortgage Bonds). 

By supplemental indenluie dated May 15, 1992, the First Mortgage indenhire was fiirther 
amended to provide t h t ,  upon the effectiveness of the amendment as described below, the percentage of 
bondholders necessaiy to consent l o  amendments shall be 51 % (instead of 66 2/3% as described above). 
Such amendment will be effective upon the retirement or with the consent of the holders of certain series 
of outstanding first mortgage bonds. The First Mortgage Bonds will be bound by the foregoing 
amendment when it  becomes effective as described. 

Default 

The First Mortgage Indenture provides that the following shall constitute events of default: 
(if failure to pay the piincipal of any first mortgage bond of the Company when due at maturity or 
otherwise, (ii) failure to pay interest on any first rnortgage bond of the Company within 60 days after its 
due date, (iii) failure to pay piincipal of, or interest on, any prior lien bond continued beyond the grace 
period (if any) specified in the lien securing such bond and also continued beyond 30 days after written 
notice to the Company of such failure, (iv) failure of the Company for a period of 90 days after written 
demand to comply with any other covenant or condition in the First Mortgage Indenture, the first 
mortgage bonds of tlie Company or any prior lien bond or lien, and (v) certain events relating to 
insolvency, bankruptcy, assignment or receivership involving the Company. The First Mortgage Trustee 
is required to give notice to the Bondholders of defaults known to the First Mortgage Trustees, within 90 
days after the occurrence tliereofi provided that, except with respect to rlefault in  the payment of principal 
of or interest on any first mortgage bond of the Company or of any sinking or purchase fimd installment, 
the First Mortgage Trustee may withhold giving such notice if the First Mortgage Trustee deteimines iii 
good faith that such withholding is in the interest of the first morlgage bondholders. llpon default, tlie 
First Mortgage Trustee may, atnong other remedies, and upon written notice from the holders of a 
majority in principal amount of first mortgage bonds then outstanding under the First Mortgage Indenture 
shall, declare the principal of all first mortgage bonds to be iinniediately due and payable. Upon ceitain 
terms and conditions, tlie declaration of acceleration may be rescinded and waived. 

The holders of a majority in principal amount of first mortgage bonds secured by the First 
Mortgage Indenture have the riglit to direct the time, method and place of conducting proceedings for 
remedies available to, or exercising any trust or power of, the First Mortgage Trustee. However, the First 
Mortgage Trustee may decline to follow such directions under certain circumsfances specified in the First 
Mortgage Indenture; the First Mortgage Tiustees is not required to exercise its power of entry or sale 
under the First Mortgage Indenture; and the First Mortgage Trustees are entitled to be indemnified against 
expe~idihires ir~curred in connection with the taking of any diiectetl action or proceeding. 

Miscellaneous 

Whenever all indebtedness secured thereby has been paid, including all proper charges of the 
First Mortgage Trustee thereunder, the Firs1 Mortgage Tnistee will, upan request of the Company, cancel 
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and discharge the lien of the First Mol tgage Indenture and execute and deliver to the Compariy such 
deeds and histnunents as will be requisite to satisfy said lien and reconvey and transfer to the Company 
the mortgaged and pledged property, The Comparty is also reqtiired to fiimish to the First Mortgage 
Trustee officeis' certificates, certificates of an engineer, appraiser, or other expert and, in certain cases, 
accoiintant's certificates jn connection with the authentication of first mortgage bonds, the release 01' 

release and subs~itution of property, compliance with all conditions and covenanfs under the First 
Mortgage Intlenture, and certain other matters, and opinions of counsel as lo the iien of the First Mortgage 
Indenture and certain other matters. 

Security 

Pursriaot to the Indenture, the Issuer will assign and pledge to the Tnistee its interest in and to the 
Loan Agreement, including payrnerlts and other amounts due the Issuer tltereunder, together with all 
moneys, property and securities fiorn time to time held by the Tiustee under the Indenture (with certain 
exceptions, inclutling moneys lield io or earnings on the Rebate Fund and llie Purchase Fund). 'Ihe Bonds 
will be further seciiretl by the First Mortgage Bonds delivered to the Trustee (see "SUMMARY OF THE 
LOAN AGREEMENT -- Issuance and Delivery of First Mortgage Bonds; Liinitatioii on Liens"). 'The 
First Mortgage Bonds will he registered in the name of the Tnistee and will be nontransferable, except to 
effect a transfer to any successor trustee. The Bonds will not be directly secured by the Project (elthougll 
the Project is subject to the lien of the First Mortgage Indenture). 

No Pecuniary Liability of the Issiicr 

No provision, covenant or agreement contained in the Indenture 01- in the Loan Agreement, 1101' 
any breach thereof, shall give rise to any pecuniary liability of the Issuer or any charge upon its general 
credit or taxing powers. 'Ilie Issuer has not obligated itself by ~naking, tlie covenants, agreements or 
provisions contajned in the Indenture or in the Loan Agreement, except with respect fo the Project and the 
application of (lie amounts assigned to payment of the principal of, prerniiiin, if any, and interest 011 the 
m a s .  

The Boriti Fund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer and 
certain other amounts specified in the Indenture will be deposited into a Bond Fund established pursuant 
to the Indenhire (the "Bond Fund") and will be meintained in tnist by the Ti-tistee. Moneys hi the Bond 
Fund will be used solely far the payment of the principal of, premiiun, if any, and interest on the Bonds, 
for the redemption of Bonds prior to maturity and for the payment of the reasonable and necessary fees 
and expenses to which the Trustee, Payiiig Agent and the Issuer are entitled pursuant to the Indenture or 
the Loan Agreement. A n y  moneys held in the Bond Fund will be invested by the Trustee at the specific 
w~itteti direction of the Coiitpany in certain Governmental Obligations, investment-grade corporate 
obligatioiis and other investments permitted under the Indenhire. 

'The Rebate Fund 

A Rebate Fund has been created by the Indenture (the "Rebate Fund") and will be maintained as a 
separate fund free and clear of the lien of the Indenture. The Issuer, the Trustee and the Company have 
agreed to coinply with all rebate requirements of the Code and, in particular, the Company has agreed that 
if necessary, it will deposit in the Rebate Fund any such amount as is required under the Code. However, 
the Issuer, tlie Tiustee and the Company may disregard the Rebate Fund provisions to the extent that they 
shall receive an opinion of Bond Counsel that such failure to coinply will not adversely affect the 
exclusion of the interest on the Bonds from gross income for federal income tax purposes. 

33 



Disciiargc of Indcnture 

When all the Bonds and all fees aiid charges accrued and to accrue of the Trustee and the Paying 
Agent have been paid or provided for, and when proper notice has been given to the Bondholders or the 
Trustee that the proper aniounts have been so paid or provided for, and if Ihe Issuer is not i n  default in any 
other respect under the Indenture, the Indenhire shall become null and void. The Bonds shall be deemed 
to have been paid and discharged when there shall have been irrevocably deposited with the Trustee 
moneys sufficient to pay the principal, premium, if any, and accrued interest on such Bonds to the due 
date (whether such date be by reason of maturity or upon redemption) or, in lieu thereof, Govenunental 
Obligations shall have been deposited which mahire in such amounts and at such tiines as will provide the- 
fiinds necessary to so pay such Bands, and when all reasonable aiid necessary fees and expenses of the 
Triistee, the Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided 
for. 

Surrender of I2irst Mortgage Bonds 

On the Release Date, the Tnistee will deliver to the Company for cancellation all First Mortgage 
Bonds and the Company will cause the Trustee to provide notice to all holders of Bonds of the 
occurrence of the Release Dale. As a result, on the Release Date, the First Mortgage Bonds shall cease to 
secure the Bonds, and the obligations of the Company under the L,oan Agreement will become unsecured 
general obligations of the Company. After tlie Release Date, the Bond Insurance Policy will continue to 
provide security for the Bonds. 

In addition, upon payment of any principal of, premium, if any, and interest 011 any of the Bonds 
which reduces the principal amount of Bonds outstantiing, or upon provision for the payment thereof 
having been made in accordance with the Indenture (see "Discharge of lndenhire" above), First Mortgage 
Bonds in a principal amount equal to the principal amount of the Bonds so paid, or for the payment of 
which such provision has been made, shall be surrendered by the Trustee to the First Mortgage Trustee. 
The First Mortgage Bonds so surrendered shall be deemed fully paid and the obligations of the Company 
thereunder terminated. 

Defaults and Henicdics 

As long us ihe Bond Itisirr-ance Policy is iti.firll. force and q!Ject witlr respect fa the B o d s  mid the 
Botid Irisurer is riot iri defrrtrlt tlierewider, itpot; fhe occiwetice arid coillitiliarice of ari Evetit of Defaiilt, 
iitid sir1,ject to certaiti iridei~inificc~tioirpt.ovisiotis, the Bond Iiisiirer shall be entifled to cotifral atid dit.eci 
the erforcetiieti f of d l  righ fs cnrd reniedies grmited to the registered owlet's or tlie filmtee for die betiefit 
of the t egisrered owtiers irncler the Iridetitim iticliiditig, witltoiit litnifcitioti, the riglit to accelerute tlie 
priric&al of the Borids atid the rigkt to nwiirl atiy decluralioti of acceletutioii, arid the Botid Imin-er slrall 
also Be etitifled to approve all wuisets of Evetils ofDt@irlt. (See 'Xigli/s of Boiid Jtisiirer" Below.) 

Each of the following events constikites an "Event of Default" under the hidaiti~re: 

(a) Failure to niake payment of any installment of interest on any Bond (i) if such Bond 
bears interest at other than the L,ong Term Rate, within a period of one Business Day froin the 
due date and (ii) if such Bond bears interest at the Long Term Rate, within a period of five 
Business Days from the date due; 

(b) Failure to make punctual payment of the principal of, or premium, if any, on any 
Bond, whether at the stated mahtrity thereof, or ripon proceedings for redemption, or upon the 
maturity thereof by decIaration or if papietit of the purchase price of any Bond required to be 
purchased pursuant to the Indenture is not made when such paymerit has become due and 
payable, provided that no event of default shall have occurred in respect of failure to receive such 
purchase piice for any Bond if the Company shall have made the payment on the next Business 
Day as described in the last paragraph under "SUMMARY OF THE BONDS - Remarketing 
and Purchase of Bonds" above; 
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(c) Failure of the Issuer to perform or observe any other of the covenants, agreements or 
conditions in the Indenture or jn the Bonds wvhich failure continues for 
written notice by the Trustee, provided, however, that if such failure is capable of being cured, 
but cannot be cured in such 30-day period, it will not constitute an evetit of default under the 
Indenhire if corrective action in respect of such failure is being diligently pursued; 

peiiod of 30 days after 

(d) The occurrence of an "event of default" under the Loan Agreement (see 
"STJMMARY OF THE LOAN AGREEMENT - Events of Default"); 

(e) Written riotice fioin the Bond Insurer to the Tnistee that an event of default has 
occurred and is contitiuing undei the Insurance Agreement; or 

(f) Prior lo the Release Date, all first mortgage bonds oiitstanding under the First 
Mortgage Indenture, if not already due, shall have become ininiediately due and payable, wlietlier 
by declaration or otherwise, and such acceleration shall not have been rescinded by the Fiist 
Mortgage Trustee. 

Upon the occ~nence of an Event of DefauIt uiitter the Iiidenture, the Tnistee may, and upoil the 
written request of the registered owners holding not less than 2.5% in principal arnouiit of Bonds then 
outstanding arid upon receipt of indemnity satisfactoiy to it shall: (i) if prior to the Release Dafe, enforce 
each and every riglit granted to the Tnistee as a holdel of the First Mortgage I3onds (see "SUMMARY OF 
T I E  FIRST MORTGAGE BONDS'), (ii) declare the principal of all Bonds and interest accrued thereon 
to be immediately due and payable and (iii) declare all payments under the Loan Agrea11el)t to be 
inimediately due and payable and enforce each and eveiy other riglil granted to the lssuer under the Loan 
Agieeiixnt for the benefit af the Bondholders. In exercising such rights, the Tnrstee shall take any action 
that, in thejudgment of the Trustee, would best serve the interests of the registered owners. Upon ihe 
occitrrence of an Even1 of Default under the Indenture, the Tnistee may also proceed lo jiursue any 
available remedy by suit at law or in equity to enforce tlie payment of the principal of, premium, if any, 
and iiiterest on the Bonds tben outstanding and, if prior to the Release Date, may also issue a Redemption 
Deniand for such First Mortgage Bonds to the First Mortgage Trustee. 

Prior to the Release Date, if an Event of Default uiider paragraph (a), (b), (d) 01' (9 above shall 
occur and be continuing, the 'rnistee may, aiid upon [lie written request of the registered owners holding 
not less than 25% in principal amount of all Bonds then outstanding and upon receipt of indemnity 
satisfactory to it shall, exercise such rights as i t  shall possess under the First Mortgage Indenture as a 
hoIder of the First Mortgage Bonds. In the event the First Mortgage Boiids become due and payable, tlie 
principal of and all accrued interest on the Bonds shal1 be deemed to be paid solely to the extent ofthe 
moneys realized on the First Mortgage Borids and any other moneys realized by the Trustee pursuant to 
any remedy exercised by it. 

If the Trustee recoveis any moneys following an Event of Default, unless the principal of the 
Bonds shall have been declared due and payable, all sucli moneys shall be applied in tlie following order: 
(i) to the payment of the fees, expenses, liabilities and advances incurred or made by the Tiiistee and tlie 
Paying Agent, (ii) to the payment of all infeiest then due on the Bonds, and (iii) to the payment of unpaid 
principal and premium, if any, of the Bonds. If the principal of the Bonds has become due or has been 
accelerated, such moneys shall be applied in the following order: (i) to the payment of the fees, expenses, 
liabilities and advances incurred or made by the Tiustee and the Paying Agent and (ii) to the payment of 
principal of arid interest then due and unpaid on the Bonds. 

No Bondholder may institute any suit or proceeding in equity or at law for the enforcemeiit of the 
Indenture unless an Event of Default has occurred of which the Trustee has been notified or is deemed to 
liave notice, and registered owners holding not less than 25% in aggregate principal amount of Bonds 
then outstanding sliall have made written request to the Tnistee to proceed to exeicise the powers granted 
under the Indenture or to institute such action in their own name and the Trustee shall fail or refiise to 
exercise its powers within a reasonable time after receipt of indemnity satisfactoiy to it. 
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Any judgment against the Issuer pursuant to the exercise of rights tmcter the Indenture shall be 
enforceable only against specific assigned payments, fiinds and accounts under the Indenture in the hands 
of the Tnistee. No deficiency judgment shall be authorized against the general credit of tlie Issuer. 

No default under paragraph (c) above shall constitute an Event of Llefault until actual notice is 
given to the Issuer and the Company by the Tnistee, or to the Issuer, tlie Company and the Trustee by the 
registered owners liolding not less tliaii 25% in aggregate principal amou.nt of all Bonds oulsfaiiding and 
the Issuer and the Company shall have had thirty days after such notice to correct the default and failed to 
do so. If the default is such that i t  cannot be corrected within the applicable period but is capable of being 
cured, it will riot constitute an Event of Default if corrective action is instituted within the applicable 
period. 

Waiver of Events of Default 

As lotig as the Botrdliisurutice Policy is ir i f i i l f  force arid efSect wi th  respect to the Boiids arid the 
B o d  Irrstrrzr is riot it1 default titereitmler, trpori tile occiirt-erice atid corttiriirarice of art Eserit of Dejirtrlf, 
arid sirbject IO certcriri itideriin$cutioti yrovisiotis, the Borid Itisitrer shall be err tided lo coritr.ol mid direct 
the r igh to uririirl citty deciuratiori of accelesatiort, arid the Borid Irtsw-er. shall also he entitled to approve 
all waivers of Everits oJDefotrlt. (See "Rights of Rotid Irisiwer" below.) 

Except as provided below, the Tiuslee m y  in its discretion waive any Event of Default under tlie 
Indenture and shall do so upon the written request of the iegistered o'uv~iers holding a majority in principal 
ainonnt of all Bonds then outstanding. If, after [lie principal of a11 Bonds then outstanding sliaIl have been 
declared to be due and payable and prior to any judgment or decree for the appointment of a receiver or 
for tlie payment of the moneys due shall have been entered, (i) the Company has caused to be deposited 
with the Trustee a sum sufficient to pay all inamred installnients of interest upon all Bonds and the 
principal of and premiurn, if any, on any and all Bonds which shall have become due otheiivise than by 
reason of such declaration and the expenses of the Tnistee in connection wit11 such default (with interest 
thereon as provided in  the Indenture) and (ii) all Events of Default under the Indenture (other than 
nonpayment of the principal of Bonds dtie by said declaration) shall have been remedied, then such Event 
of Default shall be deemed waived and such declaration and its consequences rescinded and annulled by 
the Trustee. Such waiver, rescission and annulment sliall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or impair any 
right 01 remedy consequent thereon. 

llpon any waiver or rescission as described above or any discontinuance or abandonment of 
pi oceedings under the Indenture, the Trustee shall immediately rescind in .writing any Redemption 
Demand of First Mortgage Bonds previously given to tlie First Mortgage Trustee. The rescjssion under 
the First Mortgage Indenhire of a declaration that all first iiiortgage bonds outstanding under the First 
Mortgage Indenhire are iintnediately due arid payable shall also constitute a waiver of an Event of DefidI 
described in paragraph (f) under the subcaption "Defaults and Remedies" above and a waiver and 
rescission of its consequences. 

Notwithstanding the foregoing, nothing in the Indenhire shall affect the right of a registered 
owner to enforce the payment of principal of, premium, if any, arid interest on the Bonds afler the 
mahirity thereof. 

Voting of First Mortgage Bonds Held by Trustee 

The Trustee, as holder of the First Mortgage Bonds, sliall attend any nieeting of holders of first 
mortgage bonds outstanding under the First Mortgage Indenture as to which it receives due notice. The 
Trustee shall vote the First Mortgage Bonds held by it, or shall consent with respect thereto, 
proportionally in the way in which the Trustee reasonably believes will be the vote or consent of all other 
holders of first rnoilgage bonds outstanding under the First Mortgage Indenture then eligible to vote or 
consent. 
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Not~vjthstanding the foregoing, tlie Trustee may not vote the First Mortgage Bonds in favor of, or 
give consent to, any action which, in the Ti-ustee's opinion, would materially adversely affect the First 
Mortgage Bonds in a manner not generally shared by all other series of first niortgage bonds, except upon 
notification by the Tiiistee to the registered owners of ail Bonds {her) outstanding of such proposal and 
coriserit thereto of tlie registered owners of at least 662/3% i n  principal amount of all Bonds then 
outstanding. 

Supplemental Indentures 

The Issuer and Ihe Trustee imy enter into indentures suppienlental to the Indenture without the 
consent of or notice to, the Bondholders in  order (i) to cure any ambiguity or forrnal defect or omission in 
the Indenture, (ii) to grant to the Trustee, as may lawftilly be granted, additional rights for the benefit of 
the Bondholders, (iii) to subject to the Indenture additional revenues, properties or collateral, (iv) to 
permit quaIification of the Indenture under any federal slahlte or state blue sky law, (v) to add additional 
covenants anti agreements of the Issuer for the protection of the Bondholders or to surrender or limit any 
lights reserved to the Issuer, (vi) IO make any modification or change to the Indenture which, in the sole 
judgment of the Trustee, does not adversely affect the Trustee or any Bondholder, (vii) to make 
amentlments to provisions relating to federal income tax inatters under the Code or other relevant 
provisions if, in the opinion of Bond Counsel, those amcndments wodd not adversely affect the exclusion 
of (lie interest on the Bonds from gross income for federal income tax purposes, (viii) lo make any 
inotlification or change to the Indenture necessary to provide liquidity or credit support for the Bonds, or 
(ix) to pennit the issuance of the Bonds in  other than book-entry-only form or to provide changes lo 01. for 
the book-entry system. 

Exclusive of supplemental indentures for the purposes set forth in the preceding paragraph, the 
consent of registered owners holding a majority in principal amomt of all Bonds then oulstanding is 
reqaired to approve any suppleinental indenture, except no sticli suppleinenla1 indenture shall pennit, 
withont the consent of all of the registered owners of the Bonds then outstanding, (i) an extension of the 
maturity of the principal of or tlie interest on any Bond issued under the Indentrue or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption premium 
thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond oI: Bonds, (iii) a reduction 
in the principal amount of tlie Bonds required for consent to sticli suppIeinental indentuie, or (iv) the 
deprivation of any registered owners of the lien of tlie Indentuie. 

If at any time the Issuer shall request the Trustee to enter into any suppIcmenta1 indenture 
requiring the consent of the registered owners of the Bonds, tlie Tnistee, upon being satisfactoiily 
indemnified wilh respect to expenses, rnust notify all such registered owners. Such notice shall set fort11 
the nahire of [lie pioposed suppleniental indenture and shall stale that copies thereof are on file at the 
principal office of tlie Trustee for insjiection. If, within sixty days (or such longer period as shall be 
prescribed by  he Issuer or the Company) foliowjng the mailing of such aotice, the registered owners 
holding the requisite aniount of the Bonds outstanding shall have consented to the execution thereof, no 
Bondholder shall have any right to object or question tlie execution thereof. 

No supplernentaf indenture shall become effective unless the Company consents to the execution 
and tlelivery of such supplemental indenture. The Conipany shall be deemed to liave consented to the 
execution and deiivery of any supplemental indenture if the Tiustee does not receive a notice of protest or 
objection signed by the Company on or before 4:30 pm., local time in the city in which the principal 
office ofthe Trustee is located, on the fifteenth day after the mailing to the Company of a notice of the 
proposed changes and a copy of the proposed siippleinental indenture. 

I Rights of Bond Insurer 

The Indenhire giants certain rights to the Bond Insurer. In  addition to those rights, the Bond 
Insurer shall, to the extent it niakes payment of prjncipal of or interest on the Bonds, become subrogated 
to the rights of the recipieilts of such payments in accordance witli the teiins of the Bond Insurance 
Policy. If an Event of Default occurs, the Bond Insurer shall have the right to institute any suit, action or 
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proceeding at law or in equity under the same term as a registered owner inay institute any action under 
the hdenhire. 

To the extent tliat the Indenhiie confeis upon 01 gives or grants to the Bond Insurer any right, 
remedy or claim under or by reason of the Indentiire, the Bond losurer is explicitly recognized under the 
Indenture as being a third-party beneficiaiy thereof and may enforce any such right, remedy or claim 
confei red, given or granted thereunder. 

As long as the Bond Insurance Policy is in full force and effect with respect to the Bonds and the 
Bond Insurer is not in default thereuiider: (a) any provision of the Indenhtre expressly recognizing or 
graiiting rights in or to the Bond Insurer may not be amended in any manner which affects the rights of 
the Bond Insurer thereunder without the prior written consent of the Bond Insurer; (b) any action under 
the Indenture which requires the consent or approval of the iegistered owrlers shall, i n  addition to such 
appioval, be subject to the prior written consent of the Bond Insurer; (c) upon the occurrence and 
continuance of an Event of Default, and subject to certain intlen~nifjcation provisions, the Bond Insurer 
shall be entitled to control and direct the enforcement of all rights and reniedies granted to the registered 
owners or the Trustee for the benefit of the 1 egistered owners under tlie Indentxire including, without 
iimilation, (i) the right to acceleiate the piincipal of tlie B O I ~ ~ S  and (ii) the right to anriul any declaration 
of acceleration, and the Bond Insurer shall also he entitled to approve all waivers of Events of Default, 
and (d) (he Bond Insurer shall be enlitled to receive copies of notices, certificates and other documents 
received by the Trustee pursuant to lhe Indenture and notification of any failure to provide any such 
dociiment as required by the Indenhire or the Loail Agieenienl. 

Notwithstanding anything i n  the Indenture or the Loan Agreement to the co~itiaiy, in the event 
that the principal or interest due on the Bonds shall be paid by the Bond Insurer pursuaiit to the Bond 
Insurance Policy, the Bonds sliail reinain outstanding for all purposes, shall not be defeased or otherwise 
satisfied and shall not be considered paid by the Issuer, and the assignment and pledge of the revenues 
and security of the Company under the L.oan Agreement and all covenants, agreenients and other 
obligations of the Issuer to the Bondholders shall continue to exist and shall iun to the benefit of the Bond 
Insurer, and the Bond Insurer shall be subrogated to the rights of the Bondholders. 

ENFORCEABILITY OF RERIEDIES 

Tlie remedies available to the Trustee, the Issuer and the owners upon an evcnt of default under 
fhe Loan Agreement, the Indenttzre or the First Mortgage Indenture are in many respects dependent upon 
judicial actions which are often subject to discretion and delay. Under existing constitulional and 
statutory law ant1 judicial decisions, the remedies specified by the Loan AQeement, the Indenture and the 
First Mortgage Indenture may not be readily available or may be limited. The various legal opinions to 
be delivered concutrently with the delivery of the Bonds will be qualified as to the enforceability of tlie 
various legal instruments by limitations imposed by prjndples of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 

TAX TKEATMEN'I' 

In the opinion of Bond Counsel, under existing law, including current statutes, regulatioiis, 
administrative nilings and official interpretations, subject to the qualifications and exceptions set forth 
below, interest on the Bonds (i) will be excluded from the gross inconie of the recipients Ihereof for 
federal income tax ~iurposes, except that no opinion will be expressed regarding such exclusioii from 
gross income with respect to any Bond during any period in wliich it is held by a "substantial user" of the 
Project or a "related person" as such lernis are used in Section 147(a) of the Code and (ii) will not be an 
item of tax preference i n  determining alteniative minimuin taxable income for individuals and 
corporations under the Code. I t  is Bond Counsel's furlher opinion that, subject to the assumptions stated 
in the preceding sentence, (i) interest on the Bonds will be excluded from gross income of the owners 
thereof for Kentucky income tax purposes and (ii) the B O I ~ ~ S  will be exempt from all ad valorem taxes in 
Kentucky. 
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The opinion of Bond Counsel as to the excludability of interest from gross income for federal 
income tax purposes will be based upon aild will assume ihe accuracy of cei tain representations of facts 
and circumstances, including with respect to the Project, which are witliin the knowledge of the Company 
and compliance by the Coiiipany with certain covenants and undertakings set forth in the proceedings 
authorizing the Bonds which are iritetided to assure that tlie Bonds are and will remain obligations the 
intercst on which is not includable in gross income of the recipients thereof under the law in effect on the 
date of such opinion. Bond Counsel will not independently verify the accuracy of the ceitifications and 
representations made by the Company aiitl the Issuer. On the date of the opinion and subsequent to the 
original delivery of tlie Bonds, such representations of facts and circuinstatices inust be accurate and such 
covenants and undertakings must continue to be complied with in order that interest on the Bonds be an4 
remain excludable from pass income of the recipients thereof for federal income fax purposes under 
existirig Iaw. Bond Counsel will express no opinion (i) regarding the exclusion of interest 011 any Bond 
from gross income for federal income tax puiyoses on or after the date on which any change, including 
any interest rate conversion, permitted by the documents other than with the approval of Bond Counsel is 
taken which adversely affects tlie tax treatment of the Bonds or (ii) as to the Lreatment for purposes of 
federal iiicoine taxation of inlerest on the Bonds upon a Determination of Taxability. 

The Code prescribes a number of qualifications and conditions for the iiiferest 011 state and local 
government obligations fo be anti to remain excluded from gross income for fedeial income tax purposes, 
some of which, including provisions for potential payments by tlie Issuer to the federal government, 
require firture or continued corripliance afler issuance of the Bonds in order for the interest to be and to 
continue to be so excluded froin the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to 11ie Bonds (or with respect to certain other bonds issued by 
the Issuer at substantially the same t h e  as the Bonds) subsequent to the issuance of the B O I ~ ~ S  could 
cause the interest on the Bonds to be included in gross income for federal incoine tax purposes and to be 
subject to federal income taxation retloactivefy to the date of their issuance. The Company and tlie Issuer 
will each covenant to take all actions required of each to assure that the interest on the Bonds shall be and 
remain excluded froin gross income for fedeial income tax purposes, and not to takc any actions that 
would adversely affect that exclusion. 

The opinion of Bond Counsel as to the cxclusion of interest on the Bonds from gross income for 
federal income tax purposes and federal tax treatment of interest 011 the Bontls will be subject to the 
following exceptions and qualifications: 

(a) Piovisions of tlie Code applicable to coipnrations (as defined for federal iiicome 
tax piirposes) which impose an alternative minimum tax on a portio11 of the excess of adjusted 
current earnings over other alternative minimuin taxable income may subject a portion of the 
interest on the Bonds earned by certain corporations to such corporate alternative minimum tax. 
Such corporate alternative minimum tax does not apply to any S corporation, regulated 
investment contpany, teal estate investment trust or REMIC. 

(b) The Code also provides for "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation wvliich engages in a 
United States trade or business, Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax liability. 

The Code also provides  hat passive investmeiit income, including interest on the 
Bonds, may be subject to taxation for any S corporation with Subchapter C earnings and profits at 
the close of its taxable year if greater than 25% of its gross receipts is passive investment income. 

(c) 

Except ns stated above, Bond Counsel will express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds sl~ould be aware that the ownership of the Bonds may result in collateral 
federal income tax con~equence~. For instance, the Code provides that property and casualty insurance 
conipariies will be required to reduce their loss rescrve deductions by 15% of the tax-exempt interest 
received on cerlain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
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immediately pieceding seiitence, a portiori of dividends paid to an affiliated insurance company may be 
treated as tax-exempt interest.) The Code further provides for the disallowance of any deduction for 
interest expenses incurred by banks and certain other financial institutions allocable to carrying certain 
tax-exempt obligations, such as the Bonds, acquiIed after August 7, 1986. The Code also provides that, 
with respect to taxpayers other than such financial institutions, such taxpayers will be unable to deduct 
any portion of the interest expenses incurred or continued to purchase or carry thc Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, is 
included in modified adjusted gross income for purposes of detetmining the taxability of social security 
and railroad retireinent benefits. Fuithemiore, the earned income tax credit is not allowed for individuals 
with an aggregate amount of disqualified income within the meaning of Section 32 of the Code, which 
exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of disqualified 
income. Prospective jmrchasers of the Bonds should consult their own tax advisors regarding such 
matters and any other tax consequences of holding the Bonds, 

Froin time to time, there are legislative proposals in Congress which, if enacted, could alter or 
amend one or more of the federa1 tax matters referred to above or could adversely affect the market value 
ofthe Bonds. It cannot be predicted whether or i n  wvliat foini any such proposal miglit be enacted or 
whellier, if enacted, i t  would apply to obligations (such as the Bonds) issued prior to enactment. 

A draft of the opinion of Bond Counsel relating to tlie Bonds iii  substantially the form in which i t  
is expected to be delivered on the date of issuance of the Bonds is attached as APPENDIX C. 

LEGAL MATTERS 

Certain legal matters incident to the aiithorization, issuance and sale by tlie Issuer of the Bonds 
are subject to the approving opinion of Bond Counsel. Bond Counsel is a division of the law firm of 
Ogden Newell & Welch PLLC, which has in the past, and inay in the fiihire, act as counsel to the 
Company with respect to certain matters. Certain legal matters will be passed upon for the Issuer by its 
County Attorney. Certain legal niatters will be passed upon for tlie Company by Jones, Day, Rcavis & 
Pogue, Chicago, Illjnok, and Jolui R. McCall, Esq., Executive Vice President, General Counsel and 
Corporate Secretary for the Company. Certain legal matters will be passed upori for the Ilndeiivriters by 
their counsel, Winston & Strawn, Chicago, Illinois. 

RATINGS 

It is expected that Standard & Poor's Ratings Services, a division of the McGraw-Hill Cotnpanies 
("Standard & Poor's") will assign the Bonds a rating of "RAA" and Moody's will assign the Bonds a 
rating of 'Ran'' on the basis of the Bond Insurance Policy. Any desired fiirther explanation of the 
significance of these ratings should be obtained from Moody's or Standard & Poor's, respectively. The 
Conipany has fiirnisliecl the Bond Insurer, Standard &Poor's and Moody's with certain information and 
materials respecting the Bonds and the Company. Generally, rating agencies base their ratings 011 the 
information and Inalerials so furnished to them and on [heir own inveAigafions, studies and asstmptions. 
There is no assurance that such ratings will continue for any given period of time or that it will not be 
lowered or withdrawn entirely if, i i i  the judgment of the rating agency, circunistances so warrant. Any 
such change in or withclrawal of such ratings could have an adverse effect on the market price of the 
Bonds. The Conipany has not applied for a rating with respect to the Bonds from any other credit rating 
agency. 

UNDERWRITING 

Salomon Smith Baniey Inc. and Banc of America Securities LLC (the "1hdenvritel.s") have 
agreed to purchase the Bonds from the Issuer at the public offering price set forth on the cover page of 
this Official Statement. The Ilndeiivritce are committed to purchase all of the Bonds if any of the Bonds 
are purchased. In connection with the undenvriting of the Bonds, Salomon Smith Barney I ~ c .  and Banc 
of America Securities LLC will be paid by tlie Company undenvriting commissions in tlie amounts of 
$201,600 ancl $134,400, respectively, for the Bonds, Also, the Underwriters will receive froin the 
Company reimbursement for certain out-of-pocket expenses, includiog attorneys' fees. 
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I n  connection with the offering of the Bonds, the Undetw iters may over-allot or effect 
tmisactions which stabilize or niaintain the market prices of such bonds at levels above those which 
might otlierwise prevail in the open market. Such stabilizing, if coniitienced, may be discontinued at any 
time. 

In the ortlinary course of their business, the 1Jndenvriters and certain of their affiliates have in the 
past and may in (lie fi~ture engage in investment and cominercial banking transactions with the Company, 
including the provision of certain advisory services to the Conipany. 

CONTIN'CJING DISCLOSURE 

Because the Bonds will be special and limited obligations of the lssuei, the Issuei is not an 
"obligated person" for purposes of Rule 1.5~2-12 (the "Rule") promulgated by the SEC: under the 
Exchange Act, or has any continuing ohligations thereunder. Accordingly, tlie Issuer will nof provide any 
continuing disclosure information with respect lo the Bonds or tlie Issuer, 

In order to enable tlie llndenvriters to comply with the iequirements of the Rule, the Company 
will covenant in B continuing disclosure undertaking agieement delivered lo the Trustee for the benefit of 
the holders of the Bonds (the "Continuing Disclosure Agreenient") to provide certain contiiiuing 
disclosure for tlie benefit of the holdeis of lhe Bonds. llnder its Continuing Disclosure Agreement, the 
Company .will covenant to take the following actions: 

(a) The Coinpany will file with the SEC, with respect to each fiscal year ending after 
January 1,2002, a report on Form 10-K required undei Section 13 or 1S(d) of the Exchange Act, 
incltiding any successor provisions thereto (the "Fonn 1 0-K"), not later than the date 1 eqoired 
theieunder, and shall provide to each nationally recognized niutiicipal securities infoimation 
repository (WRh4S1R1'), recognized by the SEC pursuant to the Rule, and the state information 
depository, if any, of the Commonwealth of Kentucky (a "SIR" and, together with the NRMSIR, 
a "Repository") recognized by the SEC either (i) a copy of such Form 10-K within I O  days 
theieof or (ii) notice on an annual basis that the Forni IO-K cotislitutes the annual financial 
information with iespect to the Company required under the Rule. 

In the everit that the Company is not required to file n Form 1 0 4  under the Exchange 
Acr al any tinie during the leim of the Continuing Disclosure A@eement, then for any yea1 for 
which a Fonn 10-K is not filed, llie Company will provide to each Repository (1) annual financial 
infonnation of the lype set forth in ApJjendix A lo this Official Statement (including any 
infonnatjoii iricorpoi ated by reference therein) and (2) audited financial statements prepared in 
accortfaiice with generally accepted accounting principles, in each case not later than 120 days 
after the end of the Company's fiscal yeai. 

(b) 'The Company will file in a timely manner with each Repository notice of the 
occumence of any of the following evetits (if applicable) with respect to Ihe Bonds, if material: (9 
principal and interest payment delinquencies; (ii) non-payment related defaults; (iji) any 
unscheduled draws on debt service reserves reflecting financial difficulties; (iv) unscheduled 
draws on credit enhancement facilities reflecting financial difficulties; (v) substitution of credit 
or liquidity providers, or their failure to peifonn; (vi) adverse tax opinions or events affecting the 
tax-exempt status of the Bonds; (vii) inodifica!ioiis to rights of the holders of the Bonds; (viii) 
the giving of notice of optioiial or unscheduled redemption of any Boiids; (ix) defeasance of the 
Bonds or any portion thereof; (x) release, substitution, or sale of property securing repayment of 
the Bonds; and (xi) rating changes with respect to the Bonds or the Company or any obligated 
person, within the meaning of the Rule. 

(c) The Company will file in a timely inaimer with each Repository notice of a 
failure by the Company to file any of the notices or reports referred to in paiagraph (a) above by 
the due date. 
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The Company may amend its Coiitinuing Disclostire Agreement (and the Trustee shall agree to 
any amendinent so requested by the Company that does not clmge the duties of the Trustee thereunder) 
or waive any provision tliereof, brit only with a change in circunistances that arises from a change in legal 
requirenients, change in law, or change in the nature or status of tlie Company with respect to the Bonds 
or the type of business coiiducted by the Company; provided that the imdeitaking, as amended or 
following such waiver, would have complied with the requireinents of the Rule on the date of issuance of 
(lie Bonds, after taking into account any amaidments to the Rule as well as any change in circumstances, 
and the amendment or waiver does not nialerially impair the interests of the holders of the Bonds to which 
such undertaking relates, in the opinion of the Trustee or counsel expert in federal securities laws 
acceptable to both the Company and the Trustee, or is approved by the Beneficial Owners ofa majority in 
aggregate principal amount of the outstanding BOII~S. The Company acknowledges that its undertakings 
pursuant to the Rule described under this heading are inteiidecl to be for the benefit for the holders of the 
Bonds and shall be enforceable by the holders of those Bonds or by the Trustee on belialf of such holders. 
Any breach by the Company of these under2akings pursnant to the Rule will not constitute an event of 
riehilt under the Indenture, the 1,oan Agreement or the Bonds. 

As described in Appendix A under the caption “AVAILABLE INFORMATION”, the Company 
is subject to the infonnation requirements of the Exchange Act and, accordingly, files reports, proxy or 
inforination statements and other infonnation with tlie Securities and Exchange Commission. 
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This Official Stateiiicnt has been duly approved, executed and delivered by the County 
Judge/Execntive of the Issuer, on behalf of the Issuer. However., the Issuer neither has nor assumes any 
responsibility as lo the accuracy or completeness of ally of the infaniiatioii in this Official Statement 
except for information funiished by the Issuer under the caption "'I'HE ISSUER." 

COLTNTY OF CARROLL, KENTUCKY 

By; ,_ 
/s/ Gene McMuriy I__, 

County Judge/Execulive 
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APPENDIX A 

THE COMPANY 

Kentiicky Utilities Company (,‘KU’’) is a iegulated public utility that provides electric services to 
approximately 471,000 custamers in over 600 conimunilies and adjacent suburban and niral areas in 77 
counties in  central, soutlieastern and western Kentucky, and to about 30,000 customers in five counties in 
southwestern Vilginia. 111 Virginia, KU operates under the name Old Dominion Power Company. K1J 
also sells wholesale electric energy to 12 municipalities. 

Coal -fireti generating units provided approximately 98% of KU’s net kilowatt-hour generation for 
the year ended June 30,2002. Tlie remainder of net gene~ation was provided by a hydroelectric plant and 
natural gas and oil fueled combustion turbine peaking units. KLJ does not have any nuclear generating 
stations and has no plan to build any in the foreseeable ftture. 

i 
(1 3 
I 

RU is a subsidiary of LOBE Energy Corp. (“LG&E Biergy”), a diversified energy-services - holding company headquartered in Louis\~ille, Kentuchy and an indirect subsidiary of Powergen plc, an 
I inteinatiorial integrated energy company wirli its principal opelations in  Ihe LJ.K. and the I1.S. 

Powergen plc acquired L,G&E Energy hi December 2000. As a result of the acquisition, LG&E 
Energy becanie a wholly owvned subsidiary of Powergen. KU continued its separate identity and 
continues io serve customers in Kentucky and Virginia under its present name. The pieferred stock and 
debt securities of IC1 J were not affected by tliis merger transaction. Also as a result of the merger, 
Powergen registered as a holding coinpany under the Public Utility Holding Cornpany Act of 1935 
(“PUHCA”) and, accordingly, KU became a subsidiary of a registered holtling company. 

Effective July 1,2002, L O N  AG, a Germany company, completed ils acquisition of Powergen, 
following receipt of the final necessary regulatoiy appoval on June 14,2002 from the Securities and 
Exchange Commission. E.ON AG had announced its pre-conditional cash offer of 5.1 billion pounds 
sterling ($7.3 billion) for Powergen on April 9,2001. Following this acquisition, EON became 
iegistered holtling co~npany under PUHCA and subject to regulalion tliereunder. 

KIJ’s executive offices are lacaled at One Quality Street, Lexington, Kentucky, 40507, telephone: 
(859) 255-21 00. 
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Selected Consolidated Financial Data 

(Dollars in thousands) 

12 Moriths 
Ended June 30, 

2002 
lunaudited) 

Income Statement Information: 
Operating Revenues ........................ $847,043 

Fixed Charges (2) ....................... 7 .30~  

Net Income ..................................... 1 19,438( 1) 
Ratio of Eaniings to 

Capitalization: 
Long-Term Debt and Notes Payable (3) 
(including current portion) ................................... 
Preferred Stock ................................................... 
Common Stock Equity ........ ......: ......................... 

Total Capitalization 
(including current portion) ............................. 

Year Ended 
December 3 1 ,  

2000 - 1999 - 2001 - 
$859,472 $85 1,941 $937,310 

9G,4 14 95,524 106,558 

% of 
June 30, 2002 Capj taljzatjon 

$509,843 
40,000 

772,107 

38.6% 
3.0 
- 58.4 

$1.321.950 100.0% 

(1) Includes $33.9 niillion (afler-tax) related to the reversal of a non-recurring charge. See below. 

(2) For purposes of this ratio, “Earilings” consist of the aggregate of Income Before Cumulative 
Effect of a Change in Accounting Principle, taxes on income, investment tax credit (net) and 
“Fixed Charges.” “Fixed Charges” consist of interest charges and onethird of renlals charged to 
operating expenses. 

Includes $19.6 million notes payable to associated companies, 

Certain inforinatiori in the table above is derived frorri Kll‘s financial statements for the years 

(3) 

ended December 3 I ,  2001,2000 and 1999. PiicewaterhouseCoopers LLP acted as independent certifyjng 
accountants for KIJ for the year ended December 3 1,2001. Artllur Andersen LLP audited KU’s 
respective financial statemenls for each of the years ended December 3 I ,  2000 and 1999. 

Recent FinanciaI Results and Developments 

K‘CJ’s net income decreased $8.4 inillion for the quarter ended June 30,2002, as conipared to the 
quarter ended Julie 30,2001, The decrease was primarily due to increased other operation expense and 
decreased electric revenues partially offset by decreased interest expense, KU’s net income increased 
$23.0 million for the six months ended June 30,2002, as compared to the six months ended June 30, 
2001. The increase was primarily due to a non-recuring charge of $38.0 miIlion, net of tax, made in the 
first quarter of 2001 for costs associated with Kll’s workforce reduction program. Exchiding this one- 
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time charge, net income tlecreaseci $1 5.0 million, due largely to increased operation expenses and lower 
electiic ievenues, partially offset by lower interest expense. 

As a result of the December 3,2001 settlement of the workforce reduction prograni case (VDT 
case), KIJ reversed the first quarter charge by recording a regulatory asset for the workforce reduction 
costs and began amortizing these costs over a five-year period starting in April 2001, Other effects of the 
settlement of the VDT case include a reduclion in rates fiom net VIlT program savings stipulated by KU 
for KU’s customers totaling $1 1 million over a five-year period beginning in April 2001 and a 
modification of certain assuinptions used in the calculation of depreciation rates retroactive to January 1 ,  
2001, resuiting in a reduction in depreciation expense of approximately $6.0 million in 2001, 

Available Information 

KIJ is subject to the information requircmcnts of the Securities Exchange Act of 1934 and, 
accordingly, files repoi Is, proxy statements arid other information with the Securities and Exchange 
Commission (the “SEC”), Such reports, proxy statements and other information, as well as reports and 
other information regarding Poiveigen, on file can be inspected and copied at the public reference 
facilities of the SEC, currently at Room 1024,450 Fifth Street, N.W., Washington, DC 20549; and copies 
of such material can be obtained from the I’ublic Reference Sectiorl of the SEC at its principal office at 
450 Fifth Street, N.W., Washioghi, DC: 20549 at prescribed rates or from the SEC’s Web Site 
(http://www.sec.gov), Please call the SEC at 1 400-SEC-0330 for fiirther inforniation on the public 
reference room. 
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Dncuinents Iikcorporated By Referencc 
I 

The following documents, as filed by K I J  with the SEC, are incorporated herein by reference: 

I .  Form 10-K Annual Report of K U  for the year ended December 3 1,200 1 ; 

2. 
2002; aiid 

3. 

A11 docurrierits filed by KU with the SEC pursuant to Section 13(a), 13(c), 14 or 15(d) of the 

Form IO-Q Quarterly Reports of K1J for the quarters ended Ivlarch 31,2002 and June 30, 

Form 8-K Current Report of KU filed with the SEC on Augnst 14,2002. 

Securities Exchange Act of 1934 subsequent to the date of this Official Statement and prior to the 
termination of the offering of the Bonds shall be deemed to be incorporated by reference in this Appendix 
atid to be made a part hereof frorn their respective dates of filing. Any statement contained in a document 
incorporated or deemed to be incorporated by reference in this Oficial Statement shall be deemed to be 
modified or superseded for purposes of this Official Statement to the extent that a statement contained in 
this Official Statement or in any other subsequently filed document which also is or is deemed to he 
jncorporated by reference in this Official Statement modifies or supersedes such statement. Any 
statement so modified o r  superseded shall not be deemed, except as so modified or superseded, to 
constitule a part of this Official Statement. 

KU hereby nnclertaltes to provide without charge to each person (including any beneficial 
owner) to whom a copy of th is  Official Sfatemcnt has been delivered, on the writteii~or oral request 
of any such person, a copy of any or ail of tlie documents referred to above which liave been or may 
be incorporated in this Official Staternent by r’efcrence, other t11,an certain exhibits to such 
docaments. Requests for such copies shouId be directed to Dan Arbough, Kentucky Utilities 
Company, O m  Quality Street, Lexington, Kentucky 40507, telephone: (859) 255-2100. 
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APPENDIX 13 

DIJTCH AUCTION PROCEDURES 

The following is a summary of definitions of certain terns relating to the Dntch Auction 
Procedures: 

I'Agwt Mc117Der" shall mean a member of, or participant in, DTC. 

'!Applicable Percentage" shall mean, on any date of determination, the percentage of the Index (in 
effect on such Aiiction Date) detelmined hi accordance with the Indenture, based on the Prevailing Rating 
of the Bonds in eflect at fhe close of business on the Business Lhy immediately preceding such Auction 
Date: 

Prevailing Rating 

AAMAaa 
AAIAa 
M A  
Below AIA 

Applicable 
Percentage 

150% 
150% 
200% 
250% 

I'Aiic/io~i~' shall inean each periodic implementation of the Dutch Auction Procedures. 

'IAttctioir Agent Agreement' shall mean the Auction Agent Agreement dated as of September 1, 
2002 belween the Company and the Auction Agent as amended and supplemented from time to time. 

'>lidon Aged' shall mean the auction agent appointed in accordance with the Indenture, 

"Airctiorr Dcrfe" means (luring any period in which the Auction procedures described in this 
Appendix I3 are not suspended in accordance with the provisions of the Indenture, (i) if the Bonds are in a 
daily Auction Period, each Business Day, and (ii) if tbe Bonds are in any other Auction Period, the 
Business Day next preceding each Interest Payment Date for such Bonds (whether or not an Auction will 
be conducted on such date); provided, however, tliat the last Auction Date with respect to the Bonds in an 
Auction Period oilier than a daily Auction Period will be the earlier of (a) the Business Day next 
preceding the Interest Payment Date next preceding the Conversion Date foI the Bonds and (b) tile 
Business Day next preceding the Interest Payment Date next preceding the final lnahirity date for the 
Bonds; and provided, further, that if the Bonds are in a daily Auction Period, the last Auction Date will be 
the earlier of (x) the Business Day next preceding the Coiiversion Date for the Bonds and (y) the Business 
Day next preceding the final maturity date for the Bonds. On the Business Day preceding the conversion 
from a daily Auction Period to another Auction Period, there will be two Auctions, one for the last daily 
Auctiori Period and one for the first Auction Period follo\ving the conversion. The first Auction Date for 
the Bonds is Novernber 5,2002. 

'!Aric(ion Periad" shall mean, (j) witti respect to Bonds in a daily mode, a period beginning on 
each Business Day and extendirlg to but not iricluding lhe next succeeding Business Day, (ii) with respect 
to Bonds in a seven-day mode, R period of generally seven days beginning 011 a Wednesday (or the day 
following the last day of the prior Auction Period if the prior Auctjon Period does not end on a Tuesday) 
and ending on the Tuesday tfiereafter (unless such Tuesday is not folio.wed b y  a Business Day, in  which 
case on the next succeeding day which is followed by a Business Day), (iii) n4h respect to Bonds in a 28- 
day mode, a period of generally 28 days beginning on a Wednesday (or the day following the last day of 
the prior Auction Period if the prior Auction Period does not end on a Tuesday) and ending on the fourth 
Tuesday thereafrer (unless such Tuesday is not followed by a Business Day, in which case on the next 
sricceeding day which is followed by a Business Day), (iv) with respect to Bonds in a 35-day mode, a 
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period of generally 35 days beginning on a Wednesday (or the day following the last day of the prior 
Auction Period if the prior Auction Period does not end on a Tuesday) and ending on the fifth Tuesday 
tliereafter (unless such Tuesday is not followed by a Business Day, i n  which case 011 the next succeeding 
day whicli is followed by a Business Day), (v) with respcct to Bonds in a three-month mode, a period of 
generally three months (or shorter period upon a conversion from another Auction Period) beginning on 
the day following the last day of the prior Auction Period and ending on the first day of the month that is 
tbe third calendar month following the beginning date of such Auction Period, and (vi) with respect to 
Bonds in a semiannual inode, a period of generally six months (or shorter period upon a conversion from 
another Auction Period) beginning on the day following the last day of the piior Auction Period and 
ending on the next succeediiig April I or October 1 ; provided, however, that if there is a conversion of 
Bonds fiom a daily Auction Period to a seven-day Auction Period, the next Auction Period will begin on 
the date of the conversioii (Le. the Interest Payment Date for the prior Auction Peiiod) and will end on the 
next succeeding Tuesday (unless sucli Tuesday is not followed by a Business Day, in wliich case on the 
next succeeding day which is followed by a Business Day), if there js a coilversioii from a daily Auction 
Period to a 28-day Auction Period, the next Auction Period will begin on the date of the conversion (is. 
the Interest Payment Date for the prior Auction Period) and will end on the Tuesday {unless silch Tuesday 
is not followed by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day) which i s  more than 2 1 days but not more tlian 28 days from such date of conversion, and, 
if there is a conversion froni a daily Auction Period to a 35-day Auction Period, tlie next Auction Peiiotl 
will begin 011 the date of tlie conversion (is. the Interest Payment Date for [lie prior Auction Period) and 
will end on the Tuesday (unless such Tuesday is not followed by a Business Day, i n  which case on the 
next succeeding day which is followed by a Business Day) which is more than 28 days but not more than 
35 days from sucli date of conversion. 

'%m'lnble Aiiclioir Boiids" shall have the meaning set forth below under "Detennination of 
Sufficient Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

'Bid" shall have the ineaning set forth below under "Orders by Existing HoIders and Potential 
Holders." 

"Bicln'er," shall have the ineaning set forth below under "OJders by Existing Holders and Potential 
Holders." 

"Broker-Denier" shall mean any entity permitted by law to perform the functions required of a 
Broker-Dealer set forth in the Diitch Auction Procedures (i) that is an  Agent Member (or an afiliate of an 
Agent Member), (ii) that has been selected by the Company with the consent of the Auction Agent, and 
(iii) that has enteietl into a Broke~Dealer Agreement with the Auction Agent that remains effective. 

"Broker-Dealer Agreeinem"' shall mean, if the Bonds are in tlie Dutch Auction Rate Mode, each 
agreeinelit between a Broker-Dealer arid the Auction Agent substantially in the form of Exhibit A to the 
Auction Agent Agreement pursuant to which a Broker-Dealer, among other things, agrees to participate in 
Auctions as set forth in the Dutch Auction Procedures, as from time to time amended and supplemented. 

"Conmm.cia1 Paper Dealers" sliall mean Salonion Smith Barney Inc. and Banc of America 
Securities LLC, or, in lieu thereof, their affiliates or successors which are commercial paper dealers or 
such other commercial paper dealers as may be selected from time to time by the Paying Agent, at the 
direction of the Company. 

'IDTC" shall mean The Depository Trust Company, New York, New York, its successors and 
their assigns or if The Depository Tnist Company or its siiccessor or assign resigns from its functions as 
depository for the Bonds, any other securities depository which agrees to follow the procedures required 
to be followed by a securities depository in connection with the Bonds and which is selected by the 
Issuer, at tlie direction of the Company, with tlie consent of the Market Agent. 
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"Dutch Aiictiotz Pi*ocedwes" shall mean the procedures set forth in this APPENDIX R. 

"Dtrtclr Amtioil Rate" sliall mean the interest rate to be determined for the Bonds pursuant to the 
Dutcli Aucfion Procedures. 

"Dutch Auction Rote Period" shall mean each period during which the Bonds bear ititerest at a 
Dutch Auction Rate, 

"Eveitf oj%e&iztlt" shall mean any of the events set forth in the body of this Official Stateinen1 
under the caption "SUMMARY OF THE INDENTURE - Defaults and Remedies." 

"hkisthg Holder" shall mean, for purposes of each Atictioii, a person who is listed as the 
beneficial owner of Bonds in the records oftlie Auction Agent as of the Regular Record Date in respect of 
the last Interest Payment Date for the Auction Period then ending. 

d 
3 
-1 

"2;;nilw-e to Deposil" shall mean any failure to make the deposits required (i) no later than 12:OO 
noon (New York City time) on the Business Day next pieceding each Interest Payrnent Dale in funds 
available on the next Business Day in New York, New Yolk for the payment of priricjpal of and interesl 
on the Bonds, or (ii) no later than 12:OO xioon (New York City time) on the second Business Day 
preceding each redemption date in fiinds available on the next Business Day in New Y ~ r k ,  New Yolk for- 
the Iedemption of any Bonds. 

- 

'YZoid Order" sliall have the meaning set forth below under "Orders by Existing Holders and 
Potential Holders," 

"Iiirfex"' shall mean of) any Auction Date (j) with respect to Bonds i l l  any Auction Period of 40 
clays or less, the Thirty-Day "AA" Composite Coinmercial Papel Rate on such date, ( i j )  \villi respect to 
Bonds in any Auction Period greater than 40 days but less than 95 days, the Three-Month Treasury Bill 
Rate, as last published in The IYuIlS/reet Jozmal, and (iii) with respect to Bonds in any Auction Period 
greater than 95 days, the rate 011 thiited States Treasury Securities having a niahlrity which most closely 
approximates the length of the Auction Period, as last published in The Wall Sireel .Inzoaol Jf any such 
rate is unavailable, the Index will be an index or rate agreed to by all Broker-Dealers and consented to by 
the Company. 

"Market Ageuf' sl~all mean the market agent appointed in accordance with the Indenture and its 
s~~ccessors and their assigns. 

"jMaXjn?1m! D I ~ C / I  Airclioii Rate" sliali mean on any date of determination, the ksser of (i) the 
product of the li~dex mdtiplied by tbe Applicable Percentage or (ii) 14%. 

"Miiiimimz Dutch Awcljon RcIIe'' shall mean on any date of delemiinntion the interest rate per 
annum equal to the lesser of (i) 14% or (ii) 45% of the Index on such date. 

"No Airc(ion Rate" means, as of any Auction Date, the rate determined by multiplying the 
Percentage of Index set faith below, based on the Prevailing Rating of the Bonds in effect at the close of 
business on the Business Day iitirnediately preceding sucli Auction Date, by the Index: 
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Prevailing. Rating 

A ANAaa 
ANAa 
AIA 
Below N A  

Percentagc 
of Index 

65% 
70% 
85% 
100% 

provided, however tliat in no event will the No Auction Rate exceed the Maxiinurn Dutch Auction Rate. 

“Order“ shall have tlie meaning set forth below under “Orders by Existing Holders and Potential 
Holders.” 

“Qverdfre Rnte” shall mean, on any date of determination, the lesser of (i) 14% and (ii) the 
Applicable Percentage (determined as if the Bonds had a prevailing Iating of Below N A )  of the Index on 
such date. 

’Fo/eMinl IMder“ shall mean any person, including any Existing Holder, who may be interested 
in acquiring tlie beneficial owvncrship of Bonds during a Ditch Auction Rate Period or, in the case of an  
Existing Holder thereof, the beneficial ownership of an additional principal amount of Bonds during a 
Dutch Auction Rate Period. 

“Prevniling Ra/iitg” means (a) AAA/Aaa, if the Bonds will have a rating of AAA or better by 
S&P arid a rating of Aaa or better by Moody’s, (b) if not AANAaa,  ANAa if !he Bonds will have a 
rating of AA- or better by S&P and a rating of Aa3 or better by Moody’s, (c) if not AAAfAaa or ANAa,  
N A  if the Bonds will liave a rating of A- or better by S&P and a rating of A3 or better by Moody’s, and 
(d) if not AAA./Aaa, A N A a  or A/A, then below HA, whether or not the Bonds are rated by any securities 
rating agency. For piiiyoses of this definition, S&P’s rating categories of “AAA,” “AA,” and “A-” and 
Moody’s rating categories of “Aaa,” “Aa3’’ and “A3,” will be deemed to refer to and include the 
respective rating categories correlative thereto in the event that any such Rating Agencies will have 
changed or modified their generic rating categories or if any successor thereto appointed in accordance 
with the definitions thereof will use different rating categories. If the Bonds are not rated by a Rating 
Agency, the requirement of a rating by such Rating Agency will be disregarded. If the ratings for the 
Bonds are split between two of the foregoing categories, the lower rating will determine the Prevailing 
Rating. If there is no rating, then the Dutch Auction Rate will he tlie Maximum Dutch Atiction Rate. 

Tell  Order“ sliall have the meaning set forth below under “Orders by Existing Holders and 
Potential Holders.” 

“SlarrclnrdAztcrion Period” initially shall mean an Auction Period of 35 days and after the 
establishment of a different period as described below under “Change of Auction Period” shall mean SUCII 
different period. 

‘Szrbnzission Dendliw” shall mean 1 :00 p.m. (New York City time) on any Auction Date or such 
other time on any Auction Date by wliicli Broker-Dealers are required to submit Orders to the Auction 
Agent as specified by the Auction Agent from time to time. 

“Szrbniitted Bid“ shall have the meaning set forth below under ”L)eterniination of Sufficient 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate.” 

“Sztbnziffed Hold Order” shall have tlie meaning set forth below under “Determination of 
Sufficient Clearing Bids, Winning Bid Rate and Dutch Auction Rate.” 

“Strbmit/ed Order“ sliall have the meaning set forlli below under ”Determination of Sufficient 
Clearing Bids, Winning Bid Rate and Dutcli Auction Rate.“ 
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"Sirbi?iittecI Sell Order" shall have the meaning set forth below under "Determination of Sufficient 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

"Siibstiiitte Cotrtmei~cicil Paper Dealer" shall mean J.P. Morgan Securities Inc. or its affiliates or 
successors if such person is a commercial paper dealer or such other cornmercjal paper dealers selected by 
the Paying Agent (who shall be under no liability for such selection), at the direction of the Company, 
provided that neither such person nor any of its affiliates or successors shall be a Commercial Paper 
Dealer. 

"Sz!@cienl Clearitzg Bids" shall have the meaning set forth below under "Determination o f  
Sufficient Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

"TIzir-ty-Dciy XA' Coniposiie Coitztmt*cinl Pnper- Rate" on any date of determination, means the 
inkiest equivalent of the thii  ty-day rate on coinrnercial piper placed on behalf of non-financial issueis 
whose corporate bonds are rated AA by S&P, or the equivalent of such rating by S&P, as made avajlable 
on a discount basis or othenvise by the Federal Reserve Bank of New York for the Business Day 
immediately preceding such date of determination, or if the Federal Reserve Bank of New York does rbot 
make available any such rate, then the arithmetic average of such rates, as quoted 011 a discount bask or 
otherwise, by the Coinmercial Paper Dealers to the Auction Agent for the close of business on tlre 
Business Day imniediately pieceding such date of deteiniination. 

- d 
:? - 

For purposes of this definition, the "interest equivalent" means the equivalent yield on 8 360-day 
basis of a discount-basis security to an interest. bearing sectiiity. If any Conunercial Paper Dealer does 
not quote a commercial paper rate required to detennine the Thirty-Day "AA" Composite Coniniercial 
Paper Rate, the Thirty-Day "AA" Coniposite Commercial Paper Rate shall be determined on (Ire basis of 
Ihe quotatioil or quolations fiimished by the remaining Conimercial Paper Dealer or Coinniercial Paper 
Dealeis and any Substitute Coniinercial Paper Dealer not included within the definition of Conimercial 
Paper Dealers above, or, if there are no Substitute Commercial Paper JJealeis, by the remaining 
Commercial Papei Dealer or Commercial Paper Dealers. 

'lttriiittitzg Bid Rate" shall have the meaning set forth below under "Determination of SuMicient 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

Tlre fol/awitg nre the yrocerhi es io be rtsed irr corzhrciitig Diiicli Airctioiis. As n siuiinint>~. i r  
does tiot piitport to be catilylele mid is qiiolified iii its etilirety by reJei*eitce io iiie Diirch Aitrtioti 
Proccclttt-es set forlii itr the hdetitii, e. 

Auction Period - General 

During any Dutch Auction Rate Period, the Bonds shall bear interest at the Dutch Auction Rate 
cleterniined as set forth below. l h e  Dutcli Auction Rate for any initial Auction Period irmnediately after 
either any cn~rversion to a Dutch Auction Rate Period or a mandatory purcliase of Bonds pursuant to the 
Indenture shall be the rate of interest per annuni deteimined and certified to the Trustee (with a copy to 
the Bond Registrar, Paying Agent and the Company) by the Market Agent on a date iiot later than the 
effeclive date of sucli conversion or the date of such mandatory purchase, as the case may be, as the 
minimum late of interest which, in the opinion of the Market Agent, would be necessary as of the date of 
such conversion or the date of such mandatory purchase, as the case may be, to inarket Bonds in a 
secondary market transaction at a price equal to the principal ainouiit thereof, provided that such interest 
rate shall not exceed 14% per annuin. Except for the initial Auction Period, which commences on the 
date of original issuance of the Bonds, and as othenvise provided in  the indenture for any other Auction 
Period, the Dutch Auction Rate shall be the rate of interest per annum that results from impleinentation of 
the Dutch Auction Procedures; provided that such interest rate shall riot exceed 14% per annum. Except 
as provided below, if on any Auction Date for any reason an Auction is not held, the Dutch Auction Rate 
for the next succeeding Auction Period shall equal the No Auction Rate on and as of such Auction Date. 
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Determination of the Dtitcli Auction Rate pursuant to the Dutch Auction Procedures sliall be suspended 
upon the occurrence of a Failure to Deposit or an Event of Default described under clause (a) or (b) of 
"SUMMARY OF THE INDENTURE - Defaults and Remedies" in the body of this Official Statement. 
Upon the occurrelice of a Failure to Deposit or at) Event of Default described under clause (a) or (b) of 
"SUMMARY OF THE INDENTUJIE -- Defaults and Remedies" in the body of this Official Statenlent, 
on any Auction Date, no Auction will be held, all Submitted Bids and Submitted Sell Orders shall be 
rejected, the existence of Sufficient Clearing Bids shall be of no effect and the Dutch Auction Rate shall 
be equal to the Overdue Rate as determined on and as of the immediately preceding Auction Date for 
each Auction Period cominencing after the Occurrence of such Failure to Deposit or Event of Default to 
and including the Auction Period, if any, during which or commencing less than hvo Business Days after 
tlie earlier of (A) such Failure to Deposit or Event of Default has been cured or waived and (B) the first 
date on which all of the following conditions shall have been satisfied: 

( I )  no default shall have occurred and be continuing under the Bond Insurance 
Policy (the satisfaction of such condition to be conclusively evidenced, absent manifest error, to 
each of the Tnistee and the Auction Agent by a certificate of a duly autliorized officer of the 
Bond Insurer to such effect delivered to sucli entity); 

(2) the Bond Insurer sliall have delivered to the Auction Agent an instrument, 
satisfactoiy in fomi and substance to the Auction Agent, containing (x) an unconditional 
agreement of the Bond Insurer to furnish to the Auction Agent amounts sufficient to pay all fees 
of the Broker-Dealers, as provided in the Broker-Dealer Agreements, and of the Auction Agent, 
(y) such other agreements and representations as the Auction Agent shall reasoriabIy require and 
(2) a direction not to suspend, or resume, the implementation of the Dutch Auction Pi.ocedures, as 
the case may be; and 

(3)  
been directed by the Bond Insurer not to suspend, or to resume, tlie iinplementation of the Dutch 
Auction Procedures. 

the Auction Agent shall have advjsecl the 'Inistee that the Auction Agent has 

The Dutch Auction Rate for any Auction Peiiod commencing afler cei tificates represalting the 
Bonds have been distributed as described below nnder "DTC Required During Dutch Auction Rate Mode; 
Limitations on Transfer" shall be equal to the Maximum Dutch Auction Rate on each Auction Date. 

Auction Periods may be changed at any time as described below under "Change of Auction 
Period" uriless B Failure to Deposit or an Event of Default lias occurred and has riot been cnred or waived. 
Each Auction Period shall be a Standard Auction Period unless a different Auction Period is established 
and each Auction Peiiod which immediately succeeds an Auction Period that is not a Standard Auction 
Period shall be a Standard Auction Period unless a differelit Auction Pcriod is established as described 
below under "Change of Auction Period." 

The Market Agent shall from time to time increase any or ail of the percentages set forth in the 
definition of "Applicable Percentage" or the percentage set forth in the definition of "Minimum Dutch 
Auction Rate" in order that such percentages take into account any amendment to the Code or other 
statute enacted by the Congress of the United States or any temporary, proposed or final regulation 
promulgated by the United States Treasury, after the date of the Indenture which (a) changes or would 
change any deduction, credit or other allowance allowable in computing liability for any federal tax with 
respect to, or (b) imposes, or would impose or increases or would increase any federal tax (including, but 
not limited LO, preference or excise taxes) upon, any interest on a governmental obligation the interest on 
which is excluded from federal gross income under Section 103 of the Code. The Market Agent shall 
give notice of any such increase by means of a written notice delivered at least hvo Business Days prior to 
tlie Auction Date on which such increase is proposed to be effective to tlie Tnistee, the Auction Agent, the 
Company and DTC. 
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Change of Auction Period 

Duiing a Dutch Auction Rate Period, the Coinpariy may change the length of the then applicable 
Auction Period by means of a written notice delivered at least 10 days prior to tlie Auction Date for such 
Auction Period to the Tnistee, the Bond Insurer, the Auction Agent, the Issuer and DTC. Any Auction 
Period or Standard Auction Period established pursuant to the Dutch Auction Procedures may not exceed 
364 days in duration. If stich Auction Period will be less than 35 days, such notice shall be effective only 
if jl is accompanied by a written statement of the Bond Registrar and Paying Agent, the Trustee, the 
Auction Agerit and DTC to the effect that they are capable ofperforming their duties under the Indenture 
and the Auction Agent Agreemerit with respect to such Auction Period. The length of an Auction Period 
or tlie Standard Auction Peiiod may not be changed as described herein unless Sufficient Clearing Bids 
existed at both the Auction immediately preceding the date the notice of such change was given and the 
Auction immediately preceding such changed Auction Period. 

The change in length of an Auction Period or the Standard Auction Period shall take effect only if 
(i) llie Trustee and the Auction Agent receive, by 11:OO a.m. (New York City time) on the Business Day 
immediately preceding the Auction Date for such Auction Period, a certificate from the Company by 
telecopy or similar means, authorizing the change i n  the Auction Period or the Standard Auction Period, 
which shall be specified in  such certificate, (ii) the Trustee shall not have delivered to the Auction Agent 
by 12:OO noon (New York City time) on the Auction Date for such Auction Period notice that a Failure to 
Deposit has occuired, and (iii) Sufficient Clearing Bids exist at the Auction 0 1 1  the Auction Date for such 
Auction Period. If the conditio~i referred to jil (i) above is not met, the Dutch Auction Rate for the ilext 
succeeding Auction Period shall he determined pursuant to the Dutch Auction Procedures and the next 
succeeding Auction Peiiorl sliall be an Auction Period of 35 days. If any of the conditions ieferred to in 
(ii) or (iii) above is not met, the Dutch Auction Rate for the next succeeding Auctioii Pen'od shall equal 
the Maximum Dutch Auction Rate as determined as of the Auction Date for an Auctjon Period of 35 
days. 

Ordcrs by Existing Holders and Potential Holders 

Subject to the provisions described above under "Auction Period - General", Auctions shall be 
conducted on each Auction Date in the manner described under this heading and in lhe remainder of this 
APPENDIX 13 prior to tlie Subrnissioll Deadline on each Auction Date during a Dutch Auction Rate 
Period: 

(i) each Existing Holder may submit to the Broker-Dealer information as to: 

(A) the principal amount of Boiids, if any, held by such Existing Holder 
which such Existing Holder desires lo continue to hold without regard to the Dutch 
Auction Rate for tlie next s~~cceeding Auction Period; 

(B) the principal amount of Bonds, if any, held by such Existing Holder 
which such Existing Holder offers to sell if the Dutch Auction Rate for the next 
succeeding Auction Period shall be less than the rate per annum specified by such 
Existing Holder; and 

(C) the principal amount of Bonds, if any, held by such Existing Holder 
which such Existing Holder offers to sell without regard to the Dutch Auction Rate for 
the next succeeding Auction Peiiod; 

(ii) one or more Broker-Dealers may contact Potential Holders to deteiinirie the 
principal amount of Bonds which each such Poteritial Holder offers to purchase if the Dutch 
Auction Rate for the next succeeding Aiiction Period shall not be less than the interest rate per 
aniiuni specified by such Potential Holder. 
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For the purposes of the Dutcli Auction Procedures, the conununication to a Broker-Dealer of information 
referred to in clause (i)(A), (i)(B) or (i)(C) or clause (ii) above is hereinafter refexnd to as an "Order" and 
each Existing Holder and Potential Holder placing an Order is hereinafter referred to as a "Bidder"; an 
Order containing the infonnation referred to in clause (i)(A) above is hereinafter referred to as a "Hold 
Order"; ai1 Order containing the infonnation referred to in clause (i)(B) or clause (ii) above is hereinafter 
referred to as a "Bid"; and an Order containing the information referred to in clause (i)(C) above is 
Iiereinaffer referred to as a "Sell Order": 

(i) Subject to the provisions of "Submission of Orders by Broker - Dealers to 
Aiiction Agent" below, a Bid by an Existing Holder shall constitute an irrevocable offer to sell: 

(A) the principal amount of Bonds specified i n  such Bid if the Dutch Auction 
Rate determined pursuant to $lie Dutch Auction Procedures on such Auction Date shall be 
less than the interest rate per aimtiin specified therein; or 

(B) such principal amount or a lesser principal amount of Bonds to be 
detennined as set forth in  clause (iv) below under "Acceptance and Rejection of 
Submitted Bids and Submined Sell Orders and AIIocation of Auction Bonds" below if tlie 
Dutch Auction Rate determined pursuant to the Dutch Auction Procedures on such 
Auction Date shall be equal to the interest rate per annum specified therein; or 

(C)  sucli principal amount if the interest rate per annum specified therein 
shall be higher tlian the Maximum Dtrtcli Auction Rate or such principal amount or a 
lesser principal amount of Bonds to be detennined in clause (iii) below under 
"Acceptance and Rejection of Submitted Bids and Submitted Sell Orders and Allocation 
of Auction Bonds" below if such specified rate shall be higher than the Maximum Dutch 
Auction Rate and Sufficient Clearing Bids do not exist. 

(ii) Subject to tlie provisions set foi th below under "Submission of Orders by Broker 
- Dealers to Auction Agent", a Sell Order by an Existing Holder shall constitute an iirevocable 
offer to sell: 

(A) 

(B) 

the principal amount of Bonds specified in sucli Sell Order; or 

such principal amount or a lesser principal amount of Bonds as set forth 
in clause (E) below under "Acceptailce and Rejection of Submitted Bids and Submitted 
Sell Orders and Allocation of Auction Bonds" if Suficient Clearing Bids do not exist. 

(iii) 
Dealers to Auction Agent" below, a Bid by a Potential Holder shall constitute an irrevocable offer 
to purchase: 

Subject to the provisions described in "Submission of Orders by Broker -- 

(A) the principal amount of Bonds specified in such Bid if the Dutch Auction 
Rate determined on such Auction Date shall be higher than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of Bonds as set forth 
in clause (v) below under "Accepiaiice aiid Rejection of Submitted Bids and Submitted 
Sell Orders and Allocation of Auction Bonds" if the Dutch Auction Rate detennined on 
such Auction Date shall be equal to such specified rate. 

Submission of Orders by Broker-Dealers to Aiiction Agent 

During a Dutch Auction Rate Period each Broker-Dealer shall submit in  writing or by such other 
method as sliall be reasonably acceptable to the Auclion Agent prior to tlie Submission Deadfine on each 
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Auction Date during !he Dutch Auction Rate Period, all Orders obtained by such Broker-Dealer antl shall 
specify with respect to each such Order: 

(i) the aggregate principal amount of Bonds that are subject to such Order; 

(ji) to the extent that such Bidder is an Existing Holder: 

(A) the principal amount of Bonds, if any, subject to any Hold Order placed 
by such Existing Holder; 

(B) the piincjpal amount of Bonds, if any, subject to any Bid placed by such 
Existing Holder and the rate specificd i n  such Bid; and 

(C) the principal a~nount of Bonds, if any, sii@ject to any Sell Order placed 
by such Existing Holder; and 

(iii) to the extent such Bidder is a Potential Holder, the rate specified in such Potential 
Holder's Bid. 

If any rate specified in any Bid contains more than three figures to the right of the decimal point, 
the Auction Agent shall round such talc up to the next highest one tliousandth (.001) of I %. 

If an Older or Orticrs covering all Bonds held by an Existing Holder is not submitted to the 
Auction Rgcnt prior to the Submission Deadline, the Auction Agent shall deem a Hold Order to have 
been submitted on behalf of such Existing Holder covering the principal amount of Bonds Iield by such 
Existing I-Iolder and not subject to Orders submitted to the Auction Agent. None of the Issuer, the 
Compnay, the Tnislee or llic Auction Agent shall be responsible for any failure of a Broker-Dealer to 
stibmit an Order to the Auctioi] Agent 011 behalf of any Existing Holder or Potential Holder. 

I f  any Existing I-lolder submits thtough a Broker-Dealer to the Auction Agent one or more Orders 
covering in (he aggiegate more than the principal amount of Bonds held by such Existing Holder, such 
Orders shall be considered valid as follows and in the following order of priority: 

(if all Hold Orders shall be considered valid, but only up to and including the principal 
amount of Bonds held by such Existing Holder, and, if the aggregate priiicipal mount of Bonds subject to 
such Hold Orders exceeds the aggregate principal amount of Bonds held by sricll Existing Holder, the 
aggregate principal amount of Bonds subject to each such Hold Order shall be reduced pro rata SO that 
such Hold Orders cover the aggregate principal amount of Bonds held by such Existing Holder; 

(ii) (A) any Bid shall be considered valid up to and including die excess of fhe principal 
amount of Boritls held by such Existing llolder over the aggregate principal amount of Bonds subject to 
any Hold Orders referred to in paragraph (i) above; 

(B) subject to clause (A) above, if more than one Bid with the same rate is submitted 
on behalf of such Existitlg Holder and lhe aggregate principal amount of Bonds subject to such 
Rids is greater than such excess, such Bids shall be considered valid up to and including the 
amount of such excess, and the principal amount of Bonds subject to each Bid with the same rale 
shall be reduced pro rata so that such Bids cover the prjncipal amount of Bonds equal to such 
excess; 

(C) subject to clauses (A) and (€3) above, if more than one Bid with different rates is 
subtnined on behalf of such Existing Holder, such Bids shall be considered valid in the ascending 
order of their respective rates until the highest rate is reached at which such excess exists antl then 
at sucli rate tip to and including the mount of such excess; and 
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(D) in any such event, the aggregate principal amount of Bonds, if any, subject to 
Bids not valid under this paragraph (ii) shall be treated as tlie subject of a Bid by a Potential 
Holder at the rate therein specified; and 

(iii) all Sell Orders shall be considered valid up to and including the excess of the principal 
amount of Bonds held by such Existing Holder over the aggregate principal amount of Bonds subject to 
valid Hold Orders refei red to in paragraph (i) and valid Bids refelred to in  paragraph (ii) above. 

If inore than one Bid for Bonds is submitted on behalf of any Potential Holder, cach Bid 
submitted will be a separate Bid for Bonds with the rate and principal amount therein specified. 

Any Bid or Sell Order submitted by an Existiiig Holder covering an aggregate principal amount 
of Bonds not equal to $25,000 or an integral multiple thereof shall be rejected and shall be deemed a Hold 
Order. Any Bid siibinjtted by a Potential Holder covering an aggregate principal amount of Bonds not 
equal to $25,000 or an integral multiple thereof will be rejected. 

Any Bid submitted by an Existing Holder or Potential Holder specifying a rate lower than the 
Miniintiin Dutch Auction Rate will be treated as a Rid specifying tlie Miniinuin Dutch Auction Rate. 

Any Order submitted in an Auction by a Broker-Dealer to the Auction Agent prior to the 
Submission Deadline on any Auction Date sliall be irrevocable. 

Deterniiriation of Sufficieiit Clearing Bids, Wiiiiting Bid Rate arid Dutch Auction Rate 

Not earlier than the Submission Dcadline on each Auction Date during the Dutch Auction Rate 
Peiiod, the Auction Agent shall assemble all valid Orders subinitted or dceined submitted to i t  by tlie 
Broker-Dealers (each such Order as submitted 01 deemed submitted by a Broker-Dealer being hereinafter 
referred to as n "Subinitted Ilold Order," a "Submitted Bid" or a "Submitted Sell Order," as the case may 
be, or as a "Submitted Ordel") and shall determine: 

(i) the excess of the total principal amount of Bonds over the aggregate principal 
ariiounl of Bonds subject to Submitted Hold Orders (such excess being hereinafter referred to as 
llie "Available Auction Bonds"); and 

(ii) fiom the Submitted O~ders whether the aggregate principal amount of Bonds 
subject to Submitted Bids by Potential Holders specifying one or more rates equal to or lower 
than tlie Maximum Dutcli Auction Rate exceeds or is equal to the sum of: 

(A) the aggregate principal amount of Bonds subject to Submitted Bids by 
Existing Holders specifying one or more rates higher than the Maxinium Dutch Auction 
Rate; and 

(B) the aggregate principal amount of Bonds subject to Submitted Sell 
Orders; 

(in the event of such excess or such equality exists (other than because the sum of the principal 
amounts of Bonds in clauses (A) and (8) above is zero because all of the Bonds are subject to 
Submitted Hold Orders), such Submitted Bids in clause (ii) above are hereinafter referred to 
collectively as "Sufficient Clearing Bids"); aiid 

(iii) if Sufficient Clearing Bids exist, the lowest rate specified in the Submitted Bids 
(the "Winning Bid Rate") which ifi 
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(A)(y) each Submitted Bid from Existing Holders specifying such lowest rate 
and (z) all other Submitted Bids from Existing Holders specifying lower rates 'were 
{ejected, thus entitling such Existing Holders to continue to hold the principal amount of 
Bonds subject to stich Submitted Bids; and 

(B)(y) each Submitted Bid from Potential Holders specifying sucli lowest rate 
and (2) all other Submitted Bids from Potential Holdcrs specifying lower rates were 
accepted, 

would result in such Existing Holders described in clause (A) above continuing to hold an 
aggregate pincipal amount of Bonds which, when added to the aggregate principal amount of 
Bonds to be purchased by such Potential Holders described in clause (B) above, would equal not 
less than the Available Auction Bonds. 

Promptly after the Auction Agent has made the determinations pursuant to the first paragraph of 
this section, the Auction Agent by telecopy, confirmed in wrjting, shall advise the Company and the 
Trustee of the Maximiim Dutch Auction Rate and tlie Minimum Diitch Auction Rate and the components 
thereof on the Auction Date and, based on such determinations, the Dutch Aucfion Rate for tlie next 
siicceeding Auction Period as follows: 

(i) if Srificient Clearing Bids exist, that the Dutch Auction Rate for the next 
succeeding Auction Period therefor shall be equal to the Winning Bid Rate so determined; 

(ii) if Sufficient Cleating Bids do not exist (other than because all of the Bonds are 
the subject of Submitted Hold Orders), that the Dutch Auction Rate for the next succeeding 
Auctiort Period therefor sliall be equal to the Maxinium Dutch Auction Rate; and 

(iii) if all of the Bonds are slrbject to Submitkd Hold Olders, that the bitch Auction 
Rate for the next succeeding Auction Period therefor shall be equal to the Minimuin Dutch 
Auction Rate. 

Acceptance and Rejection of Submitted Bids and Submitted Sell Orders iIHd Allocation of Auction 
Bonds 

During a Dutch Auction Rate Period, Existing IJolders shall continue to hold tlie principal 
amounts of Bonds h a t  are subject to Submitted Hold Orders, and, based on the deterininations made 
jwrsitaiit lo the first paragraph of "Determination of Sufficient Clearing Bids, Winning Bid Rate and 
D~itcli Auction Rate", the Submitted Bids and Submitted Sell Orders shall be accepted or rejected and the 
Auction Agent shall take such other actions as arc set forth below: 

If Sufficient Clearing Bids have been made, all Submitted Sell Orders shall be accepted and, 
subject to the provisions of the fifth and sixth paragraphs of this section, Submitted Bids shall be accepted 
or rejecfed as follows in the following order of priority and all other Submitted Bids shall be rejected: 

(i) Existing HoIders' Submitted Bids specjfying any rate that is higher than the 
Winning Bid Kate shall be accepted, thus requiring each such Existiiig Holder to sell the 
aggregate principal amount of Bonds subject to such Submitted Bids; 

(ii) Existing Holders' Submitted Bids speci@ing any rate that is lower than the 
Winning Bid Rate shall be rejected, thus entitling each such Existing Holder to continue to hold 
the aggregate principal amount of Borids subject to such Subinitted Bids; 
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(iii) Potential Holders' Submitted Bids specifying any rate that is lower tliaii the 
Winning Bid Rate sliall be accepted, thus requiring each such Potential Holder to purchase the 
aggregate principal amount of Bonds subject to such Submitted Bids; 

(iv) each Existing Holder's Submitted Bid specifying a rate that is equal to the 
Winning Bid Rate shall be rejected, thus entitling such Existing Holder to continue to hoId the 
aggregate principal amount of Bonds subject to such Submitted Bid, unless the aggregate 
principal amount of Bonds subject to all such Submitted Bids shall be greater than the principal 
amount of Bonds (the "remaining principal amount") equal to the excess of the Available Auction 
Bonds over the aggregate principal amount of the Bonds subject to Submitted Bids described in 
paragraphs (ii) and (iii) immediately above, in which event such Submitted Bid of such Existing 
Holder shall be rejected in pait, and such Existing Holder shall be entitled to continue to hold the 
principal amount of Bonds subject to such Submitted Bid, but only in an amoiirit equal to the 
principal amount of Bonds obtained by multiplying the remaining principal amount by a fraction, 
the numerator of which shall be the priricipal amount of Bonds held by such Existing Holder 
subject to such Submitted Bid arid the denominator of which shall be the sum of the prhcipal 
amounts of Bonds subject to such Submitted Bids made by all such Existing Holders that 
specified a rate equal to the Winning Bid Rate; and 

(v) each Potential llolder's Submitted Bid specifying a rate that is equal to the 
Winning Bid Rate shall be accepted but only in an amount equal to the principal amount of Bonds 
obtained by multiplying the excess of the Available Auction Bonds over the aggregate principal 
amount of Bonds subject to Submitted Bids described in paragraphs (ii), (iii) and (iv) 
immediately above, by a fraction the numerator of which shall be the aggregate principal amount 
of Bonds subject to such Submitted Bid of such Potential Holder and the denominator of which 
shall be the sum of tlie principal amount of Bonds subject to Submitted Bids made by a11 such 
Potential Ijolders that specified a rate equal to the Winning Bid Rate. 

If Sufficient Clearing Bids have not been made (other than because all of the Bonds are subject to 
Submitted Hold Orders), subject to the provisions of the fifth paragraph of this section, Submitted Orders 
shall be accepted or rejected as follows in the following order of priority and all other Submitted Bids 
shall be rejected: 

(i) Existing Holders' Submitted Bids speci@ing any rate that is equal to or lower 
than tlie Maxirnum Dutch Auction Rate shall be rejected, thus entitling each such Exisling Holder 
to continue to hold the aggregate principal amount of Bonds suliject to such Submitted Bids; 

(ii) Potential Holders' Submitted Bids specifying any rate that is equal to or lower 
than the Maximum Dutch Auction Rate shall be accepted, thus requiring each such Potential 
Holder to purchase the aggregate principal amount of Bonds subject to such Submitted Bids; and 

(iii) each Existing Holder's Submitted Bid specifying any rate that is higher than the 
Maximum Dutch Auction Rate and the Submitted Sell Orders of each Existing Holder shall be 
accepted, thus entitling each Existing Holder that submitted any such Submitted Bid or Submitted 
Sell Order to sell the Bonds subject to such Submitted Bid or Submitted Sell Order, but in both 
cases only in an amount equal lo the aggregate principal amount of Bonds obtained by 
multiplying the aggregate principal amount of Bonds subject to Submitted Bids described above 
in subparagraph (ii) by a fraction, the numerator of which shall be the aggregate principal amount 
of Bonds held by such Existing Holder subject to such Submitted Bidtor Submitted Sell Order 
and the denominator of wliich shall be the aggregate principal amount of Outstanding Auction 
Bonds subject to all such Submitted Bids and Submitted Sell Orders. 

If all Bonds are subject to Submitted Hold Orders, all Submitted Bids shall be rejected. 

B-12 



If, as a result of the procedures described in the second or third paragraphs of this section, ally 
Existing Holder would be required to sell, or any Potential Holder would be required to purchase, a 
principal amount of Bonds that is not equal to $25,000 or an integral multiple thereof, the Auction Agent 
shall, in  such inanner as, in its sole discretion, it shall determine, round up or down the principal amount 
of such Bonds to be purchased or sold by any Existing Holder or Poteiitial Holder so that Ihe principal 
nniount purchased or sold by each Existing Holder or Potential Holder shall be equal to $25,000 or an 
integral multiple thereof. 

If, as a result of the procedures described in tlie second paragraph of this section, any Potential 
Holder would be required to purchase less tlian $25,000 in  aggregate principal amount of Bonds, the 
Auction Agent sliall, in such maimer as, in its sole discretion it shall detennine, allocate Bonds for 
purchase among Potential Holders so that only Bonds in  principal amounts of $25,000 or an integral 
inultiple thereof are purcliasecl by any Potential Holder, even if such allocation results in one or niore of 
such Potential Holders not purchasing any Bonds. 

Based on !lie results of each Auction, the Auction Agent shall determine the aggregate principal 
amounts of Bonds to be puichased and the aggregate principnl amounts of Eonds to be sold by Potential 
Holders and Existing Holders on whose behalf each Broker-Dealer submitted Bids or Sell Orders and, 
with respect lo each Broker-Dealer, to tlie extent that such amounts differ, determine to which other 
Broker-Dealer or Broker-Dealers actirlg for one or more purchasers of Bonds such Broker-Dealer sliall 
deliver, or from which otlier Broker-Dealer or Broker-Dealers acting for one or more sellers of Bonds 
such Broker-Dealer shall receive, as the case may be, Bonds. 

d 
- 
3 .. z 
i l  - 

Notte of the Issuer, the Conipany or any Affiliate thereof may submit an Order in any Auctiori 
except as set forth in the next sentence. Any Broker-Dealer that is an Afiliate of the Company or the 
Issuer may submit Orders in an Auction but only if sucli Orders are not for its own Rccount, except that if 
stich affiliated Broker-Dealer holds Boiicls for its own account, i l  inust submit a Sell Order on tlie iiext 
Auction Date with respect to such Bonds. The Auction Agent shall have no duty or liability with respect 
to monitoring or enforcing tlie provisions of this paragraph. 

Settlement Procedures Set Forth in Exhibit A to the Broker Dealer Agreement 

(a) Not later than 3 : O O  p.m. (New York City time) on each Auction Date, the Auction Agent 
shalI notify by telephone each Broker-Dealer that participated in the Auction held on such Auction Date 
and submitted an Order on behalf of an Existing Holder or Potential Holder oE 

(i) the Dutch Auction Rate fixed for the next Auction Peiiod; 

(ii) 

(jii) 

whether there were Suficient Clearing Rids in such Auction; 

if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an Existing 
Holder (a "Seller's Broker-Dealer"), whether such Bid was accepted or rejected, in whole or in 
part, and the principal amount of Bonds, if any, to be sold by such Existing Holder; 

(iv) if such Broker-Dealer submitted n Bid on behalf of a Potential Holder (a "Buyer's 
Broker-Dealer"), whether such Bid was accepted or rejected, in whole or in pail, and the principal 
amount of Bonds, if any, to be purchased by such Potential Holder; 

(v) if the aggregate l~rincipnl amount of Bonds to be sold by all Existing Holders 011 
whose behalf such Broker-Dealer submitted a Bid or a Sell Order exceeds the aggregate principal 
amount of Bonds to be puichased by all Potential Holders on whose behalf such Broker-Dealer 
submitted a Bid, the name or naiiies of one or rime Buyer's Broker-Dealers (and the name of the 
Agent Member, if any, of each such Buyer's Broker-Dealer) acting for one or more purchasers of 
such excess principal amount of Bonds and tlie principal amount of Bonds to be purchased from 
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one or more Existing Holders on ~vliose behalf such Broker-Dealer acted by one or more Potential 
Holders on whose behalf each of such Buyer's Broker-Dealers acted; 

(vi) if the principal amount of Bonds to be purchased by all Potential Holders on 
whose behalf such Broker-Dealer submitted a Bid exceeds the principal amount of Bonds to be 
sold by all Existing Holders on whose behalf such Broker-Dealer submitted a Bid or a Sell Order, 
the name or names of one or more Seller's Broker-Dealers (and the name of the Agent Member, if 
any, of each such Seller's Broker-Dealer) acting for one or more sellers of such excess principal 
amount of Bonds and the principal amount of Bonds to be sold to one or more Potential Holders 
on whose behalf such Broker-Dealer acted by one or more Existing Holders on whose behalf each 
of such Seller's Broker-Dealers acted; and 

(vii) 

On each Auction Date, each Broker-Dealer that subniilled an Order on behalf of any 

the Auction Dale for the next succeeding Auction. 

(b) 
Existing Holder or Potential Holder shall: 

(i) advise each Existing Holder and Poteiitial Holder on whose behalf such Broker- 
Dealer submitted a Bid or Sell Order in the Auction on such Auction Date whether such Bid or 
Sell Order was accepted or rejected, in whole or in part; 

(ii) in the case of a Broker-Dealer that is a Buyer's Broker-Dealer, advise each 
Polential Holder on whose behalf sucli Broker-Dealer submitled a Bid that was accepted, in 
whole or in part, to instruct such Potential Holder's Agent Member to pay to such Broker-Dealer 
(or its Agent Member) through DTC the amount riecessary to purchase the principal amount of 
Bonds to be purchased pursuant to such Bid against receipt of such Bonds; 

(iii) in the case of a Broker-Dealer that is a Seller's Broker-Dealer, instnict each 
Existing Holder on !vliose behalf such Broker-Dealer submitted a Sell Order that was accepted, in 
whole or in part, or a Bid that was accepted, in  whole or in part, to instruct such Existing Holder's 
Agent Member to deliver to such Broker-Dealer (or its Agent Member) through DTC tlie 
principal amount of Bonds to be sold pursuant to such Order against payment therefor; 

(iv) advise each Existing Holder 011 whose behalf such Broker-Dealer submitted an 
Order and each Potential Holder on I;vliose behalf such Brokei-Dealer submitted a Bid of tlie 
Auction Rate for tlie next Auction Period; 

(v) advise each Existing Holder on whose behalf such Broker-Dealer submitted an 
Order of the next Auctio~i Date; and 

(vi) advise each Potential Holder on whose behalf such Broker-Dealer submitted a 
Bid that was accepted, in whole or in part, of the next Dutch Auction Ilate. 

(c) On tlie basis of the infonnation provided to it  pursuant to paragraph (a) above, each 
Broker-Dealer that submitted a Bid or Sell Order in an Auction is required to allocate any funds received 
by it in connection with such Auction pursuaiit to paragraph (b)(ii) above, and any Bonds received by it in 
connectioii with such Auction pursuant to psmgrph(b)(iii) above arnorlg the Potailial Holders, if any, on 
whose behalf such Broker-Dealer submitted Bids, the Existing Holders, if any, OH whose behalf such 
Broker-Dealer submittcd Bids or Sell Orders in such Auction, and any Broker-Dealer identified to it by 
the Auction Agent following such Auction puisuant to paragraph (a)(v) or (a)(vi) above. 

(d) On each Auction Date: 
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(i) each Potential Holder and Existing Holder with an Order in the A~icfioii 011 such 
Auction Dates shall instruct its Agent Member as provided in (b)(ii) or (iii) above, as the case 
may be; 

(ii) each Selleis Broker-Dealer that is not an Agent Member of DTC shall iiistruct its 
Agent Member to (A) pay through DTC to ihe Agent Member of the Existing Holder delivering 
Bonds to such Broker-Dealer following such Auction pursuant to (b)(jii) above the amount 
necessary to purchase such Bonds against receipt of such Bonds, and (B) deliver- such Bonds 
through DTC to a Buyer's Broker-Dealer (or its Agent Member) identified to sucli Seller's 
Broker-DealeI pursuant to (a)(v) above against payment therefor; and 

(iii) each Buyer's Broker-Dealer that is not an Agent Member of DTC shall instruct 
its Agent Member to (A) pay tllrough DTC to a Seller's Broker-Dealer (or its Agent Member) 
identified following such Auction pursuant to (a)(vi) above the amount necessary to purchase the 
Bonds to be purchased pursuant to (b)(ji) above against receipt of such Bonds, and (13) deliver 
such Bonds through DTC to the Agent Member of the purchaser thereof againsl payment 
therefor. 

(e) 011 the Business Day following each Auction Date: 

(i) each Agent Member for a Bidder in the Auction on such A~iclioi~ Date referred to 
in (d)(i) above shall instnlct DTC to execute the transactiorls described utider (b)(ii) or (iii) above 
for such Auction, and DTC shall execute such transactions; 

(ii) each Seller's Broker-Dealer or its Agent Member shall instruct DTC to execute 
the transactions described in (d)(ii) above for such A~ction, and UI'C shall execute such 
transactions; and 

(iii) each Buyer's Broker-Dealer or its Agent Member shall ilistnlct DTC to execute 
the transactions described in (d)(iii) above for such Auction, and DTC shall execute such 
transactions. 

(9 If an Existing Holder selling Bonds in an Auction fails to deliver such Bonds (by 
authorized book-entry), a Broker-Dealer may deliver to the Potential Holder on behalf of which it 
submitted a Bid that was accepted a principal amount of Bonds that is less tlian the p~incipal amount of 
Bonds that otlierwise was to be purchased by such Potential Holder. In such event, the priiicipal amount 
of Bonds to be delivered shall be determined solely by such Broker-Dealer. Delivery of such lesser 
principal amount of Bonds shall constitute good delivery. Notwithstanding the foregoing teniis of this 
paragraph (9, any delivery or noli-delivery of Bonds which shall represent any departure from the results 
of an Auction, as detemiined by the Auction Agent, shall be of no  effect unless and until the Auction 
Agent sliall have been notified of such delivery or non-delivery in accordance with the provisions of tlie 
Auction Agent Agreement and the Broker-Dealer Agreements. 

DTC Reqiiired During Dutch Auctioil Rate Mode; Limitations on Transfer 

Except as otherwise provided in the Indenture, the Bonds accruing interest at a Dutch Auctioii 
Rate shall be registered in the name of DTC or its nominee and ownership thereof shall be maintahted in 
hook-entry-only form by DTC for the account of the Agent Members thereof. 

Ifat any time DTC notifies the Issuer arid the Conipany that it is unwilling or unable to continue 
as owner of Bonds or if at any time DTC shall 110 longer be registered or in good standing trntier the 
Securities Exchange Act of 1934, as amended, or other applicable statute or regulation and a successor to 
DTC is riot appointed by the Issuer at the direction of the Company, tlie Trustee and the Auction Agent, 
witliin 90 days after the Issuer and the Company receive notice or become aware of such condition, as [he 
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case may be, the Issuer shall execute and the Trustee shall authenticate and deliver cerlificates 
representing the Bonds. Bonds issued as described herein shall be registered in such nanies and 
authorized deliominations as DTC, pursuant to instructions from the Agent Members or othenvise, shall 
instruct the Issuer and the Trustee. The Trusfee shall deliver the Bonds to the persons in whose names 
such Bonds are so registered on the Business Day immediately preceding the first day of an Auction 
Period. 

So long as llie ownership of the Bonds is maintained in book-entiy-only fotni by DTC, an 
Existing Holder may sell, transfer or othenvise dispose of Bonds only pursuant to H Bid or Sell Order 
placed in an Auction or to or through a Broker-Dealer, provided that, in the case of a11 transfers other than 
pursuant to Auctions, such Existing Holder, its Broker-Dealer or its Agent Member advises the Auction 
Agent of such transfer. 

The Auction Agent shall calculate the Maxinium Dutch Auction Rate and the Mitiimum Dutch 
Auction Rate on each Auction Date. If the ownership of the Bonds is no longer niaintained in book- 
entry-only forni by DTC, the Auction Agent shall calculate the Maxinium Dutch Auction Rate on the 
Business Day inimediately preceding the first day of each Auction Period cominencing after the deliveiy 
of ceitificates tepresenting the Bonds. If a Failure to Deposit or Event of Default shall have occutred, the 
Trustee, upon notice thereof, shall calculate the Overdue Rate on llie first day of each Auction Period 
commencing after the occurrence of such Failure to Deposit or Event of Default to and including the 
Auction Period, if any, comniencing less than two Business Days after all such Failure to Deposit and 
Events of Default are cured. 

B-16 



AI'I'ENDIX C 

(FORM OF OPINION OF BOND COUNSEL) 

Re: $96,000,000 "County of Carroll, Keiitwky, Pollution Control Revenue Boncls, 2002 
Series C, (Kentucky 7Jtilities Company Project)" 

We hereby certify that we have examined certified copies of the proceedings of record of 
the County of Carroll, Kentucky (the "County"), acting by and through its Fiscal Court as its 
dilly a.uthorized goveriiing body, preliminary to and in connection with the issuance by the 
County of its Pollution Control Revenue BO&, 2002 Series C (Kentucky Utilities Company 
Project), dated their date of issuance, in the aggregate principal ainount of $9G,OO0,000 (the 
"Bonds"). The Bonds are issued under the provisions of Sections f 03.200 to 103.285, inclusive, 
of the Kentucky Revised Statutes (the "Act"), for the purpose of providing finds which will be 
used, with other funds provided by Kentucky 'IJtilities Company (the "Company") for the current 
refunding of $96,000,000 aggregate principal amount of the County's Collateralized Pollution 
Control Revenue Bonds (Kentucky kJtilities Cornpany Project) I992 Series A, dated June 17, 
1992 (the "Prior Bonds"), the proceeds of whicli were loaned to the Company to currently refund 
a portion of the costs of construction of air arid water pollutioii control facilities and solid waste 
disposal facilities to serve certain electric generating units of the Company in  Carroll County, 
Kentucky (the "Project") in order to provide for the control, containment, reduction and 
abatement of atmospheric and liquid pollutants and containinants and for the disposal of solid 
wastes, as provided by the Act. 

The Bonds mature on October 1, 2032, and bear interest injtjally at the Dutch Auction 
Rate, 8s defined in the Indenture hereinafter described, subject to change as provided in  such 
Indenture. The Bonds will be subject to optional and mandatory redemption prior to maturity at 
the rimes, in the manner and upon the terms set fort11 in each of the Bonds. From such 
examination of the proceedings of the Fiscal Court of the County referred to above and from ai1 

examination of the Act, we are of the opinion that the County is duly authorized and empowered 
to issue the Bonds under the Iaws of the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, {kited as of July 
1 ,  2002 (the "Loan Agreement"), between the County and the Company and a certified copy of 
the proceediiigs of record of the Fiscal Couit of the County preliminary to and in connection with 
the executioii and delivery of the Loan Agreement, pursuant to which the County has agreed to 
issue the Bonds and to lend the proceeds thereof to the Company to provide hnds to pay and 
discharge, with other furids provided by the Company, the Prior Bonds and the Company has 
agreed to make Loan payments to the Trustee at times and in amounts fully adequate to pay 
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maturing principal of, interest on and redemption prernium, if any, on the Bonds as same become 
due and payable. From such examination, we are of the opinion that such proceedings of the 
Fiscal Court of the County sliow lawful authority for the execution and delivery of the L,oan 
Agreement; that the Loan Agreeine~i t has been duly authorized, executed and delivered by the 
County; and that the Loan Agreement is a legal, valid and binding obligation of the County, 
enforceable in accordance with its terms, subject to the qualification that the enforcement thereof 
may be limited by laws relating to bankruptcy, insolvency or other similar laws affecting 
creditors' rights generally, including equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain lndenturc of Trust, dated as 
of July I ,  2002 (the "Indenture"), by and between the County and DeutscIie Bank Ti-tist 
Company Americas, as tiuslee (the "Tnistee"), securing the Bonds and setting forth the 
covenants and undertakings of the County in connection with the Bonds and a certified copy of 
the proceedings of record of the Fiscal Court of the County preliminary to and in connection with 
the execution and deljvery of the Indenture. Putsuant to the Indenture, certain of the County's 
rights under the Loan Agreement, including tlie right to receive payments thereunder, and all 
moneys and securities held by the Trustee in accordance with the Indenture (except moneys and 
securities in the Rebate Fund created thereby) have been assigned to the Trustee, as security for 
the holders of the Bonds. From such examination, we are of tlie opinion that sucli proceedings of 
the Fiscal Court of the County show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the County; 
and that tlie Indenture is a legal, valid and binding obligation upon the parties thereto according 
to its ternis, subject to the qualification that the enforcement thereof may be limited by laws 
relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Comrnonweallh of Kentucky now in fill1 force and effect, and 
constitute legal, valid and binding special obligations of the County entitled to the benefit of the 
security provided by the Inclenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limitecl by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the County solely 
and only fiom payments and other amounts derived froin the Loan Agreement and as provided in 
the Indenture. 

In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by tlie Internal Revenue Service, subject to tlie exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest 011 the Bonds is excluded froin 
the gross income of the recipients thereof for federal income tax purposes, except that no opinion 
is expressed regarding such exclusion fiorn gross income with respect to any Bond during any 
period in which i t  is held by a "substantial user'' of the Project or a "related person," as such 
terms are used in Sectioii 147(a) of the Interiial Revenue Code of 1986, as amended (the "Code") 
and (ii) interest on the Hotids is not an item of tax preference in determining alteniative 
minimum taxable income for individuals and corporations under the Code. In arriving at this 
opinion, we have relied upon representatians, factual statements and certifications of the 
Company with respect to certain material facts which are solely within the Company's 
knowledge in reaching oiir conclusion, inter alia, that all of the proceeds of the Prior Bonds were 
used to currently refinance certain bonds, the proceeds o f  which were used to finance or 
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refinance air and water pollution control facilities and solid waste disposal fincilities qualified foi 
financing wider Section 103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as mended, 
and Section 1313(a) of the Tax Reform Act of 1986, Further, in arriving at the opinion set forth 
in this palagraph as to the exclusioii from gross income of interest on the Bonds, we have 
assumed and this opinion is conditioned 011, the accuracy of and continuing compliance by the 
Company and the County with representations atid covenants set forth in the Loan Agreement 
and the Jndenture which are intended to asswe compliance with certain tax-exempt interest 
provisions of the Code. Such representations and covenants niust be accurate and must be 
coinplied with subsequent to the issuarice of the Bonds in order that interest 011 the Bonds be 
excluded from gross income foi federal income tax purposes. Failure to coinply with certain of 
such representations and covenants in respect of the Bonds subsequent to the issuance of the 
Borids could caitse the interest thereon to be incltided in gross income for federal income tax 
purposes retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding 
the exclusioti of interest OD any Bond from gross incoine for federal income tax purposes on or 
after the date on wJiicli any change, including any interest rate conversion, permitted by the 
documents (other than with approval of this firm) is taken which adversely affects the tax 
treatment of the nonds or (ii) as to the treatment for purposes of federal iriconie taxation of 
interest on the Bonds upon a Determination of Taxabilily. We are fiirtlier of the opinion that 
interest on the Bonds is excluded fiom gross income of the recipients thereof for Kentucky 
income tax purposes and that the Bonds are exempt fiom ad valorem taxation by the 
Commonwealth of Kentucky and  all political subdivisions thereof. 

Our opiiiion as to the exclrrsion of interest on the Bonds from gross income for federal 
income tax putposes and federal tax treatment of interest on the Bonds is subject to the following 
exceptions and qualifications: 

(a) Provisions of the Code applicable to corporations (as defined for federal income lax 
purposes) which impose an alternative minimum tax on n portion of the excess of adjusted 
current earnings over other alternative minimum taxable income may subject a portion of the 
interest on the Bonds earned by certain corporations to such corporate alternative miniinurn tax. 
Such corporate alternative minimum tax does not apply to any S corporation, regulated 
investment company, real estate investment trust or REMIC. 

(b) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 30%, 
the effectively connected earnings and profits of a foreign corporation ~I i jch  engages in a IJriited 
States trade or business. Interest on the Bonds would be jncludable in the amount of effectively 
connected earnings and profits and thus would increase the branch profits tax liability. 

(c) The Code also provides that passive investment income, including interest on the 
Bonds, may be subject to taxation for any S coi-poration with Subchapter C earnings and profits 
at the close of its taxable year if greater thaiz 2.5% of its gross receipts is passive investment 
income. 

Except as stated above, we express 110 opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest 011 the Boiids. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 3 1, 1986, property and casualty insurance companies will be 
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required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividelids paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code hrther provides for the disallowar~ce of any 
deduction for interest expenses incuried by banks and certain other financial institutions 
allocable to carrying certain tax-exenipt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. 'The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits, Furthermore, the earned income credit is not allowed for individuals with an 
aggregate amount of disqualified income within the meaning of section 32 of the Code, which 
exceeds $2,200. Interest on tlie Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of Jolin R. McCail, Esq., General Counsel of the Company 
and Jones, Day, Reavis & Pogue, Chicago, Illinois, counsel to the Company, of even date 
herewith. In rendering this opinion, we have relied upon said opinioiis with respect to the 
matters therein. We have also received an opinion of even date lierewith of I-Ion. James C. 
Monk, County Attorney of the County, and relied upon said opinion with respect to the matters 
therein. Said opinions are iri forms satisfactory to LIS as to both scope and content. 

We express no opinion as to the title to, the description of, or the existence or priority of 
any liens, charges or encmnbrances on, tfie Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically 
set forlh in such opinions and are not passing upon tlie investment quality of the Bonds or the 
accuracy or completeness of any statements made in connection with any sale thereof. The 
opinions herein are expressed as of the date hereof and we assume no obligation to supplenient 
or update such opinions to reflect any facts or circumstances that may hereafter come to our 
attention or any changes in law that may hereafier occur. 

We are members of the Bar of the Coinmonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, aiid we express no opinion as to the laws of any jurisdiction other than 
those specified. 

HARPER, FERGUSON & DAVIS 
Division of Ogden Newell & Welch PLLC 

By:. 
SPENCER E. HARPER, JR. 
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APPENDIX D 

FORM OF BOND INSURANCE POLICY 
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ac 
Financial Guaranty Insurarice Policy 

Obligor: 

Obligations: 

Ambac Assurance Corporation 
One Stare Street Plaza, 1 5th Floor 
New York, New York 10004 
Telephone: (2 i 2) 668-0340 

Policy Number: 

Premium: 

mny become due in respcct ofany Obligation, other thrin at  the sole option of Ambac, nor against ;iny risk other than Nonpiyment. 
In witness whereof, Ambnc 1x1s caused this Policy to be affixed with a fncsimile ol’ its corporate seal and to be signed by its duly 
authorized officers in facsimile to become effective as i t s  original seal and signattlrcs and binding upon Amhac by virtue of the 
counrersignature of its duly aurhorized representative. 

Effective Date: 

THE BANK OF NEW YORK acknowledges that it has agreed 
to prform tlie duties of Insurance Trustee under this Policy. 
Form No.: 2B-0012 (1/01) 

D-1 
Autfiorized 1 Officer oihsuronce Trustee 



- 

Endorsement 

POUcy fir 

Ambar Assunnce Corporation 
One State Street P b ,  15th Floor 
New York, New York 10004 
Telephone: (212) 668.0340 

Attached to and forming part of Poky No.: 

Notwithstanding the terms and provis er understood thnt the 

er and the Trustee, 

alter, waive or extend any of the terms, condltlons, provlsfons, agtecmcats 
entioned Pollcy other ulap as above stated. 

has caused W Endorsement to be affixed wlth a facslmuc of its corporate seal and to 
officers &I facscslmlle to become effecthre w its orighal Seai and s@ahuts and bh-8 

, 

Ambac Assurance Corpotatjlon 

D-2 
Authorired Representative 
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NOT A NEW ISSUE BOOK-ENTRY-ONLY 
011 0c:rober 20, 2004, the date 017 which the Boiirls were originally issiierl, Bond Coiirisel delii~ered its opiriiori thrrt stated that, siibject 
to  the coiirlitioris mid evceptioizs set jurth irrider the iciptioii “Ta”v 7’?eainreiit,” tinder then ciirwiit Iarr: inteiz.st o i i  /lie Boricls woiild be 
excliidnDle ,/koni the gross irico~iie oJ the recipierits ihereoJ /or fii.cleral iricoiiie t u  /iiir.poses, except flint iio opiniori ii~as e.vpressed 
rzgoditig srrcli e . ~ d i r s ~ o ~ i , f j ~ o ~ ~ i  gross iiicoriie rvilh respect to any Build diirirlg n r i y  period in which i t  is held by a “.siib.starltin~ irser ” or N 
“related person” of tlze Project u s  ,srich terriis (ire iised iri Sectioii 147((i) of /lie Iiiteimil Reveriire Code q/ 1986, N S  nriierided (the 
“Code ”). luterest on the Borirls ivill be (111 item oJ ’ tu  prefererice iri determiiiiiig cilterrintii~e i i i i i i i i i i i rm tciscible iricoriie ,/or iridividirnls 
cirid c:orpc)ratio/is iirirler the Code. Siich interest mcry be sirbject to cei tairr ferlerrrl iricwlie tcws imposed on certriin curjioratiom, 
bicliirlbig iriipositiori q/ the brnrich prq/jts /as 011 CI portioii of sricli interest. Boiid Coiirisel was /irrther oftke opiiiioii that iriterest 011 the 
B o d s  wi i ik l  De exdiidctl~Ie j?om tlie gi’oss income of the recipieiits thereojfor KeritucX3~ iricoriie tux piirposes a r i d  /lint, irrider tlzeri 
crrrreiif law, /lie priricipal qftlie Boiirls woiild be c.sernpt,fiorii cicl vnlorerii tcrses iri Keritirckiy Siicli opinion has iiot been irpn‘nted (1s oftlze 
date hereclfnrid iio coiitiniiirig tax- exeriiptiori opiiiio~is are e.rpres.sed by Borid Curirisel. Hon~ever; iri coriiiectio~i with the reqfleriri~ of /lie 
Borids NS described Iiereiii, Borid Coirrisel will clelii~er its opi1iio11 to the eifect thrit the cleliwr y ofa letter. oJ credit (a) i s  ciirtliorirerl or 
periiritted by /lie A ct and the Iiiileiitiirz cirirl (b) will riot arlversely c@ct [lie irilidip 01 the B o d s  or any exclrisiori ojtf’rhe interest tliereoii 
Jkorii the gross iricoriie o j  the ow~iers of the Bcnrcls ,furjec/etul iilecvlie firs pwpuses. See “ 7 k v  7kwtniei i t  ” I~ereiiz. 

$50,000,000 
County of Carroll, Kentucky, 

Environmental Facilities Revenue Bonds, 
2004 Series A 

(Kentucky Utilities Company Project) 
Due: October 1 ,  2034 

Reoffering Date: Deceniber 17, 2008 

The County of Carroll, Kentucky, Enviioninental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities Company Project) 
(the “Bonds”) are special and limited obligations of the County of(larioll, Kentucky (the “Issuer”), payable by the Issuei solely froin 
and secured by payments to be received by the Issuer pursuant to a L.oan Agieement with 

KENTUCKY UTILITIES COMPANY 

(the “Company”), except a s  payable from proceeds of such Bonds oi investment earnings thereon. The Bonds do not constitute general 
obligations of the Issuer 01 a chaige against the general credit or taxing powers thereof or of the Coinmonwealth of Kentucky or any 
other political subdivision of Kentucky. The Bonds are not entitled to the benefits of any financial guaranty insurance policies. 

The Bonds were originally issued on Octobei 20, 2004 and currently bear interest at a Weekly Rate. Pursuant to the Indenture 
under which the Bonds were issued, the Company has elected to deliver a lettei of cierlit to the Trustee and reoffer the Bonds. The 
Bonds are subject to mandatory purchase on the Reoffering Date and are being reoffered by this Reoffering Circular“ Merrill Lynch, 
Pieice, Fennel & Smith Incorporated will serve as the Remarketing Agent foi the Bonds. 

Froin the Reoffeiing Date through December 16, 2009 (the Letter of Credit ( a s  defined below) expiration date, sub,ject to 
extension or earlier termination), payment of the principal of and iiitei,est on the Bonds when due will be paid with funds drawn under 
an irrevocable transferable direct pay letter of credit (the “Letter of Ciedit”) issued by 

COMMERZBANK AG, NEW YORK BRANCH 
The Lettei, of Credit will permit the Tiustee to draw with respect to the Bonds up to an amount suilicient to pay (i) the piincipal 

thereof (or that portion of the purchase piice corresponding to principal) plus (ii) interest thereon (or that poilion of the purchase piice 
corresponding to interest) at an assumed rate of 14% per annum for at least 45 clays. 

Froin and aftei the Reoffeiing Date, the Bonds will continue to beai inteiest at a Weekly Rate, determined by the Rernarketing 
Agent in  accoidance with the Indenture, payable on the first Business Day of each calendai month, commencing on January 2,2009. 
The interest rate period, interest iate and Interest Rate Mode will be subject to change undei certain conditions, as described in this 
Reoffering Circukii: The Bonds are subject to optional redemption, extiaordinary optional redemption, in whole or in pal t, and 
inandatory redemption followiiig a determination of taxability prior to maturity, as desciibed i i i  this Reoffering Circular. The Bonds are 
subject to mandatory purchase on any date on which the Bonds are converted to a different Interest Rate Mode and upon the expilation 
of the Letter of Credit or any Alteinate Credit Facility. 

The Bonds are registered in the name of Cede & Co., a s  registered ownei and noininee for The Depositoiy Trust Coinpany 
(“DTC”), New York, New York. DTC will act as securities depository. Except as described in this Reoffering Circular; puichases 0 1  
beneficial ownership interests in  the Bonds will be made in book-entry-only form in denominations of !$ IO0,OOO and multiples thereof. 
Purchasers will iiot receive certificates representing theii beneficial inteiest in the Bonds. See the infoinintion contained under the caption 
“Summary of the Bonds-Book-Entry-Oiily System” i n  this Reoffeiing Circiilai; The principal of, piemiurn, if any, and iiiteiest on the 
Bonds will be paid by U.S. Bank National Association, a national banking association, as successor Trustee, to Cede & Co., as long as 
Cede & Co. is the registered owneI of the Bonds. Disbuisement of such payments to the DTC Participants is the iesponsibility of DTC, 
and disburseinent of such payments to the purchasers of beneficial ownership inteiests is the responsibility of DTC’s Direct and Indirect 
Paiticipants, a s  inoie fully described in this Reofreling Circulx. 

Price: 100% 

The Bonds are reoffered subject to piior sale, withdrawal or modification of the offer without notice (piavided, however, that any 
such notice of withdrawal must be given on the Business Day piior to the Reoffering Date) and to the approval of legality by Stoll 
Keenon Ogden PLL.C, Louisville, Kentucky, as Bond Counsel, and upon satisfaction of certain conditions. Certain legal matters will be 
passed upon for the Company by its counsel, Jones Day, Chicago, Illinois, and John R. McCall, Esq., Executive Vice President, General 
Counsel, Corporate Secretay and Chief Compliance Officer of the Company, for the Issuer by its County Attoiney, and fox the 
Remarketing Agent by its counsel, Winston & Sti’awn LLP, Chicago, Illinois. It  is expected that the Bonds will be available foi 
redelivery to DTC in New York, New Yorlc on 01 about December 17, 2008. 

Merrill Lynch & Co. 
Dated: December 10, 2008 



No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Reinarlteting Agent to give any information or to make any representation with 
respect to the Bonds, other than those contained in  this Reoffering Circular, and, if given or 
made, such other information or representation inust not be relied upon as having been 
authorized by any of the foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Remarketing Agent has reviewed the information 
in this Reoffering Circular 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 Reinarlteting Agent does riot guarantee the accuracy or completeness of such information. 
The inforination and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circuinstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained froin the Issuer, and all other information has been obtained fioni the 
Company and from other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or coinpleteness by, and is not to be construed as a representation by, the Remarketing 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that inight otherwise prevail in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCL,UDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AIJTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$50,000,000 
County of Carroll, Kentucky 

Environmental Facilities Revenue Bonds, 
2004 Series A 

(Kentucky Utilities Company Project) 
Due: October 1,2034 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by the County of Carroll, Kentucky (the “Issuer”) 
of its Environmental Facilities Revenue Bonds, 2004 Series A (Kentucky Utilities Company 
Project), in the aggregate principal ainount of $SO,OOO,OOO (the “Bonds”) issued on October 20, 
2004 pursuant to an Indenture of Trust dated as of October I ,  2004 (the “Indenture”) between the 
Issuer and U.S. Bank National Association, a national banking association (the “Trustee”), as 
successor Trustee, Paying Agent and Bond Registrar, as the same will be amended and restated 
as of September I ,  2008. 

. Pursuant to a Loan Agreement by and between Kentucky Utilities Company 
(the “Company”) aiid the Issiier, dated as of October 1, 2004 (the “”Loan Agreement”) (as the 
same has been amended and restated pursuant to an ordinance of the Issuer adopted October 28, 
2008) as of September I ,  2008, proceeds fiom the sale of the Bonds, other than accrued interest, 
if any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The 
Loan Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay the loan under the Loan Agreement by making 
payments to the Trustee in sufficient amounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See “SSutnmary of the Loan Agreement - 
General.” Pursuant to the Indenture, the Issuer’s rights under the Loan Agreement (other than 
with respect to certain indeinnification and expense payments and notification rights) were 
assigned to the Trustee as security for the Bonds. 

The proceeds of the Bonds were applied to pay and discharge $50,000,000 in outstanding 
principal amount of “County of Carroll, Kentucky, Collateralized Solid Waste Disposal Facilities 
Revenue Bonds (Kentucky Utilities Company Project), 199.3 Series A,” dated Deceinber 1 , I993 
(the “1 993 Bonds”), previously issued by the Issuer to finance certain solid waste disposal 
facilities (the “Prqject”) owned by the Company. 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - Kentucky Utilities Company 
- Financial Statements and Additional Information.” The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price of the Bonds. 



The Bonds are being reoffered at a Weelcly Rate, but inay be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertains only to the Bonds during such period of 
time that they bear interest at the Weekly Rate. 

The Bonds are special and limited obligations of the Issuer, and the Issuer’s obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other amounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement arid the Letter of Credit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issuer, 
the Coinmonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Conipany will 
cause to be delivered an irrevocable transferable direct pay letter of credit (the “Letter of 
Credit”), issued by Coininerzbanlc AG, New Yorlc Branch (the “Bank”), to provide for the tiniely 
payment of principal of and accrued interest (calculated for at least 45 days at the maxiinum rate 
of 14% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all amounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reiinburseinent Agreement, to be dated as of December 17, 2008 
(the “Reiinbursement Agreement”), between the Company and the Bank. The L,etter of Credit 
will expire on December 16, 2009, unless extended or earlier terminated. 

Upon expiration of the Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See “Summary of the Bonds - Mandatory 
Purchases of Bonds - Maiidatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility.” As used in this Reoffering Circular, “Bank” or “Credit Facility Issuer” refers to 
the Bank as the issuer of the Letter of Credit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; “Letter of Credit” or “Credit Facility” means the 
Letter of Credit delivered under the Indentiire and, as applicable, any Alternate Credit Facility 
which may be subseqirently delivered in accordance with the Indenture; and “Reimbursement 
Agreeinent” refers to the initial Reimbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in connection with the delivery of any Alternate Credit Facility. 

MerrilI Lyiich, Pierce, Fenner & Smith Incorporated will be appointed under the 
Indenture to serve as Reinarketing Agent for the Bonds. Any Rernarlceting Agent may resign or 
be removed and a successor Reinarketing Agent inay be appointed in accordance with the t e rm 
of the Indenture and the Reinarlceting Agreement for the Bonds between the Reinarketing Agent 
and the Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the Letter of Credit and the Reimbursement Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been furnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
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Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
forin of opinion of Bond Counsel to be delivered in  connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
information about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or coinpleteness of such Appendix C or such information. Such descriptions and 
inforination do not purport to be complete, comprehensive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the documents are qualified in their entirety by reference to such docuinents, and references 
herein to the Bonds are qualified in their entirety by reference to the definitive forin thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit and 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The Depository Trust Company (“DTC”) 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such document and, with respect to the enforceability of 
certain rights and remedies, to laws and principles of equity relating to or affecting generally the 
enforceinent of creditors’ rights. 

The Project 

The Project has been completed, placed ill operation, and is the property of the Company. 
The Project consists of certain solid waste disposal facilities at the Company’s Ghent Generating 
Station located in Carroll County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Commonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the “Act”) to (a) reoffer the Bonds arid (b) amend and restate arid continue 
to perform its obligations under tlie Loan Agreement and the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or more ordinances authorizing the issuance 
of the Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCL,UDING AMOIJNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SUBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILJTY OF THE ISSIJER OR A CHARGE AGAINST ITS GENERAL, 
CREDIT OR TAXING POWERS. 
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Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Reoffering Circular and will mature on October 1, 2034. The Bonds are also subject to 
optional redemption, extraordinary optional redemption, in whole or in part, and mandatory 
redemption prior to maturity as described herein. 

The Bonds currently bear interest at a Weekly Rate. Froin and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, coinriiencing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the “Flexible Rate,” (ii) the “Daily Rate,” (iii) the “Weekly Rate,” (iv) the 
“Semi-Annual Rate,” (v) the “Annual Rate,” (vi) the “Long Term Rate” and (vii) the “Dutch 
Auction Rate.” Changes in the Interest Rate Mode will be effected, and notice of such changes 
will be given, as described below in “- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods.” 

During each Rate Period for an Interest Rate Mode (other than a Dutch Awtioii Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the maximum interest rate permitted by applicable law or (ii) 14% per 
annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year of twelve 
30-day months. Interest or1 the Bonds which bear interest at a Dutch Auction Rate will be 
computed on the basis of a 360-day year for the actual number of days elapsed. Interest payable 
on any Interest Payment Date will be payable to the registered owner of the Bond as of the 
Record Date for such payment; provided that in the case of Bonds bearing interest at the Flexible 
Rate, interest will be payable to the registered owner of such Bond on the Interest Payment Date 
therefor. The Record Date, in the case of interest accrued at a Daily Rate or Weekly Rate, will 
be the close of business on the Business Day iimnediately preceding each Interest Payment Date, 
in the case of interest accrued at a Dutch Auction Rate, will be the close of business on the 
second Business Day iinmediately preceding each Interest Payment Date, and in the case of 
interest accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each 
Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only forin through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
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Bonds and this Reoffering Circular. See “- Book-Entry-Only System” below. Individual 
purchases of book-entry interests in  the Bonds will be made in book-entry-only form in 
(i) denoiiiinations of $25,000 and integral multiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of $1 00,000 or any integral inultiple thereof, if bearing interest 
at the Daily Rate or the Weekly Rate, (iii) denominations of $100,000 or any integral inultiple of 
$5,000 in excess of $100,000, if bearing interest at Flexible Rates, or (iv) denominations of 
$5,000 and integral multiples thereof, if bearing interest at the Semi-Annual Rate, the Annual 
Rate or the Long Term Rate. 

Except as otherwise described below for Bonds held in DTC’s book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in Nashville, Tennessee, of the Trustee, as paying agent (the “Paying Agent”). Except as 
otherwise described below for Bonds held in DTC’s hook-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in inmediately available funds by wire transfer within the continental 
United States or by deposit into a bank account inaintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the “Bond Registrar”), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC’s book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instruinent of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has submitted a demand for purchase 
(see “- Purchases of Bonds on Demand of Owner” below), or which has been purchased (see 
“- Payment of Purchase Price” below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Ronds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

Upon the issuance of the Letter of Credit on the Reoffering Date, the Municipal Bond 
New Issue Insurance Policy (the “Bond Insurance Policy”) issued by Financial Guaranty 
Insurance Company (“Financial Guaranty”) on October 20, 2004 will have been irrevocably 
surrendered and cancelled. The Bonds described in this Reoffering Circular are not insured, and 
holders thereof will have no recourse to, under or against any bond insurance policy or bond 
insurer, including the aforementioned Bond Insurance Policy issued by Financial Guaranty. 
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Tender Agent 

Owners inay tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described below 
under “-Summary of Certain Provisions of the Bonds,” “- Purchases of Bonds on Demand of 
Owner” and “- Mandatory Purchases of Bonds.” So long as the Bonds are held in DTC’s 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
successor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 

Remarketing Agent 

Merrill Lynch, Pierce, Fenner & Smith Incorporated will act as the Remarketing Agent 
with respect to the Bonds (the “Remarketing Agent”). The Reinarlteting Agent may resign or be 
removed and a successor Reinarlteting Agent may be appointed in accordance with the terms of 
the Indenture and the Remarketing Agreement for the Bonds between the Reinarlteting Agent 
and the Company. 

Special Considerations Relating to the Remarketing Agent 

The Reniarketinn Agent is m i d  41) the Conynnv. 

The Reinarketing Agent’s responsibilities include deterinining the interest rate fi-om time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Reinarlteting Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Reinarlteting Agent may 
differ froin those of existing holders and potential purchasers of Bonds. 

The Reniarketinn Agent rozrtinelv pzrrchases bonds- for its own nccoimt. 

The Reinarketing Agent acts as rernarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successfd remarketing of the obligations (Le., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Reinarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or inandatory tender and reinarketing. Such purchases and sales may be at or below par. 
However, the Reinarlteting Agent is not required to make a market in  the Bonds. The 
Remarketing Agent inay also sell any Bonds it has purchased to one or inore affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Reinarketing Agent inay create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also inay result in 
fewer Bonds being tendered in a rernarketing. 
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Bonds niav be offered at diffirent prices on anv date. 

As more fklly described under the caption “- Determination of Interest Rates for 
Interest Rate Modes,” the Reinarlteting Agent shall determine the miniinurn rate of interest per 
annuin which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to reinarlcet the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 14% per annuin. The interest rate will reflect, among other factors, the level of inarltet 
demand for the Bonds (including whether the Reinarketing Agent is willing to purchase Bonds 
for its own account). There may or inay not be Bonds tendered and reinarlteted on a day that the 
rate on the Bonds are set, the Remarketing Agent may or inay not be able to reinarlcet any Bonds 
tendered for purchase on such date at par and the Reinarketing Agent inay sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the 
Bonds at the reiiiarlteting price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The nbilitv to sell the Bonds other irhan throzinh the tenderyocess niav be liniited. 

The Remarketing Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. Certain 
capitalized terms used herein and not otherwise defined will have the meanings set forth in the 
Indenture. 

“Alternate Crediir Facility” means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasoilably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

“Arwzml Rate Period” means the period beginning on, and including, the Conversion 
Date to the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 
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“BeneJciaI Owner” means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

‘‘Rzisiness Day” m a n s  any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in tlie City of New Yorlt, New York, or tlie New York 
Stock Exchange or banking institutions in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Auction Agent, the Company, the 
Credit Facility Issuer or the Reinarlteting Agent is located are authorized by law or executive 
order to close. 

“Conver*sion” means any conversion froin time to time in accordance with the terms of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

“Conversion Date” ineans the date on which any Conversion becomes effective. 

“Credit Facility” means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a “Credit Facility” under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

“C7)edit Facility Isszier” means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

“Daily Rate Period’ means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“Dzi/cI? Auction Rate” means the rate of interest to be borne by the Bonds during each 
Dutch Auction Rate Period determined in accordance with the Indenture. 

“Dzitch Auction Role Period’ means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

“Flexible Rate” means the interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the indenture. 

“Flexible Rate Period’ means with respect to any Bond, each period (which may be froin 
one day to 364 days, or such lower inaxiinuin number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

“Inifial Credit Fucilily” means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 
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“Initial Credit Facility Isszrer” means Coininerzbanli AG, New York Branch. 

“Znteivst Paynient Date” means (i) if the Interest Rate Mode is the Daily Rate or the 
Weelily Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the last day of each Flexible Rate Period for such Bond (or if such 
day is not a Business Day, the next succeeding Business Day), (iii) if the Interest Rate Mode is 
the Semi-Annual Rate, the Aimial Rate or the Long Term Rate, April 1 and October 1, and, in 
the case of the Long Term Rate, the effective date of a change to a new Long Term Rate Period; 
(iv) if the Interest Rate Mode is the Dutch Auction Rate Mode, the dates determined in 
accordance with the terms of the Indenture; and (iv) any Conversion Date (including the date of a 
failed Conversion) or a change to a new Long Term Rate Period for such Bonds. In any case, the 
final Interest Paynient Date will be the maturity date of the Bonds. 

‘LIi?teivst Per-iod’ means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day iiiiinediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will elid on September 30, 2034. 

“Interest Rate Mode” means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate. 

“Long Term Rate Period’ means any period established by the Company as hereinafter 
set forth under “- Determination of Interest Rates for Interest Rate Modes - L,ong Term Rates 
and Long Term Rate Periods” and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Long Term Rate Period, the Conversion to a different Interest Rate Mode or the maturity of the 
Bonds. 

“Prevailing Market Conditions” means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross iricoine for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circiiinstaiices and conditions as the 
Remarketing Agent, in its sole discretion, determines to be relevant. 

“Pzirchase Date” means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

“Reii17bzirse~ie~t Agr-eeiiient” means the Reimburseinent Agreement, to be dated as of 
December 17, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended from time to time, and any other agreeinent between the Company and a Credit 
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Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indent~ire. 

“Setni-Annzral Rate Period’ means the period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

“Weekly Rate Period’ means the period beginning on, and including, the Conversion 
Date to the Weeltly Rate, and ending on, and including, the next Tuesday, and thereafter the 
period beginning on, and including, each Wednesday and ending on, and including, the earliest 
of the next Tuesday, the day preceding the Coilversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table surninarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Paynienr Dates); the 
dates on which each interest rate will be determined (Interest Rate Deteiw?ivmtion Dates); the 
period of time (Interest Rate Pe~iods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date froin that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates on which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under L L -  Purchases of Bonds on Demand of Owner - Notice Required 
for P~irchases”) (Pzrrchase on Demand of Owner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatory Pziivhase Dates); the 
redemption provisions applicable to the Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redemption and Mandatory 
Pzirchases); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manner of Payrnent). All tiines stated are New 
York City time. 
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Interest Payment Dates 

DAILY RATE 

The first Business Day of each 
calendar month. 

Not later tlian 930  a.m. on each 
Business Day. 

Froni and including each Business 
Day to but not including tlie next 
Business Day. 

Any Business Day; by written or 
telephonic notice, promptly 
confiriiied in writing, to tlie Tender 
Agent by I0:OO a m .  on such 
Business Day. 

Interest Rate 
Determination Dntes 

WEEKLYRATE 

The first Business Day of each 
calendar month. 

Not later than 4:OO p.m. on the day 
preceding each Weelcly Rate Period 
or, if not a Business Day, on the next 
preceding Business Day. 

Froni and including each Wednesday 
to and including tlie following 
Tuesday. 

Any Business Day; by written notice 
to tlie Tender Agent not later than 
5:OO p m .  on a Business Day at least 
seven days prior to the Purchase Dale. 

~ 

Interest Rate Periods 

Any Conversion Date; and upon 
delivery, cancellation, substitution, 
extension, termination or 
expiration of any Credit Facility or 
replacenicnt with Alternate Credit 

Purchase on Demand of 
Ownel;; Required 
Notice 

Any Conversion Date; and upon 
delivery, cancellation, substitution, 
extension, tennination or expiration 
of any Credit Facility or replaceinent 
with Alteinate Credit Facility. 

Mandatory Purchase 
Dates 

Optional, Exti aordiiiary Optional 
and Mandatoiy at par on any 
Business Day 

Not fewei tlian 15 days (30 days 
notice of Conversion to tlie Semi- 
Annual, Annual or Long Terni 
Rate) or greater tlian 45 days 

Redemption Optional, Extraoidinaiy Optional and 
Mandatoiy at pal on any Business 
Day 

Not fewer than 15 days (30 days 
notice of Conversion to the Semi- 
Annual, Annual or Long Tenii Rate) 
or gieater than 4.5 days 

Notices of Conversion, 
Redemption and 
Mandatory Purchases' 

Principal or redemption price upon 
surrender of the Bond to the 
Paying Agent; purchase price upon 
surrender of the Bond to the 
Tender Agent. 

Manner of Payment' Principal or redemption price upon 
surrender of the Bond to tlie Paying 
Agent; purchase price upon surrender 
of the Bond to the Tender Agent. 

FLEXIBLE RATE 

With respect to any Bond, tlie last 
day of each Flexible Rate Period (or 
if such day is not a Business Day, the 
next succeeding Business Day). 

For each Bond, not later than 1200 
noon on the first day of each Flexible 
Rate Period for such Bond 

- 
For each Bond, each Flexible Rate 
Period will be of a duration 
designated by the Reinarlceting 
Agent of one day to 364 days (or 
lower niaxinium number as specified 
in the Indenture); must end on a day 
immediately prior to a Business Day. 

No purchase on demand of tlie 
owner. 

Any Conversion Date; with respect 
to each Bond, on each Interest 
Paynieiit Date for such Bond; and 
upon deliveiy, cancellation, 
substitution, extension, termination 
or expiration of any Credit Facility 
or replacement with Alternate Credit 
Facility. 

Optional at par on any Interest 
Payment Date; Extraordinary 
Optional and Mandatory at par, on 
any Business Day (other than 
extraordinary optional redemption as 
a result of daniage, destruction or 
condemnation which will be on an 
Interest Payment Date). 

Not fewer tlian 15 days (30 days 
notice of Conversion to tlie Semi- 
Annual, Annual or Long Terni Rate) 
or greater than 45 days. No notice of 
mandatory purchase following end of 
each Flexible Rate Period. 

Principal or redemption price upon 
surrender of tlie Bond to the Paying 
Agent; purchase price upon 
surrender of the Bond to tlie Tender 
Agent. 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatoiy purchases shall be sent 

to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through tlie facilities 
of DTC and notices of niandatory purchases may be given not less than five days prior to the Purchase Date. See "- Book-Entry- 
Only System" below. 
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-- SEMI-ANNUAL 

Interest Payment Date Each April 1 and October 1, r r  ANNUAL LONG TERM 

Each April 1 and October I 
- 

Each April 1 and October I ; any 
Conversion Date; and the effective date 
of any change to a new Long Term Rate 

Interest Rate 
Determination Dates 

Each period from and including the 
Conversion Date to the Annual Rate 
to and including tlie day ininiediately 
prcceding the second Interest 
Payment Date tlierealtcr and each 
successive twelve month period 
tliereafier. 

Period. 

Not later than 12:OO noon on the Businesr 
Business Day pieceding the first day Day preceding tlie first day of tlie L.ong 
of the Annual Rate Period. Tenii Rate Period. 

Not later than 2:OO pm.  on the Business Not later than I2:OO noon on the 
Day preceding the first day of the 
Semi-Annual Rate Period. 

Each period designated by the Company 
of more than one year in duration and 
which is an integral multiple of six 
months, from and including the first day 
of such period (April 1 and October 1) to 
and including the day imniediately 
preceding the last Interest Paynient Date 
for that period. 

~ 

Interest Rate Periods Each six-month period from and 
including each April 1 and October 1 to 
and including the day preceding tlie 
next Interest Paynient Date. 

Interest Payment Datc; by 
notice to the Tender Agent on 

On the final Interest Payment Date 
for the Annual Rate Period; by 

On the final Interest Paynient Date for thc 
L,ong Term Rate Period: by written noticc 

Any Conversion Date; the first 
Business Day alter tlie end of each 
Annual Rate Period; and upon 
dclivery, cancellation, substitution, 
extension, termination or expiration 
of any Credit Facility or replacement 
with Alternate Credit Facility. 

Mandatory Purchase 
Dates 

Redemption 

Notices of Conversion, 
Redemption and * 
Mandatory Purchases 

-_ 
Optional at par on the final Interest 
Payment Date: Extraoidinary 
Optional and Mandatory at par, on 
any Business Day. 

notice of Conversion or redemption) 
or greater than 45 days. 

any Business Day not later than the 
fifteenth day prior to the Purchase Date 

Any Conveision Date; the first Business 
Day after the end of each Semi-Annual 
Rate Period; and upon delivery, 
cancellation, substitution, extension, 
terniination 01 expiration of any Credit 
Facility or replacement with Alteinate 
Credit Facility. 

Optional at par on any Interest Payment 
Date; Extraordinary Optional a id  
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condcnination which will 
be on an Interest Payment Date). 

Not fewer than 1.5 days (30 days for 
notice of Conversion or redcniption) or 
greater than 4.5 days 

Any Conveision Date; the first Business 
Day after the end of each L,ong Term 
Rate Period; the effective date of a 
change of Long Terni Rate Period; and 
upon delivery, cancellation, substitution, 
extension, terniination or expiration of 
any Credit Facility or replacement with 
Alternate Credit Facility. 

Optional at times and prices dependent or 
the length of the Long Term Rate Period; 
Extraordinary Optional and Mandatory at 
par, on any Business Day. 

Not fewer than IS days (30 days for 
notice of Conversion or redemption) or 
greater than 4.5 days. 

written notice to the Tender Agent 
on any Business Day not later than 
the fifteenth day prior to the 
Purchase Datc. 

to the Tender Agent on a Business Day 
not later than the fifieentli day prior to thc 
Purchase Date 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redcniption and mandatory purchases shall be sent 

to Cede & Co ,payments of piincipal, rcdemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See “- Book-Entiy- 
Only System” below. 

Manner of Payment‘ Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; interest by check mailed to the 
registered owners or, upon request of 
registered owner, of $1,000,000 or more 
of an individual issue of Bonds, in 
iininediately available funds: purchase 
price upon surrender of tlie Bond to the 
Tender Agent. 

t 
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Principal or redemption price upon Principal or redemption price upon 
surrender of the Bond to the Paying surrender of the Bond to the Paying 
Agent; interest by check mailed to Agent; interest by check mailed to the 
the registered owners or, upon registered owners or, upon request of 
request of registered owner, of registered owner, of $1,000,000 or more 
$1,000,000 or more of an individual of an individual issue of Bonds, in 
issue of Bonds, in immediately inimediately available funds; purchase 
available funds; purchase price upon price upon surrender of the Bond to the 
surrender of the Bond to the Tender Tender Agent. 
Agent. 



Determination of Interest Rates for Interest Rate Modes 

DaiZv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Reinarketing Agent no later 
than 9:30 a.m. (New York City time) on such Business Day as the miniinurn rate of interest 
necessary, in the judgineiit of the Remarketing Agent taking into account then Prevailing Market 
Conditions, to enable the Reinarlteting Agent to sell the Bonds on such Business Day at a price 
equal to the principal amourit thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Reniarlieting Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in  effect for the immediately preceding 
Business Day. 

Weeklv Rafe. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 4:OO p.m. (New York City time) on the day preceding such Weekly Rate 
Period or, if such day is not a Business Day, on the next preceding Business Day, as the 
minimuin rate of interest iiecessary, in tlie judginent of the Reniarlteting Agent taking into 
account then Prevailing Market Conditions, to enable the Reinarlteting Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Reinarketing Agent no later than 12:OO noon (New York City time) on the first 
day of that Flexible Rate Period as the minimuin rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judginent of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultiinately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 364 days in 
length and will end on a day preceding a Business Day. If tlie Remarketing Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Annzml Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Reinarketing Agent no later than 2:OO p.m. (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the ininiin~iin rate of 
interest necessary, in  the ~judginent of the Reinarlteting Agent taking into account then Prevailing 
Market Conditions, to enable the Reinarlteting Agent to sell the Bonds on such first day at a price 
equal to tlie principal amount thereof. 
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Annzml Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Remarketing Agent no later than 12:OO noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the inininlitin rate of interest necessary, in 
the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal amount thereof. 

Dutch Auction Rate. If the Interest Rate Mode for the Bonds is the Dutch Auction Rate, 
the interest rate on the Bonds for a particular Dutch Auction Rate Period will be the rate 
established in accordance with the procedures set forth in the Indenture. 

Long Tern1 Rates and Lonn Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:OO noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the Ininimum rate 
of interest necessary, in the judgment of the Remarketing Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal amount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be more than one year in duration, will be for a period which is ai1 integral 
Inultiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period coinmences on a date other than an April I or 
October 1, such Long Term Rate Period may be for a period which is not an integral multiple of 
six months but will be of a duration as close as possible to (but not in excess of) such Long Term 
Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided further that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under “- Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods - Change of Long Term Rate 
Period’’ and “- Cancellation of Conversion of Interest Rate Mode,” the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the preceding interest rate period and, pursuant to the terms of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion from the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Remarketing Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap IndexTM (the “Municipal Index”) as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding the next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion of Interest Rate Modes and Changes of Long Term Rate Periods 

Method of Corivei~ion. The Interest Rate Mode for the Bonds is subject to Conversion 
froin time to time, i i i  whole but not in  part, on the dates specified below under “- Limitations 
on Conversion,” at the option of the Company, upon notice froin the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross incoine of 
interest on the Bonds for federal income tax purposes, other than a conversion froin the Daily 
Rate Period to the Weekly Rate Period or froin the Weekly Rate Period to the Daily Rate Period. 

Conditions Precedeent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after 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 Interest Rate Mode plus I O  
days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a L,ong Term Rate Period, that Credit Facility inust 
also extend for the entire Long Term Rate Period plus 10 days at the inaxiinuin interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate ainount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
iiecessary ainount and are applied to the payment of such premium. 

Limitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date intist be a date on 
which the Bonds are subject to optional redemption (see “- Redemptions - Optional 
Redeinption” below); provided that any Conversion froin the Daily Rate Period to a Weekly Rate 
Period or fioin the Weekly Rate Period to the Daily Rate Period inust be on a Wednesday and, if 
the Conversion is to or froin a Dutch Auction Rate Period, the Conversion Date must be the last 
Iiiterest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payinent Date but for the Conversion, the Conversion 
Date inust be a Business Day; (iii) if the Conversion is froin the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Reinarketing Agent of such proposed Conversion and (b) no filrther 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date would occur after the effective date of that Conversion; and 
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(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
Indenture (see “- Redemptions” below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Change o f l o n g  Term Rote Period. The Company may change from one Long Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under “- Redemptions - Optional Redemption” 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion fioni gross income of interest on the Bonds for federal 
illcome tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the te rm of the Indenture or 
(B) the Bond Registrar receives written notice fiorn Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate coininencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under “- Cancellation of Conversion of Interest Rate Mode.” 

Notice to 0w)ner.s of Conversion of Interest Rate Mode or of Change of Lonp Term Rate 
Period. The Bond Registrar will notify each registered owner of the Conversion or change of 
Long Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case of 
Conversion from or to the Semi-Annual Rate, the Annual Rate or a Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not more than 45 days before each 
Conversion Date or each effective date of a change in the Long Term Rate Period. The notice 
will state those matters required to be set forth therein under the Indenture. 

Cnncellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the t e rm of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice from Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occ~ir, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be converted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there inwt be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type and of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
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determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, coininencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner’s Direct Participant (as defined under the 
caption “-Book-Entry-Only System”). If the Bonds are in certificated form, demands for 
purchase may be made only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal aniount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be iinmediately confirmed in 
writing) to the Tender Agent at its principal office not later than 1O:OO a.m. (New York City 
time) on such Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weeldy Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:OO p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

Semi-Annual Rate. If the lnterest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Boiid will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Payment Date 
for such Annual Rate Period at a purchase price equal to the principal amount thereof upon 
written notice to the Tender Agent at its principal office on a Business Day not later than the 
fifteenth day prior to such Purchase Date. 

Long Term Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal amount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Liiiiitations on Purchases on Deiiiand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be i n  an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption “- Mandatory Purchases of Bonds.” 

Notice Reniiii*ed,for Pzirchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds must (A) be delivered by the time and dates specified 
above, (B) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11:OO a.m. 
(1:OO p.m. if a tender during a Daily Rate Period and 12:OO noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatoiv Pzirchase on Conversion Dates or Change bv the Conipanv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under “- Redemptions - Optional Redemption” below, if the Bonds were redeemed 
on the Purchase Date (A) on each Conversion Date and (B) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
if the change in Long Term Rate Period or the Conversion is canceled pursuant to the Indenture. 

Maiidatoiv Purchase on Each Interest Pgviiient Date for Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

’ 

Mandatorv Purchase on Dqv after End of the Semi-Annual Rale Period, the Aiiniial Rate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or L,ong Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Mandatorv Pzrrchase zpon Deliveiy, Cancellation, Substitution, Extension, Terniination 
or Expiration of An-v Credit Facilitv or Replacement with an Alternate Credit Facilitv. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal ainount thereof, plus 
accrued interest, if any, to the Purchase Date on the date of the delivery of the Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners of Mandatorv Pziiachases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class inail at least 15 days but not inore than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase 011 an Interest Payment Date for a Flexible Rate 
Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Reinarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be remarlteted upon the occLirrence and contiiiuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Reinarketing Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased from the following sources in the order of 
priority indicated, provided that filnds derived froin clause (c) may not be combined with the 
funds derived froin clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the reinarlteting of such Bonds to persons other than the 
Company, its affiliates or the Issuer and fiirnished to the Tender Agent by the 
Remarketing Agent and deposited directly into, and held in, the Reinarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 
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(c) moneys paid by the Company (including the proceeds of the remarketing 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to tlie 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds fioin the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in  effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:OO noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:OO p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:OO a.m. (New York City time), in  the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept delivery of any Bond for which an instrument of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Ageiit for purchase on the Purchase Date, and if the Tender Agent is in receipt of tlie 
purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on (or 
before) the Purchase Date will have no further rights thereunder, except the right to receive the 
purchase price thereof fioin those moneys deposited with the Tender Agent in the Purchase Fund 
pursuant to the Indenture upon presentation and surrender of such Bond to the Tender Agent 
properly endorsed for transfer in blank with all signatures guaranteed. 

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 Tender Agent. 



Redemptions 

Optionnl Redeni-ption. 

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole or in part, at a redemption price of 100% 
of the principal ainount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, on the Business Day iininediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

(e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(r) Whenever the Ititerest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, ( I )  on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to the end of the then-current Long Term Rate Period at any 
time during the redpiption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 
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Original 
Length of Current 
Long Term Rate 
Period (Years) 

More than or equal to 
11 years 

Less than 1 1  years 

Commencement of 
Redemption Period 

First Interest Payment 
Date on or after the tenth 
anniversary of 
coininencement of Long 
Term Rate Period 

Non-callable 

Redemption Price as 
Percentage of Principal 

100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion froin 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 Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Reinarketing Agent ill its judgment. 

Extraordinary Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in Connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in  the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generatiiig unit at such station uneconoinical; 
or changes in circumstances after the issuance of the Bonds, including but not limited to 
changes in solid waste abatement, control and disposal requirements, have occurred such 
that the Company determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Coininonwealth of 
Kentucky or the Constitution of the United States of America or by reason of legislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a final order or decree of any court or adiiiinistrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented froin carrying on its normal operations at such generating station for a 
period of six ~nonths. 

Exti-aordinarv Outional Redemulion in Whole or in Part. The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any Condemnation award received by the Issuer or the Company in 
the event of damage, destruction or condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds froin gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See “Stunmary of the Loan Agreement - 
Maintenance; Damage, Destruction and Condemnation.” Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weelcly Rate, Flexible Rate or Semi-Annual Rate, such redemption inust occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

Mandatorv Redemption; Determination of Taxabilie. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption preiniuin, plus accrued interest, if 
any, to the redemption date, within 180 days following a “Determination of Taxability.” As used 
herein, a “Determination of Taxability” means the receipt by the Trustee of written notice froin a 
current or former registered owner of a Bond or fiom the Company or the Issuer of (A) the 
issuance of a published or private ruling or a technical advice ineinoranduin by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or ineinoranduin the Company, in its discretion, does not contest or 
froin which no ftirtlier right of administrative or judicial review or appeal exists, or (B) a final 
determination fioi~i which no fhrther right of appeal exists of any court of competent jurisdiction 
in the IJnited States in a proceeding in which the Company has participated or has been a party, 
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or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by tlie Company to perform or observe any covenant or agreenient or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross incoine of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a “substantial user” or a “related person” of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as amended (the “Code”); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice from a current or former registered owner of a Bond or from the Issuer 
unless (A) the Issuer or the registered owner or former registered owner of the Boiid involved in 
such proceeding or action (1) gives the Company and the Trustee proiript notice of the 
coinmenceinent thereof, and (2) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control tinconditionally the defense thereof, 
and (B) either (1) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) tlie Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judginent or action which the Company deterniines to be appropriate. No Determination 
of Taxability described above will result fi-om the inclusion of interest on any Bond i n  the 
computation of minitnuin or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a portion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In the event any of the Issuer, the Conipaiiy or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occurrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a “substantial user” of the Project or a “related 
person” within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redeni-vtion Ternis. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid froin drawings under such 
Credit Facility or from moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by inailing a redemption notice by first class inail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, Flexible Rate, Daily Rate or 
Weekly Rate) but not niore than 45 days prior to the redemption date. Any notice inailed as 
provided in the Indentiire will be conclusively presuined to have been given, irrespective of 
whether the owner receives the notice. Failure to give any such notice by mailing or any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No further interest will accrue on the principal of any Bond called for 
redemption after the redemption date if fbnds sufficient for such redemption have been deposited 
with the Paying Agent as of the redemption date. If the provisions for discharging the Indenture 
set foi-th below under the caption, “Summary of the Indentiire - Discharge of the Indentiire” 
have not been complied with, any redemption notice will state that it is conditional on there 
being sufficient inoneys to pay the full redemption price for the Bonds to be redeemed. So long 
as the Bonds are held i n  book-entry-only form, all redemption notices will be sent only to Cede 
& Co. 

Book-Entry-Only System 

Portions of the following informalion concerning DTC and DTC ’s book-entiy-only 
systeni have been obtained Ji”oi?i DTC. The Issuer, the Con pony and the Remarketing Agent 
make no representation as to the accuracy of such information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC’s book-entry-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One fblly registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world’s largest depository, is a limited-purpose trust company organized under 
the New York Banking L,aw, a “banking organization” within the meaning of the New York 
Banking Law, a rnember of the Federal Reserve System, a “clearing corporation” within the 
meaning of the New York IJniform Commercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 (the 
“Exchange Act”). DTC holds and provides asset servicing for over 2.2 million issues of 1J.S. 
and non-1J.S. equity, corporate and inunicipal 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 in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants’ accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U S .  and non-US. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries of DTCC), as well as 
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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-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
either directly or indirectly (“Indirect Participants” and, together with “Direct Participants,” 
“Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in the name of DTC’s partnership 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 & Co. or such other nominee do riot effect any change 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 the Beneficial Owners. The Direct and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

Conveyance of notices and other coininunications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to 
Beneficial Owners will be governed by arrangeinents among them, subject to any statutory or 
regulatory reqiiireinents as may be in effect froin time to time. 

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

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the 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 Omnibus Proxy assigns Cede & Co.’s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 
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Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as inay 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 
inforination from the Issuer or the Trustee on the payable date in accordance with their 
respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in “street name,” and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as inay be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as inay be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of 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. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Participant’s interest in the Bonds, on DTC’s records, to the 
Tender 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 and followed by a book-entry 
credit of tendered Bonds to the Tender Agent’s DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent arid 
the Trustee, or the ISSLI~T, at the request of the Company, inay remove DTC as the securities 
depository for the Bonds. Under such circumstances, in the event that a successor securities 
depository is not obtained, bond certificates are required to be delivered as described in the 
Indenture (see “- Revision of Book-Entry-Only System; Replacement Bonds” below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner’s name, will 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. Under the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfy the Issuer’s obligations under the Indenture, the Company’s obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
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Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 

The Issuer, the Company, the Trustee and the Reniarlteting Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described i n  this 
Reoffering Circular. 

THE ISSUER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3)THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO BE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL, 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR ( 5 )  ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entw-Only Svsteni; Replacetilent Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $25,000 and integral multiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate; in denominations of $100,000 and integral inultiples of $5,000 in excess 
thereof, if the Interest Rate Mode is the Flexible Rate; and in denominations of $100,000 and 
integral multiples thereof, if the Interest Rate Mode is the Daily Rate or the Weekly Rate. Bonds 
may be transferred or exchanged for an equal total ainotirit of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accompanied by a written instruinent of transfer or authorization for exchange in forin and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
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or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days 
before any mailing of a notice of redemption, after such Bond has been called for redemption in 
whole or in part, or after such Bond has been tendered or deemed tendered for optional or 
iiiandatory purchase as described under “- Purchases of Bonds on Demand of Owner” and “- 
Mandatory Purchases of Bonds.” Registration of transfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay any required tax or governmental charge. 

Security; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer’s interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain indeinnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, ainounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company further will agree to malie payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

The Bonds are unsecured general obligations of the Company, ranking on a parity with 
the Company’s obligations under the Loan Agreement to inale payments on the Bonds. 

In the Loan Agreement, the Company covenants that it will not, so long as any of the 
Bonds are outstanding, issue, assuine or guarantee any debt for borrowed money secured by any 
mortgage, security interest, pledge or lien (“mortgage”) on any of the Company’s operating 
property (as defined below), whether the Company owns it at the date hereof or acquires it later, 
unless the Company similarly secures its obligations under the Loan Agreement to make 
payments to the Trustee in sufficient atnounts to pay the principal of, preiniuin, if any, and 
interest required to be paid on the Bonds. This restriction will not apply to: 

0 mortgages on any property existing at the time the Company acquires the property 
or at the time the Company acquires the corporation owning the property; 

0 purchase money mortgages; 

e specified governinental mortgages; or 

e any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and riot 
otherwise authorized by the clauses listed above, does not exceed the principal 
amount of indebtedness secured at the time of the extension, renewal or 
replacement. 
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In addition, the Company can also issue secured debt so long as the ainount of the 
secured debt does not exceed the greater of 10% of net tangible assets or 10% of capitalization. 

For purposes of this limitation on liens, “operating property” means (1) any interest in 
real property owned by the Company, and (2) any asset owned by the Company that is 
depreciable in accordance with generally accepted accounting principles. 

The Letter of Credit 

The following szininiarizes certain provisions of the Letter of Credit and the 
Reiimh*semeiit Agreement, to which reference is iiiade for the detailed provisions thei-eoJ 
Uiiless otherwise d e j h d  in this Reoffering Cii~carlai*, capitalized temis in the following strniniary 
are used as deJiried in the Letter of Civdit and the Reinibzirsenrent Agimmeiit. The Conipany is 
perniitted tinder the Indenttire to deliver an Alternate Credit Facility to mplace the Letter of 
Credit. Any szrch Alternate Ciaedit Facility mist meet certain requirenients described in the 
Indent zire. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payinents upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the t e rm thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 14% per annuin for 45 days (the “Credit Amount”). The Trustee, upon compliance with 
the t e rm of the L,etter of Credit, is authorized to draw up to (a) an ainount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
reinarketed (a “Liquidity Drawing”) equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 14% per 
annuin (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not reinarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank froin the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
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the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice from the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company’s failure to 
reimburse the Bank for such drawing in fdl, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the reinarlteting of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the ainount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank’s behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank’s close of business 011 December 16, 2009 (such date, as 
extended fiom time to time in accordance with the Letter of Credit is defined as the 
“Stated Expiration Date”); 

(b) the Bank’s close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate fioin the Trustee certiijring that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank’s close of business on the date of receipt by the Bank of a 
certificate fiom the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the t e rm of the Indenture; or 

(d) 
certificate. 

the date on which the Bank receives and honors an acceleration drawing 

The Reimbursement Agreement 

Pursuant to the Reiinburseinent Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawl] under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Bank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reiinburseinent Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
sribstaritially all of the Company’s assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
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Trustee or the holders of the Bonds. Under certain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender or acceleration of the Bonds. 

The following events wili constitute an “event of default” under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimburseinent Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an “event of default” (not due to the Bank’s failure to properly honor a 
drawing on the Letter of Credit) occurred tinder the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an “event of default” or “default” under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
nierger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Coinpany or any of its Significant Subsidiaries (other 
than a breach which constitutes a “default” described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
knowledge of such default or written notice of such default has been given to the 
Company by the Bank; 

(0 the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terms of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries may be 
obligated for the payment of $SO,OOO,OOO or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is 
otherwise required to be repurchased or redeemed prior 
thereof; 

accelerated, becomes due &r is 
to the scheduled date of maturity 
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(h) a proceeding has been instituted in a court having jurisdiction in the 
preniises seeking a decree or order for relief in  respect of the Company or any Significant 
Subsidiary in an involuntary case under any applicable bankruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undisinissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall coininence a voluntary 
case under any applicable banluuptcy, insolvency, reorganization or other similar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possessioii by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall tale any action in filrtherance of any of tlie foregoing; 

('j) without the application, approval or corisent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undisinissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for tlie termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any ineinber of 
the ERISA Group shall fail to inale any contributions when due to a Plan or a 
M~iltieinployer Plan; (v) the Company or any ineinber of the ERISA Gro~ip shall male 
any ainendirient to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any inember of the ERISA Group shall withdraw 
completely or partially from a Multiemployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any ineinber of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062(e) of 
ERISA to withdraw) fiom a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in  a Material Adverse Effect; 

33 



(I) any final ,judgment(s) or order(s) for the payment of money shall be 
entered against the Coinpany or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days fToni the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(in) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order from conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) of the outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

“Bond Documents” means the Indenture, the Custody Agrement, the L,oan Agreement, 
the Bonds and the Reinarlteting Agreement. 

“Material Adverse Effect” means (i) a material adverse change in the business, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries talten as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Documents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Docuinents or the rights or remedies of the 
Bank thereunder. 

“Security Documents” means the Custody, Pledge and Security Agreement dated as of 
Deceinber 17, 2008 ainong the Trustee, the Company arid the Bank with respect to any Bond 
purchased during the period from and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a reinarltetirig of such Bond pursuant to the Reinarlteting Agreement and the Indenture. 

“Transaction Docuinents” means, collectively, the Reiinbursement Agreement, Bond 
Documents, the Security Docuinents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) or instrument(s) 
through which the Bonds are now or hereafter collateralized, such as moi.tgages, security 
agreements, etc.). 
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Summary of the Loan Agreement 

The following, in nddiiion to the provisions contained elsewhere in this Reoffering 
Circular, is a briej”descr@tion of certain provisions ofthe Loan Agreenieirt. This description is 
only a siintniary arid does not purport to be conlylete and dejnilive. Reference is made to the 
Loan Agreement, for the detailedprovisions thereoJ 

General 

The L,oan Agreement initially commenced as of its initial date and is amended and 
restated as of September I ,  2008 and will end on the earliest to occur of October 1, 2034, or the 
date on which all of the Bonds shall have been fiilly paid or provision has been made for such 
payment pursuant to the Indenture. See ccSsuinniary of the Indenture - Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by malting 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not reinarlteted in accordance with the Indenture and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to inalte any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarlteting of such Bonds by the 
Remarketing Agent, (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other inoiieys made available by the Company (see “Siiininary of the 
Bonds - Remarketing and Purchase of Bonds”). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such amounts directly to the Trustee. The 
obligations of the Company to make the payments piirsuant to the Loan Agreement are absolute 
and unconditional. 

Maintenance of Tax Exemption 

The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a “substantial iiser” of the Project or a “related person” within the meaning of 
Section I47(a) of the Code) for federal iiicome tax purposes or that adversely affects the validity 
of the Bonds. 
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Limitation on Liens 

The Company has agreed that, so long as any of the Bonds are outstanding, it will not 
create, assume or guarantee debt for borrowed inoney secured by any mortgage, except as 
described above under “Security; Limitation on Liens.” 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that may 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under “Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole”). The Company may contest such taxes or other governinental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good worlting condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replaceinent or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company’s control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and iinproveinents to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the terms of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status under Section 142(a)(6) of the Code and the Act. 

If ,  prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or talcen by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal aniount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds fiom gross 
iiicoine for federal income tax purposes. See “Summary of the Bonds - Redemptions - 
Extraordinary Optional Redemption in Whole or in Part.” 

Project Insurance 

The Company will insure the Project in a inanrier consistent with general industry 
practice. 
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Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds fioni 
gross income for federal incoiiie tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company froin primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company’s assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the LJnited States of 
America or the District of Colwnbia, shall be qualified and admitted to do business in the 
Coininonwealth of Keiitucky and shall assume in writing all of the obligations and covenants of 
the Company under the Loan Agreement. 

Release and Indemnification Covenant 

The Coinpany will indemnify and hold the Issuer harmless against any expense or 
liability incurred, including attorneys’ fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting from any defect in the Pro~ject 
or fiom any action commenced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an “event of default” under the Loan Agreement: 

(1) failure by the Company to pay the ainounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the tiines specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see “Summary of the Indenture - Defaults 
and Remedies”); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(3) certain events of banltruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 

IJnder the Loan Agreement, certain of the Company’s obligations (other than the 
Company’s obligation (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to inale 
loan payments and certain other payments under the provisions of the Loan Agreement) may be 
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suspended if by reason of force majeure (as defined in the L,oan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

IJpon the happening of an event of default under the Loan Agreement, the Issuer may, 
among other things, take whatever action at law or in equity inay appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the Loan 
Agreement. 

Any ainounts collected upon the happening of any such event of default shall be applied 
i n  accordance with the Indenture or, if the Bonds have been fully paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prepay 

The Company inay prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as sliown under the captions “Siiininary of the Bonds 
- Redemptions - Optional Redemption,” “- Extraordinary Optional Redemption in Whole” 
and “- Extraordinary Optional Redemption in Whole or in Part.” Upon the occurrence of the 
event described under the caption “Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability,” the Conipany shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
funds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities of the Company tinder the L,oan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the L,oan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreeinent with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be ainended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
“Summary of the Indenture - Supplemental Indentures” for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
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(i) through (iv) of the first sentence of the second paragraph of c‘Siiininary of the Indenture - 
Supplemental Indentures.” Any amendments, changes or modification of the Loan Agreeinent 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer mist consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in addition to the prAovisions contained elsewhere in this Reoflering 
Circzilar, is a brief descr@tion of certain provisions of the Indenture. This description is only a 
szininiary and does notyzrl-yort to be complete and dejnitive. Reference is made to the Indenttire 
for the detailed provisions thereof 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including payinents and other amounts due the Issuer thereunder, 
together with all moneys, property and securities from time to time held by the Trustee under the 
Indenture (with certain exceptions, including moneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by making 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, preiniLini, if any, and interest on the Bonds. 

The Bond Fund 

The payinents to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the “Bond Fund”) and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, prerninni, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 

So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
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extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond F~iiid (first, from the proceeds 
of the Credit Facility, and second, from the moneys provided by or on behalf of the Company) 
after payment in ftill of the principal or redeinptiori price of and intetest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any amounts that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any ainounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any ainounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate F ~ i d  has been created by the Indenture (the “Rebate F~iiid”) and is maintained 
as a separate ftmd free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to coinply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company inay disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
faittire to coinply will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper ainounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee inorieys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such ainounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee, the 
Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided for. 

Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will riot be withdrawn or lowered as a result of any such deposit. 
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So loiig as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reiinburseinent Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such amounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
froin the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instruments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer’s subrogation of rights of enforcement 
and remedies set forth in  the Indenture. 

Defaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) failure to make payment of any installnient of interest on any Bond within 
a period of one Business Day from the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) the occurrence of an “event of default” under the Loan Agreement (see 
“Suniinary of the Loan Agreement - Events of Default”); 

(e) written notice fiom the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice fiom the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (f) above, the 
Trustee must: (i) declare the principal of all Bonds arid interest accrued thereon to be 
immediately due and payable; (ii) declare all payinelits under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
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the Loan Agreement for the benefit of the Bondholders; arid (iii) if a Credit Facility securing the 
Borids is in effect, make an immediate drawing under the Credit Facility in accordance with its 
terms and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payinerit of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or i n  equity to enforce the payment of the principal of, premium, if any, 
arid interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the priiicipal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances iticurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee arid Paying Agent fees or 
costs will not be payable froin moneys derived froin Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

No Bondholder may institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occurred of which the Trustee has 
been notified or is deemed to have notice, and registered owners holding not less than 25% in 
aggregate principal amount of Bonds then outstanding shall have made written request to the 
Trustee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the Trustee shall fail or refuse to exercise its powers within a reasonable 
time after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

No default under paragraph (c) above shall constitute an Event of Default until actual 
riotice is given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thirty days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
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the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a inajority in aggregate principal 
ainount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct 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 for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions of law and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may i n  its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal arnorint of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installinents of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulrnent shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 

The Trustee may not waive any default under clauses (e) or (f) above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of f i i l l  reinstatement of the 
full ainount of the Credit Facility and a written rescission of the notice of the Event of Default. 
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Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to the Trustee, as may lawfiilly be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties or collateral, (iv) to permit qualification of the Indenture under any federal 
statute or state blue sky law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders or to surrender or limit any rights reserved to the Issuer, (vi) to 
make any modification or change to the Indenture which, in  the sole judgment of the Trustee, 
does not adversely affect the Trustee or any Bondholder, (vii) to make amendments to provisions 
relating to federal income tax matters under the Code or other relevant provisions if, in the 
opinion of Bond Counsel, those amendinents would not adversely affect the exclusion of the 
interest on the Bonds fi-om gross income for federal income tax purposes, (viii) to inalte any 
modifications or changes to the Indenture necessary to provide the securing of a Credit Facility 
or Alternate Credit Facility or any liquidity or credit support of any kind for the security of the 
Bonds (including without liinitation any line of credit, letter of credit, guaranty agreement or 
insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or inaiiitain the then applicable ratings on the Bonds; or (ix) to permit the issuance of the 
Bonds in other than book-entry-only forin or to provide changes to or for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indeiitures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
suppleinental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
premium thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or 
Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture or (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days 
(or such longer period as shall be prescribed by the Issuer or the Company) following the mailing 
of such notice, the registered owners holding the requisite amount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 
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No suppleinental indenture shall becoine effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4 3 0  pm., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
suppleinental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reimbursement Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such Supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Alternate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion froin gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the te rm thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not becoine effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
irninediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (3.5 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such Cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
amount sufficient to pay the premium due upon such purchase of Bonds on siich purchase date. 

The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replaceinent of any Credit Facility then in effect. At least 20 days (3.5 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Reinarketing Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
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authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion fiom gross 
income of interest on the Bonds for federal iiicome tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payinent Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody’s, if the Bonds are then rated by Moody’s, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate ainount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See “Sutninary 
of the Bonds - Mandatory Purchases of Bonds.” 

Enforceability of Remedies 

The reiriedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement or the Indenture 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, the remedies specified by the Loan Agreement or the Indenture 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 
instruinents by liinitatioris imposed by principles of equity, bankruptcy, reorganization, 
insolvency, inoratoriuin or other similar laws affecting the rights of creditors generally. 
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Reoffering 

Subject to the terms and conditions of the Reinarlteting and Bond Purchase Agreement 
(the “Remarketing Agreement”), between the Company and Merrill Lynch, Pierce, Fenner & 
Smith Incorporated, as Remarketing Agent, the Remarketing Agent has agreed to purchase and 
reoffer the Bonds delivered to the Paying Agent for purchase, at a price equal to 100% of the 
principal amount of the Bonds, plus accrued interest (if any), and in connection therewith will 
receive compensation in the amount of $1 25,000, plus reiniburseinent of certain expenses. 
LJnder the terms of the Reinarlteting Agreement, the Company has agreed to indemnify the 
Remarketing Agent against certain civil liabilities, including liabilities under federal securities 
laws. 

In the ordinary course of their business, the Reinarltetiiig Agent and certain of its 
affiliates, have engaged, and may in the future engage, in investinent banking or coininercial 
banking transactions with the Company. 

Tax Treatment 

On October 20, 2004, the date of original issuance and delivery of the Bonds, Bond 
Counsel delivered its opinion stating that under existing law, including current statutes, 
regulations, administrative rulings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on the Bonds will be excluded froin the gross income of the 
recipients thereof for federal income tax purposes, except that no opinion will be expressed 
regarding such exclusion froin gross income with respect to any Bond during any period in 
which it is held by a “substantial user” of the Project or a “related person” as such terms are used 
in Section 147(a) of the Code. Interest on the Bonds will be an item of tax preference in 
determining alternative ininiinuin taxable income for individuals and corporations under the 
Code. Bond Coiinsel fiirther opined that, subject to the assumptions stated in the preceding 
sentence, (i) interest on the Bonds would be excluded froin gross income of the owners thereof 
for Kentucky income tax purposes and (ii) the Bonds would be exempt from all ad valorem taxes 
in Kentucky. Such opinion has not been updated as of the date hereof and no continuing tax 
exemption opinion is expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the “Act”) and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion froin gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
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Counsel did not independently verify the accuracy of the certifications and representations made 
by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery of the Bonds on October 20, 2004, such representations of facts and circumstances must 
be accurate and such covenants and iindertakings mist continue to be complied with in order that 
interest on the Bonds be and remain excludable from gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond fioni gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the docuinents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal incoine tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded from gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

The opinion of Bond Counsel as to the exclusion of interest on the Bonds from gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) The Code provides for a “branch profits tax” which subjects to tax, at a 
rate of 30%, the effectively connected earnings and profits of a foreign corporation which 
engages in a LJnited States trade or business. Interest on the Bonds would be includable 
in the amount of effectively connected earnings and profits and thus would increase the 
branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest 
on the Bonds, may be subject to taxation for any S corporation with Subchapter C 
earnings and profits at the close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel expressed no opinion as to any federal or 
Kentucky tax consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
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7, 1986. (For purposes of the inmediately preceding seiitence, a portion of dividends paid to an 
affiliated insurance company may be treated as tax-exempt interest.) The Code fiirther provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
sucli financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned incoine tax credit is not allowed for 
individuals with an aggregate amoiint of disqualified income within tlie meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax conseqLieiices of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or more of the federal tax matters referred to above or could adversely affect 
the niarltet value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (sucli as the Bonds) issued 
prior to enactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
form in  which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Matters 

Certain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, Louisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Conipany. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
“obligated person” for purposes of Rule 1Sc2-12 (the “Rule”) proinulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure inforination with respect to the Bonds or the Issuer. 

In order to enable the Remarketing Agent to comply with the reqnirements of the Rule, 
the Coinpany has covenanted in a continuing disclosure ~indertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the “Continuing Disclosure Agreement”) to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. Under its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 
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(a) The Company will provide to each nationally recognized inunicipal 
securities information repository (“NRMSIR’), recognized by the SEC pursuant to the 
Rule, and the state information depository, if any, of the Coininonwealth of Kentucky (a 
“SID’ and, together with the NRMSIR, a “Repository”) recognized by the SEC 
( I )  annual financial information of the type set forth in  Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company’s fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemaking Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhanceinent facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of property securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any ainendinent so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises fiom a change in legal requirements, change in  law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undertaking, as ainended or following such waiver, would have coinplied with 
the requireinents of the Rule on the date of issuance of the Bonds, after taking into account any 
ainendinents to the Rule as well as any change in circumstances, and the ainendinent or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Trustee, or is approved by the Beneficial Owners of a majority in 
aggregate principal ainount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be ellforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed arid delivered by the 
Company. 

KENTUCKY UTILITIES COMPANY 

By: /s/ Daniel K. Arbough 
Daniel IC. Arbough 
Treasurer 
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APPENDIX A 

Kentucky Utilities Company - 

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below, as well as ihe 
(i) Financial Statenwits arid Additional Injioriiiation (Unauditeq As of Septeniber 30, 2008 and 
December 31, 2007 and jor the tlii-ee-month and nine-irionth periods ended September 30, 2008 
and 2007 (the “Qziarterly Report ”) and (ii) Financial Slatenrents and Additional Information As 
ofDecember 31, 2007 aiid 2006 (the “Annual Report ’7. 

The iifoivtation contained in this Appendix A relates to and has been obtained fionr Keniaicky 
Utilities Conyany (“KU’Y aiid froiri oiher sources as shown herein. The delivery of the 
Reoffering Cii-ciilnr sliall not cwate any implication thai there has beeii no change in the aflairs 
of KU sirice the daie hereox or that the iifonnation contained or incorporated by iv fe iwm in 
this Appendix A is correct at any time szibseqzieiit to its daie. 

Kentucky Utilities Company 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transiiiission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KIJ provided electricity to approximately 
507,000 customers in 77 counties in ceiitral, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU’s 
service area covers approximately 6,600 square miles. KU’s coal-fired electric generating 
stations produce most of KU’s electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled coinbustion turbines. In Virginia, KU operates under the 
name Old Doininion Power Company. 1<1J also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary of E.ON IJ.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation, making I<U an indirect wholly-owned subsidiary of E.ON. KU’s affiliate, 
Louisville Gas and Electric Company, is a regulated public utility engaged in the generation, 
transmission, distribution and sale of electric energy and the distribution of natural gas in 
Kentucky. 

Recent Developments 

Rr.oivii New Source Review Litigation. As disclosed in Note 7 to Notes to Financial statements 
(Unaudited) As of September 30, 2008 and December 31, 2007 and for the three-month and 
nine-rnonth periods ended September 30, 2008 and 2007, in April 2006, the EPA issued an NOV 
alleging that KlJ had violated certain provisions of the Clean Air Act’s new source review rules 
and new source performance standards relating to work performed in 1997 on a boiler and 
turbine at Unit 3 at IW’s E.W. Brown generating station. In December 2006, the EPA issued a 
second NOV alleging the Company had exceeded heat iiiprit values in violation of air permits for 
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Unit 3. In March 2007, the U.S. Department of Justice filed a complaint in federal court in 
Kentucky alleging the same violations specified in the prior NOVs. The complaint seeks civil 
penalties, including potential per-day fines, remedial measures and injunctive relief. In April 
2007,IU.J filed an answer in the civil suit denying the allegations. In July 2007, the court entered 
a schedule providing for a July 2009 date for trial. As of September 30, 2008, a $3.2 inillion 
accrual was recorded based on the then current status of settlement discussions. 

KU, the EPA and the DepaiZinent of Justice have reached a tentative agreement in principle on a 
proposed settlement of the lawsuit and the NOVs, the terms of which include: 

Payment of a $1.4 million civil penalty 

e Establishment of $3 inillion fiind for environmeiital mitigation projects that will 
include carbon sequestration testing and school bus retrofits 

e Surrender of 53,000 SO2 allowances 

e Surrender of excess NOx allowances for Brown Unit 3 through 2020 

e Installation of flue gas desulfurization (“FGD”) controls at Brown LJnit 3 by 
December 3 1,20 10 

e Installation of selective catalytic reduction (“SCR”) controls at Brown IJnit 3 by 
December 3 1,20 12 

e Compliance with specified operational restrictions, including NOx, SO2 and 
particulate matter emission limits and heat input limits 

Capital expenditures associated with installation of the FGD and SCR controls at Unit 3 are 
currently estimated to be approxiinately $585 million, of which $1 09 inillion had beeii spent 
through December 3 I ,  2007 and $295 inillion had been included in KU’s previously disclosed 
capital expenditures for the three years ended December 3 1 ,  20 10. Funding for these capital 
expenditures is expected to be provided by borrowings fiom affiliates. KU currently expects that 
the capital expenditures associated with the installation of the FGD and SCR controls and any 
additional operating costs resulting from the surrender of SO2 or NOx allowances will be 
recoverable through existing regulatory recovery mechanisms. The terms of the proposed 
settlement are not expected to have a material adverse effect on IW’s financial condition or 
results of operations or on KU’s ability to operate its plants. 

Final settleinent of the lawsuit and the NOVs is subject to approval by the board of directors, the 
EPA and the Department of Justice, execution of a consent decree and approval of the consent 
decree by the U.S. District Court for the Eastern District of Kentucky. There is no guarantee that 
the proposed settleinent will be executed and approved on the terms outlined above, or at all. If 
the proposed settlement is not approved, I<U cannot predict the ultimate outcome of these 
proceedings, including whether fines, penalties or remedial ineasures significantly inore 
burdensome than those outlined above may result. 
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Selected Financial Data 

(in millions) 

Operating revenues 

Net operating iricorne 

Net income 

Total assets 

Lmg-term obligations 
(including amounts due 
within one year) 

Ratio of Earnings to 
Fixed Charges (2) 

Capitalization: 

Long-Term Debt 

Coininon Equity 

Total Capitalization 

Twelve 
Months Ended 
September 30, 

Years Ended December 3 1 , 

2008 ( I )  2007 2006 200s 2004 2003 

$1,349 $1,273 $1,210 $1,207 $ 995 $ 892 

$ 249 $ 268 $ 235 $ 202 $ 228 $ 162 

$ 154 $ 167 $ 152 $ 112 $ 134 $ 91 

$4,244 $3,796 $3,143 $2,756 $2,610 $2,505 

$1,359 $1,264 $ 843 $ 746 $ 726 $ 688 

September 30, % of 
2008 Capitalization 

$1,326 44.16% 

$1,677 55.84% 

$3,003 100.00% 

( 1 )  The figures listed in the column titled “12 Months Ended September 30, 2008” were calculated by 
subtracting from the 12 months ended-December 3 I ,  2007 financial statements, the amounts fkom financial 
statements for the nine months ended September 30, 2007, and then adding the amounts from financial 
statements for the nine months ended September 30, 2008. 

(2) For purposes of this ratio, “Earnings” consist of the aggregate of Income Before Cumulative Effect of a 
Change in  Accounting Principle, taxes on income, investment tax credit (net) and “Fixed Charges.” “Fixed 
Charges” consist of interest charges and one-third of rentals charged to operating expenses. 

Management’s Discussion and Analysis in the Quarterly Report and the Annual Report, as well 
as the Notes to Financial Statements as of December 31, 2007 and 2006 and the Notes to 
Financial Statements (Unaudited) As of September 30, 2008 and December 3 1 , 2007 and for the 
three-inonth and nine-inonth periods ended September 30, 2008 and 2007 should be read in 
conjunction with the above information. 
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Financial Additional Information 
(LJnaudited) 

As of September 30, 2008 and December 31, 2007 
and for the three-month and nine-month periods ended 

September 30, 2008 and 2007 



MDEX OF ABBREVIATIONS 

ARO 
BART 
CAIR 
CAMR 
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Clean Air Act 
CMRG 
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DSM 
ECR 
EEI 
E.ON 
E O N  U.S. 
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EPA 
EPAct 200.5 
EUSIC 
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FASB 
FERC 
FGD 
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FIN 
GHG 
IRS 
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ICDAQ 
Kentucky Commission 
ICIJ 
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LG&E 
MIS0  
MMBtu 
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NERC 
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NOx 
OMIJ 
PIJHCA 2005 
RRO 
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SCR 
SERC 
SFAS 
SIP 
SO?. 
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VDT 
Virginia Commission 

Asset Retirement Obligatioii 
Best Available Retrofit Technology 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Clean Air Visibility Rule 
Certificate of Public Convenience and Necessity 
Tlie Clean Air Act, as amended in 1990 
Carbon Management Research Group 
Kentucky Utilities Company 
Demand Side Management 
Environmental Cost Recovery 
Electric Energy, Inc. 
E.ON AG 
E.ON U.S. LLC. (formerly LG&.E Energy LLC and LG&E Energy Corp.) 
E.ON U S .  Services Inc. (forinerly LG&E Energy Services Inc.) 
US. Environmental Protection Agency 
Energy Policy Act of 2005 
E.ON US Investments Corp. 
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Financial Accounting Standards Board 
Federal Energy Regulatory Commission 
Flue Gas Desulfurization 
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FASB Interpretation 
Greenhouse Gas 
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Kentucky Consortium for Carbon Storage 
Kentucky Division for Air Quality 
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Moody’s Investor Services, Inc. 
National Ambient Air Quality Standards 
North American Electric Reliability Corporation 
Notice of Violation 
Nitrogen Oxide 
Owensboro Municipal Ut 
Public IJtility Holding Company Act of 2005 
Regional Reliability Organization 
Standard & Poor’s Rating Service 
Selective Catalytic Reduction 
SERC Reliability Corporation 
Statement of Financial Accounting Standards 
State Implementation Plan 
Sulfur Dioxide 
Trinible County Unit 2 
Value Delivery Team Process 
Virginia State Corporation Commission 
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Financial Statements (Unaudited) 

Kentucky Utilities Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended 
September 30, 
2008 2007 

Total operating revenues ......................................... $ 37 1 $ 345 

~ _ _ I _  

OPERATING REVENUES: 

OPERATING EXPENSES: 
Fuel for electric generation ........................................... 147 138 
Power purchased .......................................................... 54 3 9 
Other operation and maintenance expenses ................. 67 62 
Depreciation and ainoi-tization ..................................... 36 31 

Total operating expenses ......................................... 304 270 

OPERATING INCOME .............................................. 67 75 

Other expense (income) - net ....................................... (13) (7) 
hterest expense (Notes 5 and 6) .................................. 3 3 
Iiiterest expense to affiliated coinpanies (Note 8) ........ 15 11 - -  

INCOME BEFORE INCOME TAXES ....................... 62 68 

Federal and state income taxes (Note 5) ...................... 19 18 

NET INCOME ............................................................. U U 

The accompanying notes are an integral part of these financial statements. 

statements of Retained Earnings 
(Unaudited) 

(Millions of $) 

Three Months Ended 
September 30, 
2 0 0 8 2 0 0 7  

Balance at beginning of period ..................................... $ 1,11 1 $ 950 
................................................................... 43 50 Net income - -  

Balance at end of period ............................................... $lLl54 W 

Nine Months Ended 
September 30, 
2008 2007 - -  

$ 1,039 $ 963 

380 354 
164 129 
208 184 

99 89 
85 1 756 
-- 
~- 

188 207 

168 190 

51 60 

l L . . l L l U  

____.-  

Nine Months Ended 
September 30, 
2 0 0 8 2 0 0 7  

$1,037 $ 870 
117 130 - _ _ _ _ _ _  

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS 

Current assets: 

Restricted cash ....................................................................................... 
Accounts receivable - less reserves of $3 inillion and $2 inillion 

Cash atid cash equivaleiits ..................................................................... 

as of September 30, 2008 and December 3 1,2007, respectively ..... 
Accounts receivable froin affiliated companies (Note 8) ...................... 

Other inaterials and supplies ............................................................. 
Prepayments and other current assets .................................................... 

Materials and supplies: 
Fuel (predominantly coal) ................................................................ 

Total current assets ........................................................................... 

Other property and investments ............................................................. 

Utility plant: 
At original cost ....................................................................................... 

Net utility plant ................................................................................. 
Less: reserve for depreciation ............................................................... 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension and postretirement benefits ................................................. 
Other ................................................................................................. 

Cash surrender value of key inan life insurance .................................... 
Other assets ............................................................................................ 

Total deferred debits and other assets ............................................... 

Total assets ............................................................................................. 

September 30. Deceiiiber 3 1. 
____ 2008 

$ 2  
1 

176 
8 

59 
36 

3 
285 

33 

5. 459 
1. 705 
3. 754 

28 
96 
38 
10 

172 

.w 

2007 

$ -  
i1 

172 
17 

42 
34 
12 

288 

29 

4. 9.39 
1.622 
3. 317 

28 
86 
37 
11 

162 

$3.796 

Tlie accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Balance Sheets (cont.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY September 30. December 3 I .  

Current liabilities: 
Current portion of long-term debt (Note 6) ....................................... 
Notes payable to affiliated companies (Notes 6 and 8) .................... 
Accounts payable .............................................................................. 
Accounts payable to affiliated companies (Note 8) ......................... 
Customer deposits ............................................................................. 
Other current liabilities ...................................................................... 

Total current liabilities ................................................................. 

Long-term debt: 
Long-term debt (Note 6) ................................................................... 
Long-term debt to affiliated company (Notes 6 and 8) .................... 

Total long-term debt ..................................................................... 

Deferred credits aiid other liabilities: 

Accumulated provision for pensions and related benefits (Note 4) .. 
Investment tax credit (Note 5) ........................................................... 

Regulatory liabilities (Note 2): 

Accumulated deferred income taxes (Note 5 )  ................................... 

Asset retirement obligation ............................................................... 

Accumulated cost of removal of utility plant ............................... 
Deferred income taxes - net .......................................................... 
Other ............................................................................................. 

Other liabilities .................................................................................. 
Total deferred credits aiid other liabilities .................................... 

Common equity: 
Coininon stock. without par value . 

Authorized 80.000. 000 shares. outstanding 37. 8 17. 878 shares .. 
Additional paid-in capital .................................................................. 

Retained earnings .............................................................................. 

Total retained earnings ................................................................ 
Undistributed subsidiary earnings ..................................................... 

Total comtnon equity ................................................................... 

Total liabilities and equity ................................................................ 

2008 

$ 33 
116 
141 
41 
20 
3 
382 

220 
a 1 106 

1. 326 

284 
88 
77 
32 

323 
17 
18 
20 

859 

308 
215 

1. 129 
25 

1.154 
1.677 

u 

2007 

$ 33 
23 

160 
48 
20 
28 

312 

300 
931 

1. 231 

285 
83 
55 
30 

310 
22 
10 
23 

818 

308 
90 

1. 016 
21 

1.037 
1.435 

$i2LLL% 

The accompanying notes are an integral part of these finailcia1 statements . 
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Kentucky Utilities Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

For the Nine Months Elided 
September 30. 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................ 
I t e m  not requiring cash currently: 

Depreciation and amortization ....................................................... 
Deferred income taxes - net ........................................................... 
lnvestineiit tax credit - net ............................................................. 
Other ............................................................................................... 

Accounts receivable ....................................................................... 
Material and supplies ..................................................................... 

Cliaiiges in current assets arid liabilities: 

Accounts payable ........................................................................... 
Prepayments and other current assets ............................................. 
Other ciirreiit liabilities ................................................................... 

Pension funding ...................................................................................... 
Fuel adjustment clause receivable, net ................................................... 
Other ....................................................................................................... 

Net cash provided by operating activities ...................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ...................................................................... 

Net cash used for investing activities ............................................. 

Asset transferred from affiliate (Note 8) ................................................ 
Change in restricted cash ........................................................................ 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Retirement of first mortgage bonds ........................................................ 
Issuance of polliitioii control bonds ....................................................... 
Additional paid-in capital ....................................................................... 
Long-term borrowings from affiliated company (Note 6) ..................... 
Short-term borrowings from affiliated company - net (Note 6) ............ 
Reacquired bonds ................................................................................... 

Net cash provided by financing activities ...................................... 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ..... 

CASH AND CASH EQUIVALENTS AT END OF PERIOD ................... 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 
Notes to Financial Statements 

(Unaudited) 

Note 1 - General 

The unaudited financial statements iiiclude the accounts of the Company. KU’s coininoii stock is 
wholly-owned by E.ON U.S., an indirect wholly-owned subsidiary of E.ON. In the opinion of 
management, the unaudited iiiteriin financial statements include all adjustments, coiisisting only 
of normal recurring adjustments, necessary for a fair statement of financial position, results of 
operations, retained earnings and cash flows for the periods indicated. Certain information and 
footnote disclosures iiorinally included in financial statements prepared in accordance with 
generally accepted accouiiting principles have been condensed or omitted. These unaudited 
financial statements aiid notes should be read in conjunction with the Company’s financial 
statements and additional information for the year ended December 3 1 , 2007, including the 
audited financial stateiiients aiid notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2008 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

SFAS No. 161 

In March 2008, the FASB issued SFAS No. 161 , Disclosures about Derivative Instruments and 
Hedging Activities, an ameridinent of FASB Statenlent No. 1.33, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective of this statement is to enhance the current disclosure framework in SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, as amended. The Company is 
currently evaluating the impact of adoption of SFAS No. 161 on its statements of operations, 
financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontr-olling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15, 2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity’s 
consolidated financial statements. The Company expects the adoption of SFAS No. 160 to have 
no impact 011 its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value OptionfOr Financial Assets 
and Financial Liabilities - Inclziding an Aniendnient of FASB Statement No. 115. SFAS No. I59 
permits entities to choose to measure many financial instruments and certain other assets and 
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liabilities at fair value 011 an instrniiient-by-instrLiment basis (the fair value option). lJtirealized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning 
after November 15,2007. SFAS No. 159 was adopted effective January 1 , 2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Valzre Mensurements, which, except 
as described below, is effective for fiscal years beginning after November 15,2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. In 
February 2008, the FASB issued FASR Staff Position 157-2, Efective Date ofFASR Slatemei?l 
No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statemeiits 
on a recurring basis (at least annually), to fiscal years beginning after November IS, 2008, and 
interim periods within those fiscal years. All other ainendiiients related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. SFAS No. 157 was 
adopted effective January 1 , 2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to I<U’s 
Annual Report, Note 2 of the financial statements, for the year ended December 3 1,2007. 

The following regulatory assets and liabilities were included in KU’s Balance Sheets: 

Kentucky [Jtilities Company 
(unaudited) 

(in millions) 
ARO 
IJnamortized loss on bonds 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

September 30, 
2008 
$ 27 

12 
19 
14 
19 

5 
96 

December 3 1, 
2007 
$ 24 

10 
20 
17 
11 
4 

86 

28 Pension and postretireinent benefits 28 
Total regulatory assets u $ 114 

.~ 

Accumulated cost of reinoval of utility plant $ 323 $ 310 
Deferred income taxes - net 17 22 
Other 18 10 
Total regulatory liabilities L.268 $ 342 

I W  does not currently earn a rate of return on the FAC regulatory asset, which is a separate 
recovery tnechanisin with recovery within twelve months. No return is earned on the pension and 
postretireinent benefits regulatory asset that represents the changes in funded status of the plans. 
I W  is seeking recovery of this asset with the Kentucky Coinmission as part of the current base 
rate case and will seek recovery of this asset in future proceedings with the Virginia 
Commission. No return is currently earned on the ARO asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the 
underlying asset is retired. The MISO exit amount represents the costs relating to the withdrawal 
froin MISO membership. KU is seeking recovery of this asset with the Kentucky Coinmission as 
part of the current base rate case and will seek recovery of this asset in future proceedings with 
the Virginia Commission. KU currently earns a rate of return on the remaining regulatory assets. 
Other regulatory assets include the merger surcredit and deferred storin costs. Other regulatory 
liabilities include DSM and MISO costs currently included in base rates that will be netted 
against costs of withdrawing from the MISO in the next base rate case. 

MIS0 Exit. KU and the MISO have agreed upon overall calculation methods for the contractual 
exit fee to be paid by the Company following its withdrawal. In October 2006, KU paid $20 
million to the MISO pursuant to an invoice regarding the exit fee and made related FERC 
compliance filings. The Company’s payment of this exit fee amount was with reservation of its 
rights to contest the amount, or coinponents thereof, following a continuing review of its 
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calculation and supporting documentation. KU and the MISO resolved their dispute regarding 
the calculation of the exit fee and, in November 2007, filed an application with the FERC for 
approval of a recalculation agreement. In March 2008, the FERC approved the parties’ 
recalculation of the exit fee, and the approved agreement provided KU with an iiniiiediate 
recovery of $ 1  inillion aiid will provide an estimated $3 inillion over the next eight years for 
credits realized from other payments the MISO will receive, plus interest. Orders of the 
Kentucky Commission approving the Company’s exit from the MISO have authorized the 
establishment of a regulatory asset for the exit fee, subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO 
administrative charges, which continue to be collected via base rates. The treatment of the 
regulatory asset and liability will be determined in KU’s base rate case, for which a hearing is 
scheduled for KU’s Kentucky base rate case beginning on January 13,2009. The Company 
historically has received approval to recover aiid refund regulatory assets arid liabilities. 

FAC. TII August 2008, the T<entucly Commission initiated a routine examination of KU’s FAC 
for the six-month period November 1,2007 through April 30,2008. A hearing was held on 
October 7,2008. A second hearing has been scheduled for November 25, 2008, for the sole 
purpose of hearing public comments, if any, from several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quaiter of 2009. 

111 January 2008, the Kentucky C o n ~ ~ ~ ~ i s s i o ~ ~  initiated a routine examination of KTJ’s FAC for the 
six-month period May 1, 2007 through October 3 1, 2007. The ICentucky Coininission issued an 
Order in June 2008, approving the charges and credits billed through the FAC during the review 
period. 

In August 2007, the Kentucky Commission initiated a routine examination of KTJ’s FAC for the 
sixmonth period of November 1, 2006 through April 30, 2007. The Kentucky Coinmission 
issued an Order in January 2008, approving the charges and credits billed through the FAC 
during the review period. 

KIJ also employs an FAC mechanism for Virginia customers using an average file1 cost factor 
based priinarily on projected file1 costs. The factor may be adjusted annually for over- or under- 
collections of fbel costs froin the prior year. In February 2008, KU filed an application with the 
Virginia Coinmission seeking approval of a decrease in its fuel cost factor applicable during the 
billing period, April 2008 through March 2009. The Virginia Coinmission allowed the new rates 
to be in effect for the April 2008 customer billings. In April 2008, the Virginia Coininission Staff 
recoininended a change to the fuel factor KU filed in its application, to which KU has agreed. 
Following a public hearing and an Order in May 2008, the recoininended change became 
effective in June 2008, resulting in a decrease of 0.482 cents/ItWh from the factor in effect for 
the April 2007 through March 2008 period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 3 1, 2007 and April 30, 2008, of KU’s environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

In September 2007, the Kentucky Coinmission initiated six-month and two-year reviews for 
periods ending October 31,2006 and April 30,2007, respectively, of KU’s environmental 
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surcharge. The Kentucky Coininission issued final Orders in March 2008, approving the charges 
and credits billed through the ECR during the review periods, as well as approving billing 
adjustments, roll-in adjustments to base rates, revisions to the monthly surcharge filing and the 
rates of return on capital. 

Other Regulatory Matters 

Hurricane Ike Wind Storm. In September 2008, high winds froin the remnants of the 
Hurricane Ike wind storin passed through IW’s service territory causing significant outages and 
system damage. In October 2008, KU filed an application with the Kentucky Coininission 
requesting approval to establish a regulatory asset, and defer for future recovery, $3 inillion of 
expenses related to the storin restoration. An order has been requested by the end of the year. 

Base Rate Case. In JUIY 2008, KU filed an application with the Kentucky Coinmission 
requesting increases in base electric rates of 2.0% or $22 million annually. A hearing is 
scheduled beginning on January 13, 2009. The requested rates have been suspended until 
February 5 ,  2009, at which time they may be put into effect, subject to refund, if the Kentucky 
Commission has not issued an order in the proceeding. In conjunction with the filing of the 
applicatioii for a change in base rates, based on previous orders by the Kentucky Coinmission 
approving settlement agreements among all interested parties, the VDT surcredit terminated in 
August 2008, and the merger surcredit will terminate upon the implementation of new base rates. 
The termination ofthe VDT surcredit and merger surcredit will result in a $16 million increase in 
revenues annually. 

FERC Wholesale Rate Case. In September 2008, I W  filed an application with the FERC for 
increases in base electric rates applicable to wholesale power sales contracts or interchange 
agreements involving, collectively, twelve Kentucky municipalities. The application requests a 
shift from current, all-in stated unit charge rates to an unbundled and forinula rate. The revised 
rates represent an increase of 6% to 7% of current charges and requests a change from the all-in 
stated applicable return on equity of 12%. The proceeding involves data requests or hearings 
before the FERC, as well as data requests and filings by intervenors. An order in the proceeding 
may occur in early 2009. 

CMRG and KCCS Contributions. In July 2008, KU and LG&E, along with Duke Energy 
Kentucky, Inc. and Kentucky Power Company, filed an application with the Kentucky 
Coininission requesting approval to establish regulatory assets related to contributions to the 
CMRG for the development of technologies for reducing carbon dioxide emissions and the 
KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is 
provided in the next base rate case of each company, at which time the regulatory assets will be 
amortized over the life of each project: four years with respect to the KCCS and ten years with 
respect to the CMRG. KU and LG&E jointly agreed to provide less than $2 million over two 
years to the KCCS and up to $2 million over ten years to the CMRG. In October 2008, an Order 
approving the establishinent of the requested regulatory assets was received and rate recovery 
will be considered in each company’s next base rate case. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-load, coal fired unit known as TC2, which will be jointly owned by KU and L,G&E, 
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together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Commission in November 2005. 

Initial CCN applications for two transinission lines associated with tlie TC2 unit were approved 
by the ICentucky Commission in September 2005 and May 2006. One of those CCNs, for a line 
running froin Jefferson County into Hardin County, was brought up for review to the Franklin 
Circuit Court by a group of landowners. In August 2006, KTJ, LG&E and the Kentucky 
Commission obtained dismissal of that action, on grounds that the landowners had failed to 
comply with the statutory procedures governing the action for review. That dismissal was 
appealed by the landowners to the Kentucky Court of Appeals, and in  December 2007, that 
Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the 
Franlilin Circuit Court for further proceedings. K1.I and LG&E filed a motion for discretionary 
review with the Kentucky Supreme Court in May 2008, asking that Court to hear the matter and, 
ultimately, to reverse the Court of Appeals and uphold the Franltlin Circuit Court’s distnissal, 
which motion has been opposed by the counter-parties. 

The referenced transmission lines are also subject to routine regulatory filings and require the 
acquisition of easenients. All rights of way for one transmission line have been acquired. In April 
2008, in proceedings involving tlie condemnation of an easement for a portion of the Jefferson 
County to Hardin County transmission line, a Meade County, Kentucky court issued a ruling 
upholding the objections of two property co-owners and dismissed tlie condemnation proceeding 
pending the completion of the CCN appeal described above. KU and LG&E have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a 
procedural request with the Court of Appeals seeking expedited review on a petition to direct the 
circuit court to proceed with the condemnation litigation. Additional condemnation proceedings 
involving other parcels of property to support this transtnission line are also pending in 
neighboring Hardin County where three landowners have challenged KIJ’s and LG&E’s right to 
easements, on the same grounds cited by the Meade County court and other purported bases, 
including asserted deficiencies in the air permit relating to the TC2 generation unit. In May, July 
and August 2008, the Hardin County Circuit Court issued rulings denying the property owners’ 
various motions, finding that KU and LG&E had established their condemnation rights and 
granting judgment in favor of KU and LG&E. In August 2008, the property owners petitioiied 
for intermediate relief to the Kentucky Court of Appeals and received a stay preventing KIJ and 
LG&E access to the properties. I<U and LG&E have made responsive pleadings at the Court of 
Appeals and continue to engage in settlement negotiations with the property owners. In a 
separate, further proceeding, certain landowners have filed a lawsuit in federal court in 
L,ouisville, Kentucky against the t7.S. Army, I<U and LG&E alleging that the U.S. Army failed 
to comply with Section 106 of the National Historic Preservation Act in granting an easement 
across Fort Knox. KU and LG&E are working with the U.S. Army in defending against the 
claims. KTJ and LG&E are not currently able to predict the ultimate outcome and possible 
effects, if any, on the construction schedule relating to these real property proceedings. 

Merger Surcredit. In December 2007, KU submitted its plan to allow the merger surcredit to 
terminate as scheduled on June 30, 2008, to the Kentucliy Commission. In June 2008, the 
Kentucky Coinmission issued an Order approving a settlement which provides for continuation 
of the merger surcredit until new base rates go into effect. 

VDT. hi accordance with tlie Icentucky Commission’s Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As KT.I 
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filed its application with the Kentucky Commission for an increase in base rates in JUIY 2008, the 
VDT surcredit terminated with the first billing cycle in August 2008. 

DSM. In J ~ l y  2007, KU and LG&E filed an application with the Kentucky Com~nissiori 
requesting an order approving enhanced versions of the existing DSM programs along with the 
addition of several new cost effective programs. The total annual budget for these prograins is 
approximately $26 million, an increase over the previous annual costs of approximately $1 0 
million. In March 2008, the Kentucky Commission issued an Order approving the application, 
with minor modifications. KIJ and LG&E filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 

Mandatory Reliability Standards. As a result of the EPAct 2005, certain forinerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability 
standards call subject a registered entity to sanctions, including potential fines of up to $ I  million 
per day, as well as non-monetary penalties, depending upon the circumstances of the violation. 
KU is a member of the SERC, which acts as KTYs RRO. During May 2008, the SERC and KIJ 
agreed in principle to a settlement involving penalties totaling less than $1 million concerning 
IUJ’s February 2008 self-report concerning possible violations of certain existing mitigation 
plans relating to reliability standards. The SERC and I W  are currently involved in settlement 
negotiations concerning a June 2008 self-report by I<IJ relating to three other Standards. 
Additionally, KU has submitted to the SERC an October 2008 self report of a possible violation 
relating to one further standard, for which SERC proceedings are in the early stages and 
therefore unable to be determined. Mandatory reliability standard settlements commonly include 
other non-penalty elements, including compliance steps and mitigation plans. Settlements in 
principle with the SERC proceed to the NERC and FERC review before becoming final. While 
KU believes itself to be in compliance with the mandatory reliability standards, KU cannot 
predict the o~itcoine of other analyses, including on-going SERC or other reviews described 
above. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received from the Kentucky Commission. I n  July 2008, KU filed a 
motion to consolidate the procedural schedule of the depreciation study with the application for a 
change in base rates. In August 2008, the Kentucky Commission issued an Order corisolidating 
the depreciation study with the base rate case proceeding. KU also filed the depreciation study 
with the Virginia Commission, but has not requested formal review and approval of the 
depreciation rates froin the Virginia Commission. Such a review will take place either during 
KU’s next base rate case in Virginia or when KU makes a formal application to the Virginia 
Commission for approval of the proposed rates. 

Brownfield Development Rider Tariff. In March 2008, KIJ received Kentucky Commission 
approval for a Brownfield Development Rider, which offers a discounted rate to electric 
custoiners who meet certain usage and location requirements, including taking new service at a 
brownfield site, as certified by the appropriate Kentucky state agency. The rider would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 
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to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Coinmission issued an Order indicating 
that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Commission jurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. I W  developed a real-time pricing pilot for large industrial and coininercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. In February 2008, 
the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by KU, for implementation within approximately eight months, for its large 
coininercial and industrial customers. The tariff was filed in October 2008, with an effective date 
of December 1,2008. 

Utility Competition in Virginia. The Coininonwealth of Virginia passed the Virginia Electric 
Utility Restructuring Act in 1999. This act gave Virginia custoiners the ability to choose their 
electric supplier. Rates are capped at current levels through December 201 0. In April 2007, 
Virginia passed legislation terminating this competitive market and commencing re-regulation of 
utility rates in Virginia. The new act will end the cap on rates at the end of 2008, rather than 
through December 2010, and end customer choice for most consumers in the applicable regions 
of the state. Thereafter, a hybrid model of regulation is expected to apply in Virginia, whereby 
utility rates would be reviewed every two years and a utility’s rate of return on equity shall not 
be set lower than the average of the rates of return for other regional utilities, with certain caps, 
floors or adjustments. The legislation was effective in July 2007, and also includes a 10% 
nonbinding goal for renewable power generation by 2022, as well as incentives for new 
generation, including renewables. IJnder the legislation, ICTJ retains an existing exemption fiom 
customer choice and other restructuring activities as applicable to KTJ’s limited service territory 
in Virginia. However, subject to fiitiire developments, KU inay or inay not undertake such a rate 
proceeding in the first six months of 2009 based on calendar year 2008 financial data under the 
hybrid model of regulation, or make biennial rate filings with the Virginia Cornmission 
thereafter. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Coinmission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented the proposed 
interconnection guidelines to the Kentucky Commission in October 2008. An order is expected 
by the end of the year. 

Note 3 - Financial Instruments 

Energy Trading and Risk Management Activities (non-hedging derivatives). KU conducts 
energy trading and risk management activities to maximize the value of power sales froin 
physical assets it owns. Energy trading activities are principally forward financial transactions to 
hedge price risk and are accounted for on a mark-to-market basis in accordance with SFAS No. 
133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
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iiiade during both years. All contracts outstanding at September 30, 2008 and 2007, had a 
maturity of less than oiie year. Energy trading and risk inanageinelit contracts are valued using 
Level 2, prices actively quoted for proposed or executed transactions or quoted by brolters or 
observable inputs other than quoted prices. Collateral related to the energy trading and risk 
management contracts is categorized as restricted cash. 

Effective January I ,  2008, ICU adopted the required provisions of SFAS No. 157, excluding the 
exceptions related to nonfinancial assets, which will be adopted effective January 1 , 2009, 
consistent with FASB Staff Position 157-2. KU has classified the applicable financial assets that 
are accounted for at fair value into the three levels of the fair value hierarchy, as defined by 
SFAS No. 157. The following table sets forth by level within the fair value hierarchy KIYs 
financial assets that were accounted for at fair value on a recurring basis as of September 30, 
2008. Liabilities accounted for at fair value total less than $1 million and use Level 2 
ineasurements. There are no Level 3 tneasiireinents for tliis period. 

Recurring Fair Value Measurements Level 1 Level 2 Total 
(in niillions) 
Assets: 
Energy trading and risk management 

Energy trading and risk inanagenient 
contracts $ -  $ 1  $ 1  

contracts cash collateral 1 - 1 
Total Assets u u u 

1 . 3  



Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both KU employees 
and E.ON [J.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to KU are approximately 43% and 42% of E.ON U.S. Services 
total cost for 2008 and 2007, respectively. 

Pension Benefits 

(in millions) 

Three Months Ended 
September 30, 

~~ 

Service cost $ 3 $  3 
Interest cost 10 10 
Expected return on plan assets (12) (12) 
Amortization of prior service costs 1 1 

- 1 Amortization of actuarial loss -~ 
Benefit cost ~~ 

(in millions) 

Other Postretirement Benefits 

Three Months Ended 
September 30, 
2008 2007 

Service cost $ 1 $ 1  
Interest cost 1 2 
Expected return on plan assets - - 
Amortization of transition costs I _ _ -  

Benefit cost li.2u 
- - 

Nine Months Ended 
September 30, 
20082007 

$ 9  $ 1 1  
31 30 

(35) (37) 
I 1 
1 3 

uL.l 
- -  

Nine Months Ended 
September 30, 
200x2007 

During 2008, KU made contributions to other postretirement benefits plans of $2 million. KIJ 
anticipates making fiirther voluntary contributions to the postretirement plan, but no additional 
contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, EUSIC, for 
each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its 
separate income tax for each tax period. The resulting separate-return tax cost or benefit is paid 
to or received fi.om the parent company or its designee. KU also files income tax returns in 
various state jurisdictions. With few exceptions, KIJ is no longer subject to [J.S. federal income 
tax examinations for years before 2005. Statutes of limitations related to 2005 and later returns 
are still open. Tax years 2005, 2006 and 2007 are under audit by the IRS with the 2007 return 
being exainined under an IRS pilot program nained “Compliance Assurance Process”. This 
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program accelerates the IRS’s review to begin during the year applicable to the return and ends 
90 days after the return is filed. 

KU adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, an 
Inteipi~etntion ofSFAS No. 109, effective January 1, 2007. At the date of adoption, KU had less 
than $1 million of unrecognized tax benefits, primarily related to federal income taxes. If 
recognized, the ainount of unrecognized tax benefits would reduce the effective income tax rate. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months 
total less than $1 million, and are based on the expiration of the audit periods as defined in the 
statutes. 

The amount KU recognized as interest accrued related to unrecognized tax benefits was less than 
$1 million as of September 30, 2008 and December 31, 2007. The interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, KU accrued less than $1 million in interest expense on uncertain 
tax positions. No penalties were accrued by KI_J upon adoption of FIN 48, or through September 
30, 2008. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy 
(“DOE”) requesting certification to be eligible for investinent tax credits applicable to the 
construction of TC2. In November 2006, the DOE and the IRS announced that KU and LG&E 
were selected to receive the tax credit. A final IRS certification required to obtain the investment 
tax credit was received in August 2007. In September 2007, KU received an Order from the 
Kentucky Corninission approving the accounting of the investinent tax credit. KU’s portion of 
the TC2 tax credit will be approximately $100 million over the construction period and will be 
amortized to income over the life of the related property beginning when the facility is placed in 
service. Rased on eligible construction expenditures incurred, KU recorded investment tax 
credits of $9 million and $1 0 inillion during the three-month periods ended September 30, 2008 
and 2007, respectively, and $22 inillion and $30 million during the nine months ended 
September 30, 2008 and 2007, respectively, decreasing current federal income taxes. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming tlie investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit. The dismissal is subject to 
appeal by the plaintiffs; however, it is unclear at this time if they will do so. KU is not currently a 
party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $33 million classified as current liabilities because these bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase 
upon the occurrence of certain events. These bonds include Carroll County Series 2002 A and B, 
Muhlenberg County Series 2002 A and Mercer County Series 2002 A. These bonds mature in 
2032. KU does not expect to pay these amounts in 2008. The average annualized interest rate for 
these bonds during the nine months ended September 30,2008, was 1 .go%. 



As of September 30, 2008, KU maintained a bilateral line of credit totaling $35 inillion which 
matures in June 2012. At that time, there was no balance outstanding under this facility. See 
Note 9 Subsequent Events. 

Pollution control series bonds are obligations of KU issued in connection with tax-exempt 
pollution control revenue bonds issued by various governmental entities, principally counties in 
Kentucky. A loan agreement obligates KU to inalte debt service payments to the county that 
equate to the debt service due froin the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during February 2007, the county’s debt 
was also secured by an equal amount of IW’s first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless I W  defaults on the loan 
agreement. Subsequent to February 2007, the loan agreement is an unsecured obligation of KU. 
Proceeds fioin bond issuances for environmental equipment (primarily related to the installation of 
FGDs) were held in trust pending expenditure for qualifying assets. At September 30,2008, KU 
had no bond proceeds in trust, and at December 3 1,2007, KU had $I  1 inillion of bond proceeds in 
trust, included in restricted cash in the balance sheets. 

Several of the KU pollution control bonds are insured by inonoline bond insurers whose ratings 
have been under pressure due to exposures relating to insurance of sub-prime mortgages. At 
September 30, 2008, KU had an aggregate $333 million of outstanding pollution control 
indebtedness, of which $193 inillion is in the form of insured auction rate securities wherein 
interest rates are reset either weekly or every 35 days via an auction process. Beginning in late 
2007, the interest rates on these insured bonds began to increase due to investor concerns about 
the creditworthiness of the bond insurers. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” when there are insiifficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30,2008 and 
2007, the average rate on the auction rate bonds was 4.72% and 3.29%, respectively. The 
instruments governing these auction rate bonds perinit KU to convert the bonds to other interest 
rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infiequently. In the first nine months of 2008, the ratings of the Carroll 
County 2004 Series A bonds were downgraded from Aaa to A2 by Moody’s and fiom AAA to 
AA, and subsequently to A and then to BBB+, by S&P, and the Carroll County 2006 Series C 
bonds were downgraded fiom Aaa to A2 by Moody’s and froin AAA to A-, and subsequently to 
BBB+, by S&P due to downgrades of the bond insurer. The ratings of the following bonds were 
downgraded froin Aaa to Aa3 by Moody’s and froin AAA to AA by S&P due to downgrades of 
the bond insurer: Mercer County 2000 Series A, Carroll County 2002 Series C, Carroll County 
2005 Series A and B, Carroll County 2006 Series A and B, Carroll County 2007 Series A and 
Triinble County 2007 Series A. 

In February 2008, KIJ issued a notice to bondholders of its intention to convert the Carroll 
County 2007 Series A bonds and the Triinble County 2007 Series A bonds froin the auction rate 
inode to a fixed interest rate mode, as permilkd under the loan doctunents. These conversions 
were completed in April 2008, and the new rates on the bonds are 5.75% and 6.00%, 
respectively. 

In  March 2008, KIJ issued notices to bondholders of its intention to convert the Carroll County 
2006 Series C bonds and the Mercer County 2000 Series A bonds froin the auction rate inode to 
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a weekly interest rate mode, as permitted under the loan documents. The Carroll County 
conversion was completed in April 2008, and the Mercer County conversion was completed in 
May 2008. In connection with these conversions, KU purchased the bonds froin the remarketing 
agent. 

In June 2008, KU issued notices to bondholders of its intention to convert the Carroll County 
2004 Series A bonds froin the auction rate inode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. In connection with the 
conversion, KU purchased the bonds fioin the reinarketing agent. 

As of September 30, 2008, K1J had repurchased bonds in the amount of $80 million. KIJ will 
hold some or all of such repurchased bonds uiitil a later date, at which time KU inay refinance, 
reinarket or further convert such bonds. Uncertainty in markets relating to auction rate securities 
or steps KU has taken or inay take to mitigate such uncertainty, such as additional conversion, 
subsequent restructurings or redemption and refinancing, could result in KU incurring increased 
interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

KU participates in an intercompany inoney pool agreement wherein E.ON 1J.S. and/or LG&E 
make funds available to KU at market-based rates (based on highly rated coininercial paper 
issues) of up  to $400 million. Details of the balances are as follows: 

Total Money Ainount Balance Average 
($ in millions) Pool Available Outstanding Available Interest Rate 
September 30,2008 $400 $1 16 $284 2.45% 
Deceinber 3 1 , 2007 $400 $ 23 $377 4.75% 

E.ON 1J.S. maintains a revolving credit facility totaling $489 inillion at September 30,2008 and 
$150 inillion at December 3 1 , 2007, to ensure funding availability for the money pool. The 
revolving facility as of September 30, 2008, is split into separate loans totaling $489 million. 
One facility, totaling $150  nill lion, is with E.ON North America, Inc., while the remaining loans, 
totaling $339 millioii, are with Fidelia; both are affiliated companies. The facility as of 
December 3 I ,  2007, is with E.ON North America, Inc. The balances are as follows: 

Ainount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
September 30, 2008 $489 $469 $20 3 .94% 
December 3 1 , 2007 $1S0 $ 62 $88 4.97% 

There were no redemptions of long-term debt year-to-date through September 30, 2008. 

The issuances of long-term debt year-to-date through September 30, 2008, are summarized 
below: 

($ in millions) Principal Secured/ 
Year Description Ainount &l& Unsecured Maturity 
2008 Due to Fidelia $SO 6.16% Unsecured 201 8 
2008 Due to Fidelia $50 5.645% Unsecured 201 8 
2008 Due to Fidelia $75 5.85% Unsecured 2023 
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Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in KU’s Annual Report for the year ended December 3 1,2007 (including in Notes 2 
arid 9 to the financial statements of KU contained therein). See the above-referenced notes in 
KTJ’s Annual Report regarding such corninitmerits or contingencies. 

Owensboro Contract Litigation. In May 2004, the City of Owensboro, Kentucky and OMU 
commenced a suit now removed to the 1J.S. District Court for the Western District of Kentucky, 
against KU concerning a long-term power supply contract (the “OMU Agreement”) with KU. 
The dispute involves interpretational differences regarding issues under the OMU Agreement, 
including various payiiients or charges between KU and OMU and rights concerning excess 
power, termination and einissions allowances. The complaint seeks in excess of $6 inilliori in 
damages in connection with one of its claims for periods prior to 2004, plus damages in an 
unspecified atnouiit for later-occurring periods on that claim and for other claims. OMIJ has 
additionally requested iiijuiictive arid other relief, iiicluding a declaration that K U  is in material 
breach of the contract. KLJ has filed an answer in this proceeding denying the OMU claim and 
presenting counterclaiiiis and amended such filing in January 2007, to include further 
counterclaims alleging additional damages. 

During 2005, the FERC declined KLJ’s application to exercise exclusive jurisdiction on matters. 
In JUIY 2005, the district court resolved a suininary judgment motion made by KU in OMU’s 
favor, ruling that a contractual provision grants OMU the ability to terminate the contract 
without cause upon four years’ prior notice. A motion to reconsider that ruling was later denied. 

In May 2006, OMU issued a notification of its intent to terminate the OM1J agreement contract 
in May 201 0, without cause, absent any earlier relief which may be permitted by the proceeding, 
pursuant to the suminary judgment in its favor. However, KU retains the right to appeal that 
summary judgment orice the remaining claims in the lawsuit are adjudicated. The parties 
completed discovery and filed various dispositive motions before the court. 

In September and October 2008, the court granted rulings on a number of suininary judgment 
petitions in KIJ’s favor, including determinations that KLJ’s interpretation of facilities charge 
fiiiid payments was accurate; that KIJ is the proportionate owner of NOx allowances allocated to 
the OMlJ plant by the government; that OMU’s claim for back-up power charges should be 
capped at a certain price and a denial of OMLJ’s petition to dismiss KU’s counterclaim. The 
suininary judgment rulings dismiss a substantial portion of OMU’s material claims. Following 
the trial or other qualifying procedural occurrence, the various suininary judgment motions 
would become appealable. The trial began on October 21,2008 on the remaining matters before 
the court, including KU’s counterclaim that OMU has failed to operate and maintain its plant in a 
good and workmanlike manner. The parties retain certain appeal rights and the Company is 
currently unable to determine the final outcome of this matter. 

Construction Program. KIJ had approximately $224 million of coininitinents in connection with 
its construction prograin at September 30, 2008. 

In June 2006, KU arid LG&E entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
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procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, t e rm and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangerneiits of 
this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environniental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recoininended upholding the air permit with ininor revisions. In 
September 2007, the Secretary of the Kentucky Environinental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recomniendation and upholding the permit. 
In September 2007, KU adininistratively applied for a permit revision to reflect ininor design 
changes. In October 2007, the environmental groups submitted coininents objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the perinit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to graiit or deny their pending petition for the EPA to 
“veto” the state air permit and i n  April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one of the petitions, but finding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA’s order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to rule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
unfavorable determination upon the Company’s financial condition or results of operations. 

Environmental Matters. KU’s operations are subject to a number of environinental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air 
einissions, wastewater discharges, the use, handling and disposal of hazardous substances and 
wastes, soil and groundwater contamination and employee health and safety. 

Clem Air Act Requirements. The Clean Air Act establishes a comprehensive set of programs 
aiined at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these prograins is established at the federal level, most of the program are 
implemented and administered by the states under the oversight of the EPA. The ley Clean Air 
Act programs relevant to IW’s business operations are described below. 

Anrbiei7t Air Qzmlity. The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattaininent areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattaininent areas into compliance. If a state fails to develop an adequate plan, the EPA inust 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required 
additional reductions in SO1 and NOx emissions froin power plants. In 1998, the EPA issued its 
final “NOx SIP Call” rule requiring reductions in NOx emissions of approximately 8.5% fiom 
1990 levels in order to mitigate ozone transport froin the inidwestern U.S. to the northeastern 
U.S. To iinpleinent the new federal requirements, Kentucky amended its SIP in 2002 to require 
electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMRtu on a 
company-wide basis. In 2005, the EPA issued the CAIR which required additional SO2 emission 
reductions of 70% and NOx emission reductions of 65% fi-om 2003 levels. The CAIR provided 
for a two-phase cap and trade program, with initial reductions of NOx and SO2 einissions due by 
2009 and 20 10, respectively, and final reductions due by 20 15. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattaininent areas into conipliance with 
the new ozone and fine particulate standards, KU’s power plants are potentially subject to 
additional reductions in SO2 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a inore stringent standard than that contained in the previous 
regulation. At present, KU is unable to determine what, if any, additional requirements may be 
imposed to achieve compliance with the new ozone standard. 

In JUIY 2008, a federal appeals court issued a ruling finding statutory and regulatory iiifirinities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the parties 
regarding whether vacating the CAIR is the applicable relief to be granted. KU, LG&E and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SO1 regulations with different 
or inore stringent requirements and SIPs which incorporate CAIR requirements could be subject 
to revision. KU is also reviewing aspects of its compliance plan relating to the CAIR, including 
scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
current invalidation of the CAIR results in some uncertainty with respect to certain other EPA or 
state prograins and proceedings and KTJ’s and LG&E’s compliance plans relating thereto, due to 
the interconnection of the CAIR and CAIR-associated steps with such associated programs. At 
present, KU is riot able to predict the outcomes of the legal and regulatory proceedings related to 
the CAIR and whether such outcomes could have a material effect on the Company’s financial or 
operational conditions. 

Hazardous Air Pollutants. As provided in the 1990 amendments to the Clean Air Act, the EPA 
investigated hazardous air pollutant einissions fi-om electric utilities and submitted a report to 
Congress identifying mercury emissions from coal-fired power plants as warranting further 
study. In 2005, the EPA issued the CAMR establishing mercury standards for new power plants 
and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with 
initial reductions due by 2010 and final reductions due by 201 8. The CAMR provided for 
reductions of 70% froin 2003 levels. The EPA closely integrated the CAMR and CAIR programs 
to ensure that the 20 10 mercury reduction targets would be achieved as a “co-benefit” of the 
controls installed for purposes of compliance with the CAIR. 
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In February 2008, a federal appellate court issued a decision vacating the CAMR. Certain parties 
have filed a petition seeking review in the lJ.S. Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercury regulations. At present, KLJ is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Companies’ financial or operational conditions. 

Acid Rain Prograin. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade program to reduce SO2 emissions fiom power plants that were thought to contribute to 
“acid rain” conditions in the northeastern lJ.S. The 1990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SlPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act’s BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that einit certain levels of visibility impairing pollutants. LJnder the final 
rule, as the CAIR provided for more visibility improvement than BART, states are allowed to 
substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise 
be required by BART. The final rule has been challenged in the COLII-~S. Additionally, because 
the regional haze SIPs incorporate certain CAIR requirements, the final outcome of the challenge 
to CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

Installation of Pollzition Conlrols. Many of the programs under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. Under cap and trade programs, companies are free to focus 
their pollution control efforts on plants where such controls are particularly efficient and utilize 
the resulting emission allowances for smaller plants where such controls are not cost effective. 
KU inet its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent 
Unit 1. KU’s strategy for its Phase I1 SO2 requirements, which commenced in 2000, includes the 
installation of additional FGD equipment, as well as using accumulated emission allowances and 
fLtel switching to defer certain additional capital expenditures. In order to achieve the NOx 
emission reductions and associated obligations, KU installed additional NOx controls, including 
SCR technology, during the 2000 to 2007 time period at a cost of $220 inillion. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by KU for these projects 
through the environmental surcharge mechanism. Such monthly recovery is subject to periodic 
review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, KU expects to incur additional capital 
expenditures totaling approximately $520 million during the 2008 through 201 0 time period for 
pollution controls, including FGD and SCR equipment, and additional operating and 
maintenance costs in operating such controls. In 2005, the Kentucky Commission granted 
approval to recover the costs incurred by KIJ for these projects through the ECR mechanism. 
Such monthly recovery is subject to periodic review by the Kentucky Commission. KU believes 
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its costs in reducing SO2, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. KTJ’s compliance plans are subject to inany factors 
including developments in the einission allowance and f k l s  markets, fLiture legislative and 
regulatory enactments, legal proceedings and advances in clean air technology. KLJ will continue 
to inonitor these developments to ensure that its environinental obligations are met in the most 
efficient and cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR- 
related uncertainties. 

Potenfial GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GNG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GHG einission reduction 
programs. Such programs have been adopted in various states including 11 northeastern 1J.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the 1J.S. Siipreine 
Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. KU is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level 
and is assessing potential impacts of such program and strategies to mitigate those impacts. KIJ 
is also monitoring relevant regulatory proceedings involving the EPA’s advanced notice of 
proposed rulemaking for regulation of GHGs under the existiiig authority of the Clean Air Act 
and proposed rules governing carbon sequestration. KU is unable to predict whether inandatory 
GHG reduction requirements will ultimately be enacted. As a Company with significant coal- 
fired generating assets, I W  could be substantially impacted by program requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of KU, including the 
reduction targets and deadlines that would be applicable, cannot be determined prior to the 
enactment of such programs. 

Brown New Sozrrce Review Litigation. In April 2006, the EPA issued an NOV alleging that KTJ 
had violated certain provisions of the Clean Air Act’s new source review rules relatirig to work 
performed in 1997, on a boiler and turbine at KU’s E.W. Brown generating station. In December 
2006, the EPA issued a second NOV alleging the Company had exceeded heat input values in 
violation of the air permit for the unit. In March 2007, the 1J.S. Department of Justice filed a 
complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint seeks civil penalties, iiicluding potential per-day fines, remedial ineasures and 
injunctive relief. In April 2007, KU filed an answer in the civil suit denying the allegations. In 
July 2007, the court entered a schedule providing for a July 2009 date for trial. The parties are 
currently proceeding with discovery while concurrently engaged in active settlement 
negotiations. A $3 million accrual has been recorded based on the current status of those 
discussions, however, KU cannot determine the overall outcome or potential effects of these 
matters, including whether substantial fines, penalties or remedial measures may result, which 
could be in excess of the ainourit reserved. Also of uncertain potential effect, if any, is the 
invalidation of the CAIR on the progress or content of settlement discussions. See “Ambient Air 
Quality” above for a discussion of CAIR-related uncertainties. 

Section 11 4 Reqzrests. In August 2007, the EPA issued administrative information requests under 
Section 1 14 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertalcen at LG&E’s Mill Creek 4 and Triinble County 1 generating units and KU’s 
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Ghent 2 generating uiiit. K'CJ and LG&E have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

Ghent Opacity NOK In September 2007, the EPA issued an NOV alleging that K'CJ had violated 
certain provisions of the Clean Air Act's operating rules relating to opacity during June and July 
of 2007 at IJnits 1 and 3 of KU's Ghent generating station. The parties have met on this matter 
and KIJ has received no further coininunications froin the EPA. KU is not able to estimate the 
outcoine or potential effects of these matters, including whether substantial fines, penalties or 
remedial measures may result. 

General Er~vironmental Proceedings. From time to time, KU appears before the EPA, various 
state or local regulatory agencies and state and federal courts regarding matters involving 
compliance with applicable environmental laws arid regulations. Such matters include liability 
under the Comprehensive Environinental Response, Compensation and Liability Act for cleanup 
at various off-site waste sites and claim regarding GHG emissions from KIJ's generating 
stations. Based on analysis to date, the resolution of these matters is not expected to have a 
material impact on the operations of K1J. 

Note 8 - Related Party Transactions 

KU, subsidiaries of E.ON 1J.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between KU and E.ON U.S. subsidiaries are eliminated upon consolidation of 
E.ON U.S. Transactions between KU and E.ON subsidiaries are eliminated upon consolidation 
of E.ON. These transactions are generally performed at cost and are in accordarice with the 
FERC regulations under PUHCA 2005 and the applicable Kentucky Commission and Virginia 
Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

ICTJ and LG&E purchase energy from each other in order to effectively inanage the load of their 
retail arid wholesale customers. These sales and purchases are included in the statements of 
income as operating revenues and purchased power operating expense. KIJ intercompany electric 
revenues and purchased power expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2008 2007 ~~ 

Electric operating revenues from LG&E $15 $ 7  $44 $33 
Purchased power from LG&E 21 18 73 71 

Interest Charges 

See Note 6, Short-Term and L,ong-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 
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KTJ’s intercompany interest expense was as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2008 2007 2 0 0 8 2 0 0 7  
Interest on money pool loans $ 1  $ 2  $ 1  $ 5  
Interest on Fidelia loans 14 9 40 24 

Other Intercompany Billings 

EON lJ.S. Services provides KLJ with a variety of centralized administrative, management and 
support services. These charges include payroll taxes paid by E.ON U S .  on behalf of I W ,  labor 
and burdens of E.ON lJ.S. Services employees performing services for KU, coal purchases and 
other vouchers paid by E.ON 1J.S. Services on behalf of KU. The cost of these services is 
directly charged to I<U, or for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total 
assets, revenues, number of employees and other statistical information. These costs are charged 
on an actual cost basis. 

In addition, K U  and LG&E provide services to each other and to E.ON U.S. Services. Billings 
between I<U and LG&E relate to labor and overheads associated with union employees 
performing work for the other utility, charges related to jointly-owned generating units and other 
miscellaneous charges. Billings from KU to E.ON 1J.S. Services relate to cash received by E.ON 
U.S. Services on behalf of KU, primarily tax settlements, and other payments made by K1J on 
behalf of other non-regulated businesses wliich are reimbursed through E.ON 1J.S. Services. 

Intercompany billings to and from I<U were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

E.ON U.S. Services billings to I<U $62 $42 $173 $389 
.(in millions) 2008 2007 2008 2007 

KU billings to LG&E 21 11 58 33 
LG&E billings to KU - 2 5 35 
KU billings to E.ON lJ.S. Services 22 2 24 

In June 2008, LG&E transferred assets related to Triinble County Unit 2 with a net book value of 
$10 million to I W .  

In March, June and September 2008, KU received capital contributions from its coininon 
shareholder, E.ON 1J.S., in the amounts of $25 million, $50 inillion and $50 million, 
respectively. 
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Note 9 - Subsequent Events 

On October 17, 2008, I<U closed on a new $78 inillion bilateral line of credit which has a 364 
day maturity. 

On October 17, 2008, I<U issued Carroll County 2008 Series A tax exempt bonds in the amount 
of $78 million. The new bonds mature 011 February 1, 2032, and bear interest at a variable rate. 
The new bonds refinance four existing Series F bonds (Carroll County 2005 Series A and C - 
$13 inillion each and the Carroll County 2006 Series A and C - $17 million each), and includes 
$1 8 inillion of new funding. The proceeds from the new filiiding will be held in  escrow pending 
incurreiice of qualifying expenditures. 

On October 27, 2008, KIJ filed an application with tlie Kentucky Commission requesting 
approval to establish a regulatory asset, and defer for future recovery, $3 million of expenses 
related to the Hurricane Ilte wind storm restoration. An order has been requested by the end of 
the year. 

011 October 30, 2008, the Kentucky Corninissioii issued an Order approving the establishment of 
regulatory assets for tlie Companies’ contributions to the CMRG aiid KCCS. Rate recovery will 
be considered in each company’s next base rate case. 

On November 5,2008, the ratings of the Mercer County 2000 Series A bonds, Carroll County 
2002 Series C bonds, Carroll County 2006 Series B bonds, Carroll County 2007 Series A bonds 
and Triinble County 2007 Series A bonds were downgraded from Aa3 to A2 by Moody’s, due to 
downgrades of the bond insurer. 
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Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on IW's financial results of operations and financial condition during the three and nine 
month periods ended September 30, 2008, and should be read in connection with the financial 
statements and notes thereto. 

Sone of the following discussion may contain forward-looking statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes i n  federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fiom time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1,2007. 

Executive Suininarv 

Business 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. As of September 30, 2008, KU provided electricity to approximately 
507,000 customers in 77 counties in central, southeastern and western Kentucky, approximately 
30,000 customers in 5 counties i n  southwestern Virginia and 5 customers in Tennessee. IW's 
service area covers approximately 6,600 square miles. KTJ's coal-fired electric generating 
stations produce most of KU's electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fueled combustion turbines. In Virginia, KU operates under the 
name Old Dominion Power Company. K1J also sells wholesale electric energy to 12 
municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a 
German corporation, making KTJ an indirect wholly-owned subsidiary of E.ON. K'1J's affiliate, 
LG&E, is a regulated public utility engaged in the generation, transmission, distribution and sale 
of electric energy and the distribution of natural gas in Kentucky. 

In JUIY 2008, KU filed an application with the Kentucky Commission requesting increases in 
base electric rates of approximately 2.0% or $22 inillion annually. In conjunction with the filing 
of the application for a change in base rates, based on previous Orders by the Kentucky 
Commission approving settlement agreements ainong all interested parties, the VDT surcredit 
terminated in August 2008, and the merger surcredit will terminate upon the implementation of 
new base rates. The termination of the VDT surcredit and merger surcredit will result in a $16 
inillion increase in revenues annually. A hearing for the Kentucky base rate case is scheduled 
beginning on January 13, 2009. The requested rates have been suspended until February 5,2009, 

26 



at which time they may be put into effect, subject to refund, if the I<entucky Cornmission has not 
issued an order ill the proceeding. 

In September 2008, high winds fiom the reinnants of the Hurricane Ilte wind storm passed 
through KU’s service territory causing significant outages and system damage. In October 2008, 
I<U filed an application with the Kentucky Cornmission requesting approval to establish a 
regulatory asset, and defer for future recovery, $3 inillion of expenses related to the storm 
restoration. An order has been requested by the end of the year. 

Environmental Matters 

Protection of the environment is a major priority for KU. Federal, state and local regulatory 
agencies have issued I W  perinits for various activities subject to air quality, water quality and 
waste inanageinent laws and regulations. See Note 7 of Notes to Financial Statements for more 
in format ion. 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. 

Three Months Ended September 30,2008, Compared to 
Three Months Ended September 30,2007 

Net Income 

Net income for the three months ended September 30,2008, decreased $7 inillion compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($34 million), increased interest expense ($4 inillion) and increased income taxes ($1 million), 
partially offset by increased electric revenues ($26 million) and other income ($6 million). 

Revenues 

Revenues increased $26 million in the three months ended September 30, 2008, primarily due to: 
0 

0 

0 

0 

0 

Increased fliel costs billed to custoiners through the FAC ($23 million) due to increased 
fuel prices 
Increased wholesale sales ($12 million) due to increased intercompany volumes, 
increased wholesale market pricing and increased volume due to decreased native load 
Increased ECR surcharge ($8 million) due to increased recoverable capital spending 
Increased demand charges ($5 million) due to higher peak load 
Decreased sales volumes to native load ($24 inillion) due in part to a 19% decrease in 
cooling degree days and outages related to damage fioin the Hurricane Ike wind storin 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases 
or decreases in the cost of fuel are reflected in retail rates through the FAC, subject to the 
approval of the Kentucky Commission, the Virginia Coinmission and the FERC. 
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