
Jeff DeRoueii, Executive Director 
Public Service Coniinissioii of Kentucky 
2 1 1 Sower Boulevard 
P. 0. Box 61.5 
Fraikfort, Kentucky 40602 

September 1,201 1 

RIE: In the Matter 08 The Applicntion of Louisville Gas and Electric 
Company for Certijicntes of Public Convenience and Necessity and 
Approvnl of Its 2011 Compliance Plait for Recovery by Environnzentnl 
Surcltarge - Case No. 2011-00162 

Dear MI-. DeRoueii: 

Eiiclosed please find and accept for filing the original and fifteen (1.5) copies of 
Louisville Gas and Electric Company’s Motion to Deviate from Requiremeiit 
Goveriiiiig Filing of Copies for certain responses to the Attorney General’s 
(AG) Suppleiiiental Data Requests dated August 18, 201 1, in the above- 
referenced matter. 

Please confirin your receipt of this filing by placing the stamp of your Office 
with the date received on the attached additional copies. Please do iiot hesitate 
to contact the uiidersigiied should you have any questions. 

Louisville Gas and 
Electric Company 
State Regulation and Rates 
220 West Main Street 
P.O. Box 32010 
Louisville, Kentucky 40232 
www.lpe-kuom 

Robert M. Conroy 
Director - Rates 
T 502-627-3324 
F 502-627-3213 
ro bert.conroy@lge-ku.com 

Robert M. Coiiroy d 
cc: Parties of Record 

mailto:bert.conroy@lge-ku.com


OF ~ E N T U C ~ Y  

PTJBLIC SERVICE COMM~SSION 

n the Matter of: 

OF LOTJISVIL 
MPANY FOR 
s OF PUBLIC ) 

AND APPROVAL OF ITS 2011 ) 
COMPLIANCE PLAN FOR RICCOVERY BY 
ENVIRONMENTAL SURC ) 

E AND NECESSITY ) CASE NO. 2011-00162 

) 

MOTION OF LOUISVILLE GAS AND ELECTRIC COMPANY TO DEVIATE FROM 
REOUIRICMENT GOVERNING FILING OF COPIES 

L,ouisville Gas and Electric Company (“LG&E”) by counsel, petitions the Kentucky 

Public Service Commission (“Coiiiiiiissioii”) to grant LG&E approval pursuant to 807 KAR 

5:OOl 0 14 to deviate froin the requireinelit that parties file an original and fifteen (1 5 )  complete 

copies of all data responses aiid attachiieiits. LG&E requests that it be excused froin filing any 

paper copies of certain attachments to its responses to the Attorney Geiieral’s Suppleriieiital Data 

Requests because such attachments are voluiiiiiious. Similarly, LG&E requests that it be 

excused from filing all paper copies but one with respect to another response because of the 

voluiiie of the response. In suppoi-t of its Motion, LG&E states as follows: 

1. Pursuant to Cornmission’s June 28, 201 1 Order, LG&E must provide an original 

and fifteen (1 5 )  copies of all data responses and attachments to the Commission, along with a 

service copy to all parties of record. Certain of LG&E’s attachments to its responses to the 

Attorney General’s Suppleriieiital Data Requests are voluminous. LG&E is therefore requesting 

permissioii to file only electronic copies of the attachments on compact disc for LG&E’s 

responses to Data Request Nos. 5 and 8, aiid to provide only one paper copy of the attachments 



to LG&E’s response to Data Request Nos. 2, 4, aiid 6 (the reinainder of such copies to be 

provided electronically on compact disc). 

2. LG&E’s response to the Attorney General’s Data Request Nos. 5 aiid 8 are 

voluiiiinous, each consisting of over 1,000 pages. To produce a paper original aiid 15 paper 

copies of each respoiise for the Commission would coiisuine over 16,000 pages, and service 

copies would coiisuiie even niore pages. For that reason, LG&E requests a deviation to produce 

all copies to the Coininissioii and all service copies in electronic format on compact disc. 

3. Attorney General’s Data Request Nos. 2, 4, and 6 are voluininous, consisting of 

over 800, over 500, arid over 140 pages, respectively. To produce a paper original and 15 paper 

copies for the Coiiimission of the shortest of tlie three responses would consume over 2,000 

pages, and service copies would consume even more pages. For that reason, L,G&E requests a 

deviation to produce a single paper copy of each response to the Commission, with 15 additional 

copies and all service copies of each response to be produced in electronic format on compact 

disc. 

4. LG&E is making all of the above requests to deviate from the paper filing 

requirement pursuant to 807 KAR 5:OOl 5 14. 

WHER_EFORE, LG&E requests the above-described deviations from the requiremelit 

that parties provide an original and fifteen (15) paper copies of discovery responses. L,G&E 

requests that it be allowed to instead submit tlie attachments to responses identified above on 

compact discs in compliance with this requirement. 
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Dated: September 1 , 20 1 1 Respectfully submitted, 

W. Duncan Crosby I11 
Monica H. Braun 
Stoll Keenoii Ogderl PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202-2828 
Telepllone: (502) 333-6000 

Allyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and KTJ Services Coinpaiiy 
220 West Main Street 
Louisville, Kentucky 40202 
Telephone: (502) 627-2088 

Cowisel for Louisville Gus and Electric Coinpuny 

400001 139563/755152 1 
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CATE OF SERVICE 

I liereby cei-tify that a true copy of the foregoing Motion to Deviate was served via U.S. 
mail, first-class, postage prepaid; overnight delivery; or hand-delivery, this 1 st day of Septeinber 
20 1 1 upon the following persons: 

Dennis G. Howard I1 
Lawrence W. Cook 
Assistaiit Attorneys Geiieral 
Office of the Attorney General 

1024 Capital Ceiiter Drive, Suite 200 
Fraikfoi-t, KY 4060 1-8204 

Scott E. Haiidley 
Administrative Law Divisioii 
Office of the Staff Judge Advocate 
S O  Third Aveiiiie, Room 2 15 

Office of Rate Iiitervention Fort Kliox, KY 40121-5000 

Michael L. Kui-tz 
K~ii-t J. Boeluii 
Boelm, Kui-tz & Lowry 
36 East Seveiitli Street, Suite 15 10 
Cincinnati, OH 4.5202 

Edward George Zuger I11 
Zuger Law Office PL,LC 
P.O. Box 728 
Corbiii, KY 40702 

David C. Browii Kristiii Heixy 
Stites & Harbisoii PLLC Staff Attoriiey 
400 West Market Street, Suite 1800 Sierra Club 
Louisville, KY 40202-3352 85 Second Street 

Saii Francisco, CA 94 1 O S  

Toin FitzGerald 
Kentucky Resources Couiicil 
P.O. Box 1070 
Frailltfoi-t, KY 40602 

Robei-t A. Gantoii 
Regulatory Law Office 
U.S. Army Legal Services Agency 
901 N. Stuart Street, Suite 525 
Arlington, VA 22203-1 837 

Sliaimon Fisk 
Senior Attoriiey 
Natural Resources Defense Council 
2 N. Riverside Plaza, Suite 2250 
Chicago, IL 60660 



E PIJBLIC SERVICE COMMISSION SEP 0 1 2021 
In the Matter of: PUBLIC SERVICE c 0 vi M I5 c; I 0 N APPLICATION OF LOUISVILLE GAS AND 

ELECTRIC COMPANY FOR CERTIFICATES ) 
OF PUBLIC CONVENIENCE AND NECESSITY ) CASE NO. 2011-00162 
AND APPROVAL OF ITS 2011 COMPLIANCE ) 

) 

PLAN FOR RECOVERY BY ) 
ENVIRONMENTAL SURCHARGE ) 

PETITION OF LOUISVILLE GAS AND ELECTRIC COMPANY FOR 
CONFIDENTIAL PROTECTION FOR RESPONSES TO CERTAIN DATA REOUESTS 

OF THE ATTORNEY GENERAL 

Louisville Gas and Electric Company (“LG&E”) hereby petitions tlie Kentucky Public 

Service Commission (“Coinrnission”) pursuant to 807 KAR 5:001, Section 7, and KRS 

6 1.878( l)(c) to grant confidential protection for tlie items described herein, which LG&E seelts 

to provide in response to the Attorney General’s (“AG”) Second Iiifoiination Request to L,G&E 

Nos. 2 and 4. In support of this Petition, LG&E states as follows: 

Confidential or Proprietary Commercial Information (KRS 61.878(1)(c)) 

1. The Kentucky Open Records Act exempts from disclosure certain coininercial 

information. KRS 6 1.878( 1 )(c). To qualify for the exemption and, therefore, inaiiitaiii the 

confidentiality of the information, a party must establish that the material is of a ltind generally 

recognized to be confidential or proprietary, and tlie disclosure of which would pennit an unfair 

coinniercial advantage to competitors of the party seeking confidentiality. 

2. AG Request No. 2 asks L,G&E to provide a calculation detailing the Company’s 

cost of long-term debt. In response to this request, LG&E is providing as an attaclvneiit a 

spreadsheet that deinoiistrates LG&E’s einbedded cost of capital. Within tlie spreadsheet are tlie 

aruiualized costs associated with LG&E’s revolving credit facility. Pursuant to the t e r m  of tlie 
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agreement with the facility, LG&E is not permitted to publicly disclose the costs and thus public 

disclosure of tlie costs would result in L,G&E breaching the agreement. Revealing publicly the 

costs would significantly compromise LG&E’s ability to obtain a revolving credit facility at a 

competitive interest rate, which would in tui-ri fiiiaiicially harm LG&E’s customers. Moreover, 

fiiiaiicial institiitions do not permit public disclosure of the rates because those rates would be 

used against tliein in future negotiations with other customers. They would therefore be more 

likely to iiisist on standard provisioiis and less willing to negotiate favorable rates with LG&E iii 

the ftiture, thus jeopardizing LG&E’s ability to obtain the lowest possible interest rates, placing it 

at an additional financial disadvantage. 

3. AG Request No. 4 asks LG&E to provide copies of all presentations inade to 

rating agencies aiid/or investment firms by PPL and/or LG&E between January 1 , 20 1 1 aiid the 

present. Provided in response to this request are thee  rating agency presentations inade during 

20 1 1. These presentations and coiiiiiiunications are made on a confidential basis and provided in 

confidence to the credit rating agencies. Such iiiforiiiation merits Confidential protection because, 

liaving provided it to tlie credit rating agencies on a coiifideritial basis, LG&E is obligated to 

protect tlie public disclosure of the inforination. In addition, the iiiforniatioii contains 

coriiiiiercially sensitive information aiid a candid review of LG&E’s business strategies. Public 

disclosure of this confidential information would discourage LG&E from providiiig such 

inf‘onnation to tlie credit rating agencies in the iiiture. A less thorough review by the credit rating 

agencies could lead to less favorable credit ratings aiid higher capital costs for LG&E than tlieir 

competitors in the wholesale power iiiarltet. 

4. If tlie Commission disagrees with any of these requests for confideiitial 

protection, however, it must hold an evidentiary hearing (a) to protect LG&E’s due process 

2 



rights aiid (b) to supply with tlie Coiiiinissioii with a coinplete record to enable it to reach a 

decision with regard to this matter. Utility Regulatorv Coinriiissioii v. Kentucky Water Service 

Compaiiy, Iiic., 642 S.W.2d 591, 592-94 (Ky. App. 1982). 

5.  Tlie inforination for wliich L,G&E is seelcing coiifideiitial treatiiieiit is iiot lcnown 

outside of LG&E, is not disseiniiiated witliiii LG&E except to those employees with a legitimate 

busiiiess need to luiow aiid act upon tlie inforination, aiid is geiierally recognized as confidential 

aiid proprietary inforination in the energy industry. 

6. LG&E will disclose tlie coiifideiitial inforination, piusuaiit to a confidentiality 

agreement, to intervenors arid others with a legitimate interest in this iiiformatioii and as required 

by tlie Coinmission. In accordance with tlie provisioiis of 807 KAR 5:001, Sectioii 7 aiid the 

Corninission’s Julie 28, 201 1 Order in this proceeding, LG&E herewith files with the 

Coinmission oiie copy of tlie above-discussed responses with tlie confidential information 

higlilighted aiid fifteeii ( I  5 )  copies of its responses without the confidential inforiiiatioii. * 
WHERF,FORE, Louisville Gas aiid Electric Coiiipany respectfdly requests that tlie 

Coiiiinissioii graiit confidential protection for tlie information at issue, or in tlie alternative, 

scliedule aiid evideiitiary liearing oii all factual issues wliile inaiiitaiiiiiig tlie confideiitiality of tlie 

information peiidiiig tlie outcoiiie of the hearing. 

’ LG&E, as explained iri the Motion to Deviate filed herewith, is requesting a deviation that permits it to only 
provide an electronic copy of the attachment to AG Request No. 2 and only one print copy of AG Request No. 4. 
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Dated: September 1 , 20 1 1 Respectfully submitted, 

W. Duiicaii ~ r o i b y  111 
Monica H. Rrauii 
Stoll ICeeiioii Ogdeii PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, ICentucky 40202-2828 
Telephone: (502) 33 3-6000 

Allysori K. Sturgeon 
Senior Corporate Attorney 
LG&E and KTJ Services Coiiipaiiy 
220 West Main Street 
Louisville, ICeiitucky 40202 
Teleplioiie: (502) 627-2088 

Counsel for Louisville Gas and Electric Company 
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CERTIFICATE OF SERVICE 

I hereby cei-tify that a true copy of the foregoing Petition was served via U.S. mail, first- 
class, postage prepaid; overnight delivery; or hand-delivery, this 1 st day of Septeinber 20 1 1 upon 
the followiiig persons: 

Dennis G. Howard I1 
Lawrence W. Cook 
Assistant Attorneys General 
Office of the Attorney General 

1024 Capital Center Drive, Suite 200 
Frailltfort, KY 4060 1-8204 

Scott E. Haiidley 
Administrative Law Division 
Office of the Staff Judge Advocate 
SO Third Avenue, Rooiii 2 1 5 

Office of Rate Intervention Fort K ~ o x ,  KY 40 12 1-5000 

Michael L. Kurtz 
KLII-~ J. Boeluii 
Boeluii, KLII-~Z & Lowry 
36 East Seveiitli Street, Suite 15 10 
Cincinnati, OH 45202 

Edward George Zuger I11 
Zuger Law Office PLLC 
P.O. Box 728 
Corbiii, KY 40702 

David C. Brown Kristin Heru-y 
Stites & Harbisori PLLC Staff Attorney 
400 West Market Street, Suite 1800 Sierra Club 
Louisville, KY 40202-3352 85 Second Street 

San Francisco, CA 941 OS 

Torn FitzGerald 
Kentucky Resources Council 
P.O. Box 1070 
Frankfort, KY 40602 

Robert A. Ganton 
Regulatory Law Office 
1J.S. Army Legal Services Agency 
901 N. Stuai-t Street, Suite 525 
Arlington, VA 22203-1837 

Shaiuioii Fisk 
Senior Attoriiey 
Natural Resources Defense Council 
2 N. Riverside Plaza, Suite 2250 
Chicago, IL 60660 

A 
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a PPL company 

Louisville Gas and 

State Regulation and Rates 
220 West Main Street 
PO. Box 32010 

4 Electric Company 
Jeff DeRouen, Executive Director p p4 &=” 13 1 “-7 f=L.L::.~ \ ? * =  Y-4, Public Service Coinmission of Kentucky 
21 1 Sower Boulevard 
P. 0. Box 615 SEP 0 I %?I! 
Frankfort, Kentucky 40602 

September 1, 20 1 1 

Louisville, Kentucky 40232 
PUBLII:, :- \:,-*‘\/,;c,E www.lne-ku.com 
CO ivi /vi IS 3 1 CJ i\l 

Robert M. Conroy 
Director _. Rates 
T 502-627-3324 
F 502-627-3213 
robert conroy@lge-ku.com 

RE: Iiz tlte Matter 03 Tlte Applicntioiz of Louisville Gas aizd Electric 
Compnny for Certificates of Public Coizveizience mid Necessity and 
Approval of Its 2011 Conzpliaiice Plan for Recovery by Eiivironnieiztal 
Surcharge - Case No. 2011-00162 

Dear Mr. DeRouen: 

Enclosed please find an original and fifteen (15) copies of Louisville Gas and 
Electric Company’s (LG&E) response to the Attorney General’s (AG) 
Supplemental Data Requests dated August 18, 201 1, in the above-referenced 
matter. 

Also enclosed are an original and fifteen (15) copies of a Petition for 
Confidential Protection regarding certain information contained in response to 
Question Nos. 2( 1-3) and 4. 

Should you have any questions regarding the enclosed, please contact me at 
your convenience. 

Siiicerel y, n 

u Robert M. Conroy 

cc: Parties of Record 

http://www.lne-ku.com
mailto:conroy@lge-ku.com


COMMONWEALTH OF KENTIJCKU 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF LOUISVILLE GAS AND 
ELECTRIC COMPANY FOR CERTIFICATES 1 
OF PUBLIC CONVENIENCE AND NECESSITY 1 
AND APPROVAL OF ITS 2011 COMPLIANCE ) CASE NO, 2011-00162 
PLAN FOR RECOVERY BY ENVIRONMENTAL 
SURCHARGE 1 

) 

) 

LOUISVILLE GAS AND ELECTRIC COMPANY 
RESPONSE TO THE 

ATTORNEY GENERAL’S SUPPLEMENTAL DATA REQUESTS 
DATED AUGUST 18,2011 

I 

FILED: SEPTEMIIER 1, 201 1 



VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 

COUNTY OF JEFFERSON ) 
) ss: 

The undersigned, Daniel K. Arbough, being duly sworn, deposes and says that 

he is Treasurer for Louisville Gas and Electric Conipaiiy and an employee of LG&E and 

KIJ Services Company, and that he has personal knowledge of the matters set forth in the 

responses for which he is identified as the witness, and the answers contained therein are 

true and correct to the best of his information, knowledge and belief. 

Subscribed arid sworn to before me, a Notary Public in and before said County 

and State, this 3 1 day of &U-L.,,& 201 1. 
il 

My Commission Expires: 

LWq, '*I 5 , guy  



VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Lonnie E. Bellar, being duly sworn, deposes and says that he is 

Vice President, State Regulation and Rates for Louisville Gas and Electric Company and 

an employee of L,G&E and KU Services Company, and that he has personal knowledge 

of the matters set forth in the responses for which he is identified as the witness, and the 

answers contained therein are true and correct to the best of his information, knowledge 

and belief. 

Subscribed and sworn to before me, a Notary Public in and before said County 

and State, this 3 I day of &L, ,P> 201 1. 



VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Shannon L. Charnas, being duly sworn, deposes and says that 

she is Director - Accounting and Regulatory Reporting for LG&E and I W  Services 

Company, and that she has personal knowledge of the matters set foi.th in the responses 

for wliicli she is identified as the witness, and the answers contained therein are true and 

correct to the best of her information, knowledge and belief. 

- 
Shannon L. Charnas 

Subscribed and sworn to before me, a Notary Public in and before said County 

and State, this .3) e day of &~d 2011. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General’s Suppleiiieiital Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No. I 

Witness: Dauiel I<, Arhough 

Q-1, 

A-1, 

For the four quarters ending him 30, 201 1, please provide the Company’s capital 
structure amounts and ratios, including atid excluding short-tenn debt. If this information 
has been provided in response to another data request, please indicate the appropriate data 
request nuniber, the docuiiient title, and the page number(s), 

Please refer to the Company’s response to KXUC-2 Question No. 13, 





Response to Question No. 2 

A rbougli 
Page 1 of 2 

LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General’s Suppleiiiental Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No. 2 

Witness: Daniel I<. Arbongh 

4-2, For the four quarters ending June 30,201 1, please provide: 

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

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

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

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

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

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

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

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

(4) Copies of all debt documents are attached. The underwriter spread provided below 
for tlie LG&E First Mortgage bond issuances was calculated by taking tlie difference 



Response to Question No. 2 

Arb ough 
Page 2 of 2 

between the offering price withiti the Term Sheet and the purchase price stated in 
Sectioii 3 of llie Bond Purchase Agreement. The Term Sheet and Bond Purchase 
Agreenient are also attached as support to this response. 

Louisville Gas & Electric First Mortgage Bonds 

-- MaturiQ Principal Term Sheet 8ond Purchase Agreement Underwriter Spread 
2015 $ 250,000,oQo 99.647% 99.047% 0,600% 
2040 .$ 285,000,OW 98.912% 98,037% 0.875% 

( 5 )  See responses to items 1-4 above. 
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CONFIDENTIAL INFORMATION REDACTED Allocliiratit lo Rcslioirso lo Qticslion No. I\<? 2-2(2) 
Page 1 of32 
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Altncl~niciit l o  Respoiiso lo Qiiestiari No. AG 2-2(2) 
Pogc 2 of 32 
Arboiigli 

Louisville Gas & Electrlc Company 

.E.&&Mort.cra.ae Bonds 
November 15,2015 11/16/2010 
Novoinber 16,2040 I iIl612OlO 

Issue Date 

pollution Control Bonds- secured 
May I, 2027 
August 'I, 2030 
September g ,  2027 
September 1,2026 
September 1, 2026 
Noveniber 'I, 2027 
November I, 2027 
October I , 2032 
October 1,2033 
Fobrirafy 1 2035 
June 1 2033 
Julie I, 2033 
June I, 2033 

LG&E llne of credit - Wells Fargo 

6/19/2000 Series Y 
8/9/2000 Serles Z 

911 1/2001 Series A/i 
3/6/2002 Series BB 
31612002 Serles CC 

3/22/2002 Serles DD 
312212002 Serles EE 

1012312002 Serles FF 
11/20/2003 Serles GG 
4/13/2005 Series HH 
4/26/20 07 
4/26/2007 
4/26/2007 

G130/201 I 
CUSP Cotreon Amoimf 

250,00Q, 000 
_' 285,000,000 

535,000,000 

546876AR8 
646676AT4 

Sub-total taxable FME's 

546749AE2 5.375% 11 
b96224ASl Varlable 
47302PM8 Variable 

Variable 4730448V6 
896224AT9 Variable 
473044BW4 Variable $ 
836224AU6 Variable 

Variable 896224AV4 

548749AF9 5,7500/0 
896221MO 4.60% 
646761AF5 1.90% 
546751 AE8 6.625% 

Sub-total I tax-exempt bonds 

546749AH5 1.90% '/ 

25,000,000 
83,335,000 
10,104,000 
22,500,000 
27,500,000 
35,000,000 
35,000,000 
41,665,000 
128,000,000 
40,000,000 
60,000,000 
35,200,000 
31,000,OB 
574,304,000 

Total Loulsvlile Gas and Electric 1 ,I O9,3O4,OOO 

LTD-I at 6-30-1 I .XIS Page I 
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$128,000,000 

h k f  ro GovcrJmieat I TCenfuclry 
PoUtitlou Control Revenue Bonds, 

2003 Series A 
{Louisviifc Gas And Ulcctrlc Compaoy I'fojcct) 

Diici October 1,2033 
Miaodatory Purctnsc Dater Apr)l2,2012 

Xntcrest Paymeut Datcsr April 1 nnd O c t o ~ c r  1 
ltnterest Rater 1.709: 

LoulwLUc/Sef€ersoa county 

h i e d :  Jnnuery 7, 2011 

_. 



A~IWIII~ICI)! IO R C S ~ O I W  10 Q\lestloii h‘o. AG 2*2(2) 
Nl%WXS8UE Pntc 9 o f  32 

Arbough 
Subject to tho condltions nnd excqtioiis set forth itnder the captlon “Tax Troatment,” Roi 
law, Intorat o i l  the Bonds offorcd h m b y  will be exoJitdabIo from tlia gross h o m o  of 
purposes, oxcopt that no opinlon wtll bo expresscd regarding such oxc1usIo1~ from grosg lnconro  it respect 10 any Bond during ally 
perlod fn which It Is field by n “substanlid user” or R “xolated crmP of tilo I3ojcct 8s such ternis flro used In Scclion 147(a) O f f l l l O  
Internal lisvonuo Codo of 1986, as arnendcrl (Bo ffCodq”f Interest OIL tho Bonds will not bo an iferu of fax praferenca IF 
dotcrminlng dtcrnativo nl/nfrnurn (axablo h~coitie for indivlduds and corpora! Ions under tho coodo8 such hterC-St niaY bo 
sub&ct to certain fcderal incoma faxes Imposed on certain corporafions, I n o l i ~ d i n ~  Imposiiloii o f  the branch profits flu: 011 a 
poEtlon of such Intorest, Bond Courisol Is furlher of tho oplnlon that intorost on tlie Don& will bo exchidable from tho 
gcoa lncomo of the recipients thetoof for  enta tacky incoao fax urposes ARC( that, uatler current law, tho prfnctpal 

OP tho Doitds will be exempt from ad volorern (axes irl Kentuc!y, Issuance of tho Bonds is subject fo receipt of 
a favorable (ax ophilorr oE Donti Counsel as of tilo d a b  of delivery of tliu Boncls, So0 “Tax Trea!nlant” herein, 

$60,000,000 
County o f  %’&hie, SCencucky 

Ehvironwent,d Facilities XZcvetiue Refuiidi fig Bomb 
2007 ,Series A 

(Lauisvifle Gas and Blectric Company Project) 
Dated: Date oforlglnal dclivery Due! Juno 1,2033 

The Counly of Triniblo, XConhicky,Envlronniental Faciacilitlcs Rovcnua Rofundlng Bonds, 3 0 7  Series A ( h u ~ s v ~ ~ b  Cfas and Bkcfrlo 
Company Pro&&) (the ‘?fo~ids”) wlll bospeclal snd limited obligations of the Chuiily of Zlrjmble, Kentuck (tho ”Tssuot”), payeble by the 

1,ouisviUe Gas and Electdc Compatiy 
(t6c “Company”), exccptas payabla from prccccds of  sirch Bonds 01’ Invcstnient earn1ng.s thereon, TfioBonds will not cot~slituto gcticral 
oblfgatfons of therssucr or Q ciistgc agalnst the eeireral credit or foxfiig powers thereof or of Iho Commonwealth of Kentucky oratiy ofher 
pollllc?al subdivlslon of  Kciitucky, 

kucr  soMy from and secured by payments fo bo recalved by llie Issuer pursuant to R Lunn Agrmrnentwit Y I 

PQynlollt oFtheprlncJpal of and Interest on fhnRondsw11cn due wJll bo insured by fintincia1 uarat?tyinsurancopollcy to be fssuod 
by Ambao Assuronw Corpotallon (“Arnbao Assiiranco“ or the “Bond Insurer”) simultaneouslywit B i 1110 delivery ofi tho Bands. 

Ambae \ 

‘l’lilla Bonds wvlll accriie inferat from fho date of orlglnel Issuanco, and as fnitlally hued will bear interes t at a Lmg Term Rate of 
46#% pe’r nnnutn to rnahdty, payablo 011 cach June 1 and December 1, commencing Sues I, 2007. The Bonds vrfil bo subject io optlonal 
rodamption on aiid affer June 1,201’7, extraordlnnsy o tioiial redeniptlon, In wttols or In part, and mandatory redemption fOlfodn& 8 
delerrninatfon of taxabflIty prlor to maturit ,as de.scrl&d hereln, Seo “Surnmaty off ha Bonds-Reden1ptIons-0 , lo~ialX~~entl t f i~}a” ”- 
&h.norditiary Optlotml ReCierripffoii Irr Wd,‘I ‘l--Ex/rnorditro~y OptiotonolR&empllo~~ bi Ifliole or iti Pttti,” sud ‘ L f 4 a ~ l o k n y  Redeinpj/ow 
Ddenitimlio~i of Ttwbfli~.” 

I 

t 
PRTCIS: i O O %  

Tlia Bonds IYIII bo sccurcd solely by apienfs LO ba made by tho Conipany under the Loan Agrecntent, rvhlclr ~ l l l  be an unsceurad 
goncrnl ofiffgaffon of flio Company, and ,$I rank oil a pnrlty with otbor unsecured Jndelitedness oftlie Company, Tho ConlpWt?’jll 
coi‘onanf riot fo Incni; fissumci o~gunranfeo ally sccuwl  inrlebtednoss other than as permfjfed lit fliehoRn Agreement, Sea “S8CUtItyI 
Lhulfaffon on Liolrs,” 

Conipatiy DTCl), New York, Ncw Yolk, DTC will act os securliies depository, Purchases of bcnoflcial otvnersltlp Interests In the Bonds 
wJII be ma 6“ @in book-ent oJyform in denominfitions of$S,OOO m d  Integral inultlples thereof, Put‘chnsorsvllli not receive certiflccites 

Tho Boiids, when isucd, will bs reglsteced Ill the nan l~  of Cede & Co,, BS reglstcred owner sntl nominee forTheReposl~ary Trust 

represcntjng their beneff% Iiiterests In tho Bonds. SOB tlio informatfon contained under tlie 

Company Anier6n8, asTms(ee, to Ced$ & $,, as long as Cede gG Co, Is tho reglsbred owner of 
13aok~I311tty-Onl SysteqPherefn, The rind a[ of, pcoiiiiwn, if any, and hitorest oil 

paymerits to the DTC Parfhipanfs Is (lie rerponstblllly of DTC, and dlsburs~ment of such payments t? the tlrchasers of bOnDfICb31 
orvnersliip interesls is iho respondbllity of DTCs Direct and lndlrectRarticipants, as more fiilly described i e r e h  

the oftwwithout iiollco, aitd fo the approval oflegallly by Stoll Keenon Ogden P L U ,  Louisville, Xentitek , osBond Counsoi and upon 
satfsfaction ofcertth condllions, Corknil\ IcgaI matters wvlll be assed upon for. the Company by its coutise(Jones Day Chicago, XIfinols 
find John R, hicCall, Bq., Executive Vicolresfdont, Qenerd 8ounsel aud Corpoiate Sccrelnry of llio Company, for the Xssuer by its 
County Attorne ant1 for tho Underwriters b tlieir counsol, Wlnstorl RS SfravmUR, Chlcago, Ilh~ols. It 1s expected that the Bonds Wil t bo 
available for d d k y  to DTC In New York, &wy York on or about April ZG, 2007, 

3. Tho Bonds nro offered when, ns and if itstied nitd received by tho Wndcnvrjlers, subject to prior d o ,  witlidrawel or modiflatlon of 

Cici 

Dated: Aprll19,2007 . 
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2000 SERIES ATRIMBLE COUNTY BONDS 
VARIABLE INTEREST RATE CALCULATION 

$a3,336,000 
J iine-'l1 

611 
612 
613 
614 I 
615 
616 
617 
018 
GlO 

QI1 0 
611 I 
6112 
611 3 
611 4 
6/16 
611 6 
6/17 
6118 
611 9 
6120 
6/21 
0122 
612 3 
6/24 
6/20 
6126 
6127 
61213 . 
0129 
6/30 

AVG MON RATE 
JUNE INTEREST 

AVG INT RATE - YTD 

0,1600 
0,1600 
0.1600 
0.1600 
0.1600 
0.1600 
0.1600 
0.d400 
0.1400 
0,1400 
0.l400 
0,1400* 
0.1400 
0,1400 
0.1400 
0.1400 
0.l400 

0.1400 
0,1400 
0.1400 
0.1400 
0,1400 
0,1400 
0.1400 
0.1400 
0.1400 ' 

0.1400 
0,1400 

0.1400 

0,1400 I/ 
0.145 

0.284 

237129 

370.38 
370.38 
370.38 
370.3% 
370.38 

370'38 
32408 
324,08 
324,OR 
324.08 
324.08 

324.08 
324,0% 
324,08 
324.08 
324.00 
324.08 
324,08 

324.08 
324.08 
324.08 

$70~38 

324.08 

324.08 

324.08 
' 324,08 

324.08 
324.08 
324.08 
324,00 

$10,046.60 */ - 
c ,oI + b , e  Q Q  

3j:\Bonds - Variable Kate\DlSR REQs and RATES\I.GE 2000 'TC $83.336tn.xIs 



2001 SERIES AA JEFFERSON COUNTY BONDS 
VARIABLE INTEREST RATE CALCULATION 

JUW-1 1 

011 
612 
613 
6/4 
616 
616 
617 
G/8 
613 

6M 0 
611 1 
611 2 
611 3 
611 4 
611 5 
611 6 
611 7 
6/18 
%/I9 
6/20 
6/2 I 
6/22 
6123 
6124 

> 6/26 
6126 
6/27 
6128 
6/29 
613 0 

( 

AVG MON RATE 
JUNE INTEREST 

AVG INT RATE " YTD 

$'I 0,104,000,00 
I 

O,.IGOO 
0,1600 
0,1600 
0./600 
0,POOO 
0,1600 
0.4800 
0.1800 
0,1800 
0,1800 
0.4800 

0,1800 
0.1 800 
0,'lSOO 
0.4800 
0.4800 
0.1800 
0. I BOO 

0.'1800 

0,1800 
0'1800 
0,1800 
cL.1800 
O,l%OO 
0.1000 
0, I000 

o,iaoo 

o,qaoo 

o.1 aoo 

0,1000 \ f 
0.1680 

0.2630 

2371 31 

' 44.91 
44.91 
44.81 
44.01 
44.81 
44.81 
50.62 
60.62 
5052 
60,62 
50,52 
60.62 
80.62 
50.62 
60.52 
50.52 
60,52 
60.62 
50.52 
50,52 
50.52 
60.62 
50,52 
50,62 
60.52 
60.62 

* 50.G2 
28.07 
28.07 

S:\Bonds - Variable Rate\DISB REQs and RATES\LQE 2001 JC AA $10.?04rnlxls 





! .a d 3 I i 

0
 
0
 

5
 

In 
x 0
 

C
3
 

g> 





0
 
0
 

0
 

N
 

a 2 0
 

Z
h

 



i
r

 
I 

1 

I 









2002 SERIES A TRIMBLE COUNTY BONDS 
(35 DAY) DUTCH AUCTION RATE CALCULATION 

$41,666,000 

GI1 
6lZ 
0/3 
614 
616 
616 
617 
618 
619 

611 0 
611 I 
6ll2 
611 3 
611 4 
611 5 
0116 
0II 7 

* fs/? 8 
811 9 

. 6/20 
6/21 
612 2 
6123 
6/24 
6/26 
6/26 
6/27 
6128 
6/20 

- 6/30 

AVG MON RATE 
JUNE INTEREST 

AVG INT RATE -YTD 

0.2020 
0.2620 
0:2ti20 . 
0,2820 

d 0,2020 
0.%620 
0,2620 ' 
0.2420 
0,2420 
0.2420 
0.2420 
0.2420 
0,2420 
0,2420 
0.2420 
0,2420 
0,2420 
0.2420 
0,2420 
0.2420 
0.2420 
0.2420 
0.2420 
0.2420 
0.2420 
0.2420 
0,2420 
0.2420 
0.2420 
0.2420 \ /  

0.247 

0.358 

299,07 
299,07 
290,07 
299.07 
290,07 
299.07 
299.07 
276.24 
276.24 
276.24 
276.24 
276,24 
276.24 
276% 
276.24 
276.24 
276,24 
276,24 
27624 

. 276.24 
276.24 
270.24 
27624 
276.24 
2763.24 
276.24 
276.24 
276.24 
276.24 

$8,::;12: 4 
4 ,9\ .W3&d4 

CSCICCC4 

/==--"=- 

I 



Amcliiiiciit to l<espouse to Queslloti No, AQ 2-Z(2) 
Page 2iof32 

I 

"O~~ipmy"), eXWpt aspayable from roceeds of6urhBondr or invcstniaiit eardngs thoreon, The Btinds do sot COIIS~!hb general oblfgatfo~ Of tho 
$:;or or a chergo egainst lho geneml crcdg or [axhg WOIS ihoreof or of the Cornmonwcalth of Konlucky or any othoc polillcal subdivlslon of Kentucky. 
TIioDo)~ds rdll not be cntltled (0  tho bcnellls o f  any %anelnl guaraufy fnsumncs goHcfes or my other form of credk cnlianccnient. 

Tho ZOO0 Sorlss A Bouds wbrd origlnall f&u& on hfay 19, 2000; tho 2005 ScrIes A mnds \wro qrlgfsafty Iwcd on Aprji 13, 2005; end til6 %IO" 
Serfcs A Bonds wro orlglnally lssuod on ApdZt, ZOW; each IU separate ~ 0 1 1 ~ ~  and ea& seiles curiufltiy bats inlarast at 8 Wookly Xalo. Purauaat lo the 
Iudeafures undorivhtch tho Bondswerotsued, tho Company baa oleel& towxuwtthofnterest rate nlodooa oae)~oPIho7~SoriosABonds end tho2007 
Sodes A Bonds to a Lon %rm Rate Pcdod (endlug on thedates Indicated above) and on tho 7A05 Series A had3 lo n Pixed Roto Pwlod (ending On the 
dato fndicated above), a#ccllvo as of Novomber 25, '2008 [the "COnvorsIonDnto"), Tho Bonds ore subject fa mandatory purchase on the Cmverslon Dafo 
atid aro baing reoffered hereby, J,P, Morgan Sccurllies Iao., Qoldmnn, Sacbs & Co. and Morean Stanley & 8. lacorporaled QIII servo as Xaitlal COS 
Rornarkelh Age& of tile Bonds for puqmw of this cunvorslon and rmfferlug, ~d f&er&er, ns the Romarkotiog Agent for tho spwihu serfcs ofBOnd9 
sot forb beforn its xcspcctivo namo. 

Tho Bonds of oach series nro ssparoto series, add t l i ~  sale and deltyciy of one serjes 19 not deppndeut on tliosalo and deltvsr>, of 8ny other sorles. The 
Bonds vvlll a~criie tntorest from tho Convaston Date, ayabio.on the htorost pa ment da(e.3 lfsted abovs, T h  in terat  rRfo poilod, futercst rate md Inlerost 
RntoModo for~chseriesof~cnds~~ill  be subfect to c~~ngaundo~ccr(alnwndHoos, as d8crlbedherofn, Tho BondsvvUI bbsubJwt to opliond redemption 
cxfaordluai optronal redem 11011, in wholo or In part, and maadafory rcdomptlou follortlng a dotorminalioa of taxability prior to ntoturlly, as dascrIbed 
hsrelu. The Sondp rvfU be se!$ct to rumdafory purchsse nt the oud of oach Long %rm Rate kfod 01' Pkcd Rele P$od, a.3 oppllcabfo. 

'fie Bonds BCB regfstercd In the name of Cedo & Cod, os registored ownor aud nondnec for Tho Dcpo~fto Bust Cbmpan ('m'' h'ew York, NB\V 

form id deoorulaa[tons of$S1000 and rnulllplas theroof, hrchasors wilI not recelyo wdlffca(Bs wp;Bprosen(ing their boiiolicld lolorests In fh0 Bon& See tho 
Irlforma(toon coutafncd under ifie c8 llon f~Summsty of tho hnds-Dook-EntrpO~ify S'ys(en?' bolow. The rinclpnl of, pioralunr, if my, and btorest on tho 
Bonds w i l l  be paidbyDs$scbaBan! 'lhist Colupaayheitcas, a9 Pustee, with re5 I to tho 2@lf Serfes 1 Bonds and tho 2007 SerIes A Bands and by Tho 
Rnnk of New YorkM~llon, as 'amlee, with respeckto Ilia 2wO Sedw ABonds fo 8% 65 Ca., as long as Cedo & 011, js tho re&istorod o\Yner of the Bonds, 
Dfsbursernont of S U ~ J  ;iyutents to tho ZYTC Parllc[panl$ lo tho rosponslbjlf(y of RX?, arid disbursement of such payments to tho purchaseis of  boneffclal 
ormcrsbip Interas& is $5 rosponslbllity of DTCs Dirwt and rndfrect ParMputts, 83 mora fully described below. 

York, DTCwIil nctassccurtffesdcpitory. Bvccptas dcscrlbcd hereln, purchases ofbeuef[cial ownotsbtp lnterests 7 n IhoBoadswdt.4mde k~ book-enlvody 

I 



’ 
Pike per 2015 Bond: 89.647% plus stccrued intercst, h’ auy, from Novernbei: 16,2010 
Pi& per 2040 Bond: 98,912% pIus accrued intewl., if any, from Noyeinber: 16,2010 

. 
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Money Pool Statetnerits - June 2011 
POOL - LGE 

( 
Date 

Beginning balanco 
06/01/11 
06/02/1 I 
06/03/11 
06/04/1 I 
06/05/1 'I 
06/00/71 
06/07/1 I 

06/09/1< 
06/10/11 
0611 111 1 
0611 2/11 I 
0611 311 I 
06/14/1 I 
0611 611 I 
0611 611 1 
0611 711 1 
0611 811 I 
06/19/11 
06/20/1 I 
06/21/1 I 
08/22/1 I 
06/23/1 I 
06/24/11 
06/25/1 I 
06/26/17 
06/27/11 
06/28/11 
06/29/1 I 
06/30/11 

owoaii 7 

Debit 

0.00 
0.00 
0'00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0,OO 

0.00 

Credit 

0.00 
0.00 
0.00 
O,0O 
0,OO 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 $00 
0.00 
0,OO 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

Balance 

$0.00 * 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$O,OO 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

AVG' 
1 

Debt 
Rate 

0,1600% 
0.1600% 
0.1600% 
0.1 600% 
0.1600% 
0.1 600% 
0.1 600% 
0. 'I 600% 
0.1600% 
0'1 600% 
0.1600% 
0.1600% 
0.1600% 
0,4600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0,1600% 
0,4600% 
0.1600% 
0.4600% 
0.1800% 
0.1600% 
O.lSOO% 
0.1600% 
0.160O% 
0,1600% 
0.1600% 
0,1600% 

lilteresf 

$0.00 
$0'00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0-00 
$0.00 

' $O,OO 
$0.00 
$0.00 
$0.00 
$O,OO 
$0.00 
$0.00 
$O,OO 
$0.00 
$O,OO 
$0.00 
$0.00 
$0.00 
$O,OO 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

V:\ENERGY\LKC & LKEKKC (Co. 0004)\Account Analyses - LKC\Cash Matiaget~tentUOl1\2Ol 't -061 
Money Pool Statements - June 201 I .xlsx 
POOL - LGE 7/7/2011 /'$$$ 

2:lO PM 



CONFIDENTIAL INFORMATION REDACTED 
Allncliiiietit lo Rcsporisc (a Qiicslion No. AG 2-2(2) 
h g c  32 of32 
Arbougl1 

LWIS\:lLE OA9 ANI ELECIRIC COYPAW 
AWLYSISOF'IHE EUBEWEUCOSr OFChDKhLAi 

b.Ml% 
0.746% 
0.711% 
L7Wi 
0.771% 
i 326% 
132lX 
0 WYi  
? IWiS 
&.6=Jl% 
4.721% 
6.7WK 
l.V& 
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Q-3. 

A-3 

Rcsponse to Question No, 3 
Page 1 of 2 

Arb o ugh 

LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General’s Suppleriierital Data Reqiiests Dated Aogiist 18,2011 

Case NO, 2011-00162 

Qiiestioii No. 3 

Witness: Dmiiel IC. Arbough 

For the €our quarters eiidiiig June 30, 201 I ,  please provide: 

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

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

(3) all details, including calculations, amortization tables, and work sheets, related to the 
cost of shol$-terl1l debt; and 

(4) copies of all debt cost docunients, work papers, and data in both hard copy and 
electronic (Microsoft Excel) formats, with all data and formulas iiitact. If this 
information has been provided in response to another data request, please indicate the 
appropriate data request ntiinber, the docuiiieiit title, and the page nuniber(s). 

(1) Please see the attachment on CD in the folder titled Question No, 3, 

(2) The monthly cost-rate of the Money Pool short-term debt is derived from the rates for 
high-grade unsecured 30-day coniinercial paper of major corporations sold through 
dealers as quoted in The Wall Street Journal (the “Average Composite”) on the last 
business day of the prior calendar month. See attached example of the Wall Street 
Journal rate as of June 30 used to calculate July’s interest. Also see the attached 
documents which include the rate for each month. The cost-rate of the Revolving 
Credit Facility balance borrowing is based on the 30 day LIROR rate and quoted two 
days in advance of the borrowing date plus a margin of 2.00%. The monthly cost rate 
for of the short term debt for November 2010 and December 2010 is a weighted 
average calculation based on month end balances of the Revolviiig Credit Facility and 
Money Pool. See attached documents on CD in the folder titled Question No, 3, 
which include the calculation of the weighted average rates for these months. 

(3) The iiionthlp short-term balance was determined using the month-ending balance. 
For the montlis of November 20 10 and December 20 10 the month-ending balance 
includes the Money Pool balance and the Revolving Credit Facility balance 
borrowings. See attached documents on CD in the folder titled Question No. 3, 



Respoiise to Question No. 3 
Page 2 of 2 

Arbough 

which include the inoritlily short-term debt balances and s h o ~  how the balance is 
calculated. 

(4) The attachments to the above sub-parts contain the calculations o f  the cost. Please see 
the response to KIUC-1 Question No. 10 for a copy of the debt documents. 
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Ariougli 
Monoy Rates 
Find Hlslorlcal Ualo lB, WtlAT'S T H W  

IN Fl. KI'ION 
00 70: li>lortiallorial Ratos 1 U,S Governtilotit ratas 1 Socoritlnty Mnrkot I Qllior short-term rntoo I Wookly Srtrvoy 

U.S, coiwit i ior 1)rlco Ititlox 

TIIIIIE~<>Y, Jtttin 30, 2011 

% CHG FROM 

rnny ~n(iox IWI April '$1 May'10 

I 226.904 1 i 
224.534 I I 

All Hems 

IN1'ERNA'I'IONAI. RATES 
GO 70: Iriflatloii I U.S GoV0rtiti16111. rotos I Socoridnry Market I Otlior sholt-torn) mlos 1 Wookly Stirfey 

1 Core ! 

0,s , 

0 2  : 

Prlnre rates[ U.S. Effocllvo Dato: 1211612008 ] 

Latost 

us.  i 3.26 

Caiioda 

Euro zone 
Japair 

Snllzcrland 

Drllaln 

Arrslrella 

u s .  
U.K. (BBA) 

Euro zone 

3.00 

1.26 

I A T B  

0.69 

0.60 

4.76 

Latost 
0.03 

0.646 

087 

Wk avo 
3.26 

3.00 

1.25 

1 A75 

0.55 

0.50 

4.76 

Wk ago 

0.08 

0.520 

0.90 

U S ,  GOVfi'RNMENl' f'tAf'ES 
GO 70: Irillalloii I Iirfornatlorial Ratos I Socondnry Market I Othor shor(4ortn ratos I Weokly Servoy 

Dlscouirt [ Effoctlvo Dalo: 21.1912010 ] 

f 

Federal fUncls [ EtfQCflVO Date: 1211612008 ] 

Effeclive ralo 
Targot rato 
HIUII 

L0vr 

Ultl 

Olfer 

Lalost Wk n(Io 
, 

0.76 ; 0.75 

LRtOSl Wk ago 

0.07 , 0.00 

0.0.26 ' 0.0.25 

0.3760 0 3/50 

o.oio0 0.0500 

0.0500 0.0500 

0:I(iOO 0. lono 

62-WEEK 

High 

3.26 

3 0 0  1 

1.25 

1.476 

0.89 

0.GO 

4.75 

62-WEEK 

High 

0.33 

0.670 j 

1.60 ; i 

62-WEEK 

Hlglt 

0.76 I 

62-WEEK 

I4igl1 

0.22 

0.0.25 

0.6000 

0. ID00 

0.2200 

0 3126 

3.D 

1.5 

L O\Y 

3.25 

2 GO 

1 .oo 
I A75 

0.51 

0.50 

4.50 

Low 

0.02 

0,495 

0.33 

LOW 

0.75 

Low 

0.05 

0 0.25 

0.3 I26 

0.0100 

0.0500 

0 OD00 

Tronsury b111 atictloii [ Aucllori Dntd: 0130/201 I 



4 weeks 

13 weoks 

26 weoks 
FREDDIE MAC 

Lalest Wk ago 

0,006 0,005 

0.026 . 
0.ODG , 

0.035 

0.100 

SECONDAIW MR17KE1‘ 
GO TO: ltiflallon I liiternnllotinl Rnlos I U.S Govcrntriotit rnlos I OIlior sliort.tori~ roles 1 Wcokfy Siirvoy 

heddle Mac 

30,yser rnori(lnue yloltls 

30 days 

GO days 

Bnnkors accepleiico 

30 days 

GO days 

90 days 

120 days 

I50 days 

180 days 

Latest Wk ago 

1.31 j 1 
1 4.38 

Latost Wk R ~ O  

1 4.314 

i 4.381 I i 

Latest Wk  go 

0.18 1 i 
0.20 ] 

! i 0.20 j 
i 

0.23 1 I 

i 1 0.26 1 
i 0-33 I 

1 

I 

4.11 j 
4.16 i 

4.21 1 

4.261 

0.18 

0.20 

0.20 

0.23 

0.25 

0.33 
I 

o’r t - i t x  SHORT-V~RM RAWS 
GO TO: Inllalton 1 liilorflafloiiat Ralos I U.S Govorriirieiil ralos I Socoiidary Markot 1 Weekly Stirvoy 

I 
GRll iilol\oy [ Elfocllvo Date: 1211612008 ] 

Latosl Wk ago 

i 2.00 2.00 ; 

Coitmerclnl paper 

30 IO 40 day$ 

4 1 lo 69 dnys 

GO lo 74 days 

75 lo 00 days 

1.11 tost Wk ago 
I 

0.Oti 

0.00 

0.10 , 

0.10 , 

’.. 

.,. 
,.. I 

*,. . 

klIg11 

0.176 : 
0.180 : 
0.225 , 

LOW 

0.005 

0.025 

0.005 

.,. i 

62.WEEK 

Hlgli 

4.857 

4.916 

62-WEEK 

Hlijli 

0.45 

0.60 

0.55 

0.85 

0.75 

0.80 

62-WEEK 

q 1 1  

2.00 1 

GZ.WEPI< 

I ll(1Il 

... 

.*. 

.., j 

LOW 

.*. 

Low 

3 683 

3.038 

Low 

0.17 

0.20 

0.20 

0.23 

0.25 

0.33 

LOW 

2,OO 

LO\*l 

... 

... 



h(fnc1iiricnt to Resimisc to Qircslion No" A(i 2-3 (1) 
I'ngc 3 of 5 

00 to 119 days 

120 lo 149 days 

160 to 179 days 

180 lo 209 clays 

210 lo 230 days 

210 lo 270 days 

Dealer conrniorclal pnpor 

30 days 

GO days 

00 days 

Euro coiniiiorclal pnpor 

30 day 

'rv~o tttorittt 

Three monlli 

Fotir nionlti 

Ftve month 
Si2 nionlh 

Lotrtlori Inlorhank offoroil ralo, or Llbor 

One nioiifh 

T h e  month 

Six nionlh 

One year 

New York Piiiitllng Rnto 

One nionlh 

Three month 

Lbor Sytaps (USD) 

Two year 

Tfireo yoor 
I ~ V O  yoai 

ren ysat 

20 year 

0.12 I 
0.111 1 

0.17 j 
0.20 1 
0.21 1 

i 
0.IG 1 

Lalost 

0.1G 

0.17 

0.20 

Latest 

IMI, 

n,q. 

1.31 

1.36 

1.46 

1,64 

Latost 

0.186GG 1 
0.24676 

0.30776 j 
0.73380 1 

Latest 

o.ia63 1 
0,2682 I f 

1 

i 

Lalost 

0.700 j 
1.130 1 
2.028 

3.212 

3,043 ' 

I 

Wk ago 

0.10 

0.17 

0.20 

1 

Wk a ~ o  

n,q. 

t1.y. 

1.28 

1.36 

1 ,115 

1.64 

Wk ago 

0,18580 

0,241350 

0.30575 

0.72726 

Wk ngo 

0.1803 

0.2637 

Wh ago 
I 

O.Gl8 i 
0.UG3 1 

I 
1.770 I 

3,735 i 

3038 

62.WEEK 

Wgl1 

0.35 

0.43 ' 

0.83 

G2*WEEi< 

Hlglr 

1r.q. ! 
11.q. 1 
1.32 j 
1.30 ; 

, 
1.47 

1.57 

62-WEEK 

High 

0.34750 j 
0.53363 I 

0.75100 1 
1.17313 1 

G2.WEEK 

tilgh 

0.3803 1 
0.5088 ] 

1.633 

2.011 

3.820 

1.434 

... 
" * #  

lll. 

.*. 

..I 

LOW 

0.16 

0.1G 

0.18 

LOW 

n.q. 

n.q. 

0.5G 

O.GO 

O.GG 

0.77 

Low 

0.18530 

0.24500 

0.39325 

0,72025 

Low 

0.1713 

0.2428 

Low 

0.471 

0.670 

1 ,305 

2.480 

3.033 



30 year 

Euro i l l lo r  

One mordh 

Three nionlh 

Six month 

One year 

Eitro Iiilorl)aiik offorotl ralo 

One nionlh 

Tlrree nionlh 

Six nionlh 

Oiie year 

Hll)or 

One nionh 

Tlrree nionlti 

Six tnonlh 

One year 

Csrtiffceles of Doposit 

One month 

Three month 

SIX Month 

4.073 1 

Lalost 

1,201 I 
1.401 j 

! 

1.760 ; 
2.130 1 

Latost 

1.325 

1.647 

1.708 

2.102 

Latest 

0.200 

0.280 

0.341 

0.641 

Lalost 

0.160 

0.200 

0.310 

L AT 

Offor 

0,12 

0.12 

0.16 

0.20 

0.26 

0.30 

3T 

Bltl 

3.877 

Wk ago 

1.270 

1.469 

1.729 

2.118 

Wk ngo 

1.31 2 

1.526 

1.771 

2.147 

Wk suo 

0.200 

0.260 

0.340 

0.640 

Wk auo 

0.25 ; 
0.25 I 
0.30 

0.35 I 
0.40 ; 

I 

0.50 ; 
n,, 

0.1~0 i 
0.200 

0.310 

Wk ago 

HIjjIi 

I .201 

1,491 

i "758 

2.130 

62-WEEK 

tllgll 

1.325 

1.517 1 
1.788 

2.173 1 

62-WEEK 

Hfgli 

0.524 I 
0.571 j 
0.699 I 
1.049 1 

62-WEEK 

HlfJli 

0.350 

0.530 

0.760 

Low 

0.461 

0.710 

1.013 

1.205 

Low 

0 505 

0.702 

1.056 

1.320 

L 0 s/ 

0,111 

0.190 

0.240 

0.580 

Low 
0.150 

0,100 

0.250 

62-WEEK 

HIUh Low 

0.19 i 0.40 ; 0.70 

0.10 I 0.15 0.t9 

0.23 0.65 ' 0.23 

0.20 1 0.55 0 28 
I 

0.33 i 0.00 0.33 

0,40 1 0.08 0.40 
I 

Nolos I.. (lata: 
US. ~iiliiv~ rat0 Is offcc~we Decernbcr 10, 2008 Dlscoirnt rate is olfeclive Fobruory 1% 2010 US. prliiio rat0 Is lit0 base falo on corporate loans posted by ni 
leas\ 70% of llie 10 larocsl U.S banks; Ollicr prlnio ratos aren'l dlreclly coniparabb: lendin0 pracllccs very \vklcly by localion: Olacoiinl rate Is lho char90 on 
loans lo dopsifcry Instiltrlions by lhc Now York Federal Rcserlro tiaiiks; I:otleral.firitds roto Is on rcteivcs lrndcd aniong conimrrclal bonks for ovcrni~ht itso 111 
aiiiounls af$1 ni1111oii of nioio; Call irioiiey ralo Is Ilic cliar0e on loans lo brokers on slack.oxchan(lo collateral, i)eiilor coriiinorclal 1)apor rolos aro for 11101t. 
grxJ0 uqsccurcd 11olcs so!d IIiruuUIi don'oro by tilalor cor~)ornlloris I.lbor IC, (Ire I%iiIish IlnrrkctC Assoclnllon svciago 01 inIorbanh offered iales for tlolldf ddposllo 
In lhe I.ondon market, I Ibor Swnl)s quoted nro rnldmarkct, senilmiiiiel wisp rotos nnd pay the ffoaiiri(l 3monllt Libor rnlo , 
Soiirccs: Mofrill Lynch; Bureau of Labor Slallsllcs; SIX Telckurs; Gonorol Eleclrtc Capllol Colp : ICAP plc; Tuiloll Probon Inforninllon, 1 Id 



WEEI(1.Y SliKVEY 
GO TO: Iriflatlori I Irrluri~allonnl Ralcs I U.S Govoriti)iciit ralcs I Secontlary frlerkot I Otlior short-lomi 
ThllrsdRy, Jiino 30, 2011 

Fretltllo Mac 

62.WEEK 

Wk ago Year suo 
I 

30"year fixed 4.60 1 4.50 

15-yooar fixed 3.69 I 4.04 

Five-year ARM 3.25 i 3.70 

One-yoar ARM 2.09 j 3.00 
Source: Frodtlle ldac 



Atlechmenl lo Response lo  Queslion No. AG Q.2-313) 

Moiiey Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
07/01/10 
07/02/10 
07/03/10 
07/04/ 10 
07/05/ 1 0 
0710611 0 
07/07/10 
07/08/10 
07/09/10 
07/10/10 
0711 1/10 
071 131 0 
07/13/10 
07/14/10 
0711 5/10 
07/16/10 
07/17/10 
07/18/10 
0711 9/10 
07/20/10 
07/21/10 
07/22/10 
07/23/i 0 
07/24/10 
07/25] 10 
07/26/10 
07/27} 10 
07/28/10 
07/29/10 
07/30/10 
07/31 I1 0 

0.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 

18,205,000 00 
1,655,000.00 

0.00 
0.00 

1,161,000.00 
0.00 
0.00 

5,980,000.00 
0.00 
0 00 
0.00 

20,275,000 00 
0.00 
0.00 
0.00 
0.00 
0 00 

Credit 

3,743,000.00 
466,000.00 

0.00 
0 00 
0 00 

2,127,000.00 
4,526,000 00 
5,179.000 00 
4,3 18,000.00 

0.00 
0.00 

3,184,000.00 
3,248,000.00 
5,278,000.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2,443,000.00 
426,000.00 

0.00 
849,000.00 

0.00 
0.00 
0.00 

4,883.000.00 
4,394.000.00 
3,634,000.00 
888,000.00 

0.00 

47,276,000.00 49,586,000.00 

Balance 

($137,358,400 00) 
($133,615,400.00) 
($1 33,149,400.00) 
($133,149,400.00) 
($133,149,400 00) 
($133,149,400.00) 
($131,022,400.00) 
($126,496,400 00) 

($1 16,999,400 00) 
($1 16,999,400.00) 
($116,999,400 00) 
($113,815,400 00) 
($1 10,567,400.00) 
($105,289,400 00) 
(S 123,494,400.00) 
($125,149,400 00) 
($125,149,400.00) 
($125,149,400 00) 
($126,310,400.00) 
($123,867,400.00) 
($123,441,400.00) 

($128,572,400.00) 
($128,572,400.00) 
($128,572,400.00) 
($148,847,400.00) 
($143,964,400 00) 
($139,570,400.00) 
($135,936,400.00) 
($135,048,400 00) 
($135,048,400 00) 

(2,310,000.00) 

(SI 21.31 7,400.00) 

($129,421,400 00) 

AVG 
Debt 
Rate 

0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0 3500% 
0.3500% 
0 3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 
0.3500% 

0.3500% 

Page 1 of ii 
Arbough 

July 2010 

Interest 

($1,299 04) 
($1,294.51) 
($1,294 51) 
($1,294.51) 
($1,294 51) 
($1,273.83) 
($1,229 83) 
($1,1 79.47) 
($1,137 49) 
($1,137.49) 
($1,137 49) 
($1,106 54) 
($1,074.96) 
($1,023 65) 
($4,200.64) 
($1,216 73) 
($1,216 73) 
($1,2 16.73) 

($1,204.27) 

($1,258 26) 
($1,250.01) 

($1,250.01) 

($1,399 65) 
($1,356.93) 
($1,321.60) 
($1,312.97) 
($1,312 97) 

(38,420.62) 

($1,228 02) 

($1,200 12) 

($1 ,250.01) 

($1,447.13) 



Money Pool Statenients 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
08lO1 I1 0 
08102J10 
08/03/10 
08/04/10 
08/05/10 
08/06/10 
08/07/10 
08/08/10 
08/09/10 
0811 0110 
08/11/10 
08/12/10 
0811311 0 
08/11/10 
08/15/10 
08/16/10 
0811 7110 
08/18/10 
08/19/10 
08120/10 
08/21/10 
08/22/10 
08/23/10 
08/24/10 
08/25/10 
08/26/10 
08/27/10 
08/28/10 
08/29/10 
08130/10 
08/31/10 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 
0.00 

3,802,000 00 
0.00 
0.00 

19,954,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

27,500,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

51,256,000.00 

Credit 

0 00 
200,000.00 

4,155,000 00 
2,6 5 5,O 0 0.0 0 
6,320,000.00 
4,824,000.00 

0.00 
0.00 

3,085,000.00 
4,774,000.00 
4,550,000 00 
3,850,000.00 

0.00 
0.00 
0.00 
0.00 

895,000.00 
2,076,000.00 
7,100,000.00 
1,687,000.00 

0.00 
0.00 

8,032,000.00 
4,810,000.00 

0.00 
861.000.00 

1 ,349,000.00 
0.00 
0 00 

788,000.00 
5,967,000.00 

67,978,000.00 

Attachment to Response to Question No AG Q-2.3(3) 
Page 2 of 12 

Arbough 

August 201 0 

Balance 

($135,048,400 00) 
($135,048,400 00) 
($134,848,400 00) 

($121,718,400 00) 

($130,693,400 00) 
($128,038,400 00) 

($1 16,894,400 00) 
($1 16,894,400 00) 
($1 16,894,400 00) 
($1 13,809,100 OD) 
($109,035,400 00) 
($104,485,400.00) 
($100,635,400 00) 
($104,437,400.00) 
($104,437,400.00) 
($104,437,400 00) 

($123,496,400 00) 
($121,420,400 00) 
($1 14,320,400.00) 
($1 12,633,400 00) 
($1 12,633,400 00) 
($1 12,633,400 00) 
($104,601,400 00) 
($99,791,400.00) 

($126,430,400 00) 
($125,081,400 00) 
($125,081,400.00) 

($124'391,400 00) 

($127,291,400 00) 

($1 25,oo 1,400.00) 
($124,293,400.00) 
($118,326,400 00) 

(16,722,000.00) 

AVG 
Debt 
Rate 

0.2800% 
0.2800% 
0.2800% 
0.2800% 
0 2800% 
0.2800% 

0.2800% 
0.2800% 
0.2800% 
0 2800% 
0 2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0.2800% 
0 2800% 
0.2800% 
0.2800% 

0.2800% 

0.2800% 

Interest 

($1,050.38) 
($1,048.82) 
($1,016 50) 

($995 85) 
($946 70) 
($909 18) 
($909 18) 
($909 18) 
($885 18) 
($848.05) 
($8 12 66) 
($782 72) 
($812 29) 
($812 29) 
($812 29) 
($967 49) 
($960 53) 
($944 38) 
($889.16) 
($876 04) 
($876 04) 
($876 04) 
($813 57) 
($776 16) 
($990 04) 
($983 35) 
($972 86) 
($972 86) 
($972 86) 
($966 73) 
($920 32) 

(28,309.68) 



Money Pool Statements 
POOL LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
09/01/10 
09/02/10 
09/03/10 
09/04/10 
09/05/10 
09/06/10 
09/07/ 10 
09/08/10 
09/09/10 
09/1 O H  0 
0911 I / I  0 
09/12/10 
09/13/10 
09/14/10 
09/15/10 
091 1611 0 
09/17/10 
091 18/10 
0911 9/10 
09/20/10 
0912 111 0 
09/22/10 
09/23/10 
09/24/10 
09/25/10 
09/26/10 
09/27/10 
09/28/ 1 0 
09/29/ 10 
09/30/10 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

2,547,000.00 
0.00 
0.00 
0.00 
0.00 

~1,018,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

8,563,000.00 
0.00 

2,442,000.00 
0.00 
0.00 

24,026,000.00 
0.00 
0.00 

24,526,000 00 

73,122,000.00 

Credit 

4,085,000.00 
2,782,000.00 
3,163,000 00 

0.00 
0.00 
0.00 

4,750,000.00 
3,678,000.00 
6,800,000.00 

0.00 
0.00 
0.00 

1,288,000.00 
4,653,000.00 

0 00 
5,015,000.00 
2,535,000.00 

0 00 
0.00 

1,263,000.00 
17,150.000.00 

0.00 
2,865,000.00 

0 00 
0.00 
0.00 
0.00 

3,861,000.00 
5,675,000.00 

0.00 

69,563,000.00 

At(aclimont to Response to Question No. AG Q-2-3(3) 
Page 3 of 12 

Arbough 

September 2010 

Balance 

($1 18,326,400.00) 
($1 14,241,400.00) 
($111,459,400.00) 
($108,296,400 00) 
($108,296,400.00) 
($108,296,400.00) 
($108,296,400 00) 
($103,546,400 00) 

($93,068,400.00) 
($95,615,400 00) 
($95,6 15,400.00) 
($95,6 15,400.00) 
($94,327,400.00) 
($89,674,400.00) 

($100,692,400.00) 
($95,677,400.00) 
($93,142,400.00) 
($93,142,400.00) 
($93,142,400.00) 
($91,879,400.00) 
($74,729,400.00) 
($83,292,400.00) 
($80,427,400.00) 
($82,869,400.00) 
($82,869,400 00) 
($8!2,869,400.00) 

($106,895,400.00) 
($103,034,400.00) 
($97,359,400.00) 

($121,885,400.00) 

3,559,000.00 

($99,868,400.00) 

AVG 
Debt 
Rate 

0 2800% 
0 2800% 
0 2800% 
0 2800% 
0 2800% 
0 2800% 
0.2800% 
0 2800% 
0.2800% 
0.2 8 0 0 % 
0 2800% 
0 2800% 
0 2800% 
0.2800% 
0 2800% 
0.2800% 
0 2800% 
0 2800% 
0.2800% 
0 2800% 
0 2800% 
0 2800% 
0.2800% 
0 2800% 
0 2800% 
0 2800% 
0 2800% 
0.2800% 
0 2800% 
0 2800% 

0.2800% 

Interest 

($888.54) 
($866.91) 
($842.31) 
($842.31) 
($842 31) 
($842.31) 
($805.36) 
($776.75) 
($723.87) 
($743.68) 
($743.68) 
($743.68) 
($733.66) 
($697.47) 
($783.16) 
($744.16) 
($724.44) 
($724.44) 
($724.44) 
($714 62) 
($581.23) 
($647.83) 
($625 55) 
($644.54) 
($644.54) 
($644.54) 
($831.41) 
($801.38) 
($757.24) 
($948.00) 

(22,634.31) 



Attachment to Response to Question No. AG Q-2-3(3) 
Pa90 4 of 12 

Arbough 

October 2010 Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
lO/Ol/lO 
10/02/10 
10/03/10 
10104110 
10/05/10 
l0/06/10 
10/07/10 
10/08/10 
l0/09/lO 
1 O / l O / l O  
10/11/10 
10/12/10 
10/13/10 
i O / l  4/10 
10115110 
1011 6/1 0 
I O H  711 0 
IOM8f 10 
10/19/10 
10/20/10 
1 01211 1 0 
10/22/10 
10/23/ 10 
1 0/24/10 
10/25/10 
10/26/10 
10/27/10 
f 0/28/ 1 0 
10/29/10 
10/30/10 
10/31/10 

0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.05 
0.00 
0.00 
0.00 
0 00 

4,418,000.00 
0.00 

13,517,000.00 
0.00 
0.00 

925,000.00 
0.00 
0.00 
0.00 

12,067,000.00 
0.00 
0.00 

5,051,000.00 
22,986,000.00 

0 00 
0.00 

8,015,000.00 
0 00 
0.00 

Credit 

561,000.00 
0.00 
0.00 

2,398,000.00 
4,575,000 00 
6,923,000.00 
2,310.000.00 
3,292,000.00 

0.00 
0.00 
0.00 

2,548,000.00 
0.00 

8,030,000.00 
0.00 
0.00 
0.00 
0.00 

3,845,000.00 
2,749,000.00 
4,829,000.00 

0.00 
0.00 
0.00 
0.00 
0.00 

3,34 1,000.00 
1,154,000.00 

0.00 
0.00 
0.00 

66,979,000.00 46,555,000.00 

Balance 

($121,885,400.00) 
($121,324,400.00) 
($121,324,400.00) 
($121,324,400.00) 
($I 18,926,400.00) 
($1 14,351,400.00) 
($107,428,400.00) 
($105,118,400.00) 
($1 01,826,400.00) 
($101,826,400.00) 
($101,826,400.00) 
($101,826,400.00) 

($99,278,400.00) 
($103,696,400.00) 

($95,666,400.00) 
($1 09,183,400.00) 
($109,183,400 00) 
($109,183,400.00) 
($1 10,108,400.00) 
($106,263,400 00) 

($98,685,400.00) 
($1 10,752,400.00) 
($1 10,752,400 00) 
($1 10,752,400.00) 
($1 15,803,400.00) 
($1 38,789,400.00) 
($1 35,448,400.00) 
($134,294,400.00) 
($142,309,400.00) 
($142,309,400.00) 
($142,309,400.00) 

20,424,000.00 

($103,514,400.00) 

AVG 
Debt 
Raie 

0 2500% 
0.2500% 
0.2500% 
0 2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0 2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

lnterost 

($842 53) 
($842 53) 
($842 53) 
($825 88) 

($746 03) 
($729 99) 
($707 13) 
($707 13) 
($707 13) 
($707 13) 
($689 43) 
($720 11) 
($664 35) 

($758 22) 
($758 22) 
($764.64) 

($718 85) 
($685 32) 
($769 11) 
($769 11) 
($769 11) 
($804 19) 
($963 82) 
($940 81) 
($932 60) 
($988 26) 
($988 26) 
($988 26) 

(24,620.75) 

($794 11) 

($758 22) 

($737 94) 
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November 2010 Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
11/01/10 
f 1/02/10 
11/03/10 
1 i/o4/io 
1 I/OS/l 0 
11106/10 
11/07/10 
11/08/10 
11/09/10 
11/10/10 
11/11/10 
11/12/10 
11/13/10 
1m4/10 
1 Ill 5/10 
11/16/10 * 
11/17/10 
1 111 811 0 
1111 9/10 
1 1/20/10 
1 112 1 / I  0 
I 1/22/ 1 0 
11/23/10 
11/24/10 
1 1 /25/ 10 
11/26/10 
11/27/10 
11/28/10 
11/29/10 
11/30/10 

3,622,000.00 
0 00 
0.00 
0.00 

37 1,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 00 

19,618,000.00 
11,274,799.44 

0 00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

3,500,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

38,385,799.44 

Date Deblt 
Money Pool 11/30/2010 $ 
Revolving Credit BorroiGng 11/30/2010 

STD Balance a1 11/30/10 and Weighted Average Rate 

Cretllt 

0.00 
331,000 00 

5,421,000.00 
164,700,000 00 

0.00 
0.00 
0 00 

665,000.00 
2,21 1,000.00 
5,786,000 00 

0.00 
2,956,000.00 

0.00 
0 00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

3,500,000.00 
0.00 

185,570,000.00 

Credit 

Balance 

($147,18~.200.56) ' 
($150,806,200.56) 
($150,475,200 56) 
($145,054,200.56) 

$1 9,645,799.44 
$19,274,799.44 
$1 9,274,799 44 
$19,274,799.44 
$1 9,939,799.44 
$22,150,799.44 
$27,936,799.44 
$27,936,'799.44 
$30,892,799.44 
$30,892,799 44 
$30,892,799.44 
$1 1,274,799.44 

($0.00) 
($0.00) 
($0.00) 
($0.00) 
($0.00) 
($0.00) 
($0 00) 
($0.00) 

($3,500,000.00) 
($3,500,000.00) 
($3,500,000.00) 
($3,500,000.00) 
($3,500,000.00) 

$0.00 
$0.00 

($?47,184,200.56) 

Balance 
s - $  

$ 163,000,000.00 

$ 163,000,000.00 

AVG 
Debt 
Rate 

0.2500% 
0 2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

AVG 
Debt 
Rate 

0.25% $ 
2.26% $ 

2.26% 

' November 1, 2010 Beginnlog balance includes $4,871,800 55, a w e d  interest due to Fldelia lOt31/10, paM by PPL at merger 
* November 16,2010 -Louisville Gas and Eleclric money pwl balance paid from p r w e d s  of long-term debt issuance, r e c a h d  on November 16,2010. 

Interest 

($1,047 27) 
($1,044.97) 
($1,007.32) 

$136.43 
$133.85 
$133 85 
$133.85 
$138 47 
$153.83 
$194.01 
$194 01 
$214.53 
$214.53 
$214.53 

$78.30 
$0.00 
$0.00 
$0.00 
$0.00 
$0 00 
$0.00 
$0 00 
$0.00 

($24.31) 
($24.31) 
($24.31) 
($24.3 1) 
($24.3 1) 

$0.00 
$0.00 

(1,280.89) 

Interest 

10,232.78 
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Recember 2010 Money Pool Statements 
FOOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning Balance 
12/01/10 
12/02/10 
12/03/10 
12/04/10 
12/05/ 10 
12/06/10 
12/07/10 
12/08/10 
12/09/10 
12/10/10 
12/11/10 
12/12/10 
1 211 311 0 
12/14/10 
12/15/10 
1 2/16/10 
12/17/10 
12/18/10 
12/19/10 
12/20/10 
12/21/10 
12/22/10 
12/23/10 
12/24/10 
12/25/10 
12/26/10 
12/27/10 
12/28/10 
12/29/10 
12/30/10 
12/31/10 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

8,650,000.00 
0.00 
0.00 
0.00 
0.00 

1,955,000.00 
0.00 
0.00 

4,000,000 00 
0.00 

0.00 

14,605,000.00 

Date Debit 

Credit 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0 00 
0.00 
0.00 
0.00 
0.00 
0.00 

2,729,000.00 
0.00 
0.00 
a.oo 

2,729,000.00 

Credit 

Balance 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0 00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

(S8,650,000.00) 
($8,650,000.00) 
($8,650,000.00) 
($8,650,000.00) 
($8,650,000.00) 

($10,605,000.00) 
($7,876,000.00) 
($7,876,000.00) 
(S 11,876,000.00) 
($1 1,876,000.00) 

11,876,000.00 

Balance 
- $ 11.876,OOO.OO Money Pool 12/31/2010 $ " $  

Revolving Credit Borrowing 12/31/2010 $ 163,000,000.00 

STD Balance at 12/31/10 and Weighted Average Rate $ 174,876,000.00 

AVG 
Debt 
Rate 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% ' 
0.2500% 
0.2500% 
0.2500% 
0 2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0 2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

AVG 
Debt 
Rate 

0.25% $ 
2.27% $ 

2.13% 

0.2500% 

Interest 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0 00 
$0.00 
$0 00 
$0.00 
$0.00 
$0.00 
$0 00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
50.00 
50.00 
$0.00 
$0 00 

($60.07) 
($60 07) 
($60.07) 
($60.07) 
($60.07) 
($73.65) 
($54.69) 
($54.69) 
($82.47) 
($82.47) 

(648.33) 

Interest 
82.47 

10,278.06 



Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit Credit 

Beginning Balance 
01/01/11 
01/02/11 

01/04/11 
01/03/11 

01/05/11 
01/06/11 

01/08/11 
01/07/11 

01/09/11 
01/10/11 
01/11/11 
01/12/11 
01/13/11 
OS/ 1411 1 
01/15/11 
01/16/11 

01/18/11 
01/17/11 

01/19/11 
01/20/11 
01/21/11 
01/22/11 
01/23/11 
01/24/11 

01/26/11 

01/28/11 
0 1/29/1 1 

01/25/11 

01/27/11 

01/30/11 
01/31/11 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

28,126,000.00 
6,122,000.00 
5,105,000.00 

0.00 
0.00 

27,041,000,00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

a,oo 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

11,400,000.00 
476,000.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

6,622,000.00 
0.00 

5,521,000.00 
5,825,000.00 
5,025,000.00 

0.00 
0.00 

3,600,000.00 

66,394,000.00 38,469,000.00 

Attachment to Response to Question No. AG Q-2-3(3) 
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Arbough 

January 201 1 

Balance 

($11,876,000.00) 
($11,876,000.00) 
($11,876.000.00) 
($11,876,000.00) 
($1 1,876,000.00) 
($11,876,000.00) 
($1 1,876,000.00) 

($11,876,000.00) 
($11,876,000.00) 
($11,876,000.00) 

($476,000.00) 

( $ I ~ , ~ ~ s , o o o . ~ o )  

$o.ao 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

($28,126,000.00) 
($34,248,000.00) 
($39,353,000.00) 
($39,353,000.00) 
($39,353,000.00) 
($32,731,000.00) 
($59,772,000.00) 
($54,251,000.00) 
($48,426,000.00) 
($43,401,000.00) 
($43,401,000.00) 
($43,401,000.00) 
($39,801,000.00) 

27,925,000.00 

AVG 
Debt 
Rate 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0,2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

Interest 

($82.47) 
($82.47) 
($82.47) 
($82.47) 
($82.47) 
($82.47) 
($82.47) 
($82.4'7) 
($82.47) 
($82.47) 

($3.31) 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

($195.32) 
($237.83) 
($2'73.28) 
($273.28) 
($273.28) 
($227.30) 
($415.08) 
($3 76.74) 
($336.29) 
($301.40) 
($301.40) 
($301.40) 
($276.40) 

(4,617.03) 
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February 201 I Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date 

Beginning Balance 
02/01/11 
02/02/11 
02/03/11 
02/04/11 
02/05/11 

02/07/11 
02/06/11 

02/08/11 
02/09/11 
02/10/11 
02/11/11 
02/12/11 
02/13/11 
02/14/11 
02/15/13 

02/17/11 

02/19/11 
02/20/1s 
02/21/11 
02/22/1 1 

02/16/11 

02/18/11 

02/23/11 
02/24/11 

02/26/11 

02/28/11 

0212511 1 

02/27/11 

Debit Credit 

0.00 
0.00 
0.00 
0.00 
0.00 
0,OO 
0.00 
0,OO 
0.00 
0.00 
0,oo 
0.00 
0.00 
0.00 

9,846,000.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

5,664,000.00 
0.00 
0.00 
0.00 

4,016,000.00 
9,507,000.00 

0.00 
800,000.00 

0,OO 
0.00 

1,360,000.00 
895,000.00 

2,250,000.00 
5,500,000.00 
I,000,000.00 

0.00 
0.00 

3,500,000.00 
0.00 

4,900,000.00 
1,200,000.00 
1,400,000.00 

0.00 
0.00 
0.00 

1,600,000.00 
11,519,000.00 

0.00 
0.00 
0.00 
0.00 
0.00 

15,310,000.00 49,447,000.00 

Balance 

($39,801,000.00) 
($35,785,000 00) 
($26,278,000.00) 
($26,278,000.00) 
($25,478,000.00) 
($25,478,000.00) 
($25,478,000.00) 
($24,118,000.00) 
($23,223,000.00) 
($20,973,000.00) 
($15,473,000.00) 
($14,473,000.00) 
($14,473,000.00) 
($14,473,000.00) 
($10,973,000.00) 
($20,619,000.00) 
($15,719,000.00) 
($14,519,000.00) 
($13,119,000.00) 
($13,119,000,00) 
($13,119,000.00) 
($13,119,000.00) 
($11,519,000.00) 

$0.00 
$0.00 

($5,664,000.00) 
($5,664,000.00) 
($5,664,000.00) 
($5,664,000.00) 

(34,137,000.00) 

AVG 
Debt 
Rate 

0.2500% 
0.2500% 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

0.2500% 

Interest 

($248.51) 
($182.49) 
($1 82.49) 
($176.93) 
($176.93) 
($176.93) 
($167.49) 
($161.27) 
($145.65) 
($107.45) 
($100.51) 
($100.51) 
($100.5 I) 

($76.20) 
($143.19) 
($109.16) 
($100.83) 

($91.10) 
($91.10) 
($91.10) 
($91.10) 
($79.99) 

$O.’OO 
$0.00 

($39.33) 
($39.33) 
($39.33) 
($39.33) 

(3,058.76) 



Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning balanm 
03/01/11 
03/02/11 
03/03/11 
03/04/11 
03/05/11 
03/06/11 
03/07/11 

03/09/11 
03/10/11 
03/11/11 
03/12/11 
031 13/11 
03/14/11 
03/15/11 
03/16/11 
03/17/11 
03/18/11 
03/19/11 
03/20/11 
03/21/11 
031221 11 

93/24/11 
03/25/11 
03/26/1 1 
03/27/11 

03/29/11. 
03/30/1 1 
03/31/11 

03/0a/ii 

0312 311 1 

03/28/11 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

Credit 

0.00 
3,000,000.00 
2,664,000.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

5,664,000.00 
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March 2011 

Balance 

($5,664,000.00) 
($5,664,000.00) 
($2,664,000.00) 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

(6,664,000.00) 

Debt 
Rate 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 
0.2500% 

0.2500% 

0.2500% 

0.2500% 

0.2500% 

lnterest 

($39.33) 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

($18.50) 

(57.83) 



Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date 

Beginning balance 
04/01/11 
04/02/11 
04/03/11 
04/04/11 

04/06/11 
04/07/11 
04/08/11 
04/09/11 
04/10/11 
04/11/11 

04/13/11 
04/14/11 
04/15/11 
04/16/11 
0411 7/11 
04/18/11 
04/19/11 
04/20/11 
04/21/11 

04/23/11 
04/24/11 
04/25/11 
04/26/11 
04/27/11 
04/28/11 
04/29/11 
04/30/1 1 

04/05/11 

04/12/11 

04/22/11 

Deblt 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

Credit 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0,oo 

0.00 
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Arbough 

April 201 I 

Balance 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 

AVG 
Debt 
Rate 

0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 
0.2000% 

0.0000% 

Interest 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

0.00 
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May 201’1 Money Pool Statements 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date Debit 

Beginning balance 
05/01/11 
05/02/11 
05/03/11 
05/04/11 
05/0S/ll 
05/06/13 
05/07/11 
05/08/11 
05/09/11 
as/so/11 
05/11/11 
05/12/11 
05/13/11 
05/14/11 
05/15/11 
05/16/11 
05/17/11 
05/18/11 
05/19/11 
05/20/11 
05/21/11 
05/22/ 11 
05/23/1 1 
05/24/11 
05/25/11 
05/26/11 
05/27/11 
05/28/11 
05/29/11 
05/30/11 
05/21 /I 1 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

Credit 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

Balance 

$0.00 
$0.00 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$O,OO 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 

AVG 
Debt 
Rate 

0.1900% 
0.1900% 
0.1900% 
0.1900% 
0.4900% 
0.1900% 
O.I900% 
0.1 900% 
0.1900% 
0.1900% 
0.1900% 
0 1900% 
0.1900% 
0.1 900% 
0.1900% 
0.1 900% 
0.1900% 
0,1900% 
0.1900% 
0.1900% 
0.1 900% 
0.1900% 
0.1 900% 
0.1900% 
0.1900% 
0.1900% 
0.1 900% 
0.1900% 
0.1900% 
0.1900% 
0.1900% 

0*0000% 

Interest 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

0.00 
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June 2011 Money Pool Stateinents 
POOL - LOUISVILLE GAS AND ELECTRIC 

Date 

Beginning balance 
06/01/11 
06/02/11 
06/03/11 
06/04/11 
06/05/11 
06/06/11 
06/07/11 
06/08/11 
06/09/11 
06/10/11 
06/11/11 
06/12/11 
06/13/11 
06/14/11 
06/15/11 
06/16/11 
0 6/17/11 
0 6/18/11 
06/19/11 
06/20/11 
06/21/11 
0 612 211 1 
0612311 1 
06/24/11 
06/25/11 
06/26/1 I 
06/27/1 1 
0612811 1 
06/29/11 
06/30/11 

Debit 

0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

0.00 

Credit 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

Balance 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 

$0.00 

AVG 
Debt 
Rate 

0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1600% 
0.1 600% 
0.1600% 

0.0000% 

Interest 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$o.ao 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 
$0.00 

$0.00 

0.00 





LOUISVILLE GAS AND ELECTRIC: COMPANY 

Response to Attorney Gciieml’s Siipplemeiit;~l Data Reqiiests Dated August 18,2011 

. 

Case No. 2011-00162 

Question No. 4 

Witness: Daniel I<. Arbough / Coirrisel 

4-4. 

A-4. 

Please provide copies of all presentations made to rating agencies and/or investment 
f i r m  by PPL and/or tlie Company between January 1, 201 I and the present. If this 
infomation has been provided in response to another data request, please indicate tlie 
appropriate data request number, the docutiieiil title, aiid the page number(s). 

Reference is iiiade to the objections filed on August 24, 201 1. Without waiver of these 
objections, the Coiiipaiiy is providiiig copies of three rating agency presentations iiiade 
during 201 I under seal and pursuant to a petition for confidential protection. Also, tlie 
Coinpaiiies are providing copies of additional presentations 011 CD in folder titled 
Question No. 4. 





LOIJISVILLE GAS AND EI&XTRIC COMPANY 

Response to Attorney GeiieraI’s Supplcniental Data Requests Dated August 18,2011 

C R S ~  NO. 2011-00162 

Question No. 5 

Witness: Daniel I<, Arbough 

Q-5. 

A-5. 

Please provide copies of all prospectuses, bank leiidiiig agreements, and/or privale 
placeiiieiit agreements for any financiiigs by PPL and/or the Company since Jaiiuary 1, 
2010. If this iiifomiation has been provided in respoiise to another data request, please 
iiidicate the appropriate data request iitiiiikr, the document Me, and the page number(s). 

Please refer to the attaclinients on CD in the folder titled Question No, 5 coritairiiiig the 
prospectuses for LO&E and PPL. Copies of the $400 iriilIioii revolving h e  of credit 
agreement and ainendinetit have previously beeii provided in response to KITJC- 1 
Question No. 10. 





LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General’s Supplemental Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No, 6 

Witness: Diwiel I<. Arbongh 

Q-6. 

A-6, 

Please provide copies of credit reports for PPL and/or the Company from the major credit 
rating agencies published since January 1, 2010. If this iriformatioii has been provided in 
response to anotlier data request, please indicate the appropriate data request nuinber, the 
document title, and the page iiwber(s). 

Certain of the Coiripany’s rating agency reports were provicled in response to KPSC- 1 
Question No. 14. All additional rating agency reports since January 1, 2010 are attached 
on CD iii the folder titled Question No. 6 on CD in the folder titled Question No. 6 .  





LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney Geiieral’s Supplemental Data Requests Dated August 18,2011 

Case No, 2011-00162 

Question No. 7 

Witness: Daniel I<. Arbough 

Q-7. Please provide the corporate credit and bond ratings assigned to PPL and the Company 
since the year 2006 by S&P, Moody’s, and Fitch. For any change in the credit and/or 
boiid rating, please provide a copy of the associated report. If this inforination has been 
provided in response to another data request, please indicate the appropriate data request 
number, the document title, and the page nuniber(s). 

A-7. The S&P corporate credit rating far PPL Corporation was downgraded from RRBt to 
RRB 011 March 2, 201 1,  PPL’s corporate credit rating was upgraded from BBR to BBB+ 
on October 27,20 10. Prior to the October 27,201 0 upgrade, PPL’s corporate credit rating 
liad been BBB since before 2006. 

The S&P corporate credit rating for LG&E was downgraded from BE3R-t- to BBB on 
March 2, 201 1, LG&E’s corporate credit rating had been BBB+ since before 2006. 
Senior secured First Mortgage Roiids issued in November 2010 were initially rated A by 
S&P but were downgraded to A- on March 2, 201 1. LG&E was assigned a short-term 
credit rating of A-3 by S&P in March 201 1. The rating was upgraded to A-2 on April 15, 
201 I .  

The Moody’s issuer rating for PPL Corporation was downgraded from Baa2 to Baa3 011 
April 28, 201 0, The issuer rating for PPL had beeii Baa2 since 2006. 

The Moody’s issuer rating for LG&E was downgraded from A2 to Baal oii October 25, 
2010, The issuer rating for LG&E liad been A2 siiice 2000. Moody’s also downgraded 
LG&E’s short-term credit rating to P-2 from P-1 on October 25, 2010. LG&E’s Senior 
secured First Mortgage Bonds issued in November 2010 were assigned a rating ofA2. 

Fitch has assigned an issuer default rating of BBB and a short-term issuer default rating 
of F2 to PPL Corporation since January I, 2008. These ratings were affirmed by Fitch in 
March 201 1. Infomation on Fitch’s ratings was only available to 2008 for PPL 
Corporation. 

In November 2010, Fitch assigned an issuer default rating of A-, a secured debt rating of 
Ai-, a senior unsecured debt rating of A aiid a shoit-term issuer default rating of F2 to 
LG&E, LG&E was not rated by Fitch prior to 2010. 

Copies of rating agency reports reflecting the rating chaiiges described above are 
attached. 
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0 sei*vic\v 
* We resolved the Credi tWatch with negative 1nplicatj.ons and affirnied the 

IBBB' r a t i n g s  on d i v e r s i f i e d  energy company Ppli Corp, and its a f f i l i a t e s  
PPL Electric u t i l i t i e s  (PPLEU) I PPL Energy Supply (PPL Energy), LB&E and 
KU Energy LLC (LKE) , Louisvi l le  Gas & Electrlc C o .  ( L G W ) ,  and Kentucky 
I J t i l i t i e ?  Co, (KU) . The outlook on the r a t i n g s  is itab3.e. 

' B B B I  r a t i ngs  on PPLls U.K. a f f i l i a t e s :  PPL IW Holdings Ltcl .  
(intermediate holding company formerly known as  Western Power 
Dis t r ibu t ion  Holdinys L t d ,  ) and PPL W's d l s t r i b u t i o n  network ope ra to r s  
(DNOs) Western Power Distr ibut ion (South Wales) and P is stern Power 
Di s t r ibu t ion  (South West) 1 and tho new intermediate holding company PPL 
IJEM Holding8 PLC and its DNOs Western Power  Difltribution (West: bfidlands) 
and Western Power Distr ibut ion (Bast Midlande) , The outlook on a l l  the 
r a t i n g s  Is s t ab le .  

D i s t r ibu t ion  ( E a s t  NidLands) , lQesterii Power Distr ibut ion (West Midlands) , 
PPL MEM, PPL IliQ, Western Power  Dis t r ibut ion (South Wales) I and Western 
Power l l is t r ibt \ t ion (South West.) t o  ' A - 2 '  frani 'h-3', and we removed the 
CreditNatch l i s t i n g .  

0 The  r a t ings  actions and CreditWatch act ions come as  the result of PPLls 
r e c e n t l y  completed common stock and equi ty  oEEerings . 

* A t  t he  aanie tinle, we resolved the CreditVlatch listing and aff i r imd the 

0 Ple r a i sed  t h e  short-texm ra t ings  on KU, LGGE, PPLEU, Western Power 

( r :  

On Apr i l  15, 2011, Standard & Poofts Ratings Services affirmed i ts  'BBBI 
corporate  c red i t  r a t i n g s  on PPI; Corp, and its a f f i l i a t e s  PPL E l e a t r i c  
Wtilities (PPLEU) , PPI; Energy Supply (PPL Energy) , tG&E and KIJ Energy LLC 
(LKE) , Louisvi l le  G a s  G Electr ic  Co, (LGSrE) , and Kentucky Utilities Co. (KtJ) . 

A t  the same t i m e ,  we removed t h e  rakings front CreditV?latch w i t h  negative 
implicat ions,  where we put them on Iflarch 2 ,  2011,  following t h e  acqu i s i t i on  
announcement. (See IgFPL Corp. 1s Lowered To 'Bt3131 And Placed O n  CrcditPk&ch 
Negative After Acquisition Announcement, published March 2 , 2011. ) We also 
resolved the CreditHatch listings and aefirmed the BBB' r a t i n g s  on P P L ' s  U . K .  
affiliates: PPb P W  Holdings L t d ,  (Intermediate holding company Eorwerly known 
as Western Power Distr ibut ion Holdings L t d .  ) and PPL WFll s d i s t r i b u t i o n  network 
operators  (DNO8) Vlestexii Power Distribution (South Wales) and Western Povier 
D i s t r ibu t ion  (South West) I and the  new intermediate holding company PPL WIEM 
Hold ings  PLC and its DNOs Western P o w e r  Dis t r ibut ion (West Midlands) and 
Western Power Distr ibut ion (East :  biCBlands). The out look  on a l l  tiis r a t ings  is 
s t a b l e .  We raised the  short-term rat ing8 on KU, LG&E, PPIIEU, P7estern Power 
D i s t r ibu t ion  (VlPD) (East Midlands) NPD (Plest Midland.s), PPL PIBM, PPL WW, tlt'13 

Stantlnrd & Poor's 1 RafirigsDlrecf oit the 0loI)al Grodit Potfnl I April 15,2011 2 



" . "  

I' 

! .  
: i  (Sorrt:h V7ales), and lYPD (South West) t o  'A-2' fronl ' A - 3 ' .  . .  

Allentown, Pa. -based PPL has abont $12.7  b i l l i o n  of long-term deb t ,  including 
$1,63 b i l l i o n  of junior subordinated notes,  Lncluding a l l  j un io r  subordinated 
notes, we estimate pro forma debt t o  he roughly $16.6 billion, 

The r a t i n g s  aff i rmat ions atid removal of the CreditWatch l ist ings follovr PPLI s 
r ecen t ly  conrpleted o f f e r ings  o f  92 niLllion shares  ( a f t e r  exerciae of t he  
overallotment option) of PPb common stack (roughly $2 3 billion of .  gross 
proceeds) , aiid 1.9,55 millioit ( a f t e r  exarcise of the overallotment option) of 
equi ty  u n i k s  (rough1.y $970 mil l ion of gros# proceeds) , t o  uhlch vie assign high 
equi ty  content .  

PpL coapleted the equi ty  financing a s  part: of the pernianent flnarlclng plan f o r  
the conlpleted acqu i s i t i on  of b,ON U,K, Is Central Networks West PLC and Central 
Networks E a s t  PLC, The Creditklatch l i s t i n g  was d i r e c t l y  r e l a t e d  t o  the  
execution of the financing plan f o r  the  acqul.sition, which included t h e  
company's comniitment o f  a subskantial  issuance of equity.  PPL will use 
pxoceeds from both Fsnuances t o  repay a port ion of a E 3 . 6  b i l l i o n  364-day 
bridge f a c i l i t y  that; fuiided the acquis i t ion A p r i l  1, The conipany w i l l  repay 
the remaining balance or) t he  bridge loan with proceeds from f u t u r e  permanent 
debt issuances as indicated by PPL. 

. .  I <  ;\ti 0 I1 a 1 e 
( j F o r  the cash portion of its acquis i t ion of $.OM U.K.Is Central Networks, PPL 

issued the common stock and equity u n i t s  and expects t o  issue unsecured debt 
a t  intermediate h o l d h g  conipany PPI; WEM Holdings PLC and 2 . t ~  two new operat ing 
subsidiaries, I'IPD (West Midlands) and 14Pn ( E a s t  Pfidlands) , PPL f s regulated 
cash Elorvs should rise t o  approximately 75% from GO% before it completes the 
acquisitSon. Before PPL bought the Kentucky u t i l i t i e s ,  i t a  regulated cash 
flows comprised less than 30%, Due t o  the p o t e n t i a l  cash flow contribution to 
the  corisolidaCed PPI; family from the enlarged U ,  IC. operations,  we be l i eve  t h a t  
the U.K.  group is now a core p a r t  of P P L l s  s t r a t egy .  Therefore, we matched the 
r a t i n g s  on a l l  these e n t i t l e s  with our  r a t i n g  011 PPL. Vle race PPL Was senior 
unsecured debt one notch lover than I t s  long-term ra t ing  t o  r e f l e c t  s t r u c t u r a l  
subordinatlon, We would take the aanie approach t o  r a t ing  any debt PPPI W b l  
issues, For more information on the  rating methodology f o r  the U.K. group, 
please see "U,K, OpCos WPD Nest And East Midlands Downgraded To !BBB/A-3' On 
New O i . m e r )  New KoXdCo Rated 'BBR/A-3' ; On Hatch Neg, published Apri l  12, 
2011  * 

Our aasesameiit of t h e  business p r o f i l e  as excallenC r e f l e c t s  tlie addi t ion of 
f u l l y  regulated d i s t r i b u t i o n  u t i l i t i e s  that  have credi t -support ive I J . K .  
regulat ion and no camniodity exposure, since power f o r  retail customers is 
procumd by nonaEfil iated r e t a i l  suppl iers ,  The new DNOs are contiguous t o  t h e  
U,K, u t i l i t i e s  PPLls already ovtns. Vie expect U.K, opezakions to be about 30% 
o f  PFL's consolidated cash flow. The s t a b i l i t y  of U,K. cash E ~ O W S ,  which are 
wires-only d i s t r i b u t i o n  u t i l i t i e s ,  along with existlng u t i l i t y  a s s e t s  i n  
Kentucky and Pennsylvania, a l l  of which we assess aa excel lent ,  w i l l  nloro than 
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' o f f s e t  t h e  buainess r i s k  p r o f i l e  of PPL Energy's inorchant generation, which ive 
asses8 as sa t i s f ac to ry ,  r e su l t i ng  i n  an excellent bus iness  p r o f i l e  ove ra l l .  17e 
expect t h e  merchant: generation business  t o  comprif3e less than 25% of pro forma 
consolidated cash f lows. 

We conairier the f inanc ia l  r i s k  p r o f i l e  t o  be aggreeaive, wh.lch refJects i n  
p a r t  t he  compaiiyt s f inanc ia l  p o l i c i e s  towasd acqu i s i t l ons ,  includillg fullding 
with aggressive l e v e l s  of hybrid securi  triee, T h e  consolidated EinanciaL 
n~easiires include a l l  cash flowra and debt obl igat ions Erorn the  U.K, u t i l i t i e s  
and PPLEU in PpL' s Cinancial measures. Ue expec t  consolidated f i n a n c i a l  
measures, including r a t i o s  of debt t o  EBICTDA, funds from operatione (PPO) to 
t o t a l  debt, and debt to c a p i t a l ,  t u  range i n t o  t h e  aggressive category of our 
f inanc ia l  v l s k  p r o f i l e ,  Debt t o  E;BITDA should range between 4x and 5 x ,  while 
we expectr t h e  percentage of FFO t o  debt t o  be i n  tho mid-teena. 'L'hese meaeiiz'es 
w i l l  support r a t ings  a t  tho 'BBR' l e v e l  on successful completion of al.1 the 
permanent financing. 

Liquidity 
Standard & Poor's current ly  bel ieves  PPL's l i q u i d i t y  is adequate under i t s  
coxporata l i q u i d i t y  methodology, which categorizes liquidity i n  f i.ve standard 
desc r ip to r s ,  (See tlStandarCl & Poor's Standardizes Liquidi ty  Descriptor8 f o r  
GXobal. Corpordto Issuers, '1 published Ja1.y 2, 2010 ,  ) O u r  assessment of PPL's 
l i q u i d i t y  supports our 'BBDI i s s u e r  c r e d i t  ? X I t h y  on the company. Its 
projected sources of l iquicli ty- -rtiainly operating cash Elovr and avai lable  bank 
lines--exceed its projected uees--mainly necessary capi,tal expenditures, debt 
maturities, and common dividends--by about 1,2x aver the  next 1 2  t o  18 months. 
We expect net source@ t o  remain posi t ive,  even i f  EBITDA dec l ines  more than 
15%. Compliance w i t l i  f i nanc ia l  covenants could stirvive c? 15% drop i n  ERXTDA, 
i n  OUT view, Further supporting our l i q u i d i t y  assessment 2 8  PPL's a b i l i t y  to 
absorb high-impact , Low-probabili t y  events with l i n t i  ked need for  refinancing, 
i ts  f l e x i b i l i t y  t o  lower capital spending, its sound bank r e l a t ionsh ips ,  i t s  
sol.id standing i n  c r e d i t  markets, and its generally prudent risk management. 

( ] 

0 11 t loo IC 
The skable outlook OII o u r  r a t ing@ on PPL and i ts  a l l  r a t e d  subs id i a r i e s  
reflects our expectation khat: manayen~ent will maintain an excel lent  buSine8S 
proEiZe by focusing on its regulated u t i l i t i e s  and \ J i l l  not increase 
unregulated operations beyond c u r r s n t  l eve l s ,  The outlook a l s o  r e f l e c t s  our 
expectations that; cash flow protect ion and debt  leverage measures will be i n  
line f o r  the ra t ing .  Spec i f i ca l ly ,  our baseline fo recas t  includes FFO t o  t o t a l  
debt of around 15%, .debt t;o EBITDA between 4x and 5x, and debt leverage to 
t o t a l  c a p i t a l  undes bo%, consistent: with ous expectations for t h e  'BBB' 
rating, Given the  company's mostly regulated Eocus, vie expect t h a t  PPI; will 
avoid any meaningful r ise  i n  businefls r i s k  by reaching construct ive regulakory 
outcon\es. and limit: its unregulated operaLions to e x i s t i n g  l e v e l s .  We could 
lower tho  r a t ings  i f  PPL cannot sus t a in  consolidatecl f i n a n c i a l  meastixes o f  PPO 
to to t a l  debt of a t  l e a s t  12%, debt t o  EBITDA below SxI and debt leverage 
under 62%, This could occur i f  mal-ket poviar pr ices  coiikinue t o  remain weak due 
to  ongoing depreorred deliland. Although unl ikely over t he  intermediate term, we 
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! could ra ise  r a t i n g s  i f  the business p r o f i l e  fu r the r  s t rengthens and if 

inc luding  PPO to  t o t a l  debt i n  excess of ZO%, debt t o  EBITDA balow 4x, and 
debt: to  total capital around 50%. 

~ f inanc ia l  measures oxceod o u r  base l i n e  fo recas t  on R consls tant  b a d e ,  

li t j i l  t ct l  (.:rit-ei*in A n d  R C S C ~ I K ~ I  
0 U , K ,  OpCos VIPD Nest And East: MLdlands Downgraded To 'BnB/A-3 '  O n  New 

* U ,  I(, -Based VlPD Operating COB Downgraded To 

b Standard Gr Poor' s Standardizes Liquidity Descriptors for  G L o b a l  CO?:pOrate 

6 Cr i t e r i a  Methodology: Business R i sk /Phanc ia l  R i s k  Matrix Expanded, May 

* Corporate Ratings Criteria 2008 : Analytical  blethodology, April 1 5 ,  2008 
* Corporate Ratings Criteria 2000:  Ratios And Adjuetntents, April 15, 2000 

Okmes) Nett IIoldCo Rat:& 'BBB/A-3'; On ?latch Neg, April  12, 203.1 

Neg After Same Action O n  U , S ,  Parent  PPL, !.larch 3 ,  2011 

Issuers,  Ju ly  2 ,  2010 

27,  2 0 0 9  

BBB/A- 3 I And Placed O n  Watch 

Ratings AEEirnled; CreciitWatch A c t i o n ;  Upgraded 
TO PKOIX 

PPL Gorp, 
P P t  Energy Supply LLC 

( 1 LGBE and KU Enorgy LIIC 
Corporate Credit  Rating BBB/Stable/- -  latch Neg/-- 

Kentucky Utilities CO. 
V~estarn Power Distsibut,ion (South West) PLC 
Ivcstsrn Power nistribution (South Wales) P I E  
W?D Nest Midlands PLC, 
VPD Bast Midlands PLC 
PPJj NW Holdings L t d ,  
PPL PIEM HoLdfngs PbC 
PPL E lec t r i c  Utilities C O K ~ .  
Louisvil le Gas & Electric C!O. 
Corporate Credit  Rating BBB/Stable/A- 2 B B B / Y I ~ ~ C ~  ~ e g / ~ - 3  

Kentucky U t i l i t i e s  CO. 

Recovery Rating 
Senior secured 

LUGE and KU Energy LLC 
S e n i o r  Unsecured 

bouhvil1.e G a s  Et Electric CO 
Senior Secured 

keaovery Rating 

A- 
1+ 

BBD- 

A" 
I1 

BBB- /Watch N e g  

&-/Hatch Neg 

w ww.standardaadpoors .com/ra!i rtfisdiracf 
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PPL cap i ta l  Funding Ino. 
senior Ilnsecurecl 
;iunior Subordinated 

PPL Elec t r ic  ut.Llit;ies Corp. 
Senior secured 

Preference Stock 
Recovery Ratitlg 

PPL Energy Supply LLC 
senior Unsecured 

PPL WBM Hol.dl.ngs PLC 
Senior Unsecured 

PPL I'w Holdings b td ,  
Senior unsecured 

WPD East Midlands PLC 
Senior Unsecured 

WPD I'lest Midlands PLC 
Seni.or Unsecured 

BBB- 
BB+ 

BBB+ 
1 
BB+ 

BBB c/liat-,ch Neg 

BB-e/Watali Neg 

BBB- BBB - /T?atch Neg 

BBB - 

BBB I3BB/Watch Neg 

EBB 

( j Western Povrar Distr ibut ion (South Hales) PLC 
BBB Senior Unsecured 

Complete ra t ings  information is available t o  subscribers of RatinysDirect 011 
the Global Credit: Portal a t  WWI ,globalcredit~o~t ' ta.L. corn. A l l  r a t i n g s  aEEect;ed 
by t h i s  ra t ing  actio11 can be found on Standard & Poor's public ,  Web s i t e  a t  
wwv. atandardandpoors, corn. Use the Ratirlgs search box located i n  the l e f t  
column, 
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I NVESPOR 3 S EHVi CE 
Rnfing Actlon: Moody's clowngratlos tho lssrrer Ratftlfjs for EON U.S. ant1 116 subsltllarles 
b- * 
Global Credlt Research - 25 Oct 2010 

New York, October 25,2010 -- Moody's Investors Service today downgraded the Issicer Rating of E O N  US. LLC (EON US.) 
to Rao2 from A3 and the Issuer Ratings of ils two ulility subsidiarles, Kentucky Ufilities CoitipaRy (KU) and Loulsvllle Gas and 
Eleclrfc Cornpaiiy (LGEiE), to Baal from A2, Moody's also downgraded KU and LGRE's short-term ratlngs for variable rate 
demand debt to Prime-:! from Prime:l. These rating acllons conclude the review for possible downgrade titat commenced on 
April 20,2010. Tile rating outlooks for E O N  U.S., I(U and LG&E are stable, 

Separately, Moody's conffrnied I<U and LQ&E's oirtstandiny tax-exempt debt at A2. The rallng confirmation cotislders that, In 
lhe case of LG&E, the formsrly unsecured debt has been secured with nrst mortgage bonds provldodAo (he trusteo and, wtille 
KU's bonds are curreiilly unsecured, the ulllity Ititends lo secure them In a sinilhr mnnnsr over the next week. It Is Moody's 
policy io generally rate first mortgage bonds of Inveslniont-grade rated ullllties two alpha-numeric ratings hfgher than its ISSUer 
Rating or senior nnsecursd debt rating. 

RATINGS RATIONALE 

The downgrade of EON U.$,, KU and LG&E's Issuer Ratlngs follovis recelpl of several rsgdatory approvals, most tiotably 
from the Kentucky Public Senrice Commission (KPSG), relatlng to the proposed sale of EON US, by EON AQ (EON: A2 
senior unsecured) to PPL Corp. (PPL: Baa3 senior unsecured) for approxhiiateiy $7.625 billlon. 

While approval frotii the FERC remaltis outstanding, WQ hollow there 1s a filgh probahlllly that I t  will be received and Hiat the 
Iransactlon will close in a niatter of weeks, Upon cfoslng of the tratisactlon, E.ON U.S. will beconie a suhstdlary of PPL and vrlll 
be reiiamed LG&E and KOEnergy LLC (LKE), with KU and LG&E remaining as dlstlticl and separate operallno enlltles. In the 
unllkefy scenario that the merger is not consummated, the Issuer Ratings for EON U.S,, LG&E atid KU would likely revert 
back to their respeclive prior assigned lavels. 

"E.ON's ownership of E O N  US., KU and LG&E was an Important factor supporting their prior respecllve Issuer Ratlngs" sald 
Moody's VIce President Scott Solomon. "Speciflcally, E.ON's size, scale and credit profile provided liqtrldily and financial 
ftexibiilly In tho form of signi?canf Inter-company funding along with a liberal dlvitlend policy that strsngthsned the related 
company's respectlve flnanclal positIan and provlded ratings lift'. 

Today's dov/ngrades were triggored by the expected near-term transfer of ownership and the elinilnatfon of any ratlngs lift. 
EON US., KU and LG&E's ratings, hovieV6r, are well posllioned wlthi!i their newly assigned ratlng categories and reflaclive of 
sound financial mekics and a generally supportive regulatory envitonment thaf provldes for above-ave$age cost recovery. 
Fkicluations in KU and LG&E's cost of fuel and purchased power, for Instance, are recoverable with niintmal regulatory lag 
whiIe investments and costs borne by the utllltles In order to remah conipilant with the Clean Air Act are recoverable through 
an environniental surcharge mechanism, 

KU and LG&E's ratlo of consolidated cash flow before changes I n  working capltal (CFO pre W/C) to debt and CFO pre-W/C 
Merest coverage for the hvelve months ended June 30, 2010, were each appfoxlmately 20% and 6.6 thnes, rospectively. 
Financial metrlcs for both ulllities are expected to Vend modestly upward over the near-fern1 due In large part to rate increases 

, that became effectlve in August 2010. That being said, both tttllllies are expected to Increase their respective dividend 
payinerits under PPL oivnershlp, EON US. is expected to generate consolidated CFO Iire-WIC to debt nielrics In l f ie mid-to,. 
upper teens and CFO pre-WIG interest coverage above 4 times, placing It firriily it1 the niid-Baa ratlng category, 

KU and LQ&E, combined, had approxlniately $233 bllilotl of long-term debt outstanding al !&C9lllbQr 31,2009, Of this amount, 
approxiniately 70% was intercompany debt provlded by E O N  afnlla(es (the rernalnlng 30% Is tax-exempt debt that will remain 
outstanding). While the absoluto atnotint of debt at I(U and LGE is not expected to be impacted by the proposed acquisition, 

sonior unsecured debt at LKE (the renamed E.ON U.S.) 
* PPI. anticipates iiltlmafely refinancing the Intercompany debt wllh ffrst niortyage bond debt offerings at KU and I.G&& and 

Moody's Issuer Ratings aro an opinion of the abilily of an eiilily lo lionor its senior unsecured financial obiigatlons, Spedfic 
deb1 Issues may be rated differently and are consldered unratod unless rated by Moody's, That belng said, It is Moody's 
expectation that any debt oKerlng by LKE would Iikoly be rated Raa2. 

The KPSC's approval of the acqulsitlon Included two cotnnillments affecting rates. The first places a moratorium 01)  any base 
rate increases by KIJ and LG&E untll 1/1/13. The second provision establishes a niechanism under which earnings at the 
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utilities In BXWSS of a 10.76% ROE will be shared equally between ratepayers and shareholders. The agreeinent has no 
Impact on the utllltlss' ability to seek rate adfirstments through lhelr exlsting fuel and environrnental cost adjuslnisnt 
mechanlsnis. 

'I'he stable oulfook considers the rnociest expecled improvement in financial metfics over the near-term and the supportlve 
rogulatory envlronmeiit in which the ulllitles operate, 

Upward pressure mny tnaterialize for ICU and LG&E If they achieve flnanciai tiietrics s11ch as CFO pre-WC to debt in excess of 
25% and retained cash flow to debt of greater than 17% on a sustainable basis, LKE's rating may be upgraded i f  it achieves 
consolldated CFO pre-WC to debt In excess of 19% on a siistalnahle basis. 

KU, LG&E and LKE's ratlngs could be downgraded should the ulllltles encounter unexpected problems integrating with PPL. or 
If unexpected changes are made to the regulatory compact that currsnlly provIdes for timely recovery of costs. Flnancial 
tnetrics that niay trigger downward rallng pressure include, for IN and L.G8tE, ratios of CFO pre-WC lo debt of below 16% Or, 
In the cas$ of LKE, below 13%. 

'The principal methodology used In ralliig E. ON US. LCC \vas Regrrla(ed Electric and Gas Ulllllies rating niethodology 
publtshed In Augusl2008. Olher methodofogles and factors that may have been considered In tho process of rallng 1111s Issuer 
call also he found on Moody's website. 

. 

EON U.S. LLC is headytrartered in Loulsville, Kentucky. 

REGULATORY DISCLOSURES 

lnfortriatlon sources used to prepare the credit rallrig are the following: parties involved In the ratlngs, parties not involved In 
the ratings, public informafion, conndentlal and proprietary Moody's lrivestors Service's Inforinallon, confidential and 
proprlelary Moody's Analytic$' Informallon. 

Moody's Investors Servlce considers the quality of infortnation available on the Issuer or obligation sallsfactory for the 
purposes of i~iahtainlng a credit rating. 

MOODY'S adopts all necessary measures so that the jnforrnatlon It uses In assigning a credit rating Is of sufficient cprallly and 
from sources MOODY'S considers to be fellable Jnciudlng, wlien.appropriate, independent third-party sources, HoWever, 
MOODY'S is not an auditor and cannot in every Instance Indepetidenlly verily or validate information recelved til the raling 
process, 

Please see ratings tab on (he issuerlentlty page on Moodys.com for Ihe last ratlng acllon and the rating hlstoty, 

The date on which some Credit Ratings were firs1 released goes back to a t h e  before Moody's lnvestors Service's Credit 
Ratings were fully dlyltlzed and accccrats data may not be available. Consequently, Moody's Investors Service provldss a dale 
that It believes Is the tnosl rellatile and accurate based on Ihe informallon that is available Lo It. Pfease see the ratlugs 
disclosuro page on our webslle \ww.nioodys.com for further informatlon. 

Please see lhe Cretil( Policy page on Moodys.com for Ihe nietliadologles used in doterinlning ratlngs, ftrrtlier Information on 
the meanlng of each rating category and the definition of default and recovery. 

New York 
Scolt Solanion 
Vice President - Senlor Atiatyst 
Inlrasiruclufe Finance Group 
Moody's investors Service 
JOURNALISTS: 212-663-0376 
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Moody's investors Service 
250 Greenwich Street 
New Yoik, NY 10007 
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MOODY'S 
INVESTORS S EKVICE 

0 201 f Moody's Investors Service, Inc. andlor Its licensors and affillales (collectively, "MOODY'S''), Ail dghts resented, 

CREOIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE RELATIVE FUTURE 
CREUIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RfSK AS 
THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY 

INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATiLITY. CREDIT RATINGS ARE NOT 
STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL 
ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES, 
CRERIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS 
ISSUES ITS CREDIT WTINCJS WITH THE EXPECTATfON AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN 
STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSlDERATlON FOR PURCHASE, HOLDING, OR SALE. 

ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, 

fi 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND 
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWlSE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SlJBSEQlJENT USE FOR ANY SUCH 
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT 
MOODY'S PRIOR WRITTEN CONSENT, All inlormatlon conlalned heraln is obtained by MOODY'S from sources believed by It to he 
accurate and reliable. Because of the jlossibility of human or mechanfcal error as well as other factors, however, all Informallon confained 
herein is provided "AS IS"vrillioiit warranty of any kind. MOODYS adopts all necessary iiieasures so lhat the Inforntallon it  uses in 
asslgnlng 8 credi( rating is of sufflctent quality and from sotirms Moody's considers to be rellable, lncludlng, when approprlale, 
indepondont third-party sources. Ho\wver, MOODY'S is not an auditor and cannot In every Instance IndependonUy verify or validato 
lnfornlatlon received In the rating process, Under 110 circumstances shall MOODY'S have any liability to any person or enllty for (a) any 
loss or damage In whole or In part caused by, resulting from, or relating to, any error (negl[gent or olhervfise) or other clrcurnslanca or 
contlngency wlthln or oulslde the control of MOODY'S or any of Its directors, officers, eniployess or agents In connection wilh Iha 
procurenienl, collecllon, compila1lon, analysts, interpretation, communlcatlon, publicatton or dellverypf any such Informallon, or (b) any 
direct, Indirect, special, consoquentlal, wnipensatory or Incidental daniages whatsoever (lnclitdlng wilttout limifallon, lost profits), even If 
MOODY'S Is advised I n  advance of (he posslblllty of such damages, resultlng front the use of or inablllty to use, any such Informstlon. The 
ralings, flnanclal reporting onolysls, projections, and other observallons, ff any, constllutlng part of Ihe informalion contaliled herein are, 
and must bo construed solely as, statenienls of opinton and not stalemenls of fact or recomniendatlons to purchase, sell or hold any 
securilles. Each user of Ihe infomialion contained hereln must make 11s own study and evaluation of each security It niay conslder 
purchaslng, holdlng or selling, NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, 
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATINQ OR OTHER OPINION OR 
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit ratlng agency subsidiary of Moody's Corporation C'MCO''), hereby dlscloses that niost Issuers of debt 
secwitles (hcludlng corporate and munlclpal bonds, deberrtures, notes and commerclal paper) and preferred stock rated by MIS have, 
prlor to asslgnment of any raling, agreed to pay to MIS for oppralsal and rating services rendered by It fees tanglrig from $'l,500 to 
approximately $2,600,000. MCO and h4lS also malntaln polfcles and procedures to address the Independence of MIS's rating$ ant( raling 
processes. lnformption regarding certain aMllallons that m y  exist between directors of MCO and rated sntltles, and belweeii entitles who 
hold ratings from MIS and have a190 publicly reported lo the SEC an oivnershlp Interest In MCO of more than 6%, Is posted annually at 
mmoodvs.corU under the heading "Shareholder Relations - Corporate Governance - Dlrector and Shareholder Affillatlon Pollcy." 

Any ublicallon into Australia of lh1s document is by MOODY'S affiliate, Moody's Investors Service Ply LImited ABN 61 003 399 657, 
w h f c ~  fiolds Australlan Financial Services Llcense no, 336969. This documen1 is intended Io be provided only to %holesale clients" wlthln 
the meanlng of section ?GIG of lhe Corpomllons Act 2001. By coritlnulng to access thls docuinent from wTIhin Austtaila, you represent to 
MOODY'S that you are, or are accesslng the document as a repfesentatlvs of, a "wholesale cllenl" and (ha[ nellher you nor the enlily you 
represent wlll directly or Indlrectly disseminate thls docunieiit or its contents to "retall clienIs"wl!hin the nioantng of section 7020 of the 
Corpofatfons Act 2001. 

Notv/ilhslanding the foregoirig, wedit ratlngs asslgried on and after October 1,2010 by Moody's Japan K.K. ('MJKK) are FdJKK's curreat 
opiiiions of the ralalivo tcrttrfe crcdll risk of enlilies, credll commlImenls, or debt or debt-llke securities. In such a case, 'MIS' In the 
foregoing slatements shall be deeined to be replaced with "MJKK". MJKK Is 8 wliollyowned credit fallng agency subsidiary of Moody's 
Graup Japan G.K., which is iI/ho)ly owned by Moody's Overseas Holdlngs Inc., a wholfy-ownod 6Ubsidlary of MCO. 



This credll raBng IS an oplnlon as Lo the credltworlliltiess or a debt obllgallon of tlte issuer, not 011 (he equity securillss of the issirer or any 
torn1 of secinlly ihet is available lo relall investors. It wo~ould be dangerous for retail Investors to make any lnvostmenl declslon based on 
lhls credil raling. I f  In doubt you should cootacl your financial or olher professloiial adviser. 
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.MOODYk 
I NVT; STO R S S ERVI CE 
Raflng Action: Moody's nsalgns ralln(p to L.G&E, KU and pararrt LKE 
t I 

Global Credlt Roscarch - 09 Nov 2010 

Approximately $23 blllton of debt sectrrftlss affected 

New York, November 09,2010 -- Moody's Investors Service has assigned ratlngs of A2 to $1,600 tnllllori of first mortgage 
bonds Issued by f<entucky Utliitles Company (KU: Baal Issuer Ratlng) and $635 mlliion of fl rst mortgage bonds Issued by 
Loufsvllle Gas and Eieclrlc Company (LG&E: Baal lssuor Rating), Moody's also assigned a Baa2 rating to $875 mllllori of 
serifor irnsecuretl notes Issued by ihelr Intermediate parent holdlng coinpany, I.G&E and l<U Energy LLG (WE: Baa2 Issuer 
Rating). The rating outlooks for KlJ, LG&E and LKE are stable, 

Assignments: 

..Issuer; Kentucky Utlliltes Co. 

... Senior Secured First Mortgage Bonds, Assigned A 2  

.,Issuer: LG&E and KU Energy LLC 

.... Senlor Unsocured Regular BortdlDebenlure, Asslgned Baa2 

..Issuer: Loriisville Gas & Electrlc Company 

.... Senior Seaired Fird Mortgage Bonds, Asslgned A2 

RATINGS RATIONALE 

Proceeds from these offerlriys will be used to repay lnterconipariy debt arlshg ftom PPL Corporation's (PPL: Baa3 senlor 
unsecured) acquislflon of LKE and Its subsldlarles on November 1,20W for approximately $7.625 billion. 

KU atid LG&E's Issicer Ratlngs are supported by their soirnd financial performance and the supporllve regulatory envlronmen[ 
In which they operate offset in part by a lack of fuel diversity and tnodestly sized service territories. It Is Moody's policy to 
generally rate first mortgage bonds of investment-grade rated ulllilies Ivio alpha-numoric ratings higher than its Issuer Rntlny 
or senlor unsecured debt rallng, The Baa2 rating sssigiled to LKE's senlor ~ii1secured debt is the same as its issuer Rathg 
and onemtch below KU and LG&E's Issuer Rafings due lo Ihe sfnrclural subordinallon of ifs debt to the debt issued a1 Ils 
utillty subsldlarles. 

Plhase refer to Moodys.com for addillanal research relaling to KU, LQ&E arid LKE. 

The principal inefhodology used In this rating was Regulated Efeckic and Gas Utlliiles published in August 2009. 

PPL Is a dlvsrsified energy liolding compgny headquartered in Allentown, Pentisylvanla. 

REGULA"r0FIY DISCLOSURES 

lnformatlori sources iised lo prepare tlie credit raling are Ihe followlng: parties involved in the ra!ings, parties no1 involved In 
lhe rstlngs, publlc Inforination, corifi dentlal and proprietary Moody's Investors Servlce informatlon, and confidential and 
prooprlelary Moody's Anaiylics informatlon, 

Moody's Investors Servlce conslders the quality of inforrnatloii available on the issuer or obllgatlon sqtlsfactory for the 
purposes of asstgiihg a cretllt ratlng. 

Moody's adopts all necessary ineasiires so that the Inforrnatiori it use6 In assigning a credit raling fs of siifficlsnt quality and 
from sources Moody's considers to be raliable including, when appropriate, Independent thlrd-party sources. However, 
Moody's Is not ai1 auditor and cannot in every lnslance hidependently verify or valldale Infonnalion received In the rating 

http://Moodys.com


process, 

Please see ratlngs lab on tho tssuer/entlty page on Moodys.com for the last rating actlon and the raliriy history. 

The date on whlch sonie Credit Ralings wore first released goes back to a tiriio before Moody's liivestors Service's Credit 
Raliriys were Itrlly digitized aiid accurale (lata may not be available. Consequantly, Moody's Investors Service provldes a dale 
that i t  believes is Ihe most reliable and accurate based on llie Information that is available to It. Please see h e  ratings 
disclosure page on our wsbslle w~.moodys.wni for fwttier information, 

Please see the Credit Policy page on Moodys.cotn for (he methodologies used In determining ratlngs, ftrrther information 011 
the meanlng of each rating category and llie defiriition of dofauH and recovery. 

New Y a k  
Scolt Solomon 
Vice President - Senior Analyst 
lnfras~rtilure Flnance Group 
Moody's fnvostors S e ~ i c e  

. .  
$ 1  

JOURNALISTS: 212-653-0370 
SUBSCRIBERS: 222-653-fG53 

New York 
Willlam L. I-less 
MD - Utllllles 
lnfraslruclure Flnance Group 
Moody's Investors Service 
JOURNALISTS: 212-553-0376 
SURSCRIBERS 21 2-653-1 653 

Moody's Investors Service 
260 Greenwich Skeet 
New York, NY 10007 
U S A .  
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INVESTORS SERVICE 

0 201 4 Moody's investors Service, Inc. and/or Its licensors and affillatos (collectively, "MOODY'S''). All tights 10SQWed. 

CREDIT RATINQS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OBlNlONS OF THE RELATlVE FUTURE 

THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBL1QA'TIONS AS 'IHEY COME DUE AND ANY 
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT, CREDIT RATINOS DO NOT ADDRESS ANY OTHER RISK, 
tNCtUDiNG BUT NOT LIMITED TO; LlQUlDlTY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE NOT 
STATEMENTS OF CURRENT OR HISTORICAL PACT, CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL 
ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. 
CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS 
ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN 
STUDY AND EVALUATION OF EACH SECURITY THAT IS UNOER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

CREDIT RISK OF ENTITIES, C R E W  COMMLTMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS DEFINES CREDIT RtSK AS 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT l.IMITED TO, COPYRiGHT LAW, AND 
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SU6SEQUENT USE FOR ANY SUCH 
PURPOSE, IN W i I O k  OR IN PART, IN ANY FORM OR MANNER OR BY ANY hEANS WHATSOEVER, BY ANY PERSON WITHOUT 
MOODY'S PRIOR WRITTEN CONSENT, All lnformatlon contained herein is obtained by MOODY'S from sources belleved by It  to be 
accurate and reliable. Because of the possibllliy of human or mechanIcel erfof as well as other factors, however, all lnformatlon contained 
herein Is provided '!AS IS'withoul warranty of any klnd. MOODY'S adopts all necessary n1easitfes so that the Inlomiatlon it uses In 
assigning a credit ratliq Is of sufflcfent qualily and froni soiircev Moody's conslders fo be reliable, fncbding, when appropriate, 
Independent third-party sources. Hostever, MOODYS is not an  auditor and cannot in every Inslsnce lndependetilly verify or valldale 
Information received in the rating process, Undor no cifcuriistances shall MOODY'S have any llabilily to any person or entity lor (a) any 
loss or daniage In whole or [n part caused by, resulting from, or rolatiny to. any error (l\egliyent or olilenln'se) of olller C I ~ C i l n l S l ~ t l ~  or 
contingency wltliln or oulside the control of MOODY'S or arty of Its dlfecbrs, olllcers, employees or agenls In connecllon with tfle 
procuremenl, collectlon, conipilallon, analysis, interpretation, conrmunimllon, pubballon or delivery of any such Infonilallon, or (b) any 
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dlrecl, Indlrecl, speclal, consequential, compensatory or incldental damages whalsoever (including wlthout Hniltatlon, losl proflls), even I f  
MOODY'S is advlsed In advance of the posslbllity of such damages, resullhg f m i  the use of or Inabllily to use, any such Itiformalion. The 
ratings, financial reporllng analysls, projecttons, and olhsr observalions, if any, constituting part of the lnfornlatlon contained liereln are, 
and must be construed soleJy QS, statements of opinion and no1 staternents of facf or reconrnlendatlons to purcliase, sell or hold any 
securities. Each user of liie Informallon contained lrerein must make 11s own study and evaltialion of each securlty 11 niay consider 
purchasing, holding of selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMEI.INESS, COMPLETENESS, 
MERCHANTA'ARII.lTY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPlNtON OR 
INFORMATION JS GiVEN OR MADE BY MOODY'S IN ANY FORM OF! MANNER WHA1'SOEVER, 

MIS, 8 wholly-owned credlt rating agency subsidlary of Moody's Corporalion f'MCO"), hereby discloses that most Issuers of debt 
socurllies (lncltrdlng corporate and municipal bonds, debentures, llotes and commerclal paper) and prefefred $lo& rated by MIS have, 
prlor to asslgnment of any ratlng, agreed to pay to MIS for appraisal and rating servlces rendered by It fees fanglng fronl $1,500 to 
approximately $2,800,000. MCO and MIS also nialntaln policies and procedures to address Ihe indepsrtdsncs of MIS's ratings and rating 
processes. Informalon regardlng certain afiiliations (hat may exlst belween directors of MCO and rated enlllies, and between entllles vho 
hold ralings froni MIS and have also publlcly rsportod (0 (he SEC an ovinershlp Interest In MCO of niore than 8%, Is posted annually at 

under tile headlng "Shareholder Relations - Corporato Governance - Director and SliarahoIder Alfilialion Pollcy." 

An publication hlo Australia of tlils docunion! Is by MOODY'S affiliate, Moody's Investors Service Pty Llrnltsd ABN 61 003 399 657, 
d e l i  fiofds Ausfrallan Financial Services License no. 336960. Thls docunient is intended to be provlded only lo 'ktholesale cilen(s" within 
Ge meanlng of section 76?G of the Corporatlons Act 2001. By continuing to access lhls docunient from wilhh Auslralla, you represent to 
MOODY'S tliat you are, or are accessing the docvment as 8 ropresentattve of, a "Wvhole$ale clienr' and that nellher you nor the enllly you 
represent will dlreclly or Indirectly dlssemlriate thls documen( or its conlenls to "refail cltonls" wllliln lhe meaning of sectlon 761G of the 
Gorporatlons Act 2001, 

Noh~llhstandiny I l ia  foregolng, credlt ratlngs asslgnsd on and aflet October I, 2010 by Moody's Japan KK. ("MJKIC) are MJKtCs current 
opinions of the relative fulure credit rlsk of enlilies, credit commltmenls, or debt or debt-like sacurilfos. In such a case, "hlls' In the 
foregoing staternents shaJl be deemed to be replaced v/Ith ' M J K K .  M J K K  Is a wholly-ovmd cretllt ratlng agency subsldlary of Moody's 
Group Japan G.K., whlch Is wholly owned by Moody's Overseas Holdings Inc., 8 wholly-owned subsidiary of MCQ. 

Thls credlt raling 1s an oplnloii as to the credlhorlhlness or n debt obllgation of the IssuerI not on (fie equity securitles of theissuer or any 
form of security lhat Is available to retail Investors. it would be dangerous for reiall investors to make any lnvestnient decision based on 
lhls credll rallng. If In doubt yon should contact your ff nanclal or other professional adV1SQf. 
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Fitch Affirrris the Ratings of PPL arid Subs on Acquisiflon Rnlfngs 
02 Mar 2011 &I I PM (EST) 

Filch Rallngs-New York-02 March 201 I: Fllch Ratlngs tias affirmed lhe rallilgs of PPL Corp. (PPI-) end 11s U.S, 
subsldlsrfes following the announcenieiit of a definitiva agreement to acquire the Central Networks UK electric ciislrlbullon 
businesses from E.QN Ut< plo for $5.6 billion In cash plus the assumption of $000 nllllon of debl and !ransncllon costs, 
The Rallngs Oultook for all entllles Is Sable .  See a full Its1 of ratings affirmed beloiv. 

The alflrmation reflecls Ilie reducllon In business risk tha! resulls from lhe addillon of hvo reoulated electric ufllllies, and !he 
on.going lransforrnatlon from R company reliant on commodlty-sensltlve busfncsses io  one that Is hlghty regulated. I t  also 
assitmes Ihat tho inlllal lncrenso In leverage, as tnenstired by the rallo of (lebUEBITDA, v4ll decllne over the next few years 
as the company makes n 11111 year of earnings from lhe Novomber 2010 acquldllon of L.G&E St KU Energy LLC (reled vAlh 
a '8Bf3+' Isslier Delaiill Rnlhg [IUR] by Filch) and from the ln\egretion of Central Neh'lorks. In addillon, the ma]orily of the 
acqirislllon debl wlll be housed at the newly acyulred UI< subsldtarles, and wlll be nonracourse lo PPL, The capllsl markot 
risk of placlng Ihe permanent debt and equity finalicing and (he abllity lo extract oxpected synergies from the tlevrly 
acqulred UK brslnesses are tho primary crodlt conceriis, 7 hew are no regulalory opprovels required and manayenlent 
expects to completo !he transaction in April 2011. 

PPL plans lo inlllally fund I l ie $5.6 bllllon acqulslllon wllh drawings under a conmltled bridge loan facility, The pernianenl 
finonclng, expected lo be cornpleied in  the secoiid qllarler of 2011, vrlll be Wnlpii6ed of approximately $1.75 billion of 
Gonimon eqully, $876 mllllon of niandafoiy converflble debt, and $3 bllllon of subsltllary debt includlng $750 tiilllion at an 
Intermediato UK holding company arid $2.45 bllllon at Cenlral Networks' two operatlng rrtllitles, Genlrsl NefVQtks East p ! ~  
and Cenlral Networks Wesl plc. The capital market rlsk Is rnlflyafed by fho short t h e  frame to closlng. Fltch calculales !he 
pro form 2010 ratio of ~QIIUEBITUA will lnltlally spike io 5.0 tlrnes (x) compared fo Ihe adlusted 2010 DebUEBlTDA of 
4Ax. By 2013, Fitch expocts the debt rallo to fall bolovr 4,Ox. 

L 

The acqulsltlon subslantlally reduces PPL's coniniodily prlce exposufo and loviers Fitch's business risk assessment by a 
full category. By 2013, management expects to derive approxlnialely 75% of EBITDA from reaulated operations cornpared 
lo npproxlnialely 80% prlor to llis current ttansactlon and abotit30% prlor to the acq\ilsitlon of LG&E and KU Energy In 
November 2010. Jlia servlce lerrilories of Central NeIworks' two oporatlng ullillies are conllgrrous with PPL's olher lJK 
eloclrio dlslrlbullon business, Western Power Olslrlbutlon, urhlcli provldas (he opportunity for synergy savlngs, yttich under 
UK rsgul~llon are retained unlil (he iiexl price review due In mid-2013. 

FlM offirms tho follov~ing ratings wllh a Stable Oullook: 

PPL Corp 
--tong.torni IDR at 'RBB'; 
--Short-term IDR at 'FZ'. 

PPL Energy Supply, LLC 
--Long-term IDR at 'BBB'; 
--Senior unsealred debt ot '5388'; 
--Short-term IDR at 'FZ'. 

P P l  Cnplfal Fundlng Inc. 
-.Long-term IDR ~f 'BBB'; 
--Short-term IDR at 'F2'; 
.-Senlor trnsocured debt al'BB8'; 
--Jr. siibordlriated notes et 'BB+'. 

PPL EI8drlc UlllltleS Corp. 
--Long-term IDf? a1 'BBB'; 
--Socurotl deb! 'A>; 
--Preference stock nt 'HBU-'; 
--Short-term lDR al'F2'; 
--Commercial paper at 'F2'. 



Fitch Itntings [ Press Release 

LQ&E and KU Ellorgy L1-C 
.-Long-term IDR at 'BBB+'; 
-.Senlor iinsecrirad debt at 'BBB+': 
..Short-term iDR 8I 'F2'. 

Kentucky Ulltillas Company 
--Long-term iDR at 'A"'; 

..Senior unsecured debt at 'A'; 
-.Short.term IDR at 'F2'. 

--SecUred debt at 'At'; 

Louisvllle Qas and Eleclrlc Company 
--1-ong-term IDR at 'A-': 
-.Secttrod debt at 'A+'; 
-.Senior wsecured debt at 'A'; 
--Short-term IFF? at 'F2'. 

Contact: 

Primary Analyst 
Robert Horntck 
Senior Director 

One State Street PInzn 
Nevi York, NY 10004 

+1-212-900-0523 

Secondary Analyst 
Phlllppe Beard 
Assoclate Dlroclor 
+.f -212-~08-0242 

Comtnlllee Chakperson 
Glen Grabelsky 
Msnaglng Dlrector 
+la2 12-008.0577 

2 Qf '2, 

Medla Ralallons: Ctndy Stoller, New York, Tal: +.I 212 908 0520, Erneil: cindy.slofler~fitchrRtlnQs.com. 

Addillonat Infomialloil is available at "v~/.fi(chra(lngs.carn'. 

Appllcoblo Critorla atrd Related Research: 
--'Corporato Rating Mo(hodobgy' (Nov. 24,2009); 
-.'Crodlt Rallng Guidelines for Regulated ullllly Companles' (July 31 I 2007); 
.-'U.S, Power arid Gas Comparative Operating Rlsk (COR) Evalirollan arid Fltiancial Guldelines' (August 22,2007). 

Appllcabte Crlterla and Related Research: 
U.S. Power and Gas Comparative Operating Rlsk (COR) Evaluation and Financial Guldelllles 
Credit Rallng Gwidellnes for Regolaled Utlllly Companles 
Corporate Rating Melhodology 

ALL FITCW CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ 
THESE LIMITATIONS AND DIS(UI1MERS BY FOLLOWINQ THIS LINK 
H~P://FI'TCt~lRA'I'INOS.COM/UNDERSTANUINGCREDlTRATINGS. IN ADDITION, RATING DEFINITIONS AND THE 
TERMS OF USE OF SUCI-I RATINGS ARE A\/AILABLE ON THE AGENCY'S PUBLIC WEBSITE 
'~,FfTCWRA'TINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM 
THi8 SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALIN, CONFLfCTS OF INTEREST, AFFILIATE 
FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM 
THE 'CODE OF CONDUCT' SECTION OF THIS SITE. 
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Fitcli Ratings-New York-04 Noseiiiber 2010: (This is a cori'ection for n relensc issued 011 Oct. 2.5, 
20 I O ,  It anieatls the expected senior unsecured ralitigs for both Lo~risville Gas and Electric 
Coiiipaiiy and Kenhicky Utility Company to 'h'.ln aciclitio~l, the Issuer Default Ratiilgs and 
sIiotr-te,ni TDRs for n l l  eiitities arc now filial and the Rating Outlooks Slable,) 

Fitch Ratings espects to assign the rgtiiigs lisred below 10 Keiitiicky IJtililies Company (KII), 
Louisville Gas and Electric Cotiipany (LGaE), and LG$E and KU Energy LL,C (currcntly E. ON 
US> followiiig tlic close of PPL Coip.'s (Issuer Definult Rating [IPR] '131313') acqtiisitioii of E.ON 
U S ,  The espected ratings arc as folIows: 

LG&E aiid KU Energy LLC 
--Issuer De6mft Ratiiig (IDR} 'BREW'; 
--Senior unsecured debt 'BBBt-'; 
--ShorL-te1*1II JDR 'F2'. 

Kenlucky Utilities Co. 

--Secured dcbt 'A+'; 
--Senior unsecured dcbt 'A'; 
--Short-term IDR 'FZ'. 

- .-I DR 'A-'; 

Louisville Gas niid Electric Co, 

--Secured debt 'A+'; 
--Senior tinsecwecl debt 'A'; 

--IDR 'A-'; 

--Sl\oIt-ter~~i IDR 'FZ'. 

The proposed rntiiigs rcflect the currently soiind credit quality of the two regulated irtilitics, 1)PL's 
bnlnnced financiug pian for complcting the acquisition, constructive regulatory poficies in Kent~icky 
aiid tlic Keiihickp Public Service Commission's (PSC) track record for tiiiiely rate decisions. 
Cotistructivc rcgulntory policies jiiclwte R monthly ftrcl adjustiiient clause and an eiiviroiiiiiental 
cost recovery (ECR) nieclinttism, The ECR mechsnism snbstaiitiaIly reduces tlie envlronmeiital 
risks associntcd with the coiiipaiiies' coal-fired gciieratitig portfolios. Regulatory stalutes also 
iiicludc thc iiiclusion of coiistniction work in progress (CW'IP) in rate base. Consequently, thc 
zitilitics' itivesfiiienr in 'I'rimble Couuly unit 2 (TCZ), n 7G0 t i i w  coal plant expected to ciiter 
coaimc~cinl operation by year-end, is already reflccreed in rate base. Moreover, the majority of its 
noli-fuel opeiwhg costs \vcrc recognized in  rates in the July 2010 rate order, which relied 011 a test 
year ended Oct. 31, 2009, a t  ~vliich lime TC2 W R S  already in .Iesting iiiode atid fully stnffed. 111 July 
20 10, tlie two utilities each i*eccived coastlaclive rate decisions from the Kentucky PSC tliat will 
entiancc cariiiiigs aiid cash flow, The rate decisions were issued six months aftcr the cotupaiiies' 
filed their rate iiicrensc rcquests following a set(lemenl agreeitleiit with interve~~ors. 

'The priiiiary credit co~iceriis, other than exposure io changing enviroi~nental regula (ions, is a 
provision in the cliaiige of conti'ol settlement that p-ohibits the coinpnnies from secking a bnse rate 
adjustment that would be effective prior to h e .  1, 20 13 (esclutling i'iicl niid ECR adjustmenfs), 
which will require the coiiipnily to absorb cost iiicreases in the in~crhii, and the delay in conmereid 
operalion of TC2. Burlier iiialfhcfions aiitl a lransformei* fnilure o c c u r ~ d  during coinmissianiiig 
and testing activity of TC2 conducled iu the sccoiid and third quarter of 2010 causing a dciay ill 
'l'C2 comniercial operation, Thc unit is tiow espected to enter coniiiiercinl opeintion by year end. 
Because TC2 was coustmcted with a fixed price coutract with Iiquklatecl (faiiiages, the iwo utilities 



I are not expectcd to iiictir ni iy  significant ndditionnt capital costs fiom tlie start-up delay, 
? 

1 ” 

1.. .! 

011 April 28, 2010, E O N  AG enlered hito a dehifive agreement lo sell PPL Coip. (PPL} its cqnity 
interests in E.ON U S .  LLC, the parent coiiipniry of I,G&E nrirl KU, The cash pul’cliase p k c ,  
excluclisg [lie assuniption of $925 iiiillioii of polliition control boi~ds, is approxiinately $6.7 billion. 
111 June 2010, PPL issued an  aggregnte of $3,6 billion of coiiiinoii equity aud hybrid securities to 
coiiipletc the equity sliirl hybrid security poilioii o r  the mpiisition fiiiaticing pian, iticliiclhig $1 . IS  
billion of equity units niid $2.484 billion of coiiinion equity (net piocccds of $1, I I6 billioii nitd 
$2.409 billion, respecti\fely). Tho remining cash purcliase price of approxiliiately $3,175 billion 
will be ftincled with a draw on PPL’s cxistiiig credit fncility, to be repaid with the proceeds of 
subsidiary debt to be issued aftcr closing tlie traiisaction anti cash, Mnnagcmenl has indicated i t  
plans to issue approxilnately $2.1 billion of first mortgage boiids at the t\vo utilities nud to retire a 
siinilar nnioun( of existitig inter-company boiiowings, Consequently, debt ieveIs should not be 
meniiiiigfully different fioni the J w e  30, 2010 icvels ant! going faivard leverage and interest 
coverage measures should bciiefit f‘toiii recently impicine~ited rate incrcascs ;IS well as accessbig the 
cnpitnl mnrltets during a pcriod of esceptioiiatly low iiiterest intes, Planned debt fiiianciiig at  LG&E 
nnd KU Energy LLC of approxinintely $SO0 million is wcll below the existirig parent 
intcr-company boirowiiigs of more than $2 billion, 

PPL expects to close the acquisition in the fourtli qrrarter of2010. On Sep~. 2, 2010, PPL icaclied a 
settlemcnt ngreeinenl with all intersening pni ties i n  its change of control application in Tcentucky. 
hi the settlement, PPL agitetl not to raise base rates before Jan, I ,  2013 (excludiog fitel atid ECR 
ndjustrnents), Rate increases thal took effcct 011 Aug. I, 2010 will reinain in plnce. The change of 
coiilrol agrccment also providcs for 50/50 sharing of oily earnings abose n 10.75% ROE. On Sept, 
30, 2010, the Kentucky I’SC approved [he proposed acquisition subject lo PPL’s acceptmice of all 
coiiditioiis, Stntc icgu1ntoi.s in Teiiiicssee and Virginia Iwe also approvcd the merger. Other 
i’equirecl appovnis include the Fetleral Energy Regulatory Coininission (FERC). Peniisylvania 
Public Ulility Comiiiissioii (PUC) approval is not required. 

Contacl: 

( 1  l?rinlary allalyst 
Robert Noiqnick 
Sei1 ior Director 

Pitch, inc. 
One State Street Plaza 
New York, NY 10004 

+1-212-908-0523 

Secondary Aiinlyst 
Glen Crixbelsky 
Ivlanagiizg Director 
+ 1-2 12-908-0577 

Committee Chnirpersoil 
Philip Snipth 
Senior Director 
+ 1-2 12-908-053 I 

Media Relnlions: Cindy Stollcr, New York, Tel: 4-1 212 908 0526, Email: 
ci~idy.stoIler@fitchmtiiigs.coiii. 

Add i t ioiinl in formalion is a SR i lablc at ‘ww nf. fi tch ra tiugs.com’. 

Applicable Criteria and Related Research: 
--'Corporate Rating Metlladology’ (Nov, 24,2009) 
--‘Credit Rating Guidelines for Regulated atiiity Companics’ (July 3 I ,  2007) 
--‘US, Power aiid Gas Compnrative Opcratitig Risk (COR) Evaluation aiid Firtaiicinl Guidelines’ 

(. ”! 



ALL E'ITCH CREDIT RA'I'INGS ARE SUBJECT 1'0 CERTAIN LIMITATiONS AND 
DISCLAIMl3kS. PLEASE 1XEAD TI-IESB LIR/llTATIQNS AND DISCLAiMERS BY 

E - I T T P : / / ~ I T C ~ ~ \ T G S . C 0 n l l / U 3 \ I D E R S T ~ ~ D I N ( ~ ~ D I T ~ T I N G S .  IN ADDITION, 
RATING DEFINITTONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE 
ON THE AGUNCY'S PTJDLIC WEBSITE 'W~~~~~.T.'ITCI-€RATINCrS.COM'. PUBLTSHED 
RATINGS, CRITERIA AND bIBTHODOLOGlES ARF, AVAILABLE 1QOM '1'HTS SITE AT 
ALL TIMES, FlTCH'S CODE OF CONDUCT, COWIDENTJALITY, CONFLICTS OF 
INTEREST, AFFILTATE FIREWALL, COMPLIANCE AND OTHER REI,EYAN?' POLICIES 
AND PROCEDURES ARE ALSO AVATLr\RJ,E FROM THE 'CODE OF CONDUCT' SECTION 
OP THIS SITE. 

FOId,C)WPNG THIS LINK: 





LG&E a i d  I<U Energy L,LC's Senior Uasecur-ed 
Debt Rated At 'BIBB', Subsidiaries' First 
Mortgage Bonds Rated At  'A' 
Primary Credit Aiialyst: 
Gerrit Jepsen, CFA, New York (1) 212-438-2529; gerritjepsenQstandardandpaors.com 
Secoiitlary Contact: 
Barbara A Eiseman, New York (1) 272-438-7666; barbara-eiseman~standardandpoors.con1 

NEW YORK (Standard & Poor ' s )  Nov. 8 ,  2010--Standard 6r Poor ls  Rat ings Services 
assigned its IBBB' r a t i n g  t o  LGSrE and KU Energy LLC1s  $a75 mil l ion  sen ior  
unsecured debt: o f f e r i n g .  

I n  addi t ion ,  we assigned our ' A '  i s s u e - l e v e l  r a t ings  and 'l+' recovery r a t i n g  
t o  Kentucky U t i l i t i e s  C o .  I s  (KU) and Louisv i l le  Gas & E l e c t r i c  eo. Is (LG&E) 
approximately $2  b i l l i o n  first mortgage bond of Eerings . The i s sue - l eve l  r a t i n g  
and recovery r a t i n g  reflect:  our h ighes t  expectation of f u l l  recovery of 
p r i n c i p a l  (100%) i n  a default, scenar io  s ince  both u t i l i t i e s  can i s s u e  new 
secured bonds i n  an amount- not  exceeding 66.7% of property add i t ions .  

These r a t i n g  ac t ions  follow PPL Corp . ' s  Nov. 1, 2 0 1 0 ,  acquisit l ion of E.ON U . S .  
LLC (now known a s  LG&E and KU Energy LLC) and u t i l i t y  subs id i a r i e s  LG&E and 
KU. Please see  PPL Corp. Upgraded To IBBB+l And O f f  Credittilatch On Expected 
Closing Of E.ON Acquisi t ion.  

REI'ATED CRITERIA AND RESEARCH 
2008  Corporate C r i t e r i a :  Analyt ical  Methodology 

t Cri . ter i  a Methodology: Business Risk/Financial  R i s k  Matrix Expanded 
t 2008 Corporate C r i t e r i a :  Rat ios  And Adjustments 
* Methodology And Assumpt.ions: Standard & Poor's  Standardizes Liquid i ty  

Descr iptors  For  Global Corporate I s s u e r s  

RATINGS LIST 
LG&E and KU Energy LLC 

www.stanrlartlandpoors.col,dratingJirect 

http://gerritjepsenQstandardandpaors.com


L C 6 E  mid KU Eriergy LLC‘s Setiior Unsecrrred Deht Rated At ‘BBB’, Siibsidirrries’ First A4ortgcrge Bonds Rrited At  
‘A‘ 

Corp. c r e d i t  r a t ing  BBBc/Stable/- - 

Kentucky U t i l i t i e s  Co.  
Corp. credit” r a t ing  BBBt/Stable/A-2 

Louisv i l le  Gas & E l e c t r i c  Co.  
Corp c r e d i t  r a t i n g  BBB+/Stable/-- 

Ratings Assigned 

LG&E and KU Energy LLC 
Senior unsecured debt due 2015 6i 2 0 2 0  BBB 

Kentucky Wtilit.ies C o .  
F i r s t  mortgage bonds due 2 0 1 5 ,  2 0 2 0  & 2 0 4 0  A 
Recovery r a t i n g  1, 

Louisv i l le  Gas & E l e c t r i c  C o .  
F i r s t  mostgage bonds due 2015 & 2040  
Recovery r a t i n g  

A 
1. + 

Coniplete r a t ings  information i s  avai lable  t o  RatingsDi rect subscr ibers  on 
the Global Credit. Por ta l  a t  www.globalcreditportal.com and RatingsDirect 
subscr ibers  a t  www. r a t i n g s d i r e c t  , corn. A l l  r a t ings  a f f ec t ed  by t h i s  r a t i n g  
act ion can be found on St.andard & Poor’s public Web s i t e  a t  
www . standardandpoors . corn, U s e  the  Ratings search box loca ted  i n  the l e f t  
COlURlt l  I 

Standard SC Door’s I RatinysDirect on the Global Credit Portal I November 8,2010 

http://www.globalcreditportal.com
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INVESTORS SERVICE 

Rating Action: Moody’s ciownyracles PPL arid PPL Electric, outlook stable 

Global Credit Research - 28 Apr 2010 

I_- _u _I__ u1_ - 

Approxlniately $1.3 billion of rated Instruments affected 

New York, April 28,2010 -- b d y ’ s  investors Service (Moody’s) downgraded the long-term unsecured ratlngs of PPL 
Corporatlon (PPL: tssuer Rating to Baa3 from BaaZ), and its subsidiaries PPL Electric Utilities Corporatlon (PPL EU: 
senlor unsecured to Baa2 from Baal), and PPL Capital Fundlng, Inc. (PPLCapital: senlor unsecured guaranteed by 
PPL to Baa3 from Baa2); t hem rating for PPL EUs secured debt, and its Prlme-2 rating for commercial paper are 
afflrmed. The outlook for PPL, PPL EU, and PPLCapital is stable. The ratings of PPL‘s subsidiary PPL Energy Supply 
(PPL Supply; Baa2 senior unsecured) are affirmed and the outlook remalns stable. 

The rallng actions follow PPL‘s announced agreement to acquire E.ON US. LLC (E.ON U.S.) and its subsidlaries 
Loulsviile Gas & Electric Company (LG&E) and Kentucky Ulilitles Company (KU), and whlte reflective of file 
announced transactlon, are driven more by weakenlng financial inetrlcs and the negative outlooks that had been in 
place for PPL EU and PPL for the past year. 

On April 28,2010, PPLannounced lhat It had reached a deflnitlve agreementwith E.ONAG to acqulre E.ON U.S, the 
parent company of LG&E and KU, two regulated urllities with operatlons principally in Kentucky. The fransaction 
values E.ON U.S. al approximately $7.6 billlon, includlmg the assumption of $925 niillion of existing tax-exempt debt 
and the repayment of EDNAG intercompany debt. Permanent financing for the (ransactian wHl include a conlblnation 
of common equity, utility first mortgage bonds, utility holding company bonds, hybrid securitles and cash on hand. We 
anticfpate that PPt will arrange the permanent financing In a balanced manner that wilt be supportive of its Baa3 
Issuer Ratlng, 

PPL’s Baa3 lssuer Ratlng conslders the additional regulatory scale, diversity and cash flow stability (hat are likely lo 
result from its planned acqulsition of E.ON US. On a pro-forma basis, we anticIg$ that over 50% of PPL‘s assets 
and cash flows would be associated with regulated operations; absent the transactlon, we would expect regulated 
contributtons to remain significantly below 50%. The rating also conslders the challenges the conlpany Is facing as it 
transitions to a fully competltlve market in Its Pennsylvania servke terrltory where slgnificant utility lnves tnient is 
needed while its wholesale generation buslness continues to operate withln weakened commodltles markets. The 
rating reflects prc-forma consolldated credit profile and cash flow credit metrics that we anticipate will remain within 
ranges appropriate for the rating. The Baa3 ratlngs for PPL and PPL Capital also recognize their structurally 
subordlnate posltlon relative to the Baa2 senior unsecured debt of PPL Supply and PPL EIJ, and to llkely holding 
company and operating company debt at the Kentucky utllltles. 

The downgrade for PPL EU reflects our continued expectallon lhat beglnnlng In 2010, the compands cash flow credlt 
metrics will decline dramatically from their recent levels and vAll remain toward the lower end of the ranges indlcated 
in Rtbody’s August 2009 Rating Msthodology for Regulated Electrlc and Gas Utilities (the Regulaled Methodology) 
rated Baa for the foreseeable future. The expected decline in metrics comes as PPL EU implements market rates for 
generation while simultaneously incurring increased expenditures for capital Investment to support and maintain the 
reliability of Its aging distribution and transmission systems. As a result, PPL EUs debt burden will increase, and cash 
flow coverage of debt and debt servlce Is expected to be dramatically reduced. For exampte, for the foreseeable 
future, the ratlo of cash flow from operations excludlng changes in working capital (CFC) Pre -- WC) to debt, 
cakulated It1 accordance with Noody’s standard analytical adjustments, is expected to remain In the low-to-nild teens, 
arid the ralfo of GFO Pre _- WC plus interest to interest is antidpaled to remain around three times. 

The alfirmatlon of the A3 rating for the senior secured debt at PPL EU reflects its priority posltlon within PPL ELFs 
capltal structure and follows Moody’s August 2009 implementation of wlder notching behveen the vast majority of 
ratlngs for senior secured and senior unsecured debt ratings for investment grade regulated utlllties. Issuers with 
negative outlooks were excluded from the August Iniplementalion, 

The affirmation of the Baa2 senlor unsecured ratings for PPC Supply conslders the relatively strong market and 
competitive position that results from its slgnificanl base-load generation portfolio located priniarily near load serving 
ontities within the hlghly liquid and transparent PJM market, The affirmation also recognizes that 2010 Is the first year 
the company is able to sell power produced by its Pennsylvanla generation resources at market fates. For 2010 and 
beyond, we anticipate increased volatility of cash flows, mitigated to some extent by PPL Supply’s hedglng strategy; 
however, we also anticlpate a strengthening of its cash flow credit metrics commensurate with the company’s 



Increased buslness risk. For example, we anliclpate Ihe ratio of CFO PreWC to debt (excluding the debt and cash 
flows associated with Its U.K. dislrlbution utilities) to reniain above 25%. PPL Supply’s published consolldated credit 
melrics will continue to be impacted by the ownershlp of its U.K. distribution utilitles, which benefit from reasonably 
stable cash flow, but also employ leverage coniniensurate with their regulated nelwork activities. We anticipate PPL 
Supply’s consolldated published ratio of CFO Pre-WC to debt will remain above 20%. 

The stable outlook for PPL. EU reflects our expectation that PPL EU’s financial nietrlcs will generally remain within the 
ranges indicated lo( electric distribution and transmisslon utilities rated Baa. The outlook also assumes that PPL. EU 
wlll finance its significant capital expenditure program in a manner that Is consistent with maintaining its current credit 
profile and that it will continue to successfully manage its regulatory relationshlps as Pennsylvania continues Its 
statewide lransitlon to market rates, 

The stable outlooks for PPt, Supply, PPL Capital, and PPL reflect our vlew that the planned acqulsition of E.ON US. 
will be financed in a balanced mannef that Is consistent wlth PPL‘s Baa3 issuer rating. The stable outlooks also 
assume that in 2010 and beyond, PPL Supply’s low-cost, strategically placed, prlmarily base load generating assets 
will generate increased cash flows, and that PPLwill continue to seek to mitigate the volatilityof these market based 
cash flow by use of disciplined hedglng straiegles. h addltlon, the stable outlooks assi~nie that the transilion to the 
competitive aleciricity market In Psnnsykanla will conlinue to proceed relatively smoothly and that PPL EU’s planned 
capltal expandihires will be financed In a manner that Is supportive of Its credit quality, 

The principal molhodology used In rating PPL EU, PPL and PPL Capltal was Rating Methodology: Regulated Electric 
and Gas Utillties, published August 2009 and available on www.moodys.coni In Ihe Rating Nathodologles sub- 
directory under the Research and Ratings tab. The prlnclpal methodology usad In rating PPL Supply was Rating 
Metticdofogy: Unregulated IHilltles and Power Companies, published In August 2009 and also avallable on 
vJww,nioodys.com In Ilie Rating &Ihodologles sub-directory under the Research & Rallngs tab. Other 
methodologles and factors that niay have been considered in the process of ratlng these issuers can also be found In 
lhe Rating Methodologies sub-dlrectory on fvbodys website. 

Moody’s last ratlng action on PPL EU, PPL., PPLCapltal and PPL Supply occurred Nr;y 11, 2009 the outlooks of PPL 
EU, PPL and PPLCapltal were revised to negative from stable and the ratings of PPL Supply were affirmed with a 
stable outlook; 

PPLis a dlversified energy holding company headquartered in Allentown, Pennsylvanla. PPL EU is a regulated 
transmisslon and distributlon utility; PPL Supply Is a holdlng company engaged prlrnarily in non-regulated generalion 
and marketing of power In the US. and the regulated delivery of electricity In the U.K.; PPL Capltal is a financing 
siibsldiary of PPL- Its debt Is guaranteed by PPL. 

Downgrades: 

PPL Corporallon 

Issuer Rating, Downgraded to Baa3 from Baa2 

PPL Capital Funding, lnc. 

Junlor Subordinated Regular BondDebenture, Downgraded to Bal  from Baa3 

Wltlple Seniority Shelf, Downgraded to (P)Baa3, (P)Bal from (P)Baa2, (P)Baa3 

Senior Unsecured Regular Bond/Debenture. Downgraded to Baa3 from Baa2 

PPL. Electric Utilities Corporation 

ksuer Rating, Downgraded to Baa2 from Baa’l 

Muiliple Seniorlly Shelf, DOWngrdded to (P)Bal from (P)Baa3 

Prefwed Stock, Downgraded fo 8 a l  from Baa3 

Senior Unsecured Bank Credit Facllity, Downgraded to Baa2 from Baal 

Senior llnsecured Revenue Bonds (Lehigh County industrial Development Authority), Downgraded to Baa2 from Baal 

Outlook Actions: 

http://vJww,nioodys.com


PPL Corporatlon 

Outlook, Changed To Stable From Negalive 

PPL Capital Funding, Inc. 

Outlook, Changed To Stable From Negative 

PPL Electric, Utillties Corporation 

Outlook, Changed To Stable From Negative 

New Sork 
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New York 
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Woody's Investors Service 
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0 Copyrlght 2010, Moody's Investors Service, inc. andlor its licensors including Mxdy's Assurance Company, Inc. 
(together, "NDODYS). All rights reserved. 
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Re sea rc h Up il a t e: 

PPL Corpe Is Lowered To 'BBB' And 
Placed 611 CreditWatch Negative 
After Acquisition Announcement 
Priniary Credit Ailalyst: 
Gerrit Jepsen, CFA, New Yolk (1) 212-438-2529;gertit-jepsenQstandardandpoors.cam 
Secoiidnry Coillacts: 
Aneesh Prabhu, New York ( 1 )  21 2-438- 1285,aneesl1_prahhu~standardandpoors.~on~ 
Barbara A Eiseman, New York (1) 212-438-7666;barbara_aisernan~standardandpoors corn 

- 
Table Of Coiitetits 

Overview 

Rating Action 

Ratio 11 a le 

CreditWatch 

Related Criteria And Research 

-- .- 

Ratings List 

, 

www.stanttardantlpoors.com/ratingsdirect 



Research Update: 

PPL ~ o r p .  IS Lowered 
CreditVVatch 'Negative 

BB' And Placed 011 
After Acquisition 

Ann o un G e me 11. t 

Overview 
We lowered OUT r a t ings  on d ive r s i f i ed  energy company PPL Coup. 
i t s  a f f i l i a t e s  PPL Energy Supply (PPL Energy), LG&E and KU Energy LLC 
(LKE) ,  Louisv i l le  Gas & E l e c t r i c  Co. (LG&E) , and Kentucky U t i l i t i e s  Co .  
(KV) t o  'BBBI from IBBB4-I . 
We lowered the  ra t ing  on PPL subs id ia ry  PPL E l e c t r i c  U t i l i t i e s  (PPLEU) t o  
l B B B t  from 

A t  the  same, time we placed a l l  t he  'BBBI r a t i n g s  on CreditWatch with 
negat ive implicat ions . 
The short- term ra t ings  on Kentucky U t i l i t i e s ,  Louisvi l le  Gas & E l e c t r i c ,  
and PPLEU a r e  ' A - 3 ' .  
The downgrades and CreditWatch l i s t i n g  follow P P L l s  proposed acqu i s i t i on  
of E . O N  U K ' s  Central  Networks West PLC (CNW) and Central Networks E a s t  
PLC (CNE) . 

(PPL) and 

Rating Action 
On March 2 ,  2011, Standard & Poor's  Racings Services  lowered the  corporate 
c r e d i t  r a t i n g s  on PPL Corp. (PPL) and i t s  a f f i l l a t e s  PPL Energy Supply (PPL 
Energy) , LG&E and KU Energy LLC (LKE) , Louisv i l le  Gas & Elec t r i c  Co. (LG&E) , 
and Kentucky Util i t ies Co. (KU) t o  IBBB' from 'BI3B-t' arid placed these  r a t i n g s  
on CreditWatch with negative implicat ions.  We a l s o  lowered the  r a t i n g  on PPL 
subs id ia ry  PPL E l e c t r i c  U t i l i t i e s  (PPLETJ) t o  'BBB' from 'A- . The r a t i n g s  
ac t ions  follow P P L l s  planned acqu i s i t i on  of E .ON UKls Centxal Networks West 
PLC (CNW) and Central Networks E a s t  PLC (CNE) , two d i s t r ibu t ion  networks i n  
the  United Kingdom. The Credit,VIat,ch l i s t i n g  is  d i r e c t l y  r e l a t ed  t o  the  
execution of the  financing plan €or the  acqu i s i t i on ,  which includes a 
commitment by the company f o r  a subs t an t i a l  issuance of equi ty .  Resolution of 
t h e  CreditWatch will depend on the  a b i l i t y  of t he  company t.0 complete i t s  
f inancing ac t . iv i t ies  consis tent  with our expectations f o r  the IBBB' r a t i n g s .  
Allentown, Pa .  -based PPL has about $12,7 b i l l i o n  oE long-term debt ,  including 
$1 .63  b i l l i o n  o f  j u n i o r  subordinated notes .  

The CreditWat.ch l i s t i n g  w i l l  remain u n t i l  demonstrated progress on the  
permanent financing plan has been executed In l i n e  with o u r  expectat ions.  The 
acqu i s i t i on  requi res  la rge  permanent Einanciny t h a t  has a t tendant  execution 
r i s k s ,  and we will monitor P P L ' s  a b i l i t y  t o  f i n a l i z e  t h i s  permanent f inancing.  
We could remove the CreditWatch l i s t i n g  and ass ign  a s t ab le  outlook i f  
f inancing i s  cons is ten t  with our expectat ion.  We could lower the  r a t i n g s  i f  
PPL is unable t,o f u l l y  execute its permanent- f inancing plan i n  a 
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credi t -support ive manner consi.stent vrith our expectations €o r  'BBB'  r a t i n g s .  

Ratioiiale 
P P L l s  purchase pr ice  of E .  ON UK' s Central  Networks u t i l i  t i e s  includes the 
assumption of $800 mil l ion of publ ic  debt and cash of S5.G b i l l i o n  (excluding 
r e l a t ed  t ransac t ion  expenses and fees) tha t  will be funded through a 
combination of cashr comnion equit.y issuance at. PPL, unsecured debt  a t  CNW and 
CNE, and unsecured dehh a t  an intermediate  holding company (gene r i ca l ly  ca l l ed  
UK Holdings) tha t  will own CN14 and CNE. I n  addit.ion, PPL will i s s u e  equi ty  
un i t s  a t  PPL Capital  Funding, which w i l l  l i ke ly  recei.ve high equi ty  c r e d i t  
under our  r a t ing  c r i t e r i a .  This acqu i s i t i on  will r a i s e  P P L ' s  regulated cash 
flows t o  approximat,ely 75% from the  cur ren t  l eve l  of 6 0 % .  Before PPL bought 
the Kentucky u t i l i t i e s ,  i t s  regulated cash flows comprised less than 3 0 % .  The 
r a t ings  change r e f l e c t s  our r ev i s ions ,  i n  accordance with ou r  c r i t . e r i a ,  of 
PPL s business r i s k  prof i l e  t o  exce l l en t  from strong arid the company's 
f i nanc ia l  r i s k  p r o f i l e  t o  aggressive from s ign i f i can t  

ou r  rev is ion  of t,he busiiiess p r o f i l e  t o  excellent reElec ts  the add i t ion  of 
f u l l y  regulat.ed d i s t r ibu t ion  u t - i l i t i e s  that. have c red i t - suppor t ive  U. K .  
regula t ion  arid no commodity exposure , s ince  power f o r  r e t a i l  customers i s  
procured by nonaf f i l i a ted  r e t a i l  supp l i e r s .  The Central  Networks u t i l i t i e s  a r e  
contiguous t o  P P L ' s  e x i s t i n g  U.K. u t i l i t i e s ,  A f t e r  the  acqu i s i t i on  of CNE and 
CNW, we expect U . K .  operat ions t o  be about 30% o f  P P L ' s  consolidated cash 
flow. With t h i s  t ransact ion,  vie a r e  viewing a l l  of P P L ' s  u t i l i t y  a s s e t s  a s  
pa r t  of a consolidated e n t i t y ,  whereas previously we considered on3 y t h e  
qua l i t y  of t he  u t , i l i t y ' s  dividends t o  i t s  parent .  The s t a b i l i t y  of CNE and CNW 
along v1it.h ex i s t ing  u t i l i t y  a s s e t s  i n  the  U. K .  , Kentucky, and Pennsy'l.vania, 
which we assess  as exce l len t ,  w i l l  more than o f f s e t  t he  business r i s k  p r o f i l e ,  
which we assess  as s a t i  s f ac t a ry ,  of PPL Energy's merchant generat ion,  
r e su l t i ng  i n  an excel lent  business p r o f i l e .  We expect the  merchant generat ion 
business t o  comprise l e s s  than 25% of pro  forma consolidated cash flows. 

Our rev is ion 'of  t.he f i nanc ia l  r i s k  p r o f i l e  t o  aggressive r e f l e c t s  i n  p a r t  t he  
company's f inanc ia l  p o l i c i e s  toward acquis i t ions ,  including funding with 
aggressive l eve l s  of hybrid s e c u r i t i e s .  Furthermore, due t o  the company's 
s t r a t egy  t o  focus on f u l l y  regulated operations and also expand i t s  U . K .  
presence, we a r e  incorporating consolidated f inanc ia l  measures f o r  PPIJ i n  our 
ana lys i s .  When reviewing t h e  f i n a n c i a l  metrics,  we a r e  now including a l l  cash 
flows and debt obligat.ions from the  U . K .  u t i l i t i e s  and PPLEU i n  PPL's 
f inanc ia l  measures. We expect consolidated f inanc ia l  nieasures , including 
r a t i o s  of debt t o  EBTTDA, funds from operations (FFO) t o  t o t a l  debt ,  and debt. 
t o  c a p i t a l ,  t o  range i n  the  aggressive category of our f inanc ia l  r i s k  p r o f i l e .  
Debt t o  EBITDA should range between 4x and 5x, while 'we expect t h e  percentage 
of PFO t.o debt t o  be i n  the  mid-teens.  These measures w i l l  support  r a t i n g s  a t  
the 'BBB'  level on successful  completion of the permanent f inancing.  
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Short-term credit factors 
Standard & Poor ls  cu r ren t ly  views P P L I s  l i q u i d i t y  as  s t rong  under i t s  
corp0rat.e l i q u i d i t y  met.hndology, which ca tegor izes  l i q u i d i t y  i n  f i v e  standard 
desc r ip to r s .  Our assessment of l i q u i d i t y  as s t rong  supports  PPLls IBBBI i s sue r  
c r e d i t  r a t i n g .  Projected sources of l iqu id i ty- -main ly  operacing cash f 1 - 0 ~  and 
ava i l ab le  bank lines--exceed pro jec ted  uses--mainly necessary c a p i t a l  
expenditures , debt mat.urit i e s  , and coninion dividends- -by more than 1,5x, The 
r a t i o  of sources over uses  would be pos i t i ve  even a f t e r  a 50% EBITDA dec l ine .  
Additional fact.ors t h a t  support t he  l i q u i d i t y  axe P P L I s  a b i l i t y  t o  absorb 
high-impact, low-probabi l i ty  events  with l imi ted  need f o r  ref inancing,  i t s  
f l e x i b i l i t y  t o  lower c a p i t a l  spending, i t s  sound bank r e l a t ionsh ips ,  it.s s o l i d  
s tanding i n  c r e d i t  markets, and its generaJly prudent r i s k  nmanagement. 

CreditWatch 
The Credi tv7atch l i s t i n g  w i l l  remain u n t i l  demonstrated progress  on t-he 
pernmanent, f inancing p lan  has been execut.ed i n  l i n e  with our expectat ions.  The 
acqu i s i t i on  requi res  l a r g e  permanent. Einancing that, has a t tendant  execution 
r i s k s ,  and we will monitor P P L I s  a b i l i t y  t o  f i n a l i z e  t h i s  permanent financing. 
b?e could remove the  CreditWatch 1ist . ing and ass ign  a s t a b l e  outlook i f  
f inancing i s  cons is ten t  w i t h  our expectat ion.  Me could lower the r a t ings  i f  
PPL i s  unable t o  E u l l y  execute its permanent: f inanc ing  p lan  i n  a 
c red i t - suppor t ive  manner cons is ten t  with our expec ta t ions  f o r  'BBB' rat-.ings. 

Related Criteria And Research 
* I I C r i  teri  a Methodology: Business Risk/Pinancial  R i s k  Matrix Expanded, May 

* " 2 0 0 8  Corporate C r i t e r i a :  Analyt ical  Methodology, Ii Apri l  15,  2008  
* l '2008 Corporate C r i t e r i a :  Rat ios  And Adjustrnent.slt1 Apr i l  15,  2008  

2 7 ,  2009 

Ratings List 
Downgraded ; CreditNatch Act ion 

To From 
PPL Corp. 
Corporate Credit  Rating BBB/Watch Neg/-- BBB+/Stable/-- 

PPL Capital Funding Inc .  

r 

Senior Unsecured BBB-/Watch Neg BBB 
Junior  Subordinated BB+/Watch Neg BBB - 

PPL Energy Supply LLC 
Corporate Credit  Rating 
Senior Unsecured 

PPb E l e c t r i c  U t i l i t i e s  Corp. 
Corporate Credit Rating 

BBB/b7atch N e g /  - - 
BBB/Watch N e g  

BBB+/Stable/-- 
BBB-t 

BBB/Watch Neg/A-3 A-/Stable/A-2 
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Senior Secured 
Recovery Rating 

Preference Stock 
cornnierc i a l  Paper 

LG&E and KU Energy LLC 
Corporate Credit Rating 

Senior Unsecured 

Louisv i l le  Gas & E l e c t r i c  Co. 
Corporate Credit Rat.ing 

Senior Secuved 
Recovery Rating 

Kentucky Ut i l i t i es  Co. 
Corporate Credit Rating 

sen io r  Secured 
Recovery Rating 

BBB+/Watch Neg 
1 
BBt/Watch Neg 
A - 3  /Watch Neg 

BBB/Watch Neg/ - - 
BRB-/Watch Neg 

BBB/Natch  Neg/-- 
A- /Watch Neg 
IC 

A- 
.I. 
BBB 
A - 2  

BBB+/Stable/-- 
BBB 

BBB+/Stable/-- 
A 
1 + 

BBB/Watch Neg/A- 3 BBB+/S tahle/A-2 

I+ l - t  

A-/Watch Neg A 

Complete ra t ings  information i s  ava i l ab le  t o  subscr ibers  o f  RatingsDirect on 
t.he Global. Credit  Portal a t  ~iww.globalcreditporta1, corn. A l l  r a t i ngs  affected 
by t h i s  ra t ing  ac t ion  can be found on Standard 6iVPooris publ ic  Web s i t e  a t  
www . standardandpoors . corn. IJse the  Ratings search box loca ted  i n  t h e  l e f t  
column. 
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Rosearch Update: 

PPL Cbrp. Upgraded To 'BRB+' And Off 
Creditwatch On Expected Closing Of E O N  
Acquisition 

Overview 
Ne resolved the Creditleatch listing on .diversified energy company PPL 
Corp. arid affiliate PPL Energy Supply LLC (PPL Eneigy) on the expected 
Nov. 1, 2010, acquisition of E.OW U.S. LLC and its utility subsidiaries, 
Louisville Gas G Electric Co, (bG&E) and Kentucky Utilities C o .  (KU) , for 
$7 .6 2 5 b i 11 ion. 
We are  upgrading PPL and PPL Energy to 'BBBtl from ' E B B '  to reflect the 
pro forma consolidated company's expect-ed stronger credit, profile clue to 
a reconfigured business strategy that we expect will garner at least 
two-thirds of the projected operating cash flows from f u l l y  regulated 
utilities. The outlooks are stable. 
We are revising the outlook on utility affiliate PPL Electric Utilities 
(PPLEU) to stable from negative and affirming the 'A-* corporate credit. 
rating. 
We are afEirmiiig the 'BBB+I corporate credit ratings on E.QN, LG&E, and 
KU, The outlooks are stable. 
We are raising the issue rating to * A / A - 2 '  from ' B B B + '  and assigning a 
I1+' recovery rating on LG&EIs approximately $575 million oE outateanding 
tax-exempt pollution control bonds to reflect; the addition of first 
mortgage honds as collateral and their secured status. 

Rating Action 
On Oct. 27, 2010, Standard & Poor's Ratings Services raised the corporate 
credit ratings on PFL and PPL Energy to 'BBB+ '  from ' B B B '  . At the same time, 
we removed the ratings from CreditPiatch with positive implications, where we 
put them on April 28, 2010, following the acquisition announcement, The 
ou t looks  are stahle, We affirined the ' A - '  rating on PPLEU and revised the 
outlook 'LO stable from negative. In addition, we affirmed the ' B B B + '  ratings 
on LGhB and KU, and their parent, E.ON U.S. The outlooks are stable. A l s o ,  we 
raised the ratings on LG&E's approximately $575 million of t a x  exempt 
pollution control revenue bonds to ' A '  from ' B B B + '  to xeflect the addition of 
Eirat mortgage bonds as collateral f o r  the duration oE the bonds. For these 
newly col.lat.eralized bonds, we are assigning a recovery rating of 'I+', 
reflecting o u r  highest expectation of f u l l  recovery of principal (100% 
recovery) in a default scenario. Following the closing o f  acquisition, E.ON 
U.S. will change its name to LG&E and KU Energy LLC. 

consol.idat.ed company following the acquisition closing. The inclusion of 
regulated LG&E and KU into the PPL portEolio is expected to contribute at 

The upgrade reflects our opinion of an improved credit profile of the 

StaiitIard & Poor's 1 RatingsDirect OR the Global Credit Portal J October 27,2010 2 



Research Updnie: P P L  Corp. Upgrnded To ' B B B + '  And Off Crcdit\Vatch Ofi Expected C l o s i q  Of LON 
Acqriisitiori 

least t w o -  thirds of overall operating cash Flor? compared with existing 
majority of cash flow coming from unregulated operations .j Xn our opinion, the 
excell.ent business risk profiles of the regulated utilities will more than 
offset PPL Energy's satisfactory htisiness risk profile. This results in a pro 
forma strong consolidated business r i s k  profile. We expect consolidated debt 
to EBTTDA and debt. to capital ratios to range in the significant financial 
risk profile category. 

R a t i o II ale 
For the $6.7 billion cash portion of the $7.625 billion acquisition (excluding 
$250 mi.llion in related transaction expenses/fees), PPL will use cash on hand, 
approximately $2 billion of LG&E and KU debt, and $ 8 0 0 - $ 9 0 0  million of senior 
unsecured debt at LG&E and KU Energy LLC (intermediate holding company) that. 
will ultimately be issued. I n  order to complete the acquisition, PPL will draw 
down its PPL Energy credit Eacility by about. $3 billion after which it i s  
expected to conduct pexmanent financing that will be used to repay the 
short-term outstanding debt. PPL bas also issued $2.4 billion o f  common equity 
and PPL Capital Funding issued $1.1 billion of equity units that receive high 
equity credit. under our rating criteria. 

excluding debt at PPLEU and the Western Power Distiibution (WPD) group of 
companies. Excluding PPLEU and WPD debt, pro forma PPL debt is expected to he 
about $9 billion, 

LGfiE and KU are fully regulated vertically-integrated electric utilities 
serving customers in Louisville and its surrounding area. The strengths of 
these utilities include relatively predictable utility operations and 
associated cash flows, constxuctive regulatory environment, and competitive 
rates. The offsetting factor is the reliance on a fleet of  mostly coal-fired 
generation, but. the assets are up to date for curient environmental 
requirements and have a significant proportion of future capital spending 
through 2014 approved in rates. 

provider-of-last-resort (POLR) supply contract, which hithertzo provided cash 
flow stability, has increased volatility of realized margins and liquidity 
requirements for collateral. While PPL Energy's cash flow i s  expected to 
improve because It has contracted much of its 2010 and 2011 generation at 
substant.ially higher prices than in 2009, Ratings also reflect a 
backward-dated EBITDA profile and execution risks associated with PPL Energy's 
ability to achieve stronger financial metrics and counter the higher business 
risk that will come attendant with its greater riierchant exposure. Market 
fundamentals a1 so have weakened, The expected tightening of reserve margins in 
the PJM Interconnection has not materialized because of the economic slowdown, 
Some drop In demand has depressed RPM prices (rest o f  RTO price) as well as 
auctions/RFPs of neighboring utilities (FirstEnergy, Allegheny). P7e consider 
PPLfs financial risk p r o f i l e  to be significant, with adjusced financial 
measures expected to be in line for the rating. We expect that financial 
measures will continue at current levels as full cost recovery following the 
acquisition. We expect consolidated debt to EBITDA and debt to capital ratios 

Allent,om, Pa. -based PPII has about $ 4 . 7  billion of long-term debt 

For PPL Energy, Phe expiration of PPLEUls long-term 
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t o  range in the s i g n i f i c a n t  f i nanc ia l  r i s k  p r o f i l e  category. Projected FVO t o  
debt. i n  t he  2 2 % - 2 3 %  range i s  expected t o  support  r a t ings  at. the higher end of 
the ' B B B '  category.  

Short-term crcdit factors 
The short- term r a t i n g  on PPL and a f f i l i a t e s  is  ' A - 2 ' .  Standard 6r Poor 's  View6 
PPL'  E l i q u i d i t y  a s  s t rong under i t s  corpora1.e l i q u i d i t y  methodology, which 
ca t egor i zes  l i q u i d i t y  i n  f i v e  standard d e s c r i p t o r s .  Projected sources of 
l i q u i d i t y ,  mainly ope ra t ing  cash flow and ava i l ab le  bank l i n e s  , exceed 
projected uses,  mainly necessary c a p i t a l  expenditures,  debt m a t u r i t i e s  , and 
common dividends,  by more than 1 . 5 ~ .  Sources wver uses would be p o s i t i v e  even 
a f t e r  a 5 0 %  EBITDA d e c l i n e .  Additional f a c t o r s  t h a t  support t h e  l i q u i d i t y  a re  
P P L ' s  a b i l i t y  t o  absorb high-impact, low-probabili ty events  with l imi t ed  need 
f o r  ref inancing,  i t s  f l e x i b i l i t y  to  lower c a p i t a l  spending, i ts  sound bank 
r e l a t i o n s h i p s ,  i t s  sol i d  standing i n  c r e d i t  markets, and g e n e r a l l y  prudent. 
r i s k  management. Ne w i l l  assess the pro forma l i q u i d i t y  of newly combined 
company once bank c r e d i t  f a c i l i t i e s  and o t h e r  sho r t - t e rm f inanc ing  have been 
f i n a l i z e d .  

out lo 0 1€ 
The s t a b l e  outlook on PPL and i t s  s u b s i d i a r i e s ,  and those of LGGE and KII, 
r e f l e c t  our expectat ion t h a t  management w i l l  maintain a s t r o n g  business 
p r o f i l e  by focusing on i t s  regulated u t i l i t i e s  and not i n c r e a s e  unregulated 
ope ra t ions  beyond c u r r e n t  l e v e l s .  The outlook a l so  r e f l e c t s  expectat ions t h a t  
cash flow pro tec t ion  and debt  leverage measures w i l l  be i n  l i n e  f o r  the 
r a t i n g .  S p e c i f i c a l l y ,  our basel ine fo recas t  includes FFO t o  tot.al debt of 
about 2 3 % ,  debt to  EBITDA under 4x, and deb t  leverage t o  t o t a l  c a p i t a l  of 
about 52%, cons i s t en t  with our  expectations f o r  t h e  'BBl3-c '  r a t i n g .  Given the 
company's mostly r egu la t ed  focus,  we expect t ha t  PPL w i l l  avoid any meaningful 
r ise  i n  business r i s k  by reaching cons t ruc t ive  regulatory outcomes and not 
expand i t s  unregulated ope ra t ions ,  Ne could lower the r a t i n g s  i E unregulated 
cash flow expectat-ions l a g  due t o  weaker demand f o r  power I n  t h e  PJ14 market o r  
fo recas t ed  f i n a n c i a l  measures a r e  not sus t a ined  a t  expected l e v e l s ,  Alchough 
u n l i k e l y  over t he  intermediate  term, we could r a i s e  r a t i n g s  i f  t h e  business 
r i s k  p r o f i l e  moves f u r t h e r  towards exce l l en t  and f inanc ia l  measures exceed our 
base l i n e  fo recas t  on a cwnsistent b a s i s ,  including FFO to to ta l  debt i n  
excess of 2 3 % ,  debt  t o  EBTTDA below 4x, and debt t o  t o t a l  capital  around 5 0 % .  

4 2008 Corporate C r i t e r i a :  Analytical  Methodology 
C r i t e r i a  Methodology: Business Risk/Financial R i s k  Matrix Expanded 

4 2005 Corporate C r i t e r i a :  Ratios And Adjustments 
4 Methodology And Assumptions: Scandard G Poor 's  St.andardizes Liquidi ty  

Descr iptors  For Global Corporate I s sue r s  
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LoursvrLm GAS AND EL,ECTIUC COMPANY 

Respoiise to Attorney General’s Supplemental Data Requests Dated August 18,2011 

Case No. 201 1-00162 

Qiiestioii No. 8 

Witness: Shannon L. Ciiarnrts 

Q-8 I 

A-8. 

Please provide copies of the financial statements (balance sheet, iiicome statement, 
statetilerit of cash flows, and the notes to the financial statements) for PPL and the 
Company for the past two years. Please provide copies of the fitiancial statements it1 both 
hard copy atid electronic (Microsoft Excel) formats, with all data and foriiiulas intact, If 
this information has been provided in response to another data request, please indicate the 
appropriate data request iiwiiber, the document title, atid the page nuiiiher(s). 

Please refer to the attachments on CD in the €older titled Question No. 8. The finaiicial 
statements are presented in .pdf format, which is the forinat in which they are filed. 
There are no Excel versions of the published financial statements. 





LOUISVILLE GAS AND ELXCTRIC COMPANY 

Response to Attonley General’s Suppleiiieiital Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No. 9 

Witness: Daniel IC, Arbough 

Q-9. 

A-9, 

Please provide copies of all presentations made to tlie Company’s board of directors, 
senior management, and/or liiiaticial officers siiice January 1, 20 10, regarding the 
Coinpaiiy’s proposed financings over the next three-to-five years. If this information has 
been provided in response to another data request, please indicate the appropriate data 
request number, the document title, arid the page number(s). 

There have not been any preseiitations to the Company’s board of directors, senior 
management, and/or fiiiaticial officers siiice January 1 20 10 regarding the proposed 
financings over the next three to five years. Stich presentations are generally made in the 
year prior to tlie finaticing l ied and there has not yet been a fiiianciiig need. 





LOUISVILLE GAS AND EIJECTRIC COMPANY 

Response to Attorney General’s Suppleiiicrital Data Requests Dated August 18,2011 

Case No, 2011-00162 

Question No, 10 

Witness: Daniel EL Arborigli 

Q-IO, Please provide copies of d l  internaI presentations developed by senior iiiaiiageiiieiit 
and/or financial officers since January I,  20 10 regarding the Company’s proposed 
fiiiaricirigs over the next tluee-to-five years. If this informatioil has been provided in 
response to another data request, please indicate the appropriate data request number, the 
document title, and the page nuniher(s). 

A- 10, There are I ~ Q  internal presentations developed by senior managemiit and/or finaticial 
officers since January 1, 20 10 regarding the Company’s proposed fiinancings over the 
next three-to-five years. Such presentations are generally made in the year prior to the 
financing need aiid there has not yet been a financing need. 





Response to Question No. 11 
Page 1 of 2 

Arb o ti  g11 

LOrJISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General's Supplcmenta1 Data Requests Dated August 18,2011 

Case No. 201 1-00162 

Question No. 11 

Witness: Daniel I<, Arbougb 

Q-1 1 . Please provide: 

(1) the projected quarterly cash flow flgures for KU and LGE for 20 1 1, 20 12, and 20 13; 

(2) tlie financing cash inflows and outflows associated witli tlie quarterly projected 
quarterly cash flow figures for 201 I, 2012, aiid 201 3; 

(3) the pro,jected quarterly capitalization ainoiiiits aiid ratios, including aiid excluding 
short-term debt, for 201 1, 2012, and 2013; (2) and copies the data, ~701.k papers, and 
source docunients used in developing the quarterly capital capitalizations for 20 1 1, 
2012, and 2013; 

(4) tlie projected quarterly dividends paid by LG& aiid KIJ to PPL, and the projected 
qtiarterly equity infusions made by PPL into LGE and KIJ, for 201 1, 2012, and 2013; 
and 

( 5 )  the data aiid work papers associated with parts (1) - (4) in both hard copy and 
electronic (Microsoft Excel) formats, with a11 data arid formulas intact. If this 
infomatioil has been provided in response to tliiotiier data request, please indicate the 
appropriate data request iiiiiiiber, tlie document title, and the page nuinber(s). 

A-1 1. R.eference is made to the objectiotis filed August 24, 201 1, Without waiver of these 
objections, the Company provides the following response: 

(1) The projected aimal cash flows associated with the ECR projects are shown in the 
attachment. Quarterly cash flows are not available, The annual cash flows are taken 
from the file provided in respoiise to KPSC-1 Question No. 49. 

(2) Aixiual financing cash flows are shawn in tlie attaclmient as well. These cash flows 
are based on a targeted capital structure sliown in the attachment. The targeted 
capital structure is different from the capital structure shown in file provided in 
response to KPSC-1 Question No. 49. The original file was based on the actual 
capital structure as of August 2010. As explained in the response to KPSC-1 
Question No. 13, the debt will be sourced from short-term lines of credit and 



Response to Qirestiori No. 11  
Page 2 of 2 

Arbough 

commercial paper until long term debt is issued in  iniiiiiiiuiii amounts of $250 million 
of first inartgage bonds uiiless tax-exempt bonds are available in sii~aller aniouiits, 
The source of the equity will be a coiiibiimtion of retaining earnings and equity 
contributions from LG&E and KU Energy LLC, the Company’s parent. 

(3) The attacliiiient calcdates the debt arid equity needs for each year using the targeted 
capital structure shown in the attaclwient. 

(4) LG&E does not expect to pay any dividends to PPL. Disidends, if any, will be paid 
to L,G&E’s parent, LG&E and KTJ Energy LLC. 

( 5 )  See items ( I )  and (2) 



Construction Expenditures 
Revenue Requirement 
Incremental O&M 
Property Taxes 
Interest Expense 
Income Taxes 
Net Cash Flow 

Financing Cash Flows 
Debt 
Equity 

Attacltitteiit to Respoiise to AG-2 Qtiestioii No. I 1  
Page 1 of 1 

Arbougii 

LOUISVILLE GAS 81 ELECTRIC COMPANY 
PROJECTED ANNUAL CASH FLOWS 

Debt 
Equity 

LG&E 

Ratio -.- cost 
47% 4.60% 
53% 

- 

- 2011 
$ (9,618,429) $ 
$ 948,858 $ 
$ - $  
$ - $  
$ (221,206) $ 

$ (9,173,834) $ 

38.9% $ (283,057) - $ 

- 2012 - 2013 
(213,389,212) $ (436,179,991) 

22,012,293 $ 66,797,278 
- $  (1,693,407) 

(14,428) $ (334,511) 
(5,349,958) $ (20,288,816) 
(6,476,036) $ (17,302,931) 

(203,217,341) $ (409,002,379) 

$ 4,311,702 $ 95,512,150 $ 192,231,118 
$ 4,862,132 $ 107,705,191 $ 216,771,261 





LOIJISVILLE GAS AND ELECTRIC CONIPANY 

Response to Attoriiey General’s SupplementaI Data Requests Dated August 18,2011 

Case No. 2011-00162 

Question No. 12 

Witness: Lonnie E, Bellni* 

Q- 12. Will the company amend its application, or parts thereof, if the current and anticipated 
EPA rules addressed therein, are changed whether substaiitively or procedurally? 

A-12. As with all EPA proposed and final rules, LG&E will assess the final rules and will 
advise the Cotiiiiiissioii of changes, if any, in compliance requireineiits or conipliaiice 
strategy occasioiied by changes from the proposed to the final ruleinaking. 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF LOIJISVILLE GAS AND 
ELECTRIC COMPANY FOR CERTIFICATES ) 
OF PUBLIC CONVENIENCE AND NECESSITY ) 
AND APPROVAL, OF ITS 2011 COMPLIANCE ) CASE NO. 2011-00162 
PLAN FOR RECOVERY BY ENVIRONMENTAL, 
SURCHARGE ) 

) 

) 

LOUISVILLE GAS AND ELECTRIC COMPANY 
RESPONSE TO THE 

ATTORNEY GENERAL’S SIJPPLEMENTAL DATA REQUESTS 
DATED AtJGUST 18,2011 

PAPER 
QUESTION NO. 2 

FILED: SEPTEMBER 1,201 1 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Response to Attorney General’s Supplemental Data Requests Dated August 18,2011 

Case No. 201 1-00162 

Question No. 2 

Witness: Daniel K. Arbough 

Q-2. For the four quarters ending June 30,201 1, please provide: 

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

(2) all data, work papers, and source documents, and calculations 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 premiunddiscouiit 
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 
financings used in determining the Company’s long-term debt cost rate; and 

( 5 )  copies of all debt cost documents, 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. 

(4) Copies of all debt documents are attached on CD in the folder titled Question No. 2. 
The underwriter spread provided below for the LG&E First Mortgage bond issuances 



Response to Question No. 2 
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Arbough 

was calculated by taking tlie difference between tlie offering price within the Term 
Sheet and the purchase price stated in Section 3 of the Bond Purchase Agreement. 
The Term Sheet and Bond Purchase Agreement are also attached as support to this 
response. 

Louisville Gas & Electric First Mortgage Bonds 

MaturitV Principal Term Sheet Bond Purchase Agreement Underwriter Spread 
2015 $ 250,000,000 99.647% 99.047% 0.600% 
2040 $ 285,000,000 98.912% 98.037% 0.875% 

( 5 )  See responses to items 1-4 above. 





AMENDED AND RESTATED NOTE 

525,000,000 April 16, 2007 

FOR VAL,UE RECEIVED, on Jaiiuary 16,2012 (“Maturity Date”) the undersigned, 
LOUTSV1LL.E GAS AND ELECTRIC COMPANY, a Kentucky corporation (the “Borrower“), 
unconditionally promises to pay to FIDELIA CORPORATION (the “Lender”), at the Lender’s 
office at 300 Delaware Avenue, Wilmington, Delaware 19801, or at such other place as the 
holder of this Note may from tirile to time designate in writing, in lawful money of the United 
States of America arid immediately available funds, the principal sum of $25,000,000. This Note 
is referred to in  and 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 
April 16, 2007 (as amended, modified or restated from time to t h e ,  the “Loan 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 teiins in the Loan Agreement. 

Unless otherwise paid sooner under the pravisions 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 fuither promises to pay interest on the outstanding principal amount of the 
indebtedness represented by this Note from the date of this Note until payment in full at the 
applicable rates determined in accordance with Section 2.3(A) of the Loan Agreement. Except 
as otherwise provided in the Loan 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 on a day that is not a Business Day, 
the due date of such payment is extended to the next succeeding Business Day. In no 
coiitingency or event whatsoever will interest charged under this Nate, however such interest 
may be characterized or computed, exceed the highest rate permissible under 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 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 have 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 
Agreeiii ent. 

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

This Note aniends and restates the Note dated as of January 15, 2004 (the “Existing my’) made by  the Borrower in favor of the Lender in the original principal aniount of 
S25,000,000. Execution and delivery of this Note and any docunient executed pursuant hereto 



are not intended and sliould not be construed (i) to deem to have repaid or othenvise discharged 
any amount of principal of or interest on the Existing Note, or (ii) to effect a novation or 
othenvise to release the obligation of the undersigned under or extinguish the debt evidenced by 
the Existing Note. 

This Note has been delivered and is deemed to have been made, at Wilniington, Delaware 
and will be interpreted i n  accordance with the internal 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 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, without invalidating the remainder 
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 Borrawer's siiccessors and 
assigns indude, without limitation, a receiver, trustee or debtor-in-possession of or for the 
Borrower. 

LOUISVILLE GAS AND ELECTRIC 
COMPANY 





July 25, 2008 

Louisville Gas and Electric Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 

LOAN AGREEME 
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THIS AGWEEME T made on July 25,2008 

etween 

LOUISVILLE GAS AN ELECTRIC co P A W ,  a Kentucky 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 amount of 
$25,000,000 (the “Loan Amount”); 

ow it is hereby agreed as follows: 

”1 Definitions 

I . I  In this Agreement 

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

@fault Interest ate 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%; 

ate shall have the meaning given to it in Clause 2.1; 

Final Repayment Date means July 25,2018; 

Interest Payment Date means January 25 and July 25 of each year, 
commencing January 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 $25,000,000; 



ate means the Final Repayment Date; 

Request means a request for the L-oan 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 July 25, 2008 (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 $25,000,000. 

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

3. Availability of 

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 6.21%. 

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 

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 b e  
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 E.ON AG’s balance sheet); 

If a Termination Event occurs tinder 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 tmless 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. 

9.1 

9.2 

9.3 

1 0. 

10.1 

11. 

11.1 

12. 

12.1 

otices 

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

Communications to the Borrower shall be addressed to: Louisville 
Gas and Electric 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 L.ender. 

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. 



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 t h e  parties have executed this Agreement the day and 
year first above writte 

SIGNED by 

for and on behalf of // 
Louisville Gas and Ekctric Company 

Fidelia Corporation 

SIGNED by ' ' "r'/ \ / /  ,! ! (/ j 

Claire Morse, Treasurer 
Fidelia Corporation 
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November 26,2007 

Louisville Gas and Electric Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 
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THIS AGREE ENT made on November 26,2007 

Between 

kOUISV[lLLE GAS AND ELECTRIC COMPANY, a Kentucky corporation, 
as borrower (the Borrower); and 

FlDELllA CORPORATION, a Delaware corporation, as lender (the 
Lender), 

Whereas 

(A) 
provision by the Lender to the Borrower of a loan in the amount of 
$47,000,000 (the Loan Amount). 

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

Mow it is hereby agreed as follows: 

1. Definitions 

I .I In this Agreement 

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

Defaulf lnferesf Rate 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%; 

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

Final Repaymenf Dafe means November 28,2022; 

lnferesf Paymenf Dafe means May 26 and November 26 of each year 
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 $47,000,000; 

Maturify Dafe 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. 

2.1 

2.2 

2.3 

Term Loan 

This Agreement shall come into effect on November 26, 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 $47,000,000. 

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 accoiint 
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 5.72%. 

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 Amoiint 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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9. 

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 (Le. 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 ar 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). 

4 



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: Louisville 
Gas and Electric Company, 220 W. Main St., Louisville, KY 40202, 
Attn: Treasurer fax# (502) 627-4742 except for confirmations which 
should he 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, DE 
19808, fax # (302) 996-9080, Attn: President 

I O .  Assignment 

q0-1 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. 

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. Law 

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

IN VV~TNESS whereaf the parties have executed this Agreement the day and 
year first above written. 

SIGNED by Daniel K. Arbough, Treasurer 
for and on behalf of 
Louisville Gas 8t Electrig Co. ) 

/ 
I / 

,” / / // 

Fidelia orporation 1 

, 

SIGNED by LA,[/ ) Udo H. Koch, President 
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April 'l3, 2007 

Louisville Gas and Electric Company 
(as Borrower) 

Fidelia Corporation 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on April 13, 2007 

Between 

LOUISVILLE GAS AND ELECTRIC 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 
$68,000,000 (the Loan Amount). 

The L.ender and the Borrower hereby enter into an agreement for the 

Now it is hereby agreed as follows: 

g .  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 13, 203 1 ; 

lnterest Payment Date means April 13 and October 13 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 $68,000,000; 

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. TerrnLoan 

2.1 This Agreement shall come into effect on April 13, 200’7 (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 $68,000,000. 

2.3 The new indebtedness shall be evidenced by a note in substantially 
the form of Exhibit “ A I  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 5.93%. 

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 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 i mmedia tel y . 

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: Louisville 
Gas and Electric 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, 2751 Centerville Road, Suite 231, fax # (302) 006- 
9080, Attn: President 

q 0. 

10.1 

11. 

11.1 

2. 

12.1 

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 Aareement bv sianinq anv such counterpart. 



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 behalf of 
Louisville Gas & Electri 
in the presence of: 

SIGN EQ by ____ _____ -- 
Udo Koch, President 
Fidelia Corporation 

SIGNED by 
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April 13, 2007 

Louisville Gas and Electric Company 
(as Borrower) 

Fidelia Corporation 
(as lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on April 13,2007 

Between 

LOUISVILLE GAS AND ELECTRIC 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 
$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: 

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 loh; 

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

Final Repayment Date means April 13, 2037; 

Interest Payment Date means April 13 and October 13 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 $70,000,000; 

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 

Term Loan 

This Agreement shall come into effect on April 13, 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 5.98%. 

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 

6.4 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 Defaiilt 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 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). 

4 



9. Notices 

9.1 

9.2 

9.3 

10. 

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: Louisville 
Gas and Electric 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 Centerville Road, Suite 231, fax # (302) 006- 
9080, Attn: President 

Assign men 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. 

ecuted this Agreement the day and 
year first above written. 

for and on behalf of 

in the presence of: ) 

S E N E Q  by ____ ____ ..l_l_ 
Udo Koch, President ) 
Fidelia Corporation 1 

SIGNED by ) 
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Draft: 03/23/07 

Amendment 
to 

Laan and Security Agreement 
between 

Louisville Gas & Electric Company 
and 

Fidelia Corporation 

This Amendment (the “Amendment”) to that certain Loan and Security Agreemeiit dated 
as of August 15, 2003 between Louisville Gas & Electric Company (the “Borrower”) and Fidelia 
Corporation (the “Lender”) is entered into as of April 16, 2007. 

WHEREAS, Borrower and L,ender entered a Loan and Security Agreement dated as of 
August 15, 2003 (as modified and amended, the “Loan and Security Agreement”) pursuant to 
which Lender agreed to make term loans available to Borrower; 

WHEREAS, in order to induce the L,ender to make such term loans available, the 
Borrower agreed to secure its obligations to Lender by granting the Lender a security interest in, 
and lien upon, the Collateral (as defined in the Loan and Security Agreement); 

WHEREAS, pursuant to such Loan and Security Agreement, Borrower has two Loans 
outstanding - one in the amount of $100,000,000 due August 15,2013, and evidenced by a 
promissory note dated August 15,2003 and one in the amount o f  $25,OOO,OOO due January 16, 
20 12 and evidenced by a promissory note dated January 15, 2004 (collectively, the “Promissory 
Notes”); 

WHEREAS, Lender and Borrower have determined that it is no longer necessary or 
advisable for the existing and future Loans under the Loan and Security Agreement to be secured 
by the Collateral; and 

WHEREAS, the parties desire to amend the Loan and 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, the Borrower and the Lender agree as follows: 

1. -- Definitions. All capitalized ternis used herein shall have the same meaning given 
to them in the Loan and Security Agreement, unless otherwise defined herein. 

2. Issuance of Amended and Restated Notes; Cancellation of Prior Notes; Release of 
Security Interest. In connection with this Amendment, the Borrower shall issue to the Lender 
Amended arid Restated Notes duly executed by the Borrower in the form attached hereto as 
Exhibit B for each of the existing Promissory Notes. Concurrent with receipt thereof, the L,ender 
shall deliver such existing Promissory Notes to Borrower marked “Cancelled. Replaced with 
“Amended and Restated Note.” The Lender’s security interest and other liens in, on and to the 
Collateral shall be, and hereby is, terminated and released and L,ender shall, and hereby does, 
reassign and redeliver (or cause to be reassigned and redelivered) to the Borrower, or to such 
Person as the Borrower designates such of the Collateral (if any) assigned by the Borrower to the 
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L.ender (or otherwise held by the Lender) as has not been sold or otherwise applied by the Lender 
uiider the terms of the Loan and Security Agreement and still held by it thereunder, together with 
appropriate instruments of reassignment and release, including TJCC termination statenients. For 
avoidance of doubt, the use of the tenii “L.oan and Security Agreement” shall not be construed so 
as to evidence any continuing or future security interest or lien in the Collateral. 

3. Amendment of Section 1. I .  (a) Section 1. I of the Loan and Security Agreement 
is hereby amended by deleting the following definitions: 

“Bond Trustee” 
“Code” 
“Collateral” 
“Equipment” 
“First Mortgage Indenture” 
“Lien” 
“Permitted Lien” 

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

“Agreement” means that certain Loan and Security Agreement dated as of 
August 15, 2003 between Louisville Gas & Electric Company and Fidelia 
Corporation, as the same may be amended, modified or restated fi-om time 
to time. 

4. Amendment of Section 1.3. Section 1.3 of the Loan and Security Agreement is 
hereby deletedjn its entirety and shall be replaced with the following: 

1.3 Intentionally omitted. 

5. Amendment of Section 2.7. Section 2.7 of the Loan and Security Agreement is 
hereby amended by deleting the phrase, “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 3.1 of the Loan and Security Agreement is 
hereby deleted in its entirety and shall be replaced with the following: 

“‘3.1 Documents. The Lender has received all of the following (or the delivery 
of such has been waived), each duly executed, in form 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 L,oan, duly executed by the Borrower. 
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(iii) 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. 

(v) Such other documents as the Lender may reasonably request.” 

7. Amendment 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. Intentionally omitted.” 

8. Amendment 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 governing body; (iii) are not in 
contravention of the terms of the Borrower’s certificate of incorporation or bylaws or of 
any material indenture, agreement or undertaking to which the Borrower is a party or by 
which the Barrower or any of its property is bound; (iv) does not require any consent, 
registration or approval of any Covemental  Authority, which has not been obtained; (v) 
does not contravene any material contractual or governmental restriction binding upon 
the Borrower; and (vi) will not result in the imposition of any lien, claim or encumbrance 
upon any property of the Borrower under any existing material indenture, mortgage, deed 
of tnist, 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 bound or affected.” 

9. Amendment of Sectioriu.  Section 5.5 of the Loan and Security Agreement is 
hereby deleted in its entirety and shall be replaced with the following: 

“5.5 Intentionally omitted.” 

10. Amendment of Section 6.1. Section 6.1 of the L,oan and Security Agreement is 
hereby amended by deleting clause (A) in its entirety and replacing clause (A) with the following: 

“(A) In tent ionally orni t t ed. ” 

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 deleting Sections 7.1, 7.2, 7.3 and 7.4 in their entirety and replacing them with the 
following: 

Amendment of Article 7. Article 7 of the Loan and Security Agreement is hereby 
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“7. EVENTS OF DEFAULT 

7.1 Events of Default. The following events shall constitute 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) Bankruptcy proceedings are initiated against the Borrower; or 

(C) 
E.0N AC’s balance sheet); 

The Borrower leaves the E.ON Group (Le., the companies consolidated in 

If an Event of Default occurs under clause (B) of this Section 7.1 , the Loans will become 
irnniediately due and payable. 

If an Event of Default occurs under 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 Lender. If the Event of Default is uncured at the expiration of such period, the 
L,oans outstanding together with interest will become due and payable immediately. 

7.2 Rights and Remedies Generally. Upon the occurrence and continuance 
of an Event of Default, the Lender has all rights and remedies contained in this Agreement and 
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 
nonpayment are waived by the Borrower. 

7.4 Payments Set Aside. To the extent that the Borrower makes a payment or 
payments to the Lender and such payment or payments or any part thereof are substantially 
invalidated, declared to be fraudulent or preferential, set aside andor required to be repaid to a 
tnistee, receiver or any other party under the banlcruptcy law, state or federal law, common law 
or equitable cause, then to the extent of such recovery, the obligation or part thereof originally 
intended to be satisfied will be revived and continue in full force and effect as if such payment 
had not been made or such enforcement or setoff had not occurred.” 

13. Arnendment of Article 8. Article 8 “Subordination” of the Loan and Security 
Agreement is hereby deleted in its entirety and shall be replaced with the following: 

“8. Intentionally omitted.” 

14. Amendment to Form of Note. Exhibit A, Form 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 amendments to the Loan and Security 
Agreement set forth above shall beconie effective upon (i) the execution of this Amelidmelit by 
the Borrower and the Lender and (ii) delivery of Amended and Restated Notes duly executed by 
the Borrower in the forrn attached hereto as Exhibit B for each of the existing Promissory Notes. 

16. Continuing Force and Effect of Loan and Security Agreement. Except as 
specifically modified or amended by the terms of this Aniendnient, all other tenns and provisions 
of the Loan and Security Agreement are incorporated by reference herein, and in all respects, 
shall continue in full force and effect. The Borrower, by execution of this Amendment, hereby 
reaffirms, assumes and binds itself to all of the obligations, duties, rights, covenants, terms and 
conditions that are contained in the L,oan and Security Agreement. 

17. Miscellaneous. 

(a) Choice of Law. THIS AMENDMENT SHALL, BE GOVERNED BY AND 
CONSTRUED FOR ALL PURPOSES IN ACCORDANCE WITH THE INTERNAL LAWS OF 
THE SATE OF DELAWARE. 

(b) Successors and Assigns. This Amendment shall be binding upon the Borrower 
arid the Lender and their respective successors and assigns, and shall inure to the benefit of the 
Borrower and the Lender and their respective successors and assigns. 

(c) Counterparts. This Amendment may be executed in any number of counterparts, 
all of which shall constitute one and the same agreement. 

(d) Further Assurances. From time to time, the parties hereto agree to execute and 
deliver all such documents and instruments and take or cause to be taken, all such fiirther actions, 
as may reasonably be necessary or desirable to consummate 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. 

LOUISVILLE GAS & ELECTRIC COMPANY 

Address: 220 West Main St. 
Louisville, K.entucky 40507 
Attn: Treasurer 

FIDEEIA CORPORATION 

Address: 300 Delaware Avenue 
Wilmington, Delaware 19801 
Attn: Executive Vice President 

Facsimile: 302-417-5913 

By: 
Name: J%& dlTpd -. 

Title: dlzf ;&c 
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Draft: 03/23/07 

EXHIBIT A 

FORM OF NOTE 

NOTE 

$ _- Date 

FOR VALUE RECEIVED, on (“Maturity Date”) the undersigned, 
LOUISVILLE GAS AND ELECTRIC COMPANY, a Kentucky corporation (the “Borrower”), 
unconditionally promises to pay to FIDELIA CORPORATION (the “Lender”), at the Lender’s 
office at 300 Delaware Avenue, Wilmington, Delaware 19801, or at such otlier place as the 
holder of this Note niay from time to time designate in writing, in lawful iiioney of the TJnited 
States of America and immediately available funds, the principal sum 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 amended by the Amendment to Loan and Security Agreement 
dated as of April -, 2007 (as amended, modified or restated from time to time, the “Loan 
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 L,oan 
Agreement, the principal indebtedness represented by this Note is payable on the Maturity Date. 
The Borrower hrther promises to pay interest on the outstanding principal arnount of the 
indebtedness represented by this Note from the date of this Note until payment in full at the 
applicable rates determined in accordance with Section 2.3(A) of the Loan Agreement. Except 
as otherwise provided in the Loan 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 on 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 
may be characterized or computed, exceed the highest rate permissible uiider 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 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 have 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 has been delivered and is deemed to have been made, at Wilniington, Delaware 
a i d  will be iiiterpreted in accordance with the internal 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 such manner as to be effective and valid under applicable law, but if 
any provision of this Note is prohibited by or invalid rmder applicable law, such provision will 
be ineffective to the extent of such prohibition or invalidity, without invalidating the remainder 
of sticli 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 
upoii and inure to the 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. 

LOUISVILLE GAS AND EL,ECTRIC 
COMPANY 

-_____I 

By: 
Title: 
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EXHIBIT B 

FORM OF AMENDED AND RESTATED NOTE 

AMENDED AND RESTATED NOTE 

$ Date 

FOR VALUE RECEIVED, on (“Maturity Date”) tlie undersigned, 
LOUISVILLE GAS AND ELECTRIC COMPANY, a Kentucky corporation (the “Bol-rower”), 
unconditionally promises to pay to FIDELIA CORPORATION (the “Lender”), at tlie Lender’s 
office at 300 Delaware Avenue, Wilmington, Delaware 19801, or at such other place as the 
holder of this Note may from time to time designate in writing, in lawful money of the United 
States of America and immediately available funds, the principal sum of $- . This 
Note is referred to in and was executed and delivered under the L,oan and Security Agreement 
dated as of August 15,2003, as amended by the Amendment to Loan and Security Agreement 
dated as of April -? 2007 (as amended, modified or restated from time to time, the “Loan 
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 L,oan 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 firther promises to pay interest 011 the outstanding principal amount of the 
indebtedness represented by this Note from the date of this Note until payment in fill1 at the 
applicable rates determined in accordance with Section 2.3(A) of the Loan Agreement. Except 
as otherwise provided in the Loan 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 on 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 
may be characterized or computed, exceed the highest rate permissible under 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 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 have been a repayment of principal and be so applied. 

This Note is sub,ject 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. 
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This Note amends and restates the Note dated as of [ 3 (tlie ‘‘Existing Note”) 

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

made by the Borrower in favor of the Lender in the original principal amount of $[ I. 

This Note has been delivered and is deemed to have been made, at Wilmington, Delaware 
and will be interpreted in accordance with the intenial law as (as opposed to coiiflicts of law 
provisions) and decisions of the 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, without invalidating the remainder 
of such provision or tlie 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 limitation, a receiver, trustee or debtor-in-possession of or for the 
Borrower. 

LOUISVILLE GAS AND ELECTRIC 
COMPANY 

By: 
Title: 
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30 April, 2003 

Louisville Gas and Electric Company 
(as Borrower) 

Fide I ia C o rpo ration 
(as Lender) 
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THIS AGREEMENT made on April 30,2003 

Between 

LOUISVILLE GAS AND ELECTRIC 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 
$1 00,000,000 (the Loan Amount). 

Now it is hereby agreed as follows: 

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

q .  Definitions 

I .I In this Agreement 

Business Day means a day 
open 

n which banks in Ne\ York are generally 

Default lnferesf 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 1%; 

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

Final Repaymenf Dafe means April 30, 201 3; 

k 

Merest Paymenf Dafe 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; 

boan Amounf means $100,000,000; 

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 ; 

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. 

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

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 (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 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: Louisville 
Gas and Electric 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, 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. 

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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13. 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 

SIGNED by 
for and on behalf of 

in the presence of: 

p'.- 

Fidelia Corporation 1 
i 

SIGNED by L* - ( L A  ) 
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Issuer: 

Distribution: 

Trade Date: 

Expected Settlement Date: 

Joint Book-Running Managers: 

Co-Managers: 

Security Description: 

Principal Amount: 

Expected Ratings 
(Moody’s I S&P I Filch)*: 

Maturity Date: 

Interest Payment Dates: 

Benchmark Treasury: 

Benchmark Treasury Yield: 

Spread to Benchmark Treasury: 

Yield to Maturity: 

Coupon: 

Offering Price: 

Redernption Provisions: 

CONFIDENTIAL 

LOUISVILLE GAS AND ELECTRIC COMPANY 

TERM SHEET 

$250,000,000 First Mortgage Bonds Due 2015 
$285,000,000 First Mortgage Bonds Due 2040 

Louisville Gas and Electric Company 

Rule 144A I Regulation S with registration rights 

November 8,2010 

November 16,20 10 (T+S) 

Credit Suisse Securities (USA) LLC 
Merrill L,ynch, Pierce, Fenner & Smith 

Incorporated 
Credit Agricole Securities (USA) Inc. 
Deutsche Bank Securities Inc. 
KeyBanc Capital Markets Inc. 
Lloyds TSB Bank plc. 
U.S. Bancorp Investments, Inc. 

BNY Mellon Capital Markets, LLC 
Fifth Third Securities, Inc. 
Mizuho Securities IJSA Inc. 
PNC Capital Markets LLC 

First Mortgage Bonds Due 201 S 

$250 million 

A2 (stable) / A (stable) / A +  (stable) 

Novernber 15, 201 S 

May 15 and November 15, commencing 
May IS, 201 1 

1.25% due October i I .  201 S 

1.1 19% 

+S8 basis points 

1.699% 

1.625% per annum 

99.647% of principal amount 

Make-whole call, in whole or i n  part, at 
T+10 basis points, plus accrued and 
unpaid interest. 

First Moltgage Bonds Due 2040 

$285 million 

A2 (stable) I A (stable) / A +  (stable) 

November IS, 2040 

May 15 and November 15, commencing 
May 15,201i 

4.375% due May 15, 2040 

4. I 17% 

+ I  08 basis points 

5.197% 

5.125% per annum 

98.912% of principal amount 

Prior to May IS, 2040, make-whole call, 
in whole or in part, at T+20 basis points, 
plus accrued and unpaid interest. 



Denominations: 

C U S P  I ISIN: 

On or after May IS, 2040, callable, in 
whole or in part, at par plus accrued and 
unpaid interest. 

$2,000 and integral multiples of $1,000 $2,000 and integral multiples oE$1,000 

144A: 546676 AR8 I USS46676AR87 144A: ,546676 AT4 I USS46676AT44 
Reg S: US462R AAS I USUS462RAA.50 Reg S: 1JS462R AB3 I ‘CJSUS462RAB34 

* Note: A security rating is not a recommendation to buy, sell or hold securities, it may be revised os 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 memorandum dated November 8, 
201 0 (the “Offering Memorandum”). The inforination in this communication supersedes the information in the Offering 
Memorandum to the extent it is inconsistent with the information in the Off‘ering Memorandum. This communication is 
qualified in its entirety by reference to the Offering Memorandum. 

ANY DISCLAIMERS OR OTHER NOTICES TIHAT MAY APPEAR BELOW ARE NOT APPLICABLE TO THIS 
COMMUNICATION AND SHOULD BE DISREGARDED. SUCH DISCLAIMERS OR OTHER NOTICES WERE 
AUTOMATICALLY GENERATED AS A RESIJLT OF THIS COMMUNICATION BEING SENT VIA BLOOMBERG 
OR ANOTHER EMAIL SYSTEM. 
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NEW ISSUE BOOK-ENTRY-ONLY 

Subject to the conditions and exceptions set forth under the caption “Tax Treatment,” Bond Counsel is of the opinion that, under current 
law, interest on the 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 held by a “substantial user” ox a “related person” of the Project as such terms are used in Section 147(a) of the 
Internal Revenue Code of 1986, as amended (the “Code”). Interest on the Bonds will not 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 is further of the opinion that interest on the Bonds will be excludable from the 
gross income of the recipients thereof for Kentucky income tax purposes and that, under current law, the principal 
of the Bonds will be exempt from ad valorem taxes in Kentucky. Issuance of the Bonds is subject to receipt of 

a favoxable tax opinion of Bond Counsel as of the date of delivery of the Bonds. See “Tax Treatment” herein. 

$60,000,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Refunding Bonds 
2007 Series A 

(Louisville Gas and Electric Company Project) 

Dated: Date of original deliveiy Due: June 1,2033 

The County of Trimble, Kentucky, Environmental Facilities Revenue Refunding Bonds, 2007 Series A (Louisville Gas and Electric 
Company Project) (the “Bonds”) will be special and limited obligations of the County of Trimble, Kentucky (the “Issuer”), payable by the 
Issuer solely from and secured by payments to be received by the Issuer puxsuant to a Loan Agreement with 

Louisville Gas arid Electric Company 
(the “Company”), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds will not constitute general 
obligations of the Issuer or a charge against the general credit or taxing powers thereof or of the Commonwealth of Kentucky or any other 
political subdivision of Kentucky. 

by Ambac Assurance Corporation (“Ambac Assurance” or the “Bond Insurer”) simultaneously with the delivery of the Bonds. 
Payment of the principal of and interest on the Bonds when due will be insured by a financial guaranty insurance policy to be issued 

Ambac 
The Bonds will accrue interest from the date of original issuance, and as initially issued will bear interest at a Long Term Rate of 

4.60% per annum to maturity, payable on each June 1 and December 1, commencing June 1,2007. The Bonds will be subject to optional 
redemption on and after June 1,2017, 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-Redemptions-Optiorlnl Reclemnptiori,” “- 
Ertmordiiinry Optiorinl Reclernptioii h i  Whole, ” “-Ertraorclimiy Optional Recieii~ption iii whole or iri Pnrt,” and “-Mnnclntoiy Redernptioil; 
Detenninntioii of Tnmbility.” 

PRICE 100% 

The Bonds will he secured solely by payments to be made hy the Company under the Loan Agreement, which will he an unsecured 
general obligation of the Company, and will rankon 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 Laan Agreement. 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 
will be made in book-entry only form in denominations of $5,000 and integral multiples thereof. Purchasers will not receive certificates 
representing their beneficial interests in the Bonds. See the information contained under the caption “Summary of the Bonds- 
Book-Entry-Only System” herein. The principal of, premium, if any, and interest on the Bonds will be paid by Deutsche Bank Trust 
Company Americas, as Trustee, to Cede & Co., as long as Cede 6( Co. is the registered owner of the Bonds. Disbursement of such 
payments to the DTC Participants is the responsibility of DTC, and disbursement of such payments to the purchasers of beneficial 
ownership interests is the responsibility of DTC‘s Direct and Indirect Participants, as more fully described herein. 

the offer without notice, and to the approval of legality by Stoll Keenon Ogden PL.LC, 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 and Corporate Secretary of the Company, for the Issuer by its 
County Attorney, and for the IJndenvriters by their counsel, Winston & Strawn L.L.P, Chicago, Illinois. I t  is expected that the Bonds will be 
available for delivery to DTC in New York, New York on or about April 26,2007. 

The Bonds, when issued, will be registered in the name of Cede & Co., as registered owner and nominee for The Depository Trust 

The Bonds are offered when, as and if issued and received by the IJndenvriters, subject to prior sale, withdrawal or modification of 

Citi LaSalle Financial Services, Inc.  

Dated: April 19,2007 



No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the IJnderwriters 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 information or representation must not be relied upon as having been authorized by any of 
the foregoing. The Underwriters have provided the following sentence for inclusion in this 
Official Statement. The underwriters have reviewed the information in this Official Statement 
in accordance with, and as part of, their responsibilities to investors under the federal securities 
laws as applied to the facts and circuinstances of this transaction, but the IJnderwriters do not 
guarantee the accuracy or completeness of such information. The information and expressions of 
opinion herein are subject to change without notice and neither the delivery of this Official 
Statement nor any sale made hereunder shall, under any circumstances, create any implication 
that there has been no change in the affairs of the parties referred to above since the date hereof. 
Although the Issuer has consented to the use of this Official Statement in connection with the 
initial issuance and sale of the Bonds, the Issuer does not make any representation with respect to 
the accuracy or completeness hereof and will incur no liability with respect thereto, except for 
the information under the caption “The Issuer.” 

In connection with the offering of the Bonds, the Underwriters 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 ISSUER, THE COMPANY, THE BOND INSURER AND 
THE TERMS OF THE OFFERING, 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 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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OFFICIAL STATEMENT 

$60,000,000 
County of Trimble, Kentucky 

Environmental Facilities Revenue Refunding Bonds 
2007 Series A 

(Louisville Gas and Electric Company Project) 

Introductory Statement 

This Official Statement, including the cover page and Appendices, is provided to furnish 
information in connection with the offer and sale by the County of Trimble, I<entucky (the 
“Issuer”) of its Environmental Facilities Revenue Refiinding Bonds, 2007 Series A (Louisville 
Gas and Electric Company Project), in the aggregate principal amount of $60,000,000 (the 
“Bonds”) to be issued pursuant to an Indenture of Trust dated as of March 1,2007 (the 
“Indenture”) between the Issuer and Deutsche Bank Trust Company Americas (the “Trustee”), as 
Trustee, Paying Agent and Bond Registrar. 

Pursuant to a Loan Agreement by and between Louisville Gas and Electric Company (the 
“Company”) and the Issuer, dated as of March 1,2007 (the “Loan Agreement”), proceeds from 
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 Agreement is a separate undertaking by 
and between the Company and the Issuer. 

The proceeds of the Bonds (other than any accrued interest) will be applied in full, 
together with other funds made available by the Company, to pay and discharge all of the 
$60,000,000 outstanding principal amount of “Comty of Trimble, Kentucky, Pollution Control 
Revenue Bonds, 1992 Series A (Louisville Gas and Electric Company Project),” dated 
September 1 7, I992 (the “1 992 Bonds”), previously issued by the Issuer to finance and refinance 
certain air and water pollution control facilities and solid waste disposal facilities (the “Project”) 
owned by the Company. 

It is a condition to the IJnderwriters’ obligation to purchase the Bonds that the Company 
irrevocably instruct the trustee 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 subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - The Company.” 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 Company will repay the loan under the Loan Agreement by malting payments to the 
Trustee in sufficient amount 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) will be assigned to the Trustee as security for the Bonds. 



The Bonds will be secured solely by payments to be made by the Company under the 
Loan Agreement, which will be an unsecured general obligation of the Company, and will rank 
on a parity with other unsecured indebtedness of the Company. See “Security; Limitation on 
Liens.” 

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. The Bonds will 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. 

Ainbac Assurance Corporation (“Ambac Assurance” or the “Bond Insurer”) will, 
concurrently with the issuance of the Bonds, issue its Financial Guaranty Insurance Policy in 
respect of the Bonds (the “Bond Insurance Policy”), insuring the payment of regularly scheduled 
payments of the principal of the Bonds and interest thereon that have 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 Insurance Policy will be issued pursuant to an 
Insurance Agreement between the Company and Ambac Assurance to be dated the date of 
issuance of the 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 Determination of Taxability as hereinafter described) or other advancement of 
maturity. Certain information with respect to the Bond Insurance Policy and the Bond Insurer is 
included in this Official Statement. See “The Bond Insurance Policy and the Bond Insurer” and 
Appendix C. 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, Ainbac Assurance will be 
entitled to control and direct the enforcement of all rights and remedies granted to the 
Bondholders or the Trustee. See “Surnmary of the Indenture - Rights of Bond Insurer.” 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, and the 
Indenture included in this Official Statement. Such descriptions and information do not purport 
to be complete, comprehensive or definitive and are riot to be construed as a representation or a 
guaranty of accuracy or completeness. A11 references herein to the docuinents 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 and the Indenture will be available for inspection at the principal corporate trust 
office of the Trustee and, until the issuance of the Bonds, may be obtained from the 
Underwriters. Certain information relating to The Depository Trust Company (“DTC”) and the 
book-entry-only system has been fiirnished by DTC. Appendix A to this Official Statement and 
all information contained under the headings “The Project” and “1Jse of Proceeds” 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 Official 
Statement contains the proposed form of opinion of Bond Counsel to be delivered in connection 
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with the issuance and delivery of the Bonds. Appendix C to this Official Statement contains the 
proposed form of Bond Insurance Policy to be issued by Ambac Assurance in connection with 
the 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 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) issue the Bonds and pay and discharge the 1992 Bonds, 
(b) lend the proceeds from the sale of such Bonds to the Company for such purpose and (c) enter 
into and perform 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, INCLUDING AMOUNTS TO BE RECEIVED BY 
OR ON BEHALF OF THE ISSUER UNDER THE LOAN AGREEMENT. THE BONDS 
WILL NOT CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR PLEDGE 
OF THE FAITH AND CREDIT OR TAXING POWER OF THE ISSIJER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND WILL NOT GIVE RISE TO A PECIJNIARY LIABILITY OF THE ISSIJER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

The Project 

The Project has been completed. The Project consists of certain air and water pollution 
control and solid waste disposal facilities in connection with Unit 1 of the Trimble County 
Station situated in Trimble County, Kentucky. Major components of the Project include 
electrostatic precipitators to capture fly ash and particulate emissions from the Unit 1 steam 
boilers; sulphur dioxide removal systems (scrubbers) to remove sulphur dioxide from flue gases; 
water pollution control and solid waste disposal facilities, including retention basins, sludge and 
ash ponds for the receipt of sludge wastes produced by sulphur dioxide removal facilities and by 
electrostatic precipitators as well as bottom ash; both exterior and interior systems for the 
collection and transmission to treatment and neutralization facilities of polluted liquids, including 
coal pile liquid runoffs and fuel oil and other chemical spills; a natural draft cooling tower for the 
abatement of thermal pollution to the interstate stream (Ohio River); and facilities for the 
reception, transportation, preparation and holding of reactant chemicals and materials used in 
sulphur dioxide removal systems, which facilities are functionally related and subordinate to 
such sulphur dioxide removal systems. 

The Natural Resources and Environmental Protection Cabinet of the Commonwealth of 
Kentucky, the agency exercising jurisdiction with respect to the Project, has previously certified 
that the Project, as designed, is in furtherance of the purposes of abating and controlling 
atmospheric pollutants or contaminants and water pollution. 
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Use of Proceeds 

The proceeds from the sale of the Bonds (exclusive of accrued interest, if any) will be 
used, together with funds to be provided by the Company, to pay and discharge, at a redemption 
price of 100% of the principal amount thereof plus accrued interest, all of the outstanding 1992 
Bonds, on the date of issuance of the Bonds. The 1992 Bonds bear interest at a variable rate of 
interest per annum and mature on September 1 , 20 I 7. For the twelve months ended December 
3 I , 2006, the weighted average interest rate on the 1992 Bonds was 3.48%. 

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 and will mature on June 1,2033. The Bonds are also subject to 
redemption prior to maturity as described herein. 

Froin and after the date of the issuance and delivery of the Bonds, the Bonds will bear 
interest at the Long Term Rate of 4.60% per annum, payable on each June 1 and December 1 , 
coininencing June 1 , 2007, and, except as described below, will continue to bear interest at such 
Long Term Rate until maturity. 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 15 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 
Bonds and this Official Statement. See “Book-Entry-Only System” below. Individual purchases 
of book-entry interests in the Bonds will be made in book-entry-only forin in denominations of 
$5,000 and integral inultiples thereof. 

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 immediately available fLinds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent at the written 
request of any owner of record holding at least $1,000,000 aggregate principal ainount of the 
Bonds, received by the Trustee, as bond registrar (the “Bond Registrar”), at least one Business 
Day prior to any Record Date. 

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 forin 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
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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 Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

Subject to the requirements of the Indenture, on any date on which the Bonds are subject 
to optional redemption (see “Redemptions-Optional Redemption” below), the Company, in lieu 
of such optional redemption, inay direct that the Bonds be converted to bear interest at a new 
Interest Rate Mode (including a new Long Term Rate), as described below. In such event, upon 
notice to owners in accordance with the Indenture, the Bonds will be subject to mandatory tender 
for purchase on such conversion date at a purchase price equal to the principal ainount thereof 
plus accrued interest and an ainount equal to the redemption premium, if any, which would be 
payable on such date. The Interest Rate Modes which are available under the Indenture are the 
Daily Rate, the Weekly Rate, the Flexible Rate, the Semi-Annual Rate, the Annual Rate, the 
Long Term Rate arid the Auction Rate. If conversion to a new Interest Rate Mode is to occur, 
the Indenture requires the delivery of certain notices to owners of the Bonds, including notice of 
mandatory tender for purchase as referred to above, by first class mail at least 30 days and not 
inore than 45 prior to the proposed conversion date. In addition, if then required by law or 
otherwise, a new disclosure document will be prepared describing the applicable provisions of 
the Bonds after conversion to the new Interest Rate Mode. Consequently, no attempt is made in 
this Official Statement to describe the terms and provisions of the Bonds and the Indenture 
which would apply in the event of a conversion to a different Interest Rate Mode. 

Citigroup Global Markets Inc. and LaSalle Financial Services, Inc. will each be 
appointed under the Indenture to serve as Reinarlteting Agents for the Bonds in the event the 
Bonds are converted to bear interest at a new Interest Rate Mode. Any Reinarlteting Agent may 
resign or be removed arid a successor Reinarlteting Agent may be appointed in accordance with 
the terms of the Indenture and the Remarketing Agreements for the Bonds between the 
Reinarketing Agents and the Company. 

Certain Definitions 

As used herein, each of the following terms will have the ineaning indicated. 

“Reneficial 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 the registered holder of 
such Bond if such Bond is not then registered in the name of Cede &, Co. 

“Rzisiness Day” means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New Yorlt, New York, or the New Yorlt 
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 (if in the Auction 
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Rate), the Company or the Reinarketing Agents are located are authorized by law or executive 
order to close. 

“Conver*sion ” means any conversion from time to time in accordance with the terms of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

Redemptions 

Optional 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 1 7 at a redemption price of 100% of the principal amount thereof, plus interest 
accrued, if any, to the redemption date. 

Extraor-dinaw 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; 

(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 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 abatement, control and disposal requirements, have occurred such that the 
Company determines that use of the Project is no longer required or desirable; 
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(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 United States of America or by reason of legislative 
or administrative action (whether 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 Company to cease a substantial part of its operation at 
the Generating Station to such extent that the Company will be prevented from carrying 
on its normal operations at such Generating Station for a period of six months. 

Extraordinaw Optional Redeniption 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 from gross income for federal income tax purposes. 
See “Summary 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 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. 

Mandatow Redeniption; Determination of Taxabilit?/. 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 “Determination of Taxability” means the receipt by the Trustee of written notice from a 
current or former registered owner of a Bond or from the Company or the Issuer of (i) the 
issuance of a published or private ruling or a technical advice meinorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (ii) a final 
determination froin which no further 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, 
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 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 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 (i) the Issuer or the registered owner or former registered owner of the Bond involved in 
such proceeding or action (A) gives the Company and the Trustee prompt notice of the 
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coininencement thereof, and (B) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (ii) either (A) 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 (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 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 minilnuin 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 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 wrjtten 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 prrrposes. 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. 

General Redeiiiption Terms. Notice of redemption will be given by mailing a redemption 
notice conforming to the provisions and requirements of the Indenture by first class mail to the 
registered owners of the Bonds to be redeemed not less than 30 days but not more than 45 days 
prior to the redemption date. 

Anv notice mailed as provided in the Indenture will be conclusively presiinzed to have 
been given. irrespective ofwhether 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 funds sufficient for such 
redemption have 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 
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state that it is conditional on there being sufficient moneys to pay the full redemption price for 
the Bonds to be redeemed. So long as the Bonds are held in book-entry-only form, all 
redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions of the following inforniation concerning DTC and DTC S book-entry-only 
system have been obtained,fiom DTC. The Issuer, the Conipany and the Underwriters make no 
representation as to the accziracy of such infomation. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only forin to be held under DTC’s book-entry-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One fi~lly registered bond 
in the aggregate principal amount of the Bonds will be deposited with DTC. 

DTC, the world’s largest depository, is a liinited-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 Coinniercial 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 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 1J.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 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 WSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange L,LC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both lJ.S. and non-lJ.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 inmt 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 
confirination 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 
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holdings, froin 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 
inay 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 inay 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 coinminications 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 statutory or 
regulatory requirements as may be in effect from time to time. 

Redemption notices shall be sent to DTC. If less than all of the Bonds 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 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 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 
information 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 may 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. 
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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 and 
the Trustee, or the Issuer, at the request of the Company, may decide to discontinue use of the 
system of book-entry-only transfers through DTC (or a successor 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 printed and delivered as described in the Indenture 
(see “Revision ofBook-Entrv-Onlv Svstem; 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 and 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 
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 Underwriters 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 in this Official 
Statement. 

THE ISSUER, THE COMPANY, THE IJNDERWRITERS AND THE TRUSTEE WILL 
HAVE NO RESPONSIBILJTY 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 
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REGISTERED OWNER WITH RESPECT TO: (1) THE ACCTJRACY 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-Entry-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, 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 Bonds may be issued in 
denominations of $5,000 and integral multiples thereof. 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 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 mandatory purchase as described in 
the Indenture. 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 will be 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). Pursuant to the L,oan Agreement, the Company will agree to pay, among 
other things, amounts 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 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. 
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As of the date hereof, the Company has outstanding 13 series of first mortgage bonds in 
an aggregate principal amount of $S74,304,000. These first mortgage bonds were issued to 
secure a like principal amount of tax-exempt debt. On or about the date of issuance of the 
Bonds, and pursuant to the terms of these existing first mortgage bonds, all of such first 
mortgage bonds will be terminated and cancelled and will cease to secure the Company’s 
obligations under its existing tax-exempt debt, and all of the Company’s obligations under its 
existing tax-exempt debt will become 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. 

In the Loan Agreement, the Company will covenant that it will not issue, assume 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 amounts to 
pay the principal of, premium, 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 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 and not 
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. 

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. 

The Company will not, so long as any of the Bonds are outstanding, issue, assume, 
guarantee or perinit to exist any debt of the Company secured by a mortgage, the creditor of 
which controls, is controlled by, or is under common control with, the Company. 

For purposes of this limitation on liens, “operating property” means (i) any interest in real 
property owned by the Company, and (ii) any asset owned by the Company that is depreciable in 
accordance with generally accepted accounting principles. 

The Bond Insurance Policy and the Bond Insurer 

The inforination relating to Ainbac Assurance contained herein has been furnished solely 
by Ainbac Assurance. No representation is made by the IJnderwriters, the Issuer or the 
Company as to the accuracy or adequacy of such information or as to the absence of material 
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adverse changes in the condition of Ambac Assurance subsequent to the date hereof. The 
following discussion does riot purport to be complete and is qualified in its entirety by reference 
to the Bond Insurance Policy, a specimen of the form of which is attached hereto as Appendix C. 

Payment Pursuant to Bond Insurance Policy 

Ainbac 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 terins of the Bond 
Insurance Policy, Ainbac Assurance will pay to The Bank of New York, in New York, New 
York, or any successor thereto (the “Insurance Trustee”), that portion of the principal of and 
interest on the Bonds that shall become “Due for Payment” but shall be unpaid by reason of 
“Nonpayment” by the “Obligor” (as such terins are defined in the Bond Insurance Policy). 
Ambac Assurance will make such payments to the Insurance Trustee on the later of the date on 
which such principal and/or interest becomes “Due for Payment” or within one Business Day 
following the date on which Ambac Assurance shall have received notice of Nonpayment from 
the Trustee. The insurance will extend for the term of the Bonds and, once issued, cannot be 
cancelled by Ambac Assurance. 

The Bond Insurance Policy will insure payment only on the stated maturity date or upon 
special mandatory 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 funds are available for redemption of all outstanding Bonds, Ambac 
Assurance will remain obligated to pay principal of and interest on outstanding Bonds on the 
originally scheduled interest and principal payment dates. In the event of any acceleration of the 
principal of the Bonds, the insured payments will be made at such times and in such amounts as 
would have been made had there not been an acceleration, except to the extent that Ambac 
Assurance elects, in its sole discretion, to pay all or a portion of the accelerated principal and 
interest accrued thereon to the date of acceleration (to the extent unpaid by the Obligor). IJpon 
payment of all such accelerated principal and interest accrued to the acceleration date, Ambac 
Assurance’s obligations under the Bond Insurance Policy shall be fully discharged. 

In the 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 the Issuer 
has been deemed a preferential transfer and theretofore recovered from its registered owner 
pursuant to the IJnited States Bankruptcy Code in accordance with a final, non-appealable order 
of a court of competent jurisdiction, such registered owner will be entitled to payment from 
Ainbac Assurance to the extent of such 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 occurrence of a determination of taxability as 
provided in the Bond Insurance Policy) or as a result of any other advancement of 
maturity; 

(b) payment of any redemption, prepayment or acceleration premium; 
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(c) nonpayment of principal or interest caused by the insolvency or 
negligence of the Trustee, Paying Agent or Bond Registrar, if any; 

(d) loss relating to payments of the purchase price of Bonds upon tender by a 
registered owner thereof or any preferential transfer relating to payments of the 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. 

Notwithstanding the foregoing, under the Bond Insurance Policy, the definition of “Due 
for Payment” is expanded to include date or dates of mandatory redemption of the Bonds, in 
whole or in part, pursuant to a final determination of taxability as described herein under 
“Summary of the Bonds - Redemptions - Mandatory Redemption; Deterinination of 
Taxabilitv.” 

If it becomes necessary to call upon the Bond Insurance Policy, payment of any principal 
by the Bond Insurer requires surrender of applicable Bonds to the Insurance Trustee, together 
with an appropriate instruinent of assignment so as to perinit ownership of such Bonds to be 
registered in the name of Arnbac 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 entitlement to interest payments and an appropriate assignment of the Bondholder’s 
right to payment to Ainbac Assurance. 

IJpon payment of the insurance benefits to a Bondholder, Ambac Assurance will become 
the owner of the Bond or right to payment of principal or interest on such Bond and will be fully 
subrogated to the surrendering Bondholder’s rights to payment. 

Insurance Agreement with Company 

Ainbac Assurance has agreed to issue the Bond Insurance Policy pursuant to the 
Insurance Agreement. IJnder the Insurance Agreement, the Company is obligated to reimburse 
Ainbac Assurance, immediately and unconditionally upon demand, for all payments made by 
Ainbac Assurance under the t e r m  of the Insurance Policy. The Company is also obligated to 
deliver certain collateral to the Trustee for the benefit of the bondholders and coinply with 
certain financial and 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 Company of representations, warranties and covenants 
set forth therein and certain events of bankruptcy. 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 “Summary of the 
Indenture - Defaults and Remedies.” 

Ambac Assurance Corporation 

Ainbac Assurance is a Wisconsin-domiciled stock insurance corporation regulated by the 
Office of the Coininissioner of Insurance of the State of Wisconsin and licensed to do business in 
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50 states, the District of Columbia, the Territory of Guam, the Commonwealth of Puerto Rico 
and the U.S. Virgin Islands, with admitted assets of approximately $1 0,O 1 5,000,000 (unaudited) 
and statutory capital of approximately $6,371,000,000 (unaudited) as of December 3 1 , 2006. 
Statutory capital consists of Ambac Assurance’s policyholders’ surplus and statutory 
contingency reserve. Standard 2% Poor’s Ratings Services, a Division of The McGraw-Hill 
Companies, Inc., Moody’s Investors Service, Inc. (“Moody’s”) and Fitch Ratings have each 
assigned a triple-A financial strength rating to Ambac Assurance. 

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect 
that the insuring of an obligation by Ambac Assurance will not affect the treatment for federal 
income tax purposes of interest on such obligation and that insurance proceeds representing 
maturing interest paid by Ambac Assurance under policy provisions substantially identical to 
those contained in its financial guaranty irisurance 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 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 inforination supplied by Ainbac Assurance 
and presented under the heading “The Bond Insurance Policy and the Bond Insurer” and in 
Appendix C. 

Available Information 

The parent company of Ambac Assurance, Ainbac Financial Group, Inc. (“AFG”), is 
subject to the informational 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 inforination can be read and copied at the SEC’s public reference rooin at 100 F Street, 
N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further 
information on the public reference room. The SEC maintains an internet site at 
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 and other information can also be read at the offices of the New York 
Stock Exchange, Inc. (the “NYSE”), 20 Broad Street, New York, New York 10005. 

Copies of Arnbac Assurance’s financial statements prepared in accordance with statutory 
accounting standards are available 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 document filed by AFG with the SEC (File No. 1-10777) is incorporated 
by reference in this Official Statement. 

1) AFG’s Annual Report on Forin 10-I< for the fiscal year ended 
December 3 1,2006 and filed on March 1 , 2007. 
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All documents subsequently filed by AFG pursuant to the requirements of the Exchange 
Act after the date of this Official Statement will be available for inspection in the same manner 
as described above in “Available Information.” 

Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this OfJicial 
Statement, is a brief description of certain provisions of the Loan Agreement. This description is 
only a sziniinavy and does not purport to be coniplete and deJinitive. Reference is made to the 
Loan Agreement, for the detailedprovisions thereof. 

General 

The term of the Loan Agreement shall commence as of its date and end on the earliest to 
occur of June 1 , 2033, 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 “Summary of the 
Indenture - Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
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, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent, the Auction Agent and the Tender 
Agent, as may be applicable, 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 Indenture and, to that end, the 
Company shall cause f h d s  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. 

All payments 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, 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. 

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 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. 
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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 money 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 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 air 
and water pollution control and abatement facilities and solid waste disposal facilities under 
Section 103(b)(4)(E) and (F) 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 make substitutions, 
modifications and improvements to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements shall be deemed, under the terms of the L,oan 
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 tinder Section 103(b)(4)(E) and (F) 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 from insurance or a condemnation 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 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 - Extrnordinaiv Optional Redeniption in Whole or in 
&.” 

Insurance 

The Company will insure the Project in a manner consistent with general industry 
practice. 
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Assignment, Merger and Release of Obligations of the Company 

The Company inay 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 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 and observance of the 
other covenants and agreements to be performed 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 corporation or other business organization organized and existing 
under the laws of the I-Jnited States of America or one of the states of the United States of 
America or the District of Columbia, shall be qualified and admitted to do business in the 
Commonwealth 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 the Issuer harmless against any expense or 
liability incurred, including attorneys’ fees, resulting froin 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 Project 
or from 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 amounts required for payment of the 
principal of, including purchase price for tendered Bonds aiid 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 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; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(4) the occurrence of an Event of Default under the Indenture. 
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Under the Loan Agreement, certain of the Company’s obligations (other than the Company’s 
obligations, among others, (i) not to perinit any action which would result in interest paid on the 
Bonds being included in gross income for federal and ICentuclcy income taxes; (ii) to maintain its 
corporate existence and 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 the Loan Agreement) may be suspended if by reason of force majeure (as defined 
in the L,oan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appear necessary or desirable to collect the ainounts 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 
in accordance with the Indenture or, if the Bonds have been fdly paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accrued under the 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 the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions “Summary of the Bonds 
- Redemptions - Optional Redemption,” “Extraordinaw Optional Reden i-ption in Whole” and 
“Extraordinary Optional Redemption in Whole or in Part.” IJpon the occurrence of the event 
described under the caption “Suinmary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxabilitv,” 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 
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 under the Loan 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 Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ainbiguity or formal defect or oinission, (iii) with the consent of the Bond 
Insurer, in connection with any modification or change necessary to conform the Loan 
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Agreeinent with changes and modifications in the Indenture that require the consent of the Bond 
Insurer 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, and subject to 
the provisions of the Indenture described under the caption “Suinmary 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 
“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 
(i) through (iv) of the first sentence of the second paragraph of “Suinmary of the Indenture - 
Supplemental Indentures.” Any amendment of the Loan Agreement requiring the consent of the 
Bondholders also requires the consent of the Bond Insurer. 

Summary of the Indenture 

The following, in addition to the provisions contained elsewhere in this OfJicial 
Statenzent, is a brief descriytion of certain provisions of lhe Indenttire. This descriytion is only a 
suniniary and does not pq70r t  to be coniplete and deJjnitive. Reference is made to the Indentzrre 
for the detailedprovisions thereof. 

Security 

Pursuant to the Indenture, the Issuer will assign and pledge 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 inoneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds will not be 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 constitute or give rise to any pecuniary liability of the 
Issuer or any charge upon any of its assets or its general credit or taxing powers. The Issuer has 
not obligated itself by malting 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 the Indenture (the “Bond Fund”) and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used solely and only for the payment of the principal 
of, premium, if any, and interest on the Bonds, for the redemption of Bonds prior to maturity and 
for the payment of the reasonable fees and expenses to which the Trustee, Bond Registrar, 
Tender Agent, Authentication Agent, any Paying Agents and the Issuer are entitled pursuant to 
the Indenture or the Loan Agreement. Any inoneys held in the Bond Fund will be invested by 
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the Trustee at the specific written direction of the Company in certain Governmental Obligations, 
investment-grade corporate obligations and other irivestinents permitted under the Indenture. 

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, the Trustee 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. 

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 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, Governmental Obligations shall have been 
deposited which mature in such amounts 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. 

Defaults and Remedies 

As long as the Bond Inszrrance Policy is in &ill force and eflect with respect to the Bonds 
and the Bond Insurer is not in default thereunder, upon the occtirrence and contimame of an 
Event of Default, and subject to certain indeninification provisions, the Bond Insurer shall be 
entitled to control and direct the enforcement of all rights and remedies granted to the registered 
owners or the Trustee for  the beneJit ofthe registered owners under the Indenture including, 
without limitation, the right to accelerate the princQa1 ofthe Bonds and the right to annul any 
declaration of acceleration, and the Bond Insurer shall also be entitled to approve waivers of 
Events of Default. (See “Rights of Bond Insurer ’’ below.) 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) Failure to make 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 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 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 
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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 payinent has become due arid payable, provided that no event of default shall have 
occurred in respect of failure to receive such purchase price for any Bond if the Conipany 
shall have made the payment on the next Business Day as described in the Indenture; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indentiire 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 Agreement - Events of Default”); or 

(e) Written notice from the Bond Insurer to the Trustee that an event of 
default has occurred and is continuing under the Insurance Agreement. 

IJpon the occurrence of an Event of Default under the Indenture, the Trustee may, subject 
to the provisions of the Indenture described under “Rights of Bond Insurer” below, and upon the 
written request of the registered owners holding not less than 25% in aggregate principal amount 
of Bonds then outstanding and upon receipt of indemnity reasonably satisfactory to it shall: (i) 
declare the principal of all Bonds and interest accrued thereon to be immediately due and 
payable and (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. In exercising such rights, the Trustee shall take any action 
that, in the judgment of the Trustee, would best serve the interests of the registered owners. 
IJpon the occurrence of an Event of Default under the Indenture, the Trustee rnay 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, and interest on the Bonds then outstanding. 

In the event that the maturity of the Bonds is accelerated, the Bond Insurer rnay elect, in 
its sole discretion, to pay all or a portion of the accelerated principal and interest accrued on such 
principal to the date of acceleration (to the extent unpaid by the Issuer or the Company) with 
respect to the Bonds, and the Trustee shall accept such amounts. Upon payment of all of such 
accelerated principal and interest accrued to the acceleration date as provided above, the Bond 
Insurer’s obligations under the Bond Insurance Policy shall be fully discharged. 

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 and the payment of any sums due arid payable to the 
United States pursuant to Section 148(f) of the Code, (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 
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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. 

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 indernnity 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. 

Subject to the provisions of the Indenture surnrnarized 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 the Trustee or the Bond Insurer or to the Issuer, 
the Company and the Trustee by the registered owners holding not less than 25% in aggregate 
principal ainount 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 the applicable period but is capable of being cured, it will not 
constitute an Event of Default if corrective action is instituted by the Issuer or the Company 
within the 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 comply 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 Bond Insiirance Policy is in $dl force and eJiCect with respect to the Bonds 
and the Bond Inszirer is not in default thereunder, upon the occurrence and continziance of an 
Event of Default, and subject to certain indeninipcation provisions, the Bond Insurer shall be 
entitled to control and direct the right to annul any declaration of acceleration, and the Bond 
Instirer shall also be entitled to approve all waivers of Events of Default. (See “Rights of Bond 
Insurer ” below.) 

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. I f ,  after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
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decree for the appointment of a receiver or for the payment of the moneys due shall have been 
obtained or entered, (i) the Company shall cause to be deposited with the Trustee a sum 
sufficient to pay all matured installments 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 (with interest thereon as provided in the Indenture) and the expenses of the 
Trustee in connection with such default 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 annulment shall extend to or affect any 
subsequent Event of Default or impair any right or remedy consequent thereon. 

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 or confer upon the Trustee, as may 1awfLilly be 
granted, additional rights, remedies, powers or authorities 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, powers or authorities reserved to or conferred upon the Issuer, (vi) with the 
consent of the Bond Insurer, to make any other modification or change to the Indenture which, in 
the sole judgment of the Trustee, does not adversely affect the Trustee or any Bondholder, 
(vii) with the consent of the Bond Insurer, to make other amendments not otherwise permitted by 
(i), (ii), (iii), (iv) or (vi) ofthis paragraph to provisions relating to federal iricorne tax matters 
under the Code or other relevant provisions if, in the opinion of Bond Counsel, those 
amendments would not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes, (viii) with the consent of the Bond Insurer, to make any 
modification or change to the Indenture necessary to provide liquidity or credit support for 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 Bond Insurer, exclusive of supplemental indentures for the 
purposes set forth in the preceding paragraph, the 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 
premium 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 the Bonds required for consent to 
such supplemental indenture, or (iv) the deprivation of any registered owners of the lien of the 

25 



Indenture. As discussed below, any action under the 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. 

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. I f ,  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. 

No supplemental indenture shall become 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  p.m., 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 
sLippletnenta1 indenture. 

Rights of Bond Insurer 

The Indenture grants certain rights to the Bond Insurer. In addition to those rights, the 
Bond Insurer shall, to the 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 terms 
of the Bond Insurance Policy. If an Event of Default occurs, so long as the Bond Insurance 
Policy remains in full force and effect and the Bond Insurer is not in default, the Bond Insurer 
shall have the right to institute any suit, action or proceeding at law or in equity tinder the same 
terms 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, the Bond Insurer is explicitly 
recognized under the Indenture as being a third-party beneficiary thereunder and inay enforce 
any such right, remedy or claim conferred, given or granted thereunder. 

As long as the Bond Insurance Policy is in fill1 force and effect with respect to the Bonds 
and the Bond Insurer is not in default thereunder: (a) any provision of the Indenture expressly 
recognizing or granting rights in or to the Bond Insurer inay 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 
registered owners shall, in addition to such approval, 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 indemnification provisions, the Bond Insurer shall be entitled to control and 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 Indenture including, without limitation, (i) the right to 
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accelerate the principal of the Bonds, (ii) the right to annul any declaration of acceleration, and 
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 
any failure to provide any such document as required by the Indenture or the Loan Agreement, 
and shall be fLirnished by the Company with any filings made in accordance with SEC Rule 
152-12  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 the Bonds shall be paid by the Bond Insurer pursuant to 
the Bond Insurance Policy, the Bonds shall remain 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 Loan Agreement and all 
covenants, agreements and other obligations of the Issuer to the 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 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 
instruments by limitations irnposed by principles of equity, bankruptcy, 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 the Bonds will be excluded from the gross income of the 
recipients thereof for federal income tax pwposes, 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 the Code. Interest on the Bonds will not be an itern of tax preference in 
determining alternative minimum taxable income for individuals and corporations under the 
Code. It is Bond Counsel’s further 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 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 assume 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 
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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 will not independently veri@ 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, such representations of facts and circumstances must 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 will 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 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. 

The Code prescribes 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 
income tax pLirposes, some of which, including provisions for potential payments by the Issuer 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 came 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 will each covenant 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 will be 
subject to the following exceptions and qualifications: 

(a) Provisions of the Code applicable to corporations (as defined for federal 
income tax purposes) which impose an alternative minimum tax on a 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 minimum tax. Such corporate alternative minilnuin tax does not 
apply to any S corporation, regulated investment company, real estate investment trust or 
REMIC. 

(b) 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. 

(c) The Code also provides that passive investinent income, including interest 
on the Bonds, may be subject to taxation for any S corporation with Subchapter C 

28 



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 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 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 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 
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. 

A draft of the opinion of Bond Counsel relating to the Bonds in substantially the form in 
which it 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 authorization, issuance and sale by the Issuer of the 
Bonds are subject to the approving opinion of Bond Counsel. Bond Counsel has in the past, and 
may in the future, 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 matters will be 
passed upon for the Company by Jones Day, Chicago, Illinois, and John R. McCall, Esq., 
Executive Vice President, General Counsel and Corporate Secretary for the Company. Certain 
legal matters will be passed upon for the Underwriters by their counsel, Winston & Strawn LL,P, 
Chicago, Illinois. 
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. Underwriting 

Citigroup Global Markets Inc. and LaSalle Financial Services, Inc. (the “Underwriters”) 
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 IJnderwriters are committed to purchase all the Bonds 
if any Bonds are purchased. In connection with the underwriting of the Bonds, the LJnderwriters 
will be paid by the Company fees in the amount of $300,000. Also, the IJnderwriters will 
receive from the Company reimbursement for certain reasonable out-of-pocket expenses, 
including attorneys’ fees. 

The Underwriters may offer and sell the Bonds to certain dealers and others at prices 
lower than the public offering price set forth on the cover page of this Official Statement. After 
the Bonds are released for sale to the public, the public offering price and other selling terms 
may from time to time be varied by the Underwriters. 

In connection with the offering of the Bonds, the IJnderwriters 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. 

Pursuant to an Inducement Letter, the Company has agreed to irideinniQ the 
Underwriters and the Issuer against certain civil liabilities, including liabilities under the federal 
securities laws, or contribute to payments that the Underwriters or the Issuer may be required to 
make in respect thereof. 

In the ordinary course of their business, the Underwriters and certain of their affiliates 
have in the past and may in the future engage in investment and commercial banking transactions 
with the Company, including the provision of certain advisory 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 1 Sc2-12 (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 Underwriters to comply with the requirements of the Rule, the 
Company will covenant 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. Under its 
Continuing 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 information depository, if any, of the Commonwealth of Kentucky (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 
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(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 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 amendment 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 circurnstances that 
arises from 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 amendment 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 amount 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 arid 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 Official Statement has been duly approved, executed and delivered by the County 
JudgeIExecutive of the Issuer, on behalf of the Issuer. However, the Issuer neither has nor 
assumes any responsibility as to the accuracy or completeness of any of the inforination in this 
Official Statement except for information fiirnished by the Issuer under the caption “The Issuer.” 

COUNTY OF TRIMBLE, KENTIJCKY 

By: Is/  Randv Stevens 
County JudgeIExecutive 
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Appendix A 

The Company 

Louisville Gas and Electric Company (“LG&E”) is a regulated public utility that provides 
electric service to approximately 398,000 customers and natural gas to approximately 324,000 
customers in Louisville and adjacent areas in Kentucky. L,G&E’s service territory covers 
approximately 700 square d e s  in 17 counties and has an estimated population of one million. 
Included in this area is the Fort Knox Military Reservation to which LG&E transports natural gas 
and provides electric service, but which maintains its own distribution systems. L,G&E also 
provides natural gas service in limited additional areas. 

For the twelve month period ended December 3 1,2006, approximately 70% of LG&E’s 
total operating revenues were derived froin electric operations and approximately 30% froin 
natural gas operations. Coal-fired generating units provided approximately 97% of LG&E’s net 
kilowatt-hour generation for the twelve month period ended December 3 1, 2006. The remainder 
of net generation was made up of a hydroelectric plant and natural gas and oil fueled combustion 
turbine peaking units. LG&E does not have any nuclear generating stations and has no plans to 
build any in the foreseeable flittire. 

LG&E is a subsidiary of E.ON US. LLC (IE.ON U.S.”), a diversified energy-services 
holding company headquartered in Louisville, Kentucky and an indirect subsidiary of E O N  AG 
(“E.ON”), an international integrated energy company with its principal operations in continental 
Europe, the United Kingdom, Scandinavia and the U.S. Prior to December 1,2005, E.ON U S .  
was known as LG&E Energy LLC. Previously, effective December 30,2003, LG&E Energy 
L,LC (now E.ON U.S. LLC) became the successor, by assignment and subsequent merger, to all 
the assets and liabilities of LG&E Energy Corp. 

In December 2000, LG&E Energy Corp., now E.ON U.S. LLC, was acquired by 
Powergen plc, now Powergen Limited (“Powergen”). Subsequently, in July 2002, E.ON 
completed its acquisition of Powergen. As a result of the acquisition, E.ON U.S. became a 
wholly owned subsidiary of E.ON. As a result of these acquisitions and otherwise, E O N  and 
E.ON U.S. registered as holding companies under the Public Utility Holding Company Act of 
2005 in June 2006, and were formerly registered holding companies under the Public lltility 
Holding Company Act of 1935. LG&E has continued its separate identity and its preferred stock 
and debt securities were not affected by these merger transactions. 

LG&E has coininenced a review of certain federal and state permitting, licensing and 
oversight matters relating to existing natural gas operations at its Doe Run, Kentucky storage 
field. The Doe Run field has been in use since the 1940’s and its operations include limited 
facilities in Indiana. The review relates, in part, to the applicable jurisdictional status of such 
operations under the Natural Gas Act and other statutes and whether additional regulatory 
authorizations or operational steps are required or advisable. LG&E has had preliminary 
communications with the Federal Energy Regulatory Commission (“FERC”) and relevant 
regulatory agencies in Kentucky and Indiana and is continuing to coordinate with such entities. 
The Company anticipates completing its review during mid-2007 and will consider 
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appropriate, follow-up regulatory or other actions or proceedings, if any, thereafter. LG&E 
believes that no sanctions are warranted but is unable to estimate the ultimate outcome of the 
matter, including whether FERC might seek to impose any penalties under the Energy Policy Act 
of 2005 or otherwise. 

LG&E’s executive offices are located at 220 West Main Street, P.O. Box 320 10, 
Louisville, Kentucky 40232, telephone: (502) 627-2000. 

Selected Financial Data 

(Millions of $) 

Year Ended 
December 3 1, 

2006 2005 2004 

Operating Revenues .......................... $1,338 $1,424 $1,173 
Net Income ........................................ 117 I29 96 
Ratio of Earnings to 

Fixed Charges (1) ......................... 5 . 1 6 ~  6.1 l x  5.38x 

Income Statement Information: 

December 3 1, % of 
2006 Capitalization 

Capitalization: 

Total Long-Term Debt (2) ...................................... $ 572 33% 

Total Preferred Stock (2) ......................................... 70 4 

Total Common Equity ............................................. 1,094 ___ 63 

Total Capitalization ................................................ $1.736 m 

( I )  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. 

(2) LG&E redeemed all of its outstanding preferred stock and mandatorily redeemable preferred stock on April 
16, 2007. Funding for this redemption was provided by new long-term loans in the aggregate amount of 
$1.38 million from LG&E’s affiliate, Fidelia Corporation. 

The unaudited financial data in the table above for the years ended December 3 1, 2006, 
2005 and 2004 is derived from LG&E’s audited financial statements for the years ended 
December 31,2006,2005 and 2004 included in LG&E’s Form 10-K for the year ended 
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December 3 1, 2006. PricewaterhouseCoopers L,LP audited LG&E’s financial statements for the 
years ended December 3 1 , 2006,2005 and 2004. 

Available Information 

LG&E currently is subject to the information requirements of the Securities Exchange 
Act of 1934 and, accordingly, files reports, proxy statements and other information with the 
Securities and Exchange Coininissiori (the “SEC”). Such reports, proxy statements and other 
information, as well as reports and other information regarding E.ON, on file can be inspected 
and copied at the public reference facilities of the SEC, currently at Room 1580, 100 F Street, 
N.E., Washington, DC 20549; and copies of such material can be obtained from the Public 
Reference Section of the SEC at its principal office at 100 F Street, N.E., Washington, DC 20549 
at prescribed rates or from the SEC’s Web Site (http://www.sec.gov). Please call the SEC at 1- 
800-SEC-0330 for ftirther information on the public reference room. 

It is anticipated that shortly after the date of the issuance of the Bonds, LG&E will no 
longer be subject to the information requirements of the Securities Exchange Act of I934 and 
will cease filing such reports, proxy statements and other information with the SEC. LG&E will 
continue to file audited annual financial information and certain unaudited quarterly financial 
information with the Depositories. LG&E also will provide such information to the 
1Jnderwriters and will provide such information upon request to any holders or potential holders 
of the Bonds. 

Documents Incorporated By Reference 

The following documents, as filed by LG&E with the SEC, are incorporated herein by 
reference: 

1. Form 1 O-K Annual Report of LG&E for the year ended December 3 1,2006; 

2. Form 8-K Current Report of LG&E filed with the SEC on March 15,2007; 

3 .  Form 8-K Current Report of LG&E filed with the SEC on April 1 1,2007; and 

4. Form 8-K Current Report of LG&E filed with the SEC on April 18,2007 

A11 documents filed by LG&E with the SEC or the Depositories 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 and to be made a part hereof from their 
respective dates of filing. Any statement contained in a document incorporated or deemed to be 
incorporated by reference in this Official 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 doc~unent which also is or is deemed to be 
incorporated by reference in this Official Statement modifies or supersedes such statement. Any 
Statement so modified or superseded shall not be deemed, except as so modified or superseded, 
to constitute a part of this Official Statement. As indicated above, it is anticipated that LG&E 
will cease filing reports with the SEC shortly after the date of issuance of the Bonds. 
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LG&E hereby undertakes to provide without charge to each person (including any 
beneficial owner) to whom a copy of this Official Statement has been delivered, on the 
written or  oral request of any such person, a copy of any or  all of the documents referred to 
above which have been o r  may be incorporated in this Official Statement by reference, 
other than certain exhibits to such documents. Requests for such copies should be directed 
to Dan Arbough, Louisville Gas and Electric Company, 220 West Main Street, P.O. Box 
32010, Louisville, Kentucky 40232, telephone: (502) 627-2000. 
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Appendix B 

(Form of Opinion of Bond Counsel) 

,2007 

Re: $60,000,000 County of Trimble, Kentucky, Environmental Facilities Revenue 
Refunding Bonds, 2007 Series A (Louisville Gas and Electric Company Project) 

We hereby certifjr 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 Refunding Bonds, 2007 Series A (Louisville Gas 
and Electric Company Project), dated their date of issuance, in the aggregate principal amount of 
$60,000,000 (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 
fmds  which will be used, with other funds provided by Louisville Gas and Electric Company 
(the “Company”) for the current refunding of $60,000,000 aggregate principal amount of the 
County’s Pollution Control Revenue Bonds, 1992 Series A (Lmiisville Gas and Electric 
Company Project), dated September 17, 1992 (the “Prior Bonds”), which were issued for the 
purpose of currently refunding a portion of the capital costs of facilities for the control, 
containment, reduction and abatement of atmospheric and liquid pollutants and contaminants and 
for the disposal of solid wastes serving the Trimble County Generating Station of the Company 
in Trimble County, Kentucky (the “Project”), as provided by the Act. 

The Bonds mature on June 1, 2033 and bear interest initially at the Long Term 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 funds to pay and discharge with other funds provided by the Company, the Prior Bonds. 
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 same become due and payable. From such examination, we are of the opinion that such 
proceedings of the Fiscal Court of the County show Iawful 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 
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obligation of the County, enforceable in accordance with its terms, subject to the qualification 
that the enforcement thereof rnay 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 Coininonwealth of Kentucky now in fir11 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 rnay 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 not 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 
knowledge in reaching our conclusion, inter alia, that not less than substantially all of the 
proceeds of the Prior Bonds were used to refinance air and water pollution control facilities and 
solid waste disposal facilities qualified for financing tinder Section 103(b)(4)(E) and (F) of the 
Internal Revenue Code of 1954, as amended. Further, in arriving at the opinion set forth in this 
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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 L,oan 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 Coininonwealth 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 frirther subject to the 
following exceptions and qualifications: 

(a) Provisions of the Code applicable to corporations (as defined for federal income 
tax purposes) which impose an alternative minimum tax on a 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 minimum 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 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. 

(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 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 
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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 dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code frirther 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 Triinble 
County, Kentucky, 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 
IJnited States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

STOL,L, KEENON OGDEN PL,L,C 
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Financial Guaranty Insurance Policy 

Obligor:  

Obligations: 

A m b a c  Assurance  Corpora t ion  
O n e  Sta te  S t ree t  Plaza, 1 5 t h  Floor 
N e w  Yorlc, N e w  York 10004 
Telephone:  (212) 668-0340 

Policy Number :  

Premium:  

may become due  in  respect of any Obligat ion,  other than a t  the  sole opt ion of Ambac,  nor against any risk other  t han  Nonpayment .  

In  witness whereof, Ambac  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 b ind ing  upon Ambac  by vir tue of t h e  
countersignature of its duly authorized representative. 

THE BANK OF NEW YORK acknowledges tha t  i t  has agreed 
to  perform the  dut ies  of Insurance Trustee under this Policy. 

F o r m  No.: 2B-0012 (1/01) 

R 

A u t h o r z e d  Officer oi Insurance Trustee 
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Amba 
Endorsement 

Ambac Assurance Corporation 
One State Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 

Policy for: Attached to and forming part of Policy No.: 

n Effective Date of Endorseme A 

event all or a portion of the Obligations become subject to 
to Section 4,01(a)(i) of the Indenture in connection with th 

the occurrence of a Determination of Tax 

and Deutsche Bank 

greement” means the Loan Electric Company, a 
Agreement dated a 

be he1 !/ to vary, alter, waive or extend any of the terms, conditions, provisions, agreements 
mentioned Policy other than as above stated. 

has caused this Endorsement to be affiied with a facsimile of its corporate seal and to 
officers in facsMe to become effective as its original seal and signatures and binding 

virtue of the countersignature of its duly authorized representative. 

M a c  Assurance Corporation 

President 

Authorized Representative 
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J.F. Morgan &, Co. Goldman, Snd1s & co. 





No dealer, broker, salesman or other person has been authorized by the Issuer, the Company or the 
Undenvriters to give any information or to make any representation with respect to the 2000 Bonds, other 
than those cantained in this Qfficiai Statement, and, i f  given or made, such other information or 
representation must not be relied upon as having been authorized by any of the foregoing. The Undenvriters 
have provided the following sentence for inclusion in this Official Statement. The Undenvriters have 
reviewed the information in this Official Statement in accordance with, and as part of, their responsibilities 
to investors under the federal securities laws as applied to the facts and circumstances of this transaction, 
but the Underwriters do not guarantee the accuracy or completeness of such information. The information 
and expressions of opinion herein are subject to change without notice and neither the delivery of this 
Official Statement nor any sale made hereunder shall, under any circumstances, create any implication that 
there has been no change in the affairs of the parties referred to above since the date hereof. Although the 
Issuer has consented to the use of this Official Statement in connection with the initial issuance and sale of 
the 2000 Bonds, that Issuer makes no representation with respect to the accuracy or completeness hereof, 
except for the information under the caption "The Issuer." 

In connection with the offering of the 2000 Bonds, the Ihiderwriters may over-allot or effect 
traiisactions which stabilize or maintain the market prices of such bonds at levels above those which 
might otherwise prevail in the open market, Sucli stabilizing, if commenced, may be discontinued at 
any time. 
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OFFICIAL STATEMENT 

$83,335,000 
COUNTY OF TRIMBLE, KJ3NTUQI;'KY 

2000 SERIES A (LOIJTSVILLE GAS AND 
ELECTRIC COMPANY PROJECT) 

POLLUTION CONTROL REl"UE BONDS, 

INTRODUCTORY STATEMENT 

This Official Statement, including the cover page and Appendices, is provided to furnish information 
in connection with the offer and sale of $83,335,000 aggregate principal amount of Pollution Control 
Revenue Bonds, 2000 Series A (Louisville Gas and Electric Company Project) (the "2000 Bonds") by the 
County of Trimble, Kentucky (the "Issuer"), The 2000 Bonds will be issued pursuant to an Indenture of 
Trust, dated as of August I ,  2000 (the "Indenture"), between the Issuer and The Bank of New York (the 
"Trustee"), as Trustee, Paying Agent, Tender Agent and Bond Registrar. 

The proceeds of the 2000 Bonds will be lent by the Issuer to Louisville Gas and Eiectric Company 
(the "Company") pursuant to a Loan Agreement, dated as of August I ,  2000 (the "Loan Agreement"), and 
will be applied by the Company to the current refunding of the outstanding $83,335,000 in aggregate 
principal amount of the $100,000,000 County of Trinible, Kentucky Pollution Control Revenue Bonds, 1990 
Series A (Louisville Gas and Electric Company Project) (the "Prior Bonds"). 

The Company is a wholly-owned operating subsidiary of LG&E Energy Carp. (the "Parent"). The 
Parent 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 purchase price of the 2000 
Bonds. 

The Company will repay the loan under the Loan Agreement by making payments to the Trustee in 
sufficient amount to pay the principal of and interest and any premium on, and purchase price of, the 2000 
Bonds. See "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) will be 
assigned to the Trustee as security for the 2000 Bonds. 

For the purpose of further securing the payment of principal of and interest and any premium on, 
and purchase price of, the 2000 Bonds, the Company will issue and deliver to the Trustee a series of First 
Mortgage Bonds (the "First Martgage Bonds"). The maturity date and interest rates (or method of 
determining interest rates) of the First Mortgage Bonds will be identical to the maturity date and interest 
rates (or method of determining interest rates) of the 2000 Bonds. The First Mortgage Bonds will only be 
payable, and interest thereon will only accrue, as described herein. See "THE LOAN AGREEMENT -- 
Issuance and Delivery of First Mortgage Bonds" and "THE FIRST MORTGAGE BOWS." The First 
Mortgage Bonds will not provide a direct source of liquidity to pay the purchase price of 2000 Bonds 
tendered for purchase in accordance with the Indenture. On the applicable Release Date (as defined herein), 
the 2000 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 Loan Agreement, which at that time will become an unsecured general 
obligation of the Company and will rank on a parity with other unsecured indebtedness of the Company. 
See "THE 2000 B O W S  -- Security; Release Date" and 'I-- Remarketing and Purchase of 2000 Bonds." 

The proceeds of the 2000 Bonds wilI be deposited in an escrow fund (the "EScrow Fund") established 
pursuant to an Escrow Agreement dated as of August 1,2000 (the "Escrow Agreement") by and among the 
Company, the Issuer and Chase Manhattan Trust Company, NA, as escrow agent (the "Escrow Agent"). The 
amounts on deposit in the Escrow Fund may be used to purchase (i) certain direct general obligations of the 
United States of America or obligations the payment of principal and interest of which is unconditionally 
guaranteed by the United States of America or obligations issued by certain federal agencies or (ii) certain 
other securities consisting of short-term securities which satisfy specified rating and other criteria set forth 
in the Escrow Agreement which have been agreed to by the Qmpany and the Bond Insurer. Such amounts 



wil1 be used, together with earnings thereon and other funds provided by the Company, to provide funds 
sufficient to defease the Prior Bonds and cause such Prior Bonds to be deemed paid and discharged on a date 
to be selected by the Company, which date is currently expected to be the date of issuance of the 2000 Bonds 
and, in any event, shall be on or prior to the 90th day after the date of issuance of the 2000 Bonds.. 

The 2000 Bonds are special arid limited obligatioiis of tlie Issuer and tlie Issuer's obligation to 
pay the principal of and interest and any premium on, and purchase price of, the 2000 Bonds is limited 
solely to tlie revenues and other amounts received by the Trustee under the Indenture pursuant to the 
Loan Agreement and amounts payable under the First Mortgage Bonds, The 2000 Bonds will not 
constitute an indebtedness, general obligation or pledge of the faith sild credit or taxing power of the 
Issuer, tlie Coinmoilwealth of Kentucky or any political subdivision thereof. 

Ambac Assurance Corporation ("Ambac Assurance" or the "Bond Insurer") wil1, concurrently with 
the issuance of the 2000 Bonds, issue a Municipal Bond Insurance Policy in respect of the 2000 Bonds (the 
"Bond Insurance Policy"), insuring the payment of regularly scheduled payments of the principal of the 2000 
Bonds and 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 Insurance Policy 
wilt be issued pursuant to an Insurance Agreement between the Company and Anibac Assurance to be dated 
the date of issuance of the 2000 Bonds (the "Insurance Agreement"). The Bond Insurance Policy will not 
insure payment of the purchase price of 2000 Bonds subject to mandatory purchase or purchase on the 
demand of the Bondholders thereof or payment of the principal, premium or interest on the 2000 Bonds as 
a result of an acceleration, redemption (other than special mandatory redemption upon occurrence of a 
Determination of Taxability as hereinafter described) or other advancement of maturity. Certain information 
with respect to the Bond Insurance Policy and the Bond Insurer is included in this OEcial Statement, See 
"THE BOND INSURANCE 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 wriften consent of the 
Bond Insurer, TJpon the occurrence of an Event of Default under the Indenture, Ambac Assurance will be 
entitled to control and direct the enforcement of all rights and remedies granted to the Bondholders or the 
Trustee. See "THE TNDENTIJRE -- Rights of Bond Insurer." 

The 2000 Bonds initially will bear interest at a Dutch Auction Rate accruing from the date of original 
issuance of the 2000 Bonds (the "Issue Date"). Thereafter, while the 2000 Bonds bear interest at a Dutch 
Auction Rate, the rate of interest, subject to a maximum interest rate of 14% per annum, will be determined 
pursuant to the Dutch Auction Procedures on the Business Day preceding the first day of the related Auction 
Period by the Auction Agent to remain in effect until the end of the Auction Period. The initial Dutch 
Auction Rate will be established by the Undenvriters on or prior to tlie Issue Date. The first Auction shall 
occur on September 12, 2000 and the first Interest Payment Date will be September 13, 2000. See 
"APPENDIX B Dutch Auction Procedures." 

The Bank of New York will be appointed Auction Agent under the Indenture. Its principal office 
is at 100 Cliurch Street, 14th Floor, New York, New York 10286. The Auction Agent may be removed or 
replaced by the Company in accordance with the terms of the Indenture. 

J.P. Morgan & Co. Incorporated and Goldman, Sachs & Co. will be appointed as Broker-Dealers 
with respect to the 2000 Bonds on the Issue Date. One or more other Broker-Dealers may be appointed, and 
any Broker-Dealer may be removed or replaced, by the Company. J.P. Morgan & Co. Incorporated. has also 
been appointed the initial Market Agent. 

J.P. Morgan & Co. Incorporated will be appointed under the Indenture to sei-ve as Remarketing 
Agent for the 2000 Bonds. The 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 2000 Bonds between the Remarketing Agent and the Company. 
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Brief descriptions of the Issuer, the 2000 Bonds, the Loan Agreement, the Indenture 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 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 2000 
Bonds are qualified in their entirety by reference to the definitive form thereof included in the Indenture. 
Copies of the Loan Agreement and the Indenture will be available for inspection at the principal corporate 
trust office of the Trustee and, until the issuance of the 2000 Bonds, may be obtained fiom the Underwriters. 
The First Mortgage Indenture (including the form of the First Mortgage Bonds) is available for inspection 
at the office of the Company in Louisville, Kentucky, and at the corporate trust office of First Mortgage 
Trustee, in Chicago, Illinois. Certain information relating to The Depository Trust Company ("DTC") and 
the book-entry-only system has been furnished by DTC. APPENDIX A to this Official Statement and all 
information contained under the headings VHE PROJECT" and "USE OF PROCEEDS" 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 Official statement contains a description 
of the Dutch Auction Procedures. APPENDTX 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 2000 Bonds. 

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 Section 103.200 to 103.285, inclusive, of the Kentucky Revised Statutes (the "Act") to (a) issue 2000 
Bonds to assist in refunding the Prior Bonds, (b) lend the proceeds from the sale of the 2000 Bonds to the 
Company for such purpose and (c) enter into and perform its obligations under the Loan Agreement and 
Indenture, The Issuer, through its legislative body, the Fiscal Court, has adopted an ordinance authorizing 
the issuance of the 2000 Bonds and the execution and deliveiy of the related documents. 

THE 2000 BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY AND 

OF THE ISSUER UNDER THE LOAN AGREEMENT AND OTHER M O U N T S  RECEIVED FROM 
PAYMENTS MADE UNDER THE FRST MORTGAGE BONDS. THE 2000 BONDS WILL NOT 
CONSTITUTE AN INDEBTEDNEW, GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND 
CREDIT OR TAXING POWER OF THE TSSUER, THE STATE OR ANY POLITICAL, SUBDIVISION 
THEREOF, AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE ISSUER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

ONLY FROM CERTAIN SOURCES, ~CLUDING AMOUNTS To BE RECEIVED BY OR ON BEHALF 

THE PROJECT 

. The project being refinanced with the 2000 Bonds (the "Project") has been completed and consists 
of certain air and water poliution control facilities and solid waste disposal facilities of the Company at its 
Trimble County Station situated in Trimble County, Kentucky. 

USE OF PROCEEDS 

The proceeds from the sale of the 2000 Bonds will be used, together with funds to be provided by 
the Company, to defease the Prior Bonds and cause the Prior Bonds to be deemed paid and discharged on 
or prior to the 90th day after the date of issuance of the 2000 Bonds in accordance with the terns of the 
Escrow Agreement. The Company currently expects such day to be the date of issuance of the 2000 Bonds. 
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THE 2000 BONDS 

General 

The 2000 Bonds will be issued in the aggregate principal amount set forth on the cover page of this 
Official Statement and will mahire on August 1,2030. The 2000 Bonds are also subject to redemption prior 
to maturity as described herein. 

From and after the date of the issuance and delivery of the 2000 Bonds, the 2000 Bonds will bear 
interest at the Dutch Auction Rate and will continue to bear interest at the Dutch Auction Rate until a 
Conversion to another Interest Rate Mode is specified by the Company or until the maturity of the 2000 
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 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 Auction Rate), the interest 
rate or rates for the 2000 Bonds in that Interest Rate Mode, and Flexible Rate Periods for 2000 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 2000 Bonds may not exceed the lesser of (i) 
the maximum interest rate permitted by applicable Jaw or (ii) 14% per annum. 

Interest on the 2000 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 2000 Bonds which beas 
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 2000 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 payable on any Interest Payment Date will be payable to the 
registered owner of the 2000 Bond as of the Record Date for such payment; provided that in tlie case of 2000 
Bonds bearing interest at the Flexible Rate, interest will be payable to the registered owner of such 2000 
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 t?ie Business Day immediately 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 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 tlie fifleenth day 
(whether os not a Business Day) of the month preceding each Interest Payment Date. 

The 2000 Bonds initially will be issued solely in book-entry-only forin through DTC (or its nominee, 
Cede & Co.). So long as the 2000 Bonds are held in the book-enby-only system, DTC or its nominee will 
be the registered owner or holder of the 2000 Bonds for all purposes of the Indenture, the 2000 Bonds and 
this Official Statement. See "THE 2000 BONDS -- Book-Entry-Only System" below. Individual purchases 
of book-entry interests in the 2000 Bonds will be made in book-entry-only f o m  in the (i) denominations of 
$50,000 and integral multiples thereof, provided that one 2000 Bond may be in the denomination of 
$35,000, if bearing interest at the Dutch Auction Rate, (ii) denominations of $100,000 and integral multiples 
thereof, provided that one 2000 Bond may be in the denomination of, or include an additional, 535,000, i€ 
bearing interest at the Daily Rate or tlie 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; os (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. Wliiie the 2000 Bonds bear interest at the Dutch Auction Rate, the 2000 Bond issued in 
the denomination of $35,000 will be held by J.P. Morgan & Co. Incorporated, as Broker-Dealer, and will 
be deemed subject to a Hold Order on each Auction Date. (See "Orders by Existing Holders and Potential 
Holders" in Appendix B hereto.) 
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Except as otherwise described below for 2000 Bonds held in DTC's book-entry-only system, the 
principal or redemption price of the 2000 Bonds is payable at the corporate trust office in New York, New 
York, of the Ti-ustee, as paying agent (the "Paying Agent"). Except as otherwise described below for 2000 
Bonds held in DTC's book-enhy-only system, interest on the 2000 Bonds is payable by check mailed to the 
owner of record; provided that interest payable on each 2000 Bond will be payable in immediately available 
funds by wire transfer within the continental United States or by deposit into a bank account maintained with 
the Paying Agent (i) if the Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate 
or the FIexihIe Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 
aggregate principal amount of the 2000 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 otheiwise described below for 2000 Bonds held in DTC's 
book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest payable 011 each 2000 Bond 
will be paid only upon presentation and surrender of such 2000 Bond. 

2000 Bonds may be bansfen-ed or exchanged for an equal total amount of 2000 Bonds of other 
authorized denominations upon surrender of such 2000 Bonds at the principal office of the Bond Registrar, 
accompanied by a wvritten inshurnent of transfer oi authorization for exchange in form and with guaranty of 
signature satisfactoiy 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 2000 Bond (i) during the fifteen days before any mailing of a notice of 
redemption of 2000 Bonds, (ii) after such 2000 Bond has been called for redemption or (iii) for which a 
registered owner has submitted a demand for purchase (see "Purchases of 2000 Bands 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 2000 Bonds, except that the Bond 
Registrar may require any registered owner requesting registratioii of transfer or exchange to pay any 
required tax or governmental charge. 

Tctider Agent 

Owners may tender their 2000 Bonds, and in certaili circumstances will be required to tender their 
2000 Bonds, to the Tender Agent for purchase at the times and in the manner described herein under 
"Summary of Certain Provisions of the 2000 Bonds." SO long as the 2000 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 

J,P. Morgan & Co. Incorporated will act as the Remarketing Agent with respect to the 2000 Bonds 
(the "Remarketing Agent"). The Remarketing Agent may be removed by the Issuer, if so directed by the 
Company, upon seven days' notice, and may resign in accordance with the Reinarketing Agteement upon 
10 days' notice. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated: 

"Aitnrial 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 2000 Bonds. 

"Beneficid O w e P  means the person in whose name a 2000 Bond is recorded as such upon the 
systems of DTC and each DTC Participant or the registered holder of such 2000 Bonds if such Bond is not 
then registered in the name of CEDE & Co. 
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"Business 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 Company os the Reniarketing Agent are located are authorized by law or 
executive order to close or (ii) a day O T ~  which the New York Stock Exchange is closed, 

"Coiiversion" means any conversion from time to time in accordance with the terms of the Indenture 
of the 2000 Bonds from one Interest Rate Mode to another Interest Rate Mode. 

"Conversion Date" means initially the date of original issuance of the 2000 Bonds, and thereafrer 
means the date on which any Conversion becomes effective. 

"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 2000 Bonds. 

"Dufclt Atrctioii Rate Period' means the period duiing which the 2000 Bonds bear interest at a Dutch 
Auction Rate determined in accordance with the Dutch Auction Procedures set forth in APPENDLX €3. 

"Flen.ible Rate" means the Interest Rate Mode for the 2000 Bonds in dhich the interest rate for each 
2000 Bond is detennined with respect to that 2000 Bond during each Flexible Rate Period applicable to that 
2000 Bond, as provided in the Indenture. 

"Flexible Rate Period' means with respect to any 2000 Bond, each period (which may be from one 
day to 270 days, or such lower maximum number of days as is then permitted under the Indenture) 
determined for such 2000 Bond, as provided in the Indenture. 

"biterest Paynrent 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 
2000 Bond the last day of each Flexible Rate Period for such 2000 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, February 1 and August 1, (iv) if the 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 of more than 91 days, each 13" 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 it being understood that in those instances where the immediateiy preceding 
Auction Date falls on a day that is not a Business Day, tlie Interest Payment Date with respect to the 
succeeding Auction Period shall be one Business Day immediately succeeding the next Auction Date); and 
(iv) any Conversion Date (including tlie date of a failed Conversion) or the effective date of a change to a 
new Long Term Rate Period. In any case, the final Interest Payment Date will be tlie maturity date of the 
2000 Bonds. 

"h fe ra f  Period" means for all 2000 Bonds (or for any 2000 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 2000 Bonds will begin on (and include) the date of issuance of the 2000 Bonds and the final Interest 
Period will end on July 3 1,2030. 

"lizleraf Rnfe 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 Tern1 Rate Period" means any period established by the Company as hereinafter set forth 
under "Determination of Interest Rates for Interest Rate Modes -- L o w  Term Rates mid Long Term Rate 
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Pei*iods” 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 2000 Bonds. 

“Prevailing Madref Conclifioiisls” 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-temi 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 2000 Bonds, the interest on which 
is excluded from gross income for federal income tax purposes; general economic conditions; industry 
economic and financial conditions that may affect or be relevant to the 2000 Bonds; and such other facts, 
circurnstances and conditions as the Remarketing Agent, in its sole discretion, determines to be relevant. 

“Piirchase Date“ means any date on which 2000 Bonds are to be purchased on the demand of the 
registered owners thereof or are subject to mandatory purchase as described in the Indenture, 

“Semi-Aruiual 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-rnonth period thereafter beginning an 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 2000 Bonds. 

‘I Wee?+ Rate Period“ means the period beginning on, and including, the Conversion Date to the 
Weekiy Rate, and ending on, and including, the next Tuesday, and thereafter the period beginning on, and 
including, each Wedtiesday and ending OJI, and including, the earliest of the next Tuesday, the day preceding 
the Conversion to a different Interest Rate Mode or the maturity of the 2000 Bonds. 

Summary of Certain Provisions of the 2000 Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except the Dutch 
Auction Rate): the dates on which interest will be paid (Iitteresf Pflyiieitf Dales); the dates on which each 
interest rate will be determined (Iriterest Rnfe Defermination Dates); the period of time (hiterest Rate 
Periods) each interest rate will be in effect (provided that the initial Interest Rate Period for each Interest 
Rate Mode niay begin on a different date fiom that specified, which date wiIl 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 2000 Bonds for purchase to the Tender Agent and the notice requirements therefor (provided that while 
the 2000 Bands are held in book-entry-only form, all notices of tender for purchase will be given by 
Beneficial Owners in the manner described under “THE 2000 BONIIS -- Purchases of 2000 Bonds on 
Demand of Owner -- jVofice Reptired-for Pzcrchaser”) (Purchase on i>eaiand of Owner; Required Notice); 
the dates on which 2000 Bonds are subject to mandatory tender for purchase (Marrrlafoiy Purchnse Dates); 
the redemption provisions applicable to the 2000 Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for puxchase (Notices of Reciemption and Mandatoiy Ptirchases); and the 
manner by which registered owners will receive payments of principal, interest, redemption price and 
purchase price (Manaer of Pajvireirts). All times stated are New York City time. For a summary of the 
Dutch Auction Procedures, see APPENDIX B. 
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Interest Payment Dates 

Interest Rate 
Dcternilnalion Dates 

Interest Rate Perlods 

Purchase on Demand of 
Owner; Required 
Notice' 

Mandatory Purchase 
Dates 

Redemption 

Notices of Redemption 
and Mandatory 
Purchases' 

Manner of  Payment' 

FLEXIBLE RATE 

With respect to any 2000 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 2000 Bond, not later than 
I2:OO noon on the first day of each 
Flexible Rate Period for such 2000 
Bond. 

~~ 

For each 2000 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); must 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 2000 Bond, on each Interest 
Payment Date for such 2000 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; othenvise 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 Term Rate) or greater 
than 45 days, 

Principal or redemption price upon 
surrender of the 2000 Bond to the 
Paying Agent; purchase price upon 
surrender of the 2000 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. 

From 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 I1: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 greater than 45 
days. 

Principal or redemption price 
upon surrender of the 2000 
Bond to the Paying Agent; 
purchase price upon surrender 
of the 2000 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 
Wednesday to and including the 
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. 

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 Tern1 Rate)or 
greater than 45 days. 

Principal or redemption price upon 
surrender of the 2000 Bond to the 
Paying Agent; purchase price upon 
surrender of the 2000 Bond to the 
Tender Agent. 

. 
So long as DTC or its nominee is the registered owner of the 2000 Bonds, notices or redemption and mandatory purchases shall be 
sent to CEDE & Co., and payments ofprincipal, redemption and purchase price of and inlcrest on the 2000 Bonds will be paid 
through the facilities of DTC. See 'L- Book-Entry-Only System" below. 
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Interest Paynient Date 

Interest Rate 
Deterniination Dates 

[nterest Rate Periods 

Purcbase on Deniand of 
3wner; Required Notice' 

Mandatory Purchase 
lates 

Redemption 

Notices of Redeniptlon 
and Mandatory 
Purchases' 

Manner of Payment' 

SEMI-ANNUAL RATE -- 
Each February 1 and August I .  

Not later than 200  p.m. on the Business 
Day preceding the first day of the 
Semi-Annual Rate Period. 

Each six-month period from and 
including each February 1 and August 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. 

Any Conversion Date; thc first Business 
Day after the end of each Semi-Annual 
Rate Period. 

Optional at par on any Interest Paynient 
Date; Extmordinary Optional and 
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result ofdamage, 
destruction or condemnation which will 
be on an Interest Payment Date). 

Not fewer than 30 days or greater than 
45 days. 

Principal or redemption price upon 
surrender of the 2000 Bond to the 
Paying Agent; interest by check mailed 
to the registered owners or, upon 
request of registered owner, of 
$ I,OOO,OOD or more of an individrial 
issuc of 2000 Bonds, in imniediately 
available funds; purchase price upon 
surrender of the 2000 Bond to the 
Tender Agent. 

ANNUAL RATE 

Each February 1 and August 1. 

Not later than 12:OO noon on 
the Business Day preceding tlic 
first day of the Annual Rate 
Period. 

Each one-year period from and 
including each February I and 
August I Date to and including 
the day immediately preceding 
the second Interest Payment 
Date thereafter. 

On the final Interest Payment 
Date for the Annual Rate 
Period; by written notice to the 
Tender Agent on any Business 
Day not later than the fifteenth 
day prior to the Purchase Dale. 

Any Conversion Date; the first 
Business Day after the end of 
each Annual Rate Period. 

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 ot redemption price 
upon surrender of the 2000 
Bond to the Paying Agent; 
interest by check mailed to the 
registered owners or, upon 
request ofregistered owner, of 
$1,000,000 or more of an 
individual issue of 2000 Bonds, 
in immediately available funds; 
purchase price upon surrender 
of the 2000 Bond to the Tender 
Agent. 

LONG TERM RATE 

Each February 1 and August 1; 
any Conversion Date; and the 
effective dale of any change to a 
new Long Tern1 Rate Period. 

Not later than 12:OO noon on the 
Business Day preceding the first 
day of the Long Term 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 (February I and 
August I )  to and including the 
day immediately preceding the 
last Interest Payment Date for 
that period. 

On the final Interest Payment 
Date For the Long Term Rate 
Period; by written notice to the 
Tender Agent on a Business Day 
not later than the fifteenth day 
prior to the Purchase Date. 

Any Conversion Date; the first 
Business Day after the end of 
each Long Term Rate Period; 
the effective date of a change of 
Long Terni Rate Period. 

Optional at times and prices 
dependent on the length ofthe 
Long Term Rate Period; 
Extraordinary Optional and 
Mandatory at par, on any 
Business Ray. 

Not fewer than 30 days or 
greater than 45 days. 

Principal or redemption price 
upon surrender of the 2000 
Bond to the Paying Agent; 
interest by check mailed fa the 
registered owners or, upon 
request of registered owner, of 
S 1,000,000 or more of an 
individual issue of 2000 Bonds, 
in immediately avaiIable funds; 
purchase price upon surrender of 
the 2000 Bond to the Tender 
Agent. 
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Determination of Interest Rates for Interest Rate Modes 

For aily Rate Period otlier than a Diitcli Aitctioii Rnte Period iiiteresf rates shall be estnblisked by 
the Rentnrkefiitg Ageiit ns follows (see APPENDIX B kereto for a descrbtioti olliow the iiiierat rate will 
he estnblislred dwiiig the Dutch Auciion Rate Period): 

Dnilv Rnfe. If the Interest Rate Mode for the 2000 Bonds is the Daily Rate, the interest rate on the 
2000 Bonds for any Business Day will be the rate established by the Remarketing Agent no later than 
9:30 a.m. ('New York City time) on such Business Day as the minimum 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 2000 Bonds on such Business Day at B price equal to the principal amount 
thereof, plus accnied 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 2000 Bonds will be the 
interest rate in effect for the immediately preceding Business Day. 

IVeekIv Rate. If the Interest Rate Mode for the 2000 Bonds is the Weekly Rate, the interest rate on 
the 2000 Bonds for a particular Weekly Rate Period will be the rate established by the Rernarketing 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 minimum 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 2000 Bonds on such first day at a price equal to the principal amount thereof, 
plus accrued interest, if any, thereon. 

Flexible Rates arid Flexible Rate Periods. If the Interest Rate Mode for the 2000 Bonds is the 
Flexible Rate, the interest rate on a 2000 Bond for a specific Flexible Rate Period will be the rate established 
by the Remarketing Agent no later than 12:OO noon (New York City time) on the first day of that Flexible 
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 Remarketing Agent to sell such 2000 Bond on that 
day at a price equal to the principal amount thereof. Each Flexible Rate Period applicable for a 2000 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 judgment of the 
Rernarketing Agent, taking into account then Prevailing Market Conditions, will, with respect to such 2000 
Bond, ultimately produce the lowest overall interest cost on the 2000 Bonds while the Interest Rate Mode 
for the 2000 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 2000 Bond, a new Flexible Rate Period lasting to, but not including, the next 
Business Day (or until the earlier Conversion or maturity of the 2000 Bonds) will be established 
automatically in accordance with the Indenture, 

Sem!i-Anttual Rate. If the Interest Rate Mode for the 2000 Bonds is the Semi-Annual Rate, the 
interest rate on the 2000 Bonds for a particular Semi-Annual Rate Period will be the rate established by the 
Remarketing Agent no later than 2 0 0  pm. (New York City time) on the Business Day immediately 
preceding the first day of such Semi 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 
Remarketing Agent to sell the 2000 Bonds on such first day at a price equal to the principal amount thereof. 

Annitnl Rate. If the Interest Rate Mode for the 2000 Bonds is the Annual Rate, the interest rate on 
the 2000 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 minimum 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 2000 Bonds on such first day at a price equal to the principal amount thereof. 
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Loiig Term Rates midlottg Term Rate Periods. If the Interest Rate Mode for the 2000 Bonds is the 
Long Term Rate, the interest rate on the 2000 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 minimum 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 2000 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 Tenn 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 2000 Bonds. Each Long Term 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 commences 
on a date other than a February 1 or August 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 thereafier will be for the full period estabiished 
by the Company until a different Long Term Rate Period is specified by the Company in accordance with 
the Indenture or until the occunence of a Conversion Date or the maturity of the 2000 Bonds; provided 
further that no Long Term Rate Period will extend beyond the final maturity date of the 2000 Bonds. 

Failtire fo Determi?ie Rate. If for any reason the interest rate for a 2000 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 ofLong Term Rate Period" arid 'I-- Cnitcellalion of Conversion of 
Interest Raie Mode," the interest rate for such 2000 Bond for the next succeeding interest rate period will 
be the interest rate in effect for such 2000 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 fiom the then applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason 
the interest rate for a 2000 Bond bearing interest at a Flexible Rate is not determined by the Remarketing 
Agent, the interest rate for such 2000 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 2000 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 2000 Bond by the 
Remarketing Agent. 

Conversion of Tiitcrest Rate Modes and Changes of Long Term Rate Periods 

Mefliod qf Conversion. The Interest Rate Mode for the 2000 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 from the Bond Registrar to the registered owners of the 2000 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 authorized or permitted by the Act and is 
authorized by the hidenture and will not adversely affect the exclusion from gross income of interest on the 
2000 Bonds for federal income tax purposes. 

Lirnifafiom 011 Conversion. Any Conversion of the Interest Rate Mode for the 2000 Bonds must be 
in compliance with fhe following conditions: (i) the Conversion Date must be a date on which the 2000 
Bonds are subject to optional redemption (see "Redemptions -- Optional Redenlptio?r" 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 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 would not be an Interest Payment Date but for the Conversion, the 
Conversion Date must be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) the 
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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 hrther 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 2000 Bonds pursuant to the Indenture (see "Redemptions" below), no change in the Interest 
Rate Mode may be made prior to such mandatory redemption. Before the Company may convert the Interest 
Rate Mode for 2000 Bonds from 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. 

Ciimige qf L u q  Term Hale Period. The Company may change from one Long Tern1 Rate Period 
to another Long Term Kate Period on any Business Day on which the 2000 Bonds are subject to optional 
redemption as described under "Redemptions -- OFfional Rederqtiod' below upon notice from the Bond 
Registrar to the owners of 2000 Bonds as described below. With any notice of such change, the Company 
must also deliver an opinion of Bond Counsel stating that such change isauthorized or permitted by the Act 
and is authorized by the Indenture and will not adversely affect the exclusion from gross income of intcrest 
on the 2000 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 
determined the interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture 
or (B) the Bond Registrar receives written notice from Bond CounseI 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 occuirence of any of the events described in the preceding sentence, the 2000 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 'I-- Cmicellafiou$ 
Cowemion qf biieresi Rate Mode." 

Notice to Owtiers of Cowersioii qfIirtel-estJ&e Mode or of Change ofLong Term Hate Period. The 
Bond Registrar will noti5 each registered owner of the Conversion or change of Lang Tenn 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 Teim 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. 

CmicelIation o f  Conversion OfInterest Rote 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 terms of the Indenture, (B) the 2000 Bonds that are to be purchased are not 
remarketed or sold by the Remarketing Agent, or (C) the Bond Registrar receives witten 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 Canversion fails to occur, 
such 2000 Bonds in the Dutch Auction Rate shall remain in such Interest Rate Mode and 2000 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 deteimined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, fhe Trustee, the 
Tender Agent, the Company and the Remarketing Agent an opinion of Bond Counsel to the effect that 
determining the interest rate to be borne by the 2000 Bonds at a Weekly Rate is authorized os peimitted by 
the Act and is authorized under the Indenture and will not adversely affect the exclusion from gross income 
of interest on the 2000 Bonds for federal income tax purposes. If such opinion is not delivered on the failed 
Conversion Date, the 2000 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 Period ending 
on the date before the maturity date); provided that if the 2000 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 Teim Rate Period, the 2000 Bonds will bear interest at the Annual Rate, commencing on such date, 
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at an Annual Rate determined by the Remarketing Agent on such date. If the proposed Conversion of 2000 
Bonds fails as described herein, any mandatoiy purchase of such 2000 Bonds will remain effective. 

Purcliases of 2000 Bonds on Demand of Owner 

As initially issued, the 2000 Bonds will bear interest at the Dutch Auction Rate and as a result will 
not Be subject to purchase on deniand of the owners thereof. When the Interest Rate Mode is other than the 
Dutch Auction Rate, the 20pO Bonds are subject to purchase on the demand of the owners thereof as 
described below. If the 2000 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. If the 2000 Bonds are in 
certificated form, demands for purchase may be made only by registered owners. 

Dairv Rrzte. If the Interest Rate Mode for the 2000 Bonds is the Daily Rate, any 2000 Bond will be 
purchased on the denland of the registered owner thereof on any Business Day during a Daily Rate Period 
at a purchase price equal to the psincipal amount thereof pIus accrued interest, if any, to the Purchase Date 
upon witten notice or telephonic notice to the Tender Agent at its principal office not later than 11:OO a.m. 
(New York City time) on such Business Day. 

Week@ Rate. If the Interest Rate Mode for the 2000 Bonds is the Weekly Rate, any 2000 Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a Weekly Rate 
Period at a purchase piice equal to the principal amount thereof plus accrued interest, if any, to thc Purchase 
Date upon witten 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. 

Senti-Attrnial&e. If the Interest Rate Mode for the 2000 Bonds is the Semi-Annual Rate, any 2000 
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. 

Aizrtunl Rak.  If the Interest Rate Mode for the 2000 Bonds is the Annual Rate, any 2000 Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Paynient Date for such 
Annuai 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 Iater than the fifteenth day prior to such Purchase 
Date. 

Lorip Tertii Rate. If the Interest Rate Mode for the 2000 Bonds is the Long Term Rate, any 2000 
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. 

Limitations OII Purchases on Deittnrtd qf Owner. Notwithstanding the foregoing, these will be no 
purchase of (a} a portion of any 2000 Bond unless the portion to be purchased and the portion to be retained 
each will be in an authorized denomination or (b) any 2000 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 011, or 
purchase price of, the 2000 Bonds has occurred and is continuing. Also, if the Interest Rate Mode for the 
2000 Bonds is the Flexible Rate, the 2000 Bonds will not be subject to purchase on the demand of the 
registered owners thereof, but each 2000 Bond will be subject to mandatory purchase on each Conversion 
Date and on the Interest Payment Date with respect to such 2000 Bond, as described below under the caption 
"Mandatoiy Purcliases of 2000 Bonds." 

Notice Required-for Pitrcliases. Any written notice delivered to the Tender Agent by an owner 
demanding the purchase of 2000 Bonds must (A) be delivered by the time and dates specified above, (B) 
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state the number and principal amount (or portion thereof) of such 2000 Bond to be purchased, (C) state the 
Purchase Date on which such 2000 Bond is to be purchased, (D) irrevocably request such purchase and state 
that the owner agrees to deliver such 2000 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) (?dew York City time) on such Purchase Date. 

Mandatory Pwciiases of 2000 Borids 

Marrdutoiv Purchase on Cerfuiii Coilversion Dates or CJiaiige b y  the Conq~aiiy iir Long Term Role 
Period. The 2000 Bonds will he subject to mandatory purchase at a purchase price equal to the principal 
amount thereof, plus, if the Interest Rate Mode is the Long Term Rate, the redemption premium, if any, 
which would be payable as described under "Redemptions -- OtlfiotmlRener,iF7fioir" below, if the 2000 Bonds 
were redeemed on the Purchase Date (A) on each Conversion Date and (B) an 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. 

Mniiddoiv PwcJime 011 Each hiterest Puyiiteit f Dnfe -for Flexible Rate Period. Whenever the 
Interest Rate Mode for the 2000 Bonds js the Flexible Rate, each 2000 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 2000 Bond is payable at an interest rate determined for the Flexible Rate. 
Owners of 2000 Bonds will receive no notice of such mandatory purchase. 

Marzdotoiv Purclinse oii Dav afles Eiid of the Se t i i i -h i i i d  Rate Period, the Aiutlral Rate Period or 
/lie Long Tertii Rule Period. Whenever the Interest Rate Mode for the 2000 Bonds is the Semi-Annual Rate, 
the Annual Rate or the Long Tern Rate, such 2000 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 niay be, for such 2000 Bond at a purchase price equal to the principal amount thereof plus 
accrued jnterest, if any, to such date. 

Notice to Owners of Maiidcztoiy Pitrchases. Notice to o.virners of a mandatory purchase of 2000 
Bonds on a Conversion Date or upon a change in Long Term Rate Period will be given by the Bond 
Registrar, together with the notice of such Conversion or change of Long-Term Rate Period, as applicable, 
by first class mail at least 15 days (30 days in the case of Coriversion from or to the Dutch Auction Rate, the 
Semi-Annual Rate, the Annual Rate or the 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. Notice to owners df a mandatory purchase of 2000 Bonds after the end of each 
Semi-Annual Rate Period, Annual Rate Period and Long Term Rate Period will be given by the Bond 
Register 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 mandatory purchase 
will be given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remnrketing and Purchase of 2000 Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the Company, 
the Remarketing Agent will use its best efforts to offer for sale 2000 Bonds purchased upon demand of the 
owners thereof and, unless othenvise instructed by the Company, upon mandatory purchase, provided that 
2000 Bonds will not be remarketed upon the occurrence 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 2000 Bonds 
offered for sale for its own account. 
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The purchase price of 2000 Bonds tendered for purchase will be paid by the Tender Agent from 
moneys derived from tlie remarketing of such 2000 Bonds by the Remarketing Agent and, if such 
remarketing proceeds are insufficient, From moneys made available by the Company. The Company is 
obligated to purchase any 2000 Bonds tendered for purchase to the extent such 2000 Bonds have not been 
remarketed. The Company currently maintains lines o f  credit or other liquidity facilities in amounts 
determined by it 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 necessary to meet its 
then-current needs. The Trustee, any Paying Agent, tlie Tender Agent and the owners of the 2000 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 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 price of 
2000 Bonds tendered for purchase pursuant to the Indenture. 

Any deficiency in purchase price payments resulting from the Remarketing Agent's failure to deliver 
remarketing proceeds of all 2000 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 sufficient funds to pay 
such purchase price by the opening of business on such next succeeding Business Day. If sufficient funds 
are not available for the purchase of all tendered 2000 Bonds, no purchase of 2000 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 funds have been provided in a timely manner by the Company to the Tender Agent 
for such purpose. 
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Payment of Purchase Price 

When a book-entiy-only system is not in effect, payment of the purchase price of any 2000 Bond 
will be payable (and delivery of a replacement 2000 Bond in exchange for the portion of any 2000 Bond not 
purchased if such 2000 Bond is purchased in part will be made) on the Purchase Date iipon delivery of such 
2000 Bond to the Tender Agent on such Purchase Date; provided that such 2000 Bond must be delivered to 
tlie Tender Agent: (i) at or prior to 12:OO noon (New York City time), in the case of 2000 Bonds delivered 
for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or prior to 1:OO pqm. (New York 
City time), in the case of 2000 Bonds delivered for purchase during a Daily Rate Period or (iii) at or prior 
to I1:OO a.m. (New York City time), in the case of 2000 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 2000 Bond delivered for payment of the purchase price must be accompanied by an instrument 
o f  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 2000 Bond for 
which an instrunlent of transfer satisfactory to it has not been provided and has no obligation to pay the 
purchase price of such 2000 Bond until a satisfactory instrument is delivered. 

If the registered owner of any 2000 Bond (or portion thereof) that is subject to purchase pursuant 
to the Indenture fails to deliver such 2000 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 2000 Bond (or portion thereof) nevertheless will be deemed purchased on the Purchase Date thereof. 
Any owner who so fails to deliver such 2000 Bond for purchase on (or before) the Purchase Date will have 
no further rights thereunder, except the right to receive the purchase price thereof from those moneys 
deposited with the Tender Agent in the Purchase Fund pursuant to the Indenture upon presentation and 
surrender of such 2000 Bond to the Tender Agent properly endorsed for transfer in blank with all signatures 
guaranteed. 
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When a book-entry-only system is in effect, the requirement for physical delivery of the 2000 Bonds 
will be deemed satisfied when the ownership rights in the 2000 Bonds are transferred by Direct Participants 
on the records of DTC to the participant account of the Tender Agent. 

Redemptions 

O_ntional Redemption. 

(i) Whenever the Interest Rate Mode for the 2000 Bonds is the Daily Rate or the Weekly Rate, 
the 2000 Bonds will be subject to redemption at the option of the Issuer, upon the 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. 

(ii) Whenever the Interest Rate Mode for a 2000 Bond is the Flexible Rate, such 2000 Bond will 
be subject to redemption at the option of the Issuer, upon the 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 2000 
Bond. 

(iii) Whenever the Interest Rate Mode for the 2000 Bonds is the Dutch Auction Rate, the 2000 
Bonds will be subject to redemption at the option of the Issuer, upon the 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 amount thereof, together with accrued 
interest to the redemption date. 

(iv) Whenever the Interest Rate Mode for the 2000 Bonds is the Semi-Annual Rate, the 2000 
Bonds will be subject to redemption at the option of the Issuer, upon the 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 2000 Bonds is the Annual Rate, the 2000 Bonds 
will be subject to redemption at the option of the Issuer, upon the 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. 

(vi) Whenever the Interest Rate Mode for the 2000 Bonds is the Long Term Rate, the 2000 
Bonds will be subject to redemption at the option of the Issuer, upon the 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 the principal amount thereof and (B) prior to the 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: 

Original 
Length of Current 
Long Term Rate Commencement of Redemption Price as 

Percentage of Principal -- Period (Years) Redemption Period 

More than or equal to 
11 years 

First Interest Payment Date 
on or after the tenth 
anniversaty of 
Commencement of Long thereafter 100% 
Term Rate Period 

101%, declining by I% on the next 
succeeding anniversary of the first 
day of the redemption period and 

Non-callable Non-callable Less than 11 years 
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Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in the 
redemption provisions of the 2000 Bonds will not adversely affect the exclusion from gross income of 
interest on the 2000 Bonds for federal income tax purposes, the redemption periods and redemption prices 
may be revised, effective a s  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 Remarketing Agent in its judgment. 

Extraordinary ODtional Redemvtiori in Whole. The 2000 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 ta 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 2000 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 the 2000 Bonds are issued, other than ad 
valorem taxes levied upon privately owned property used for the same genera1 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 ta 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; 

(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 any of the Project is located have occurred, 
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 
2000 Bonds, including but not limited to changes in clean air or other air and water pollution control 
requirements or solid waste 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 Commonwealth of Kentucky or the 
Constitution of the United States of America or by reason of legislative or administrative action 
(whether 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 
2000 Bonds requires the Company to cease a substantial part of its operation at the generating station 
where any of the Project is located to such extent that the Company will be prevented from carrying 
on its normal operations at such generating station for a period of six months. 

Exfrizordinarv O ~ t i o m l  Rerfeinpfioii in Whole or in Part. The 2000 Bonds are also subject to 
redemptz  in ~vliole 0 t h  part at 100% of the principal amount thereof pIus accrued interest to the 
redemption date at the option of the Company in an amount not to exceed the net proceeds received from 
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insurance or any condemnation award received by the Issuer, the Company or the First Mortgage Trustee 
in the event of damage, deslmction 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 2000 Bonds from gross iticonie for federal income tax purposes, See "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 2000 Bonds is the Daily Rate, Weekly Rate, 
Flexible Rate or Semi-Annuai Rate, such redemption must occur on a date on which the 2000 Bonds are 
otherwise subject to optional redemption as described above. 

Unclatoiv Reden@iorz: Deternzirtatioji of Tnxnbili&. The 2000 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 "Determination of Taxability" 
means the receipt by the Trustee of written notice from a current or former registered owvner of a 2000 Bond 
or from the Company or the Issuer of (i) the issuance of a published or private ruling or a technical advice 
menioranduni by the Internal Revenue Service in which the Company participated or has been given the 
opportunity to participate, and which iuling or mernoiandum the Company, in its discretion, does not contest 
or from which 110 further right of administrative or judicial review or appeal exists, or (ii) a final 
determination from which no fiirther 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, 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 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 2000 Bonds, 
the interest on the 2000 Bonds is included in the gross income of the owners thereof for federal income tax 
puFoses, other than with respect to a person who is a "substantia1 user" or a "related person" of a substantial 
user within the meaning of tlie 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 2000 Bond or from the Issuer unless 
(i) the Issuer or the registered owner or former registered owner of the 2000 Bond involved in such 
proceeding or action (A) gives the Company and the Trustee prompt notice of the commencement thereof, 
and (E) (if the Company agrees to pay all expenses in connection therewith) offers the Company the 
opportunity to control unconditionally the defense thereof, and (ii) either (A) 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 
(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 which the Company determines to be appropriate. 
No Determinafion of Taxability described above will result from the indusion of interest on any 2000 Bond 
in the computation of minimum or indirect taxes, All of the 2000 Bonds of an issue 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 2000 Bonds would have the result that interest payable on the remaining 
2000 Bonds outstanding of such issue 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 2000 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 o f  
Taxability (whether or not tlie 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 Infernal Revenue Service or a court of competent jurisdiction determines that the interest paid 
or to be paid on any 2000 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 includible 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 tl& Loan Agreement or any other agreement or certificate 
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delivered in connection therewith, the 2000 Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their 2000 Bonds, receiving principal arid 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, 2000 Bonds will not be redeemed as described herein. 

Maitdaforv Redeittnpfioii: Failure lo Pav and Discltarae Prior Bonds. The 2000 Bonds are also 
subject to mandatory redemption by the Issuer in whole at a redemption price equal to 100% of the principal 
amount thereof plus accrued interest on or prior to the fifteenth clay after the date which is the 90th day after 
the issuance of the 2000 Bonds if, on or prior to such 90th day, the Company has not caused the payment 
and discharge of the Prior Bonds, in accordance with the indenture or indentures of trust under which the 
Prior Bonds were issued. 

General Reder?miioii Tern .  Notice of redemption will be given by mailing a redemption notice by 
first class mail to the registered owners of the 2000 Bonds to be redeemed not less than 30 days (15 days if 
the Interest Rate Mode for the 2000 Bonds is the Dutch Auction Rate) but not more than 45 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 the owner receives the notice. Failure to give any such notice by mailing or 
any defect therein in respect of any 2000 Bond will not affect the validity of any proceedings for the 
redemption of any other 2000 Bond. No fbrther interest will accrue on the principal of  any 2000 Bond called 
for redemption after the redemption date if funds sufficient for such redemption have been deposited with 
the Paying Agent as of the redemption date. So long as the 2000 Bonds are held in book-entry-only form, 
all redemption notices will be sent only to Cede & Co. While the 2000 Bonds bear interest at a Dutch 
Auction Rate, any redemption of less than all of the outstanding 2000 Bonds will be made first from the 2000 
Bond in the principal amount of $35,000 to be held by J.P. Morgan & Co. Incorporated, as Broker-Dealer. 

Bo ok-En t ry-Osly System 

Poriions of the folloiviiig iifornmtioit comeriiiiig DTC and DTC 's Book-em y-ody systerri have beeit 
obiaiired~omr DTC. The Issuer, ihe Cbnpaiiy and Ute Uiiderwriters niake no represen fnfioii us to the 
acawncy of sitclt iitforinntion. 

Initially, DTC will act as securities depository for the 2000 Bonds and the 2000 Bonds initially will 
be issued solely in book-entry-only form to be held under 1)TC'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 2000 Bonds will be deposited with DTC. 

DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking 
organization" within the nieaning of the New York Banking Law, a member of the Federal Reserve Systeni, 
a "clearing corporation" within the meaning of the New York Unifotm 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 securities that its participants ("Participants") deposit with DTC. DTC also 
facilitates the settlement among Participants of securities transactions, such as transfers and pledges, in 
deposited securities through electronic computerized book-entry changes in Participants' accounts, thereby 
eliminating the need for physical movement of securities certificates. "Direct Participants" include securities 
brokers and dealers, banks, ttiist companies, clearing corporations, and certain other organizations. DTC is 
owned by a number of its Direct Participants and by the New York Stock Exchange, Tnc., the American 
Stock Exchange, Inc., and the National Association of Securities Dealers, Itic. Access to the DTC system 
is also available to others such as securities brokers and dealers, banks, and trust companies that clear 
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly ("Indirect 
Participants"). The iules applicable to BTC and its Participants are on file with the Securities and Exchange 
Commission, So long as the 2000 Bonds are maintained in book-entry form with DTC, the following 
procedures will be applicable with respect to the 2000 Bonds. 
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Purchases of the 2000 Bonds under the DTC system must be made by or through Direct Participants, 
which will receive a credit for the 2000 Bonds on DTC's records. The awnership interest of each actual 
purchaser of each 2000 Bond ("Beneficial Owner") is in turn to be recorded on the Participants' records. 
Beneficial Owners will not receive written confirmation from DTC of their purchase, but Beneficial Owners 
are expected to receive written confirinations providing details of the transaction, as well as periodic 
statements of their holdings, from the Participant through which the Beneficial Owner entered into the 
transaction. Transfers of ownership interests in the 2000 Bonds are to be accomplished by entries made on 
the books of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive 
certificates representing their ownership interests in the 2000 Bonds, except in the event that use of the 
book-entry-only system for the 2000 Bonds is discontinued. 

To facilitate subsequent transfers, all 2000 Bonds deposited by Participants with DTC are registered 
in the name of QTC's partnership nominee, Cede & Co. The deposit of 2000 Bonds with DTC and their 
registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge 
of the actual Beneficial Owners of the 2000 Bonds; DTC's records reflect only the identity of the Direct 
Participants to whose accounts such 2000 Bonds are credited, which may or may not be the Beneficial 
Owners. The Padicipants will remain responsible for keeping account of their Iioldings 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, subject to any statutory or regulatory requirements as may 
be in effect from time to time. 

Redemption notices will be sent to Cede & Co. If less than all of the 2000 Bonds within an issue 
are being redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct 
Participant in such issue lo be redeemed. 

Neither DTC nor Cede & Co. will consent or vote with respect to the 2000 Bonds. Under its usual 
procedures, DTC mails an Omnibus Proxy to the Trustee 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 2000 Bonds are credited on the record date (identified in a listing attached to the Omnibus 
Proxy). 

Principal and interest payments on the 2000 Bonds will be made to DTC. DTC's practice is to credit 
Direct Participants' accounts on the payable date in accordance with their respective holdings shown on 
DTC's records unless DTC has reason to believe that it will not receive payment on the payable date. 
Payments by Participants to Beneficial Owners will be governed by standing instruetiom and customary 
practices, as is the case with securities held for the accounts of customers in bearer fonn or registered in 
"street name," and will be the responsibility of such Participant and not of DTC, the Trustee, the Company 
or the Issuer, subject to any statutory or regulatoiy requirements as may be in effect from time to time. 
Payment of principal and interest to 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 may give notice to elect to have its 2000 Bonds purchased or tendered, through 
its Participant, to the Tender Agent, and will effect delivery of such 2000 Bonds by causing the Direct 
Participant to transfer the Participant's interest in the 2000 Bonds on DTC's records to the Tender Agent. 
The requirement for physical delivery of 2000 Bonds in connection with a demand for purchase or a 
mandatory purchase will be deemed satisfied when the ownership rights in the 2000 Bonds are transferred 
by Direct Participants on DTC's records. 

DTC may discontinue providing its services as securities depository with respect to the 2000 Bonds 
at any lime by giving reasonable notice to the Issuer, the Company, the Tender Agent and the Trustee, or the 
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Issuer, at the request of the Company, may remove DTC as the securities depository for the 2000 Bonds. 
Under such circumstances, bond certificates are required to be delivered as described in the Indenture (see 
"THE 2000 BONDS Book-Entry-Only System -- Revisioit qf Book-Eizty-Ori!~ Svstent: Repluceritent 
Boiicls" below). The Beneficial Owner, upon registration of certificates held in the Beneficial Owner's name, 
will become the registered owner of the 2000 Bonds. 

So long as Cede & Co. is the registered owner of the 2000 Bonds, as nominee of DTC, references 
herein to the registered owners of the 2000 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 and the First 
Mortgage Bonds, to the extent of the payments so made. Beneficial Owners will not be, and will not he 
considered by the Issuer or the Trustee to be, and will not have any rights as, owners of 2000 Bonds under 
the Indenture. 

The Trustee and the Issuer, so long as a book-enbyonly system is used for the 2000 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 2000 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 Underwriters cannot and do not give any assurances 
that DTC will distribute payments on the 2000 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 wiIl 
serve and act in the manner described in this Official Statement. 

THE ISSUER, THE COMPANY, THE UNnERWTERS AND W E  TRIJSTEE WILL HAVE NO 
RESPONSIBLL,ITY OR OBLIGATION TO A N Y  DIRECT PARTICIPANT, INDIRECT PARTICIPANT 
OR ANY BENEFICIAL, OWNER OR ANY OTHER PERSON NOT SHOWN ON THE REGISTRATION 
BOOKS OF THE TRUSTEE AS BEING A REGISTEED OWNER WITH RESPECT TO: (1) THE 
ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR 
INDIRECT PARTICPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIIU2CT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR JNDIRECT PARTICIPANT TO ANY 
BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OR REDEMPTION OR 
PURCHASE PEUCE OF OR JNTEREST ON THE 2000 BONDS; (3) THE DELIVERY OF ANY NOTICE 
BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT TO ANY BENEFZCIAL OWNER WHICH IS REQUIRED OR PER_MITTED TO BE 
GIVEN TO REGISTEREL) OWNERS UNDER THE TERMS OF 'M INDEN=, (4) THE 
SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY 
PARTIAL REDEMPTION OF THE 2000 BONDS; OR (5 )  ANY CONSENT GIVEN OR O'IFfER ACTION 
TAKEN BY DTC AS REGISTERED O W R .  

Revision qfBook-Erzf~-Ort!v Svsient: Replacenie?it 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 acceptabIe 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 2000 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 2000 Bonds may be issued in denominations of $50,000 and integral multiples thereof, provided that 
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one 2000 Bond may be in the denomination of $35,000, if the Interest Rate Mode is the Dutch AuctionRate, 
in denominations of $S,OOO 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, provided that one 2000 Bond may be in the denomination of, or include an additional, 
$35,000, if the Interest Rate Mode for the 2000 Bonds is the Daily Rate or the Weekly Rate. 2000 Bonds 
may be transferred or exchanged for an equal total amount of 2000 Bonds of other authorized denominations 
upon surrender of such 2000 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 2000 Bond during the fifteen days before any mailing of a notice of redemption, after such 2000 Bond 
has been called for redemption in whole or in part, or after such 2000 Bond has been tendered or deemed 
tendered for optional or rnandafoiy purchase as described under "Purchases of 2000 Bonds." Registration 
of transfers and exchanges will be made without charge to the owners of 2000 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; Reiease Date 
I 

Payment of the principal of and interest and any premium on the 2000 Bonds will be 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). Pursuant to the 
Loan Agreement, the Company will agree to pay, among other things, amounts sufficient to pay the 
aggregate principal amount of and.premium, if any, on the 2000 Bonds, together with interest thereon as and 
when the same become due. The Company further will agree to make payments of the purchase price of the 
2000 Bonds tendered for purchase to the extent that funds are not otherwise available therefor under the 
provisions of the Tndenture, 

IJntil the Release Date, the payment of the principal of and interest and any premium on the 2000 
Bonds will be further secured by a principal amount of First Mortgage Bonds of the Company which will 
equal the principal amount of the 2000 Bonds. In the event of a default under the Loan Agreement or default 
in payment of the principal of or interest or any premium on, or purchase price of, the 2000 Bonds, and upon 
receipt by the First Mortgage Trustee of a written demand from the Trustee for redemption of the Firs1 
Mortgage Bonds, such First Mortgage Bonds will bear interest at the same interest rate or rates borne by the 
2000 Bonds and the principal of such First Mortgage Bonds, together with interest accrued thereon from the 
last date or dates to which interest on the 2000 Bonds has been paid in full, will be payable in accordance 
with the Supplemental Indenture. See "THE FIRST MORTGAGE BONDS." 

The First Mortgage Bonds are not intended to provide a direct source of liquidity to pay the purchase 
price of 2000 Bonds tendered for purchase 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 2000 
Bonds. See "THE 2000 BONDS -- Remarketing and Purchase of 2000 Bonds." 

The Release Date wiIl 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 issue of 2000 Bonds, provided that in no event 
shall that date be later than the date as of which all first mortgage bonds of the Company issued prior to the 
date of the 2000 Boiids (other than the First Mortgage Bonds and the First Mortgage Bonds, Pollution 
Control Series Y) have been retired through payment, redemption or athenvise (including those first 
mortgage bonds "deemed to be redeemed" within the meaning of that term as used in Article X of the First 
Mortgage Indenture). The Bond Insurer's consent to a release of the First Mortgage Bonds may be given 
without the consent of any holder of 2000 Bonds. 
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On the Release Date, the Trustee will deliver to the Company for cancellation all First Mortgage 
Bonds and the Conipany will cause the Trustee to provide notice to all holders of 2000 Bonds of the 
occiirrence of the Release Date. As a result, on the Release Date, such First Mortgage Bonds shall cease to 
secure the 2000 Bonds, and the obligations of the Company under the Loan Agreement will become 
unsecured general obligations of tlie Company. 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 
peimitted to reduce the aggregate principal amount of its First Mortgage Bonds held by the Trustee, but in 
no event to an amount lower than the aggregate outstanding principal amount of the 2000 Bonds initially 
issued contemporaneously with such First Mortgage Bonds. 

THE BOND INSTJRANCE POLICY 

Tile iifoi-nintio,i relating to Anibac Assttrance contained herein has beeit fin.itished solely by Ainbnc 
Asstironce. No i*eyresentntion is made by the Uidenvriters, the Reniarketiizg Agent, the Issuer or fke 
Conipariy as to the RCCUS~CY or adequacy of siich iirforrnation or as to tile absence of ttiaferial adverse 
chaiiges in the condition of Ainbac Asstwartce stlbseqrieii t to the dote l iere~j  The followirig disciission does 
itof pinport to he coniplete aird is qualified iit ifs entirety by refererice to the Bond I~isio.once Policy, a 
specimen of the form of which is atlacheci hereto as Appeiiclix i). 

Payinelit Piirsuarit to Bond Instiranee Policy 

Ambac Assurance has made a commitment to issue the Bond Insurance Policy relating to the 2000 
Bonds effective as of the date of issuance of the 2000 Bonds. 'CJnder the terms of the Bond Insurance Policy, 
Ambac Assurance will pay to the United States Trust Company of New York, in New York, New York, or 
any successor thereto (the "Insurance Trustee"), that portion of the principal of and interest on the 2000 
Bonds which shall become "Due for Paynient" but shall be unpaid by reason of "Nonpayment" by the Issuer 
(as such terms are defined in the Bond Insurance Policy). Ambac Assurance wili make such payments to 
the Insurance Trustee on 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 Ambac Assurance shall have received 
notice ofNonpayrnent from the Trustee. The insurance will extend for the term of the 2000 Bonds and, once 
issued, cannot be cancelled by Ambac Assurance. 

The Bond Insurance Policy will insure payment only on the stated maturity date or upon special 
mandatory redemption on determination of taxability, in the case of principal, and on stated dates for 
payment, in the case of interest. If the 2000 Bonds become subject to other redemption and insufficient 
funds are available for redemption of all outstanding 2000 Bonds, Ambac Assurance will remain obligated 
to pay principal of and interest on outstanding 2000 Bonds on the originally scheduled interest and principal 
payment dates. In the event of any acceleration of the principa1 of the 2000 Bonds, the insured payments 
wiIl be made at such times and in such amounts as would have been made had there not been an acceleration. 

In the event the Tiustee has notice that any payment of principal of or interest on a 2000 Bond which 
has become Due for Payment and which is made to a Bondholder by or on behalf of the Issuer has been 
deemed a preferential transfer and theretofore recovered from its registered owner pursuant to the United 
States 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 Assurance to the extent of such 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 occuuence of a determination of taxability as provided in the Bond 
Insurance Policy and mandatory sinking f h d  redemption) or as a result of any other advancement 
of maturity; 
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(b) 

(c) 

payment of any redemption, prepayment or acceleration premium; 

nonpayment of principal or interest caused by the insolvency or negligence of the 
Trustee or paying agent, if any; 

(d) payments of purchase price of 2000 Bonds upon tender thereof or any preferential 
transfer relating to payments of the purchase price of 2000 Bonds upon tender thereof; or 

(e) loss relating to payments made in connection with the sale of 2000 Bonds in 
connection with an Auction or losses suffered as a result of a Bondholder's inability to sell 2000 
Bonds. 

Under the Bond Insurance 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 "THE 2000 BONDS -- 
Redemptions .- Mandatoiv Redeadion: Determitiation of TaxahiliQ." 

If it becomes necessary to call upon the Bond Insurance Policy, payment of principal requires 
surrender of 2000 Bonds to the Insurance Trustee together with an appropriate instrument of assignment so 
as to permit ownership of such 2000 Bonds to be registered in the name of Ambac Assurance to the extent 
of the payment under the Bond Insurance Policy. Payment of interest pursuant to the Bond Insurance Policy 
requires proof of entitlement to interest payments and an appropriate assignment of the Bondholder's right 
to payment to Ambac Assurance. 

IJpon payment of the insurance benefits, Ambac Assurance will become the owner of the 2000 Bond 
or right to payment of principal or interest on such 2000 Bonds and will be fully subrogated to the 
surrendering Bondholder's rights to payment. 

Insurance Agreement with Company 

Ambac Assurance has agreed to issue the Bond Insurance Policy pursuant to the Insurance 
Agreement. Under the Insurance Agreement, the Company is obligated to reimburse Ambac Assurance, 
immediately and 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 covenants specified therein. The Insurance Agreement includes 
certain events of default, incIuding the failure of the Company to pay amounts owed thereunder to Ambac 
Assurance, any breach by the Company of representations, warranties and covenants set forth therein and 
certain events of bankruptcy. 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 "Event of 
Default" under the Indenture. See "THE INDENTURE -- Default." 

Arnbac Assurance Corporation 

Ambac Assurance is a Wisconsin doniiciled stock insurance corporation regulated by the Office of 
the Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50 states, the District 
of Columbia, the Territory of Guam and the Commonwealth of Puerto Rico, with admitted assets of 
approximately $4,0 13,000,OOO (unaudited) and statutory capital of approximately $2,474,000,000 
(unaudited) as of March 3 1 , 2000. Statutory capital consists of Ambac Assurance's policyholders' surplus 
and statutory contingency reserve, S&P, Moody's and Fitch IBCA, Inc. have each assigned a triple-A 
financial strength rating to Ambac Assurance. 

Ambac Assurance has obtained a ruling from the 'Internal Revenue Service to the effect that the 
insuring of an obligation by Ambac Assurance will not affect the treatment for federal income tax purposes 
of interest on such obligation and that insurance proceeds representing maturing interest paid by Ambac 
Assurance under policy provisions substantially identical to those contained in its municipal bond insurance 
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policy shall be treated for federal income tax purposes in the same manner as if such payments were made 
by the issuer of the 2000 Bonds. 

Ambac Assurance makes no representation regarding the 2000 Bonds or the advisability of investing 
in the 2000 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 INSTJRANCE POLICY" and in APPENnIX I). 

Avsilahle Information 

The parent company of Ambac Assurance, Ambac Financial Group, Inc. ("MG"), is subject to the 
informational requirements of the Exchange Act, and in accordance therewith files reports, proxy statements 
and other information with the Securities and Exchange Commission (the "SEC'I). Such reports, proxy 
statements and other information may be inspected and copied at the public reference facilities maintained 
by the SEC at Room 1024,450 Fifth Street, N.W., Washington, D.C. 20549 and at the Commission's regional 
offices at 7 World Trade Center, Suite 1300, New York, New York 10048 and Citicorp Center, 500 West 
Madison Street, Suite 1400, Chicago, Illinois 60661. Copies of such material can be obtained from the 
public reference section of the Commission at 450 Fifth Street, N.W., Washington, D.C. 20549 at prescribed 
rates, In addition, the aforementioned material may also be inspected at  the offices of the New York Stock 
Exchange, Inc. (the WYSE") at 20 Broad Street, 7th Floor, New York, New Yark 10005. AFG's Common 
Stock is listed on the NYSE. 

Copies of hnbac Assurance's financial statements prepared in accordance with statutory accounting 
standards are available fkom Ambac Assurance. The address of Ambac Assurance's administrative offices 
and its telephone number are One State Street PIaza, 17th Floor, New York, New York 10004 and 
(212) 668-0340. 

Incorporation of Certain Documents by Reference 

The following documents filed by AFG with the SEC (File No. 1-10777) are incorporated by 
reference in this Official Statement. 

I) AFG's Current Report on Form 8-K dated January 26, 2000 and filed on 
Jaiiuaiy 27,2000; 

2) AFG's Current Report on Form 8-K dated March 13, 2000 and filed on 
March 13,2000; 

3) AFCr's Current Report on Form 8-K dated March 21,2000 and filed on March 22, 
2000; 

4) AFG's Annual Report on Form IO-K for the fiscal year ended December 31,1999 
and filed on March 30,2000; and 

5) AFG's Quarterly Report on Form IO-Q for the fiscal quarterly period ended 
March 31,2000 and filed on May 12,2000. 

AI1 documents subsequently filed by AFG pursuant to the requirements of the Exchange Act after 
the date of this Official Statement will be available for inspection in the same manner as described above 
in "Available Information." 
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THE LOAN AGREEMENT 

The follo~~iiig, iiz nckiiiiori io ilie provisions cotikzirred ~.lse~~ltere iri this Oficial Sfafeme)if, is a brief 
description of certain provisions of ilte Lotiit Agreentent. Refererice is niade to ike Loaii Agreenienl for ills 
detailed provisions iliereof. 

General 

The term of the Loan Agreement shall commence as of its date and end on the earliest to occur of 
August 1,2030, or the date on which all of the 2000 Bonds shall have been fully paid or provision has been 
made for such payment pursuant to the Indenture. See "THE JNDENTIJRE -- Discharge of Indenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making timely 
payments to the Trustee in su€ficient amounts to pay the principal of, premium, if any, and interest required 
to be paid on the 2000 Bonds on each date upon which any such payments are due. The Company has also 
agreed to pay (a) theieasonable 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 
2000 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 2000 
Bonds that are not remarketed 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 (see 'THE 2000 BONDS -- Remarketing and Purchase of 2000 
Bonds"). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreemelit (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 Coiiipany 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. 

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 2000 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 2000 Bonds. 

Issuance and Delivery of First Mortgage Bonds 

For the purpose of providing security for the 2000 Bonds until the Release Date, the 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 Trustee will equal the principal amount of the 2000 
Bonds. h the event of a default under the Loan Agreement or default in payment of the principal of, 
premium, if any, or interest on the 2000 Bonds, and upon receipt by the First Mortgage Trustee of a written 
demand from the Trustee for redemption of the First Mortgage Bonds ("Redemption Demand"), the First 
Mortgage Bonds will bear interest at the same rate borne by the 2000 Bonds and the principal of the First 
Mortgage Bonds, together with interest accrued thereon from the last date to which interest on the 2000 
Bonds shall have been paid in full, will be payable in accordance with the Supplemental Indenture for such 
First Mortgage Bonds. See, however, "THE INDENTIJRE -- 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 2000 Bonds, and the sunender to and cancellation thereof by the Trustee, or upon provision for the 
payment thereof having been made in accordance with the Indenture, First Mortgage Bonds with 
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corresponding principal amounts equal to the aggregate principal amount of the 2000 Bonds so surrendered 
and canceied 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 Trustee and will be non-transferable, except to effect transfers to any 
successor trustee under the Indenture. 

The Boiid Insurer's consent to a release of the First Mortgage Bonds may be given without the 
consent of any holder of 2000 Boiids. (See ''THE, 2000 BONDS -- Security; Release Date"). 

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 "THE 
2000 BONDS Redemptions -- Fxtr'aordinartl Optional Reile/mfion in Wliofe"), 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 2000 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 under Section 103(b)(lt)(F)of the Internal Revenue Code of 1954, as amended, the 
Internal Revenue Code of 1986, as amended and the Act, However, the Company will have no obligation 
to maintain, repair, replace or renew any portion of the Prpject, 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 make substitutions, modifications and 
improvements to the Project as it deems desirable, which remodeling, substitutions, 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 as 
air and water pollution control and abatement facilities under Section 103(b)(4)(F)of the Internal Revenue 
Code of 1954, as amended, and the Act. 

If prior to the payment of all 2000 Bonds outstanding the Project or any portion thereof is destroyed, 
damaged or taken by the exercise of the power of eminent domain arid the Issuer, the Company or the First 
Mortgage Trustee receives net proceeds from insurance or a condemnation 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 2000 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 2000 Bonds from 
gross income for federal income tax purposes. See "THE 2000 BONDS -- Redemptions -- ,!?xfmor'ili?tap 
Optional Redeniotioir in Wiole or in Part." 

Insurance 

The Company has agreed to insure the Project in accordance with the provisions of the First 
Mortgage Indenture. 
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Assignment, Merger and Release of Obligatiolis 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 2000 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 fi-om 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 unless consented to by the Bond Insurer, 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 carporation with which it shall 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 Commonwealth of Kentucky, and shall assume in writing all of the obligations 
of the Conipany under the Loan Agreement. 

Release and Indemnification Covenaiit 

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 from any defect in the Project or fram 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: 

(I)  failure by the Company to pay the amaunts required for payment of the principal 
of, including purchase price for tendered 2000 Bonds and redemption and acceleration prices, and 
interest accrued, on the 2000 Bonds, at the time specified therein taking into account any periods 
of grace provided in the Indenture and the 2000 Bonds for the applicable payment of interest on the 
2000 Bonds (see "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 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 being diligently pursued; 

(3) all first mortgage bonds outstanding under the First Mortgage Indenture, if nat 
already due, shall have become immediately due and payable, whether by declaration or othenvise, 
and such acceleration shall not have been rescinded by the First Mortgage Trustee; or 

(4) certain events of bankruptcy, dissolution, liquidation, reorganization or insolvency 
of the Company. 

Under the Loan Agreement, certain of the Company's obligations (other than the Company's obligation (i) 
to provide additional moneys required in connection with the payment and discharge of the Prior Bonds, (ii) 
not to permit any action which would result in interest paid on the 2000 Bonds being included in gross 
income for federal and Kentucky income taxes, (iii) to execute and deliver the First Mortgage Bonds to the 
Trustee on the date of issuance of the 2000 Bonds in an aggregate principal amount not less than the 
aggregate principal amount of 2000 Bonds, (iv) to cause the Prior Bonds to be paid and discharged on or 
prior to the 90th day afier the date of issuance of the 2000 Bonds and (v) 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. 
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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 due, or to enforce performance and observance of any obligation, agreement 
or covenant of the Company, under the Loan Agreement. 

In the event of a default under the Loan Agreement or a default in payment of the principal of, 
premium, if any, or interest on the 2000 Bonds, the Trustee may, prior to the Release Date, demand 
redemption of the First Mortgage Bonds. See "THE FIRST MORTGAGE BONDS" and "THE 
INDENTURE -- DeTadts 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 2000 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 "THE 2000 BONDS -- Redemptions -- Optional 
Redetmtion," "EXtriIOrdiiiaJV ODfional Redenptiort iii Wliole" and ",Extraordirtaiy Optional Redeiuptioii in 
Whole or ii&&." Upon the occurrence of the event described under the caption "THE 2000 BONDS -- 
Redemptions -- Maitdatoiv Redenzption: Deterinination of Taxability," the Company shall be obligated to 
prepay the loan in an aggregate amount sufficient to redeem the required principal amount of the 2000 
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 2000 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. 

Atnendmeiits and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written consent 
of the Trustee and the Bond Insurer. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreedent (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 
confoim 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 amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bond Insurer and the Bondholders holding a majority in principal amount of the 2000 Bonds then 
outstanding (see "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 2000 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 "THE INDENTURE -- Supplemental Indentures." . 

THE FIRST MORTGAGE BONDS 

The followiiig, in addifion lo the provisions coittairied elsewhere iir this Oflcial Slater?teiil, is n brief 
descriptioit of certain psovisions of ilie First Mortgage Borrds and the First Mortgage Iitdeirttir-e. Refereiice 
is inaiie to the First Mortgage I~deirttn.e aitd lo tlte forwr of tlte First Mortgage B o d s  for the detailed 
provisions tliereoj 
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General 

The First Mortgage Bonds, in a principal amount equal to the principal amount of the 2000 Bonds 
and with corresponding terms and maturity, will be issued as a new series of first mortgage bonds under the 
First Mortgage Indenture (see "THE LOAN AGREEMENT -- Issuance and Delivery of First Mortgage 
Bonds"). The statements herein made (being for the most part summaries of certain 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 he issued under, and secured by, a Trust Indenture dated as of 
November 1, 1949, as amended and supplemented, and as to be further amended and supplemented by a 
Supplemental Indenture dated as of August 1,2000, between the Company and Harris Trust and Savings 
Bank, Chicago, Illinois, as trustee (the "First Mortgage Trustee") (the "Trust Indenture, as so supplemented 
is referred to herein as the "First Mortgage Indenture"). 

The principal of and interest on the First Mortgage Bonds 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 "THE LOAN AGREEMENT -- Events of Default", the First Mortgage 
Bonds will be redeemable within 120 days following receipt by the First Mortgage Trustee of a Redemption 
Demand from the Trustee for redemption, at a redemption price equal to the principal amount thereof plus 
accrued interest at the rates borne by the 2000 Bonds from the last date to which interest on the 2000 Bonds 
has been paid. 

The First Mortgage Bonds at all times will be in fully registered form registered in the name of the 
Trustee, will he non-negotiable, and will be non-transferable except to any successor trustee under the 
Indenture. Upon payment arid cancellation of 2000 Bonds by the Trustee or the Paying Agent (other than 
any 2000 Bond or portion thereof that was canceled by the Trustee or the Paying Agent and for which one 
or more 2000 Bonds were delivered and authenticated pursuant to the Indenture), whether at maturity, by 
redemption or otheiwise, or upon provision for the payment of the 2000 Bonds having been made in 
accordance with the Indenture, an equal principal amount of First Mortgage Bonds will be deemed filly paid 
and the obligations of the Company thereunder will cease. 

Security 

In the opinion o-fcounsel for the Company, the First Mortgage Bonds, when issued, will be secured 
by the First Mortgage Indenture which constitutes a first mortgage lien, subject only to permissible 
encumbrances, upon substantially all of the property of the Company (except as summarized in the 
following paragraph) for the equal pro-rata security of all first mortgage bonds issued or to be issued 
thereunder, 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. 

There are excepted from the lien ofthe First Mortgage Indenture certain securities, cash, contracts, 
receivables, motor vehicles, merchandise, certain equipment and supplies, and certain non-utility properties. 

The First Mortgage Indenture contains provisions for subjecting to the lien thereof (subject to certain 
limitations in the case of consolidation or merger) all property acquired after the date of the First Mortgage 
Indenture other than property of the kind mentioned in the preceding paragraph. Such provisions might not 
he effective as to property acquired during the ninety days preceding or subsequent to the filing of a case 
with respect to the Company under the lJnited States Bankruptcy Code, state insolvency laws or other similar 
laws affecting the enforcement of creditors' rights. 
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Issuance of Additioiral 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. Additional first mortgage bonds secured by 
the First Mortgagc Indenture may be issued on the basis of (i) 60% of the cost or fair value, whichever i s  
less, of permanent additions, after making the required deductions on account of retired property, (ii) retired 
first mortgage bonds, the retirement whereof has not been otherwise used under the First Mortgage 
Indenture, and (iii) deposit of an equal amount of cash with the First Mortgage Trustee, which cash may be 
withdrawn by applying amounts of established permanent additions equal to 166 2/3% of such cash to be 
withdrawn or by retirements of first mortgage bonds. No additional first mortgage bonds may be issued on 
basis (i), basis (ii) under specified conditions, or basis (iii), unless the earnings applicable to bond interest 
for a specified twelve month period are equal to at least twice the annual interest requirement on the first 
mortgage bonds including those about to be issued. Additional first mortgage bonds may vary as to maturity, 
interest rate, redemption prices, sinking fund and in certain other respects. The First Mortgage Bonds will 
be issued under clause (ii) above, At March 31,2000, the amount ofpermanent additions which could be 
used for the issuance of first mortgage bonds exceeded $1.4 billion. 

Maintenaiice and Repair 

As a Maintenance Fund, the Company covenants to pay to the First Mortgage Trustee annually on 
May 1 an amount equal to 2.25% of its depreciable property, including construction work in progress, as of 
the end of the preceding calendar year, after deducting credits at the Company's option for (a) maintenance, 
(b) retirements offset by permanent additions, (e) retirements of first mortgage bonds and (d) amounts of  
established permanent addition. Withdrawals fiom the Maintenance Fund may be made on the basis of 
retirements of first mortgage bonds and amounts of established permanent addition. 

The Company has covenanted to maintain its properties in adequate repair, working order and 
condition. The First Mortgage Indenture contains provisions for periodic inspection of the Company's 
properties and reports by an independent engineer as to compliance with this covenant 

Sinking Fund for Other Series 

As an annual sinking fund for outstanding first mortgage bonds of each series, other than the series 
due August 15, 2003 and each series of first mortgage bonds (including the First Mortgage Bonds) issued 
in connection with pollution control revenue bonds, has covenanted to pay to the First Mortgage Trustee 
annually, on dates which vary as to series, an amount sufficient to redeem for sinking fund purposes I% of 
the highest amount at any time outstanding of first mortgage bonds of the series for which the sinking fiind 
is applicable. Sinking fund payments may be offset by (i) applications of amounts of established permanent 
additions equal to 166V,% of the principal amount of first mortgage bonds which would otherwise he  
required to be retired by the sinking fund and (ii) retirement or delivery to the First Mortgage Trustee of first 
mortgage bonds of the series for which the sinking fund is applicable. The First Mortgage Trustee is 
required to apply sinking hnd money to the purchase or redemption of first mortgage bonds of the series for 
which such funds are applicable. 

Provisions Liinitiiig Dividelids on Cornition Stock 

The Company has covenanted that so long as any first mortgage bonds are outstanding, earned 
surplus (retained earnings) equal to the amount by which the aggregate of (i) charges to income to provide 
for retirements and depreciation and (ii) expenditures of the Company for maintenance of its property, for 
the period from January 1, 1978, to the end of the last preceding month for which a balance sheet of the 
Company is at the time availabIe, is less than 2.25% of its depreciable property, including construction work 
in progress, as of the end of that period, shall not be available for the payment of dividends on Common 
Stock of the Company. No portion of retained earnings of the Company is presently restricted by this 
provision. 
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Release Provisioiis 

The First Mortgage Indenture contains certain provisions permitting the release from its lien of any 
property upon depositing or pledging cash or certain other property of comparable fair value. The First 
Mortgage Indenture also contains provisions for the cancellation, change or alteration of leases, 
rights-of-way and casements, and for the surrender and modification of any franchise or governmental 
consent subject to certain restrictions, in each case without any release or consent by the First Mortgage 
Trktee or accountability thereto for any consideration received by the Company. 

Modification of the First Mortgage Indenture 

With the consent of the Company, the provisions of the First Mortgage Indenture may be changed 
by the affirmative vote of the holders of at least 70% in principal amount of the Company's outstanding first 
mortgage bonds except, among other things, the maturity may not be extended, the interest rate reduced, nor 
the terms of payment of principal or interest changed without the consent of the holders thereof. 

Defaults 

The following is a summary of events defined in the First Mortgage Indenture as "completed 
defau I ts": 

(i) failure to pay principal of any first mortgage bond when due and payable, (ii) failure 
to pay interest within 30 days after the same becomes due and payable, (jii) failure to meet any 
payment to any sinking, maintenance or other analogous fund within 60 days after the same is 
payable, (iv) the expiration of 30 days after the entry of an order approving a petition filed against 
the Company seeking reorganization of the Company, unless during such period such adjudication 
or order is vacated, (v) the expiration of 90 days following the appointment, without the consent of 
the Company, of a receiver unless during such period such appointment is vacated, (vi) the filing 
by the Company of a voluntary petition in bankruptcy or the making of a general assignment for the 
benefit of creditors or the consent by the Company to the appointment of a receiver or the filing by 
the Company of a petition or answer seeking reorganization or the filing by the Company of a 
petition to take advantage of any insolvency act or the adjudication of the Company as a bankrupt 
on a petition filed against the Company, and (vii) failure to perform any other covenant or agreement 
contained in the First Mortgage Indenture or any first mortgage bond within GO days following the 
mailing by the First Mortgage Trustee or by the holders of at least 15% in principal amount of the 
first mortgage bonds then outstanding of a written demand that such failure be cured. 

The First Mortgage Trustee is required to give notice to first mortgage bondholders (i) within 90 
days after the occurrence of a default known to the First Mortgage Trustee within such period, or (ii) if a 
default is not known to the First Mortgage Trustee within such period, within 30 days after such default shall 
be known to the First Mortgage Trustee, unless such default has been cured before the giving of such notice; 
provided that, except in the case of a default resulting from the failure to make any payment of principal of 
or interest on any first mortgage bonds or to make any sinking fund payment, the First Mortgage Trustee may 
withhold such notice upon determination in good faith by the board of directors, the executive committee 
or a trust committee of directors and/or responsible officers of the First Mortgage Trustee that the 
withholding of such notice is in the interest of the first mortgage bondholders, 

In the case of a completed default, the First Mortgage Trustee may, and upon written request of the 
holders of a majority in principal amount of the first mortgage bonds then outstanding will, declare the 
principal of all first mortgage bonds then Outstanding and the interest accrued thereon to be due and payable 
immediately, and the same will become due and payable subject to the right of the holders of the majority 
in principal amount of the first mortgage bands then outstanding upon certain conditions to rescind and annul 
such declaration. 
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The First Mortgage Indenture further provides that in cases of a completed default the First Mortgage 
Trustee to the extent pemiitted by law (i) may enter possession, (ii) may, if requested so to do by the holders 
of a majority of the first mortgage bonds then outstanding, sell the mortgaged and pledged property, (iii) may 
cause the First Mortgage Indenture to be foreclosed, (iv) may proceed to protect and enforce the rights of 
the First Mortgage Trustee and the bondholders, (v) will be entitled to the appointment of a receiver arid (vi) 
may sue for principal amount and interest due on the first mortgage bonds as trustee of an express trust. 

The First Mortgage Indenture provides in substance that no holder of any first mortgage bond will 
have any right to institute any suit, action or proceeding in equity or at law for the foreclosure of the First 
Mortgage Indenture or for the appointment of a receiver or for any other remedy thereunder unless such 
holder has previously given to the First Mortgage Trustee written notice of default, nor unless also the 

I holders of 25% in principal amount of the first mortgage bonds then outstanding thereunder have made 
written request to the First Mortgage Trustee to exercise the powers granted by the First Mortgage Indenture, 
but the right of action of holders of first mortgage bonds to enforce payment of the principal or interest may 
not be impaired, 

The First Mortgage Indenture requires the First Mortgage Trustee to exercise in the case of a 
completed default such of the rights and powers vested in it by the First Mortgage Indenture, and to use the 
same degree of care and skill in their exercise as a prudent man would exercise or use under the 
circumstances in the conduct of his own affairs, 

As a condition precedent to certain actions by the First Mortgage Trustee in the enforcement of the 
Iien of the First Mortgage Indenture and institution of action on the first mortgage bonds, the First Mortgage 
Trustee may require adequate indemnity against cost, expenses and liabilities to be incurred thereby. 

' 

Miscellaneous 

Whenever all indebtedness secured thereby has been paid, including all proper charges of the First 
Mortgage Trustee thereunder, the First Mortgage Trustee will, upon request of the Company, cancel and 
discharge tlie Iien of the First Mortgage Indenture and execute arid deliver to the Company such deeds and 
instruments as will be requisite to satisfy said lien and reconvey and transfer to The Company the mortgaged 
and pledged property. The Company is also required to furnish to the First Mortgage Trustee officers' 
certificates, certificates of an engineer, appraiser, or other expert and, in certain cases, accountant's 
certificates in connection with the authentication of first mortgage bonds, the release or release and 
substitution of property, compliance with all conditions and covenants under the First Mortgage Indenture, 
and certain other matters, and opinions of counsel as to the lien of the First Mortgage Indenture and certain 
other matters. 

THX INDENTURE 

The following, in addition to the yrovisioiis coatairzed elsewhere in this Official Statemerit, is a brief 
description of certaiir provisions of the Iitderitttre. Reference is made to the Itiden ture for the detailed 
provisions thereof: 

Security 

Pursuant to the Indenture, the Issuer will assign and pledge to the Trustee its interest in and to the 
Loan Agreement, including payments and other amounts due the Issuer thereunder, together with all moneys, 
propel9 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.) The 2000 Bonds will be fbrther secured by the 
First Mattgage Bonds delivered to the Trustee (see "THE LOAN AGREEMENT -.. Issuance and Delivery 
of First Mortgage Bonds"). The First Mortgage Bonds will be registered in the name of the Trustee and will 
be nontransferable, except to effect a transfer to any successor trustee. The 2000 Bonds will not be directly 
secured by the Project (although the Project is subject to the lien of the First Mortgage Indenture), 
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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 2000 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 the 
Indenture (the "Bond Fund") and will be maintained in trust by the Trustee. Moneys in the Bond Fund will 
be used solely for the payment of the principal of, premium, if any, and interest on the 2000 Bonds, for the 
redemption of 2000 Bonds prior to maturity and for the payment of the reasonable and necessary fees and 
expenses to which the Trustee, Paying Agent and the Issuer are entitled pursuant to the Indenture or the Loan 
Agreement. 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. 

The Rebate Fiind 

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 comply with ail 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 Rehate 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 2000 Bonds from gross income for federal income tax purposes. 

Discltzrrge of Indenture 

When all the 2000 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 amounts 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 2000 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 2000 Bonds to the due 
date (whether such date be by reason of maturity or upon redemption) or, in lieu thereof, Governmental 
Obligations shall have been deposited which mature in such amounts and at such times as will provide the 
funds necessary to so pay such 2000 Bonds, and when all reasonable and necessary fees and expenses of the 
Trustee and the Paying Agent have been paid or provided for, 

Surrciider of First Mortgage Bonds 

On the Release Date, the Trustee will deliver to the Company for cancellation all First Mortgage 
Bonds and the Conipany will cause the Trustee to provide notice to all holders of 2000 Bonds of the 
occurrence of the Release Date. As a result, on the Release Date, the First Mortgage Bonds shall cease to 
secure the 2000 Bonds, and the obligations of the Company under the Loan Agreement will become 
unsecured general obligations of the Company. After the Release Date, the Bond Insurance Policy will 
continue to provide security for the 2000 Bonds. 

h addition, upon payment of the principal of, premium, if any, and interest on any of the 2000 Bonds 
which reduces the principal amount of 2000 Bonds outstanding, or upon provision for the payment thereof 
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having been made in accordance with the Indenture (see “Discharge of Indenture” above), First Moitgage 
Bonds in a principal amount equal to the principal amount of the 2000 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 Remedies 

As long as the Boiid Insnrairce Policy is iir $ill force and effect with rmpect to the 2000 Roiids atid 
the Borid Insurer is not in defattil theretinder, tcpoii tlte occtiwence and con fiiiitance of an Eveill of Defaiilt, 
and siibject to certain itidemn$cation provisions, the nolid hrsttrer shall be entitled to cantid arid direct 
the enforcertierrt of all rights atid retnedies grarited io the registered o w e m  or tlte Trustee for the bertejt of 
the registered owtiers irtider the Iiicleritiire irrcltidiitg, withotit li?niiaiio?i, tlie riglit to accelerate tlie principal 
of tlie 2000 Boiids aid the riglit to amid  ariy declaration of acceleratiarr, arid the Bond btsiirer s l i d  also 
be entitled to approve ail waivers of Events ofDefairlt. (See “Aiglits of Boird hisitrer” beloiv). 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) Failure to make payment of any installment of interest 011 any 2000 Bond (i) if such 
2000 Bond bears interest at other than the Long Term Rate, within a period of one Business Day 
from the due date and (ii) if such 2000 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 ally, on any 2000 
Bond, whether at the stated maturity thereof, or upon proceedings for redemption, or upon the 
maturity thereof by decIaration or if payment of the purchase price of any 2000 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 occurred in respect of failure to receive such purchase 
price for any 2000 Bond if the Company shall have made the payment on the next Business Day as 
described in the last paragraph under ”THE 2000 BONDS -- Remarketing and Purchase of 2000 
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 2000 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 being diligently pursued; 

(d) The occurrence of an “event of default“ under the Loan Agreement (see “THE L,OAN 
AGREEMENT -- Events of Default”); 

(e) Written notice from the Bond hisurer to the Ti-ustee that an event of default has occurred 
and is continuing under the Insurance Agreement; or 

(0 AI1 first moi?gage bonds outstanding under the First Mortgage Indenture, if not already 
due, shall have become immediately due and payable, whether by declaration or othenvise, and such 
acceleration shall not have been rescinded by the First Mortgage Ti-ustee. 

Upon the occurrence of an Event of Default under the Indenture, the Trustee may, and upon the 
written request of the registered owners holding not less than 25% in principal aniount of 2000 Bonds then 
outstanding and upon receipt of indemnity satisfactory to it shall: (i) if prior to the Release Date, enforce 
each and every right granted to the Trustee as a holder of the First Mortgage Bonds (see “THE FmST 
MORTGAGE BONDS”), (ii) declare the principal of all 2000 Bonds and interest accrued thereon to be 
immediately due and payable and (iii) declare all payments under the Loan Agreement to be immediately 
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due and payable and enforce each and every other right granted to the Issuer under the Loan Agreement for 
the benefit of the Bondholders. In exercising such rights, the Tiustee shall 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, and interest on the 2000 
Bonds then outstanding and, if prior to the Release Date, may also issue a Redemption Demand for such First 
Mortgage Bonds to the First Mortgage Trustee. 

Prior to the Release Date, if an Event of Default under paragraph (4 above shall occur and be 
continuing, the Trustee may, and upon the written request of the registered owners holding not less than 25% 
in principal amount of all 2000 Bonds then outstanding and upon receipt of indemnity satisfactory to it shall, 
exercise such rights as it shall possess under the First Mortgage Indenture 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 
interest on the 2000 Bonds shall be deemed to be paid solely to the extent of the moneys realized on the First 
Moilgage Bonds and any other moneys realized by the Trustee pursuant to any remedy exercised by it. 

If the Trustee recovers any nioneys following an Event of Default, unless the principal of the 2000 
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 the payment of ail interest then due on the 2000 Bonds, and (iii) to the payment of 
principal of lhe 2000 Bonds. If the principal of the 2000 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 on the 2000 Bonds. 

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 ofwhich the Trustee has been notified or is deemed to 
have notice, and registered owners holding not less than 25% in aggregate principal amount of 2000 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 againqt 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 than 25% in aggregate principal amount of all 2000 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 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. 

Waiver of Everits of Default 

As lorig as the Roizcifiisurarrce Policy is in frill fosce and eflect with respect to the 2000 Bonds arid 
the Bod lirstrrer is riot iii defaitlt theseiwdes, ipoit the occiiweiice and coittiiiitarrce of air Eveiii of Defauli, 
mid strbjeci lo cerfnin i?tdi?emiiificaiioii provisions, the Bond Iiwtirer. slinll be erititled. to control aid direct 
the right to n m r l  any declasuiioii of nccelesntioii, arid the Boitd Itisiwer shall also be ailitled to approve all 
waivers of Everits of Defntili. (see “Rights of Boml Iitsiirer” below). 

Except as provided below, the Trustee may in its discretion waive any Event af Default under the 
Indenture and shall do so upon the written request of the registered owners holding a majority in principal 
amount of all 2000 Bonds then outstanding. If, after the principal of all 2000 Bonds then outstanding shall 
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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 installments o f  interest upon all 2000 Bonds 
and the principal of and premium, if any, on any and all 2000 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 2000 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 annulment shall extend to or affect any subsequent Event of Default or impair any 
right or remedy consequent thereori. 

Upon any waiver or rescission as described above or any discontinuance or abandonment of 
proceedings under the Indenture, the Trustee shall immediately rescind in writing any Redemption Demand 
of First Mortgage Bonds previously given to the First Mortgage Trustee. The rescission under the First 
Mortgage Indenture of a declaration that all first mortgage bonds outstanding under the First Mortgage 
Indenture are immediately due and payable shall also constitute a waiver of an Event of Default described 
in paragraph (r) under the subcaption "Defaults and Remedies" above and a waiver and rescission of its 
consequences. 

- 
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Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a registered owner 
to enforce the paytnent of principal of, premium, if any, and interest on the 2000 Bonds after the maturity 
thereof. 

Voting of First Mortgage Bonds Held by Trustee 

The Trustee, as holder of the First Mortgage Bonds, shall attend any meeting of holders af 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 
mortgage bonds outstanding under the First Mortgage Indenture then eligible to vote or consent. 

Notwithstanding the foregoing, the Trustee may not vote the First Mortgage Bonds in favor of, or 
give consent to, any action which, in the Trustee's opinion, would materially adversely affect the First 
Mortgage Bonds in a manlier not generally shared by all other series of first mortgage bonds, except upon 
notifkatioii by the Trustee to the registered owners of all 2000 Bonds then outstanding of such proposal and 
consent thereto of the registered owners of at least 662/3% in principal amount of all 2000 Bonds then 
outstanding. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indenh~res 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 
(he Indenture, (ii) to grant to the Trustee, as may lawfilly be granted, additional rights for the benefit of the 
Bondholders, (iii) to sihject 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 lights reserved 
to the Issuer, (vi) to make any modification or change to the Indenture which, in the sole judgment of lhe 
Trustee, does not adversely affect the Timtee 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 amendments would not adversely affect the exclusion of the interest on the 2000 Bonds horn 
gross income for federal income tax purposes, (viii) to make any modification or change to the Indenture 
necessaIy to provide liquidity or credit support for the 2000 Bonds, or (ix) to permit the issuance of the 2000 
Bonds in other than book-entiy-only form or to provide changes to or for the book-entry system. 
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Exclusive of suppletnental indentures for the purposes set forth in the preceding paragraph, the 
consent of registered owners holding a majority in principal amount of all 2000 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 2000 Bonds then outstanding, (i) an extension of the 
maturity of the principal of or the interest on any 2000 Bond issued under the Indenture or a reduction in the 
principal amount of any 2000 Bond or the rate of interest or time of redemption or redemption premium 
thereon, (ii) a privilege or priority of any 2000 Bond or 2000 Bonds over any other 2000 Bond or 2000 
Bonds, (iii) a reduction in the principal amount of the 2000 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 o€ the registered owners of the 2000 Bonds, the 'I'nistee, 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 following the mailing of such notice, the registered owners 
holding the requisite amount of the 2000 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 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 4:30 p.m., 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. 

Rights of Bond Insurer 

The Indenture grants certain rights to the Bond Insurer. In addition to those rights, the Bond Insurer 
shall, to the extent it makes payment of principal of or interest on the 2000 Bonds, become subrogated to the 
rights of the recipients of such payments in accordance with the terms of the Bond Insurance Policy. If an 
Event of Default occurs, the Bond Insurer shall have the right to institute any suit, action or proceeding at 
law or in eqnity under the same terms 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, the Bond Insurer is explicitly recognized under the Indenture 
as being a third-party beneficiary thereof and may enforce any such right, retnecly or claim conferred, given 
or granted thereunder. 

As long as the Bond Insurance Policy is in fulI force and effect with respect to the 2000 Bonds and 
the Bond Insurer is not in default thereunder: (a) aiiy provision of the Indenture expressly recognizing or 
granting rights in or to the Bond Insurer may not be amended in any manner which affects the rights of the 
Bond Insurer thereunder without the prior written consent of the Bond Insurer; (b) any action under the 
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 and continuance of an 
Event of Default, and subject to certain indemnification provisions, the Bond Insurer shall be entitled to 
control and 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 Indenture including, without limitation, (i) the right to 
accelerate the principal of the 2000 Bonds and (ii) the right to annul any declaration of acceleration, and 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 and notification of any failure to provide any such document as required by the Indenture 
or the Agreement. 
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Notwithstanding anything in the Indenture or the Loan Agreement to the contrary, in the event that 
the principal or interest due on the 2000 Bonds shall be paid by the Bond Insurer pursuant to the Bond 
Insurance Policy, the 2000 Bonds shall remain 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 Loan Agreement and all covenants, agreements and other 
obligations of the Issuer to the 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. 

ENJ?ORCEABXLITY OF RELMEDIES 

The remedies available to the Trustee, the Issuer and the owners upon an event of default under the 
Loan Agreement, the Indenture or the First Mortgage Indenture are in many respects dependent upon judicial 
actions which are often subject to discretion and delay. TJnder existing constitutional and statutory law and 
judicial decisions, the remedies specified by the Loan Agreement, the Indenture and the First Mortgage 
Indenture may not be readily available or may be limited. The various legal opinions to be delivered 
concurrently with the delivery of the 2000 Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, insolvency, 
moratorium or other similar laws affecting the rights of creditors generally, 
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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 the 2000 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 froin gross 
income with respect to any 2000 Bond during any period in which it is held by a "substantial user'' or a 
"related person" as such terms are used in Section 147(a) of the Code. Interest on the 2000 Bonds will be 
an item of tax preference in determining alternative minimum taxable income for individuals and 
corporations under the Code. It is Bond Counsel's fw-ther opinion that, subject to the assumptions stated in 
the preceding sentence, (i} interest on the 2000 Bonds will be excluded from gross income of the owners 
thereof for Kentucky income tax purposes and (ii) the 2000 Bonds will be exempt fiom all ad valorem taxes 
in Kentucky. 

The opinion of Bond Counsel assumes and is conditioned on the payment and discharge of all of the 
Prior Bonds on or before the 90th day following the date of issuance of the 2000 Bonds. The Company has 
agreed (i) to apply all of the proceeds of the 2000 Bands to the payment and discharge of the Prior Bonds 
within 90 days following the date of issuance of the 2000 Bonds, (ii) to provide additional funds necessary, 
on or prior to a day within 90 days following the date of issuance of the 2000 Bonds, to defease and 
discharge the Prior Bonds on such day and (jii) to give irrevocable inshuctions on the date of issuance of the 
2000 Bonds to the trustees in respect of the Prior Bonds directing the redemption of the Prior Bonds. 

The opinion of Band Counsel as to the excludability of interest from gross income for federal income 
tax purposes will be based upon and will assume the accuracy of certain representations and compliance by 
the Company with certain covenants set forth in the proceedings authorizing the 2000 Bonds which are 
intended to assure that the 2000 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 o f  such opinion. Bond Counsel 
will 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 2000 Bonds, such 
representations must be accutate and such covenants must contiiiue to be complied with in order that interest 
on the 2000 Bonds be and remain excludable from gross income of the recipients thereoE fos federal income 
tax purposes under existing law, Bond Counsel will express no opinion (i} regarding the exclusion of 
interest on any 2000 Bond from gross inconie 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 thaii Bond Counsel) is taken which adversely affects the tax fxeatment of the 2000 Bonds or 
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(ii) as to the treatment for purposes of federal income taxation of interest on the 2000 Bonds upon a 
Determination of Taxability. 

The Code prescribes a number of quaIifications 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 Issuer to the federal government, require 
future or continued compliance after issuance of the 2000 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 2000 Bonds could cause the interest on the 2000 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 will each covenant to take all actions 
required af each to assure that the interest on the 2000 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 2000 Bonds from gross income 
for federal income tax purposes and federal tax treatment of interest on the 2000 Bonds will be subject to 
the following exceptions and qualifications: 

(a) 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 which engages in a 
United States trade or business. Interest on the 2000 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 
2000 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 will express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the 2000 Bonds. 

Owners of the Bonds should be aware that the ownership of the 2000 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 2000 Bonds, acquired after August 7, 1986. @or 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 canying certain tax-exempt 
obligations, such as the 2000 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 cairy the 2000 Bonds. The Code also provides, 
with respect to individuals, that interest on tax-exempt obligations, including the 2000 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 2000 Bonds will be taken into account in the calculation of disqualified income. 
Prospective purchasers of the 2000 Bonds should consult their own tax advisors regarding such matters and 
any other tax consequences of holding the 2000 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 market value of the 
2000 Bonds. It cannot be predicted whether or in what fonn any such pxoposal might be enacted or whether, 
if enacted, it would apply to obligations (such as the 2000 Bonds) issued prior to enactment. 
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A draft of the opinion of Bond Counsel relating to the 2000 Bonds in substantially the form in which 
it is expected to be delivered on the date of issuance of the 2000 Bonds is attached as APPENDIX CJ. 

LEGAL MATTERS 

Certain legal matters incident to the authorization, issuance and sale by theIssuers of the 2000 Bonds 
are subject to the approving opinions of Bond Counsel. Certain legal matters will be passed upon for the 
Issuer by its County Attorney. Certain legal matters will be passed upon for the Company by Gardner Carton 
& Douglas, Chicago, Illinois, arid John R. McCall, Esq., Executive Vice President, General Counsel and 
Corporate Secretary for the Company. Certain legal matters will be passed upon for the Undenwiters by 
their counsel, Jones, Day, Reavis 62 rogue, Chicago, Illinois. 

RATINGS 

It is expected that Standard &Poor's will assign the 2000 Bonds a rating of "AAA" and Moody's will 
assign the 2000 Bonds a rating of i'Aaa" on the basis of the Bond Insurance Policy. Any desired further 
explanation of the significance of these ratings should be obtained from Moody's or Standard & Poor's, 
respectively. The Company has furnished the Bond Insurer and Standard & Poor's and Moody's with certain 
information and materials respecting the 2000 Bonds and the Company. Generally, rating agencies base their 
ratings on the information and materials so furnished to them and on their own investigations, studies and 
assumptions. There is no assurance that such ratings wiil continue for any given period of time or that it will 
not be lowered or withdrawn entirely if, in the judgment af the rating agency, circumstances so warrant. Any 
such change in or withdrawal of such ratings could have an adverse effect 011 the market price of the 2000 
Bonds, The Company has not applied for a rating with respect to the 2000 Bonds front any other credit 
rating agency. 
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UNDERWRITING 

J.P. Morgan & Co. Incorporated and Goldman, Saclis & Co. (the "Undenvriters") have agreed to 
purchase the 2000 Bonds fi-om the Issuer at the public offering price set forth on the cover page of this 
Official Statement. The Undenvriters are committed to purchase all the 2000 Bonds if any 2000 Bonds are 
purchased, In connection with the underwriting of the 2000 Bonds, the Undermiters will be paid by the 
Company fees in the amount of $416,675. Also, the Underwriters will receive from the Company 
reimbursement for certain out-of-pocket expenses. 

In connection with the offering of the 2000 Bonds, the Underwriters 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 the ordinary course of their business, the Underwriters and certain of their affiliates have in the 
past and may in the future engage in investment and commercial banking fransactions with the Company, 
including the provision of ceitoin advisory services to the Company. 

CONTLNlJJNG DISCLOSURE 

Because the 2000 Bonds will be special 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 
has no continuing obligations thereunder. Accordingly, the Issuer will not provide any continuing disclosure 
information with respect to the 2000 Bonds or the Issuer. 

In order to enable the Undenwiters to comply with the requirements of the Rule, the Company will 
covenant in a continuing disclosure undertaking agreement delivered to the Trustee for the benefit of the 
holders of the 2000 Bonds (the "Continuing Disclosure Agreement") to provide certain continuing disclosure 



for the benefit of the holders of the 2000 Bonds. Under its Continuing Disclosure Agreement, the Company 
will covenant to take the following actions: 

(a) The Company will file with the SEC, with respect to each fiscal year ending after 
January 1,2000, a report on Forni 10-K required under Section 13 or 15(d) of the Exchange Act, 
including any successor provisions thereto (the "Form 10-K"), not later than the date required 
thereunder, and shall provide to each nationally recognized municipal securities information 
repository ("NRMSIR"), recognized by the SEC pursuant to the Rule, and the state information 
depository, if any, of the Commonwealth of Kentucky (a "SID" and, together with the NRMSTR, a 
"Repository") recognized by the SEC either (i) a copy of such Form 10-IS within 10 days thereof or 
(ii) notice on an annual basis that the Form f 0-K constitutes the annual financial information with 
respect to the Company required under the Rule. 

In the event that the Company is not required to file a Form 10-K under the Exchange Act 
at any time during the term of the Continuing Disclosure Agreement, then for any year for which 
a Form 10-K is not filed, the Company will provide to each Repository (1) annua1 financial 
information o f  the type set forth in Appendix A to this Official Statement (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 Repository notice of the 
occurrence of any of the following events (if applicable) with respect to the 2000 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 2000 Bonds; (vii) modifications to rights of the holders of the 2000 Bonds; (viii) the 
giving of notice of optional or unscheduled redemption of any 2000 Bonds; (ix) defeasance of the 
2000 Bonds or any portion thereof; (x) release, substitution, or sale of property securing repayment 
of the 2000 Bonds; and (xi) rating changes with respect to the 2000 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 paragraph (a) above by the due 
date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall agree to any 
amendment 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 circunistances that arises from a change in legal 
requirements, change in law, or change in the nature or status of the Company with respect to the 2000 Bonds 
or the type oibusiness 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 2000 
Bonds, aRer taking into account any amendments to the Rule as well as any change in circumstances, and 
the amendment or waiver does not materially impair the interests of the holders of the 2000 Bonds to which 
such undertaking relates, in the opinion of the Tiustee 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 amount of the outstanding 2000 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 2000 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 Tndenhtre, the Loan Agreement or the 2000 Bonds. 
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This Official Statement has been duly approved, executed and delivered by the County 
JudgeExecutive of the Issuer, on behalf of the Issuer, However, the Issuer has or assumes no responsibility 
as to the accuracy or completeness of any of the information in this Official Statement except for information 
furnished by the Issuer under the caption "THE ISSUER." 

COUNTY OF TRIMBLE, KENTUCKY 

By: 
County JudgeExecutive 

43 



[This page intentionally left blank] 



APPENDIX A 

THE COMPANY 

Louisville Gas and ElectTic Company (“LG&E”) is a subsidiary of LG&E Energy Corp. (“LG&E 
Energy”), a diversified energy-services holding company headquartered in Louisville, Kentucky. 

On February 28,2000, LG&E Energy announced that its Board of Directors accepted an offer to 
be acquired by merger by Powergen plc €or cash of approximately $3.2 billion or $24.85 per share and the 
assumption of $2.2 billion of LG&E Energy’s debt. Pursuant to the acquisition agreement, among other 
things, LG&E Energy will become a wholly owned subsidiary of Powergen and its U.S. headquarters. 
LG&E will continue its separate identity and serve customers in Kentucky under its present name. The 
preferred stock and debt securities of LG&E will not he affected by the merger transaction. d 

- 
The acquisition is expected to close by the end of 2000, shortly after all of the conditions to 

consummation of the acquisition are met. Those conditions include the receipt of all necessary 
governmental approvals and the making of all necessary governmental filings. LG&E Energy has 
received the necessary approvals of various regulators in Kentucky and Virginia under state utility Iaws, 
the approval of the Federal Energy Regulatory Commission under the Federal Power Act, and the 
termination of the applicable waiting periods under the Hart-Scott-Rodino Antitrust Improvements Act of 
1976, as amended. LG&E Energy, however, is still awaiting approval of the SEC under the Public Utility 
Holding Company Act of 1935. Following completion of the transaction, Powergen is expected to 
register as a holding company under the Public Utility Holding Company Act o f  1935 and, accordingly, 
LG&E will become a subsidiary of a registered holding company. The foregoing description of the 
acquisition does not purport to be complete and is qualified in its entirety by reference to LG&E Energy’s 
current report on Form 8 4 ,  filed February 29, 2000, with the SEC, which is incorporated herein by 
reference. 
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As a regulated public utility, LG&E provides electric services to approximately 366,000 
customers and natural gas to approximately 295,000 customers in Louisville and adjacent areas in 
Rentucky. LG&E’s service territory covers approximately 700 square miles in 17 counties and has an 
estimated population of 1,000,000. Included in this area is the Fort Knox Military Reservation to which 
LG&E transports gas and provides electric service, but which maintains its own distribution systems. 

For the year ended December 3 1, 1999, approximately 82% of LG&E’s total operating revenues 
was derived fiom its electric operations and the balance From its gas operations. Over 90% of LG&E’s 
present electric generating capacity is coal-fired, the remainder being made up by a hydroelectric power 
plant and combustion turbine peaking units fueled primarily by natural gas. LG&E does not have any 
nuclear generating stations and has no plans to build any in the foreseeable future. 

In October 1998, LG&E filed an application with the Kentucky Public Service Commission for 
approval of a new method of determining electric rates that sought to provide financial incentives for 
LG&E to further reduce customers’ rates. The proposed ratemaking method, known as performance- 
based rafemaking or PBR, included financial incentives for LG&E to reduce fuel costs and increase 
generating efficiency, and to share any resulting savings with customers. Additionally, the PBR proposal 
provided for financial penalties and rewards to assure continued high quality service and reliability. 
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In April 1999, the Kentucky Commission issued initial orders implementing the amended PBR 
plan, effective July 1999, and subject to modification. The Kentucky Commission also consolidated into 
the continuing PBR proceedings an earlier request from industrial customers for significant reductions in 
electric rates. 

In January 2000, the Kentucky Commission ruled that LG&E should reduce base rates by $27.2 
million, effective with bills rendered beginning March 1, 2000. The Kentucky Commission eliminated 
LG&E’s proposal to operate under its PBR plan and reinstated the fuel adjustment clause mechanism 
effective March 1, 2000. The Kentucky Commission offered LG&E the opportunity to operate under an 
earnings sharing mechanism or ESM for the next three years, Under this mechanism, incremental annual 
earnings for I,G&E resulting in a rate of return either above or below a range of 10.5% to 12.5% would be 
shared 60% with shareholders and 40% with ratepayers. 

Later in January 2000, LG&E filed a motion for correction to the January 2000 order for 
computational and other errors which produced overstatements in the base rate reductions to LG&E of 
$1.1 million. In February 2000, LG&E accepted the Kentucky Commission’s proposed ESM and filed an 
ESM tariff which contained detailed provisions for operation of the ESM rates. In June 2000, the 
Kentucky Comniission issued an order relating to LG&E’s motion for correction. The Kentucky 
Commission allowed approximately $900,000 of the $1.1 million in changes requested by LG&E, thereby 
decreasing the base rate reduction from $27.2 million to $26.3 million. 

On March 30,2000, LG&E filed an application with the Kentucky Camrnission for approval to 
increase its natural gas rates by approximately $27.9 million. The new rates are expected to take effect on 
or about October 1,2000. Management, however, cannot predict the finaI outcome of these matters 
before the Kentucky Commission or the timing in which resolution of these maters will ultimately be 
reached. 

LG&E’s executive offices are located at 220 West Main Street, P.O. Box 32010, Louisville, 
Kentucky 40232, telephone: (502) 627-2000. 
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Selected Financial Data 

(Dollars iil tiiousands) 

Year Ended 
December 3 I, 12 Months Ended 

Marcb 3 1,2000 
(trnauditedj - 1998 7 I997 

Income S ta ternent Information: 
Operating Revenues.. ............... $991,273 $968,249 $850,056 $845,543 
Net Income .............................. 104,776 106,270 78,120 113,273 
Ratio of Earnings to 

d - 
L! Fixed Charges (1) ................ 4 . 9 8 ~  5 . 1 8 ~  4.36x 5 . 3 8 ~  ’1 

% of 
March 3 1.2000 Capitalization 

Capitalization: 
Long-Term Debt and Notes Payable 
(including current portion). .............. $ 738,591 48.7% 
Preferred Stock 95,140 6.3 
Common Stock Equity ......................... 683,037 - 45.0 

..................................... 

10QS% - ......................... TotaI Capitalization $1.5 16,768 

(I )  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. 

Recent Finsliicial Results 

For the six months ended June 30, 2000, LG&E’s operating revenues and net income were 
$459,374,000 and $42,948,000, respectively, compared to $440,7 17,000 and $38,780,000 for the same 
period in 1999. Results for 2000 reflect lower operation and maintenance expense offset by the retail rate 
reductions described above. 

Available Informatioli 

LG&E is subject to the information requirements of the Securities Exchange Act of 1934 and, 
accordingly, files reports, proxy statements and other infomation with the Securities and Exchange 
Commission (the “SEC’). Such reports, proxy statements and other information, as well as reports, proxy 
statements and other information regarding LG&E Energy, 011 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; 14th FIoor, 500 West Madison Street, Chicago, Illinois 60661; and Seven World Trade Center, 
New York, New York 10048; and copies of such material can be obtained from the Public Reference 
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Section of the SEC at its principal office at 450 Fifth Street, N.W., Washington, DC 20549 at prescribed 
rates or from the SEC's Web Site (http:fl\lnvw.sec.gov.). 

Documeuts Incorporated By Reference 

The following documents, as filed by L,G&E with the SEC, are incorporated herein by reference: 

1. Form 10-R Annual Report of LG&E for the year ended December 3 1,1999; 

2. Form 10-Q Quarterly Report of LG&E for the quarter ended March 3 I ,  2000; and 

3. Form 8-K Current Report of LG&E filed with the SEC on January 25,2000. 

All documents filed by LO&E with the SEC pursuant to Section 13(a), 13(c), 14 or 15(d) of the 
Securities Exchange Act of 1934 subsequent to the date of this Official Statement and prior to the 
termination of the offering of the 2000 Bonds shall be deemed to be incorporated by reference in this 
Appendix and to be made a part hereof from their respective dates of filing. Any statement contained in a 
document incorporated or deemed to be incorporated by reference in this Official 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 be incorporated by reference in this Official Statement modifies or supersedes such statement. 
Any statement so modified or superseded shall not be deemed, except as so modified or superseded, to 
constitute a past of this Official Statement. 

LG&E hereby undertakes to provide without charge to each person. (including any 
beneficial owner) to whom a copy of this Official Statement has been delivered, on the written or 
oral request of any such person, a copy of any or  ail of the documents referred to above which have 
been or may be iworporated in this Official Statement by reference, other than certain exhibits to 
such documents, Requests for such copies should be directed to Dan Arbough, Louisville Gas and 
Electric Company, 220 West Main Street, P.0, Box 32010, Louisville, Kentucky 40232, telephone: 
(502) 627-2000. 
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APPENDIX B 

DUTCH AUCTION PROCEDURJ3S 

The following is a summary of definitions of certain terms relating to the Dutch Auction Procedures: 

"Agent Mentlter." shall mean a member of, or participant in, DTC. 

"Applicable Pei.cenfage" shall mean, on any date of determination, the percentage of the Index (in 
effect on such Auction Date) detemined in accordance with the Indenture, based on the Prevailing Rating 
of the 2000 Bonds in effect at the close of business on the Business Day immediately preceding such Auction 
Date: 

Prevailine Rating 
Applicable 
Perceiitaye 

IjAA/Aaa .................... 125% 
AAlAa . . . . . . . . . . . . . . . . . . . . . .  150% 
M A . .  . . . . . . . . . . . . . . . . . . . . . . .  200% 
BBBBaa . . . . . . . . . . . . . . . . . . . .  250% 
Below BBBBaa . . . . . . . . . . . . . . .  275% 

I'AiiciioiP shall mean each periodic implementation of the Dutch Auction Procedures. 

"Airctiori Ageitf Agreeme~tr" shall mean the Auction Agent Agreement dated as of August 1,2000 
between the Company and the Auction Agent as amended and supplemented from time to time. 

"Auctiorr Ageiii" shall mean the auction agent appointed in accordance with the Indenture. 

'%ittctioir Date" means during any period in which the Auction procedures described in this 
Appendix B are not suspended in accordance with the provisions of the Indenture, (i) if the 2000 Bonds are 
in a daily Auction Period, each Business Day, and (ii) if the 2000 Bonds are in any other Auction Period, the 
Business Day next preceding each Interest Payment Date for such 2000 Bonds (whether or not an Auction 
will be conducted on such date); provided, however, that the last Auction Date with respect to the 2000 
Bonds in an Auction Period other 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 for the 2000 Bonds and (b) the 
Business Day next preceding the Interest Payment Date next preceding the final maturity date for the 2000 
Bonds; and provided, further, that if the 2000 Bonds are in a daily Auction Period, the last Auction Date will 
be the earlier of (x) the Business Day next preceding the Conversion Date for the 2000 Bonds and (y) the 
Business Day next preceding the final maturity date for the 2000 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 Auction Period and one for the first Auction Period following the conversion. The first Auction 
Date for the 2000 Bonds is September 12,2000. 

"Aticliorr Period" shall mean, (i) with respect to 2000 Bonds in a daily mode, a period beginning on 
each Business Day and extending to but not including the next succeeding Business Day, (ii) with respect 
to 2000 Bonds in a seven-day mode, a period of generalIy seven 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 Tuesday thereafter (unless such Tuesday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day), (iii) with respect to 2000 Bonds in a 28-day 
mode, a period o f  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 
thereafter (unless such Tuesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), (iv) with respect to 2000 Bands in a 35-day mode, a period of 
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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 thereafter (unless 
such Tuesday is not followed by a Business Day, in which case on the next succeeding day which is followed 
by a Business Day), (v) with respect to 2000 Bonds in a three-month mode, a period of generalIy three 
months (or shorter period upon a conversion fiom 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 the third calendar 
month following the beginning date of such Auction Period, and (vi) with respect to 2000 Bonds in a 
semiannual mode, 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 prior Auction Period and ending on the 
next succeeding February 1 or August 1; provided. however, that if there is a conversion of 2000 Bonds from 
a daily Auction Period to a seven-day Auction Period, the next Auction Period will begin on the date of the 
conversion (i.e. the Interest Payment Date for the prior Auction Period) and will end on the next succeeding 
Tuesday (unless such Tuesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), if there is a convetsion fiom a daily Auction Period to a 28-day 
Auction Period, the next Auction Period will begin on the date of the conversion (Le. the Interest Payment 
Date for the prior Auction Period) and will end on the Tuesday (unless such Tuesday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business Day) which is more 
than 21 days but not more than 28 days from such date of conversion, and, if there is a conversion from a 
daily Auction Period to a 35-day Auction Period, the next Auction Period will begin on the date of the 
conversion (i.e. the Interest Payment Date for the prior Auction Period) and will end on the Tuesday (unless 
such Tuesday is not followed by a Business Day, in 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 such date of conversion. 

"Available Airctiaii Bonds" shall have the meaning set forth below under "Determination of 
Sufficient Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

"Bid" shall have the meaning set forth below under "Orders by Existing Holders and Potential 
Holders." 

"Bidder." shall have the meaning set forth below under "Orders by Existing Holders and Potential 
Holders." 

"Broker-Dealer." shall mean any entity pesmitted by law to perfoini the futictions required of a 
Broker-Dealer set forth in the Dutch Auction Procedures (i) that is an Agent Member (or an affiliate of an 
Agent Member), (ii) that has been selected by the Company with the consent of the Auction Agent, and (iii) 
that has entered into a Broker-Dealer Agreement with the Auction Agent that remains effective. 

"Broker-Dealer Agi4eemertt" shall mean each agreement between a Broker-Dealer and 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. 

"Conotiercial Paper.Dealer" shall mean J.P. Morgan & Co. Incorporated and Goldman, Sachs & Co., 
or, in lieu of any thereof, their respective affiliates or successors which are commercial paper dealers or such 
other commercial paper dealers as may be selected fi-onz time to time by the Paying Agent, at the direction 
of the Company. 

"DTC" shall mean The Depository Tr-ust Company, New York, New York, its successors and their 
assigns or if The Depository Trust Company or its successor or assign resigns from its functions as 
depository for the 2000 Bonds, any other securities depository which agrees to follow the procedures 
required to be followed by a securities depository in connection with the 2000 Bonds and which is selected 
by the Issuer, at the direction of the Company, with the consent of the Market Agent. 

"Dutch Auction Pracediira" shall mean the procedures set forth in this Appendix 3. 



"Diffch AuCliOJl Rnte" shall mean the interest rate to be determined for the 2000 Bonds pursuant to 
the Dutch Auction Procedures. 

"Dulclz Aucfioir Rate Period' shall mean each period durjng which the 2000 Bonds bear interest at 
a Dutch Auction Rate. 

"Eveirl ofDefauiP shall mean any of the events set forth in the body of this Official Statement under 
the caption "THE INDENTURE -- Defaults." 

"Existing Holder" shall mean, for purposes of each Auction, a person who is listed as the beneficial 
owner of 2000 Bonds in the records of the Auction Agent as of the Regular Record Date in respect of the 
last Interest Payment Date for the Auction Period then ending. 

"Failwe to Deposit" 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 preceding each Interest Payment Date in funds available 
on the next Business Day in the City of New York for the payment of principal of and interest on the 2000 
Bonds, or (ii) no later than 12:OO noon (New York City time) on the second Business Day preceding each 
redemption date in hinds available on the next Business Day in the City of New York for the redemption of 
any 2000 Bonds. 

"Hold Order" shall have the meaning set forth below under "Orders by Existing Holders and 
Potential Holders," 

"Zdex" shall mean on any Auction Date (i) with respect to 2000 Bonds in any Auction Period of 40 
days or less, the Seven-Day "AA" Composite Commercial Paper Rate on such date, (ii) with respect to 2000 
Bonds in any Auction Period greater than 40 days but less than 95 days, the Three-Month Treaswy Bill Rate, 
as last published in The Wall Street Joztritai, and (iii) with respect to 2000 Bonds in any Auction Period 
greater than 95 days, the rate on United States Treasury Securities having a maturity which most closely 
approximates the length of the Auction Period, as last published in i'?ie Wall Street Jotimal. Tf 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. 

"Mcrrkef Agetit" shall mean the market agent appointed in accordance with the Indenture and its 
successors and their assigns. 

"Maxinirrm Dtticlz Auction Rate" shall mean on any date of determination, the Iesser of (i) the product 
of the Index multiplied by the Applicable Percentage or (ii) 14%. 

"Miiiirmott Dztfclt Aucfion Rate" shall mean on any date of determination the interest rate per annum 
equal to the lesser of (i) 14% or (ii) 45% of the Index on such date. 

"No Airctioiz Rate" means, as of  any Auction Date, the lesser of the Maximum Rate and the rate 
determined by multiplying the Percentage of Index set forth below, based on the Prevailing Rating of the 
2000 Bonds in effect at the close of business on the Business Day immediately preceding such Auction Date, 
by the Index: 
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Frevailinv Rating 
Percentage 

of Index 

M A a a  .................... 65% 
AMAa ...................... 70% 
MA . . . . . . . . . . . . . . . . . . . . . . . . .  85% 
BBBDaa .................... 100% 
Below BBBBaa 125% 

provided, however that in no event will the No Auction Rate exceed the Maximum Dutch Auction Rate. 

"Urder" shall have the meaning set forth below under "Orders by Existing Holders and Potential 
Holders." 

"Overdue Rafe" shall mean, on any date of determination, the lesser of (i) 14% and (ii) the 
Applicable Percentage (determined as if the 2000 Bonds had a prevailing rating of Below BBBBaa) of the 
Index on such date, 

".Poteiztial Holder" shall mean any person, including any Existing Holder, who may be interested 
in acquising the beneficial ownership of 2000 Bonds during a Dutch Auction Rate Period or, in the case of 
an Existing Holder thereof, the beneficial ownership of an additional principal amount of 2000 Bonds during 
a Dutch Auction Rate Period. 

"Prevailing Ratiitg" means (a) AANAaa, if the 2000 Bonds will have a rating of AAA or better by 
S&P and a rating of Aaa os better by Moody's, (b) if not M A a a ,  AAlAa if the 2000 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 AA/Aa, M A  
if the 2000 Bonds will have a rating of A- or better by S&P and a rating of A3 or better by Moody's, and (d) 
if not AAAfAaa, AMAa or NA, then below MA, whether or not the 2000 Bonds are rated by any securities 
rating agency. For purposes 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 os if any successor thereto appointed in accordance with the 
definitions thereof will use different rating categories. If the 2000 Bonds are not rated by a Rating Agency, 
the requirement of a sating by such Rating Agency will be disregarded. If the ratings for the 2000 Bonds are 
split between two of the foregoing categoiies, the lower rating will determine the Pxevailing Rating. If there 
is no rating, then the Dutch Auction Rate wit1 be the Maximum Dutch Auction Rate. 

"Sefl Order" shall have the meaning set forth below under "Orders by Existing Holders and Potential 
Holders." 

"Seven-Day %A' Composite Commercial Paper Rate" on any date of determination, means the 
interest equivalent of the seven-day rate on commercial paper placed on behalf of issuers whose corporate 
bonds are rated AA by S&P, or the equivalent of such rating by S&P, as made available on a discount basis 
or otheiivise by the Federal Reserve Bank of New York for the Business Day immediately preceding such 
date of determination, or if the Federal Resesve Bank of New York does not make available any such rate, 
then the arithmetic average of such rates, as quoted on a discount basis os otherwise, by the Commercial 
Paper Dealer, to the Auction Agent for the close of business on the Business Day immediately preceding 
such date of determination. 

For purposes of this definition, the "interest equivalent" means the equivalent yield on a 360-day 
basis of a discount-basis security to an interest-bearing security. If any Commercial Paper Dealer does not 
quote a commercial paper rate required to determine the Seven-Day "AA" Composite Commercial Paper 
Rate, the Seven-Day "AA" Composite Commercial Paper Rate shall be determined on the basis of the 
quotation or quotations hiiished by the remaining Commercial Paper Deaier or Commercial Paper Dealers 
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and any Substitute Commercial Paper Dealer not included within the definition of Commercial Paper Dealer 
above, or, if there are no Substitute Commercial Paper Dealers, by the remaining Commercial Paper Dealer 
or Commercial Paper Dealers, 

"Stntidard Aitctiori Period" initially shall mean an Auction Period of 35 days and after the 
establishnieiit of a different period as described below under "Change of Auction Period" shall mean such 
different period. 

"Subnrission Deadlirie" shall mean 1 :00 p.m. (New York City time) on any Auction Date or such 
other time on any Auction Date by which Broker-Dealers are required to submit Orders to the Auction Agent 
as specified by the Auction Agent from time to time. 

"Szrbmitted Bid" shall have the meaning set forth below under "Deteimination of Sufficient Clearing 
Bids, Winning Bid Rate and Dutch Auction Rate." 

"Szibmiited Hoid Order" shall have the meaning set forth below under "Determination of Sufficient, 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

- 
E2 

"Submitted Order" shall have the meaning set forth below under "Determination of Sufficient - - - 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

"Stibmiiied Sell Order." shall have the meaning set forth below under "Determination of Sufficient 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

"Substi&fe Commercial Paper Dealer" shall mean Credit Suisse First Boston Corporation or its 
affiliates or successors if such person is a commercial paper dealer or such other commercial paper dealers 
selected by the Paying Agent (who shall be under no liability for such seiection), at the direction of the 
Company, provided that neither such person nor any of its affiliates or successors shalt be a Commercial 
Paper Dealer. 

"Sufficient Cieariiig Bids" shall have the meaning set forth below under "Determination of Sufficient 
Clearing Bids, the Winning Bid Rate and Dutch Auction Rate." 

If Winning Bid Rafe" shall have the meaning set forth below under "Determination of Sufficient 
Clearing Bids, Winning Bid Rate and Dutch Auction Rate." 

The followirig nre flte pr-ocedwes to be used irz coriduc tirig Dutch Aicctiom. As n sitmmaiy, it does 
iiot purpori io be corilylete mid is qitaI@ed iii iis entirely by refererice to the Dutch Auction Procedims sei 
forth irt the Irideriiiire. 

Aiiction Period -- General 

During any Dutch Auction Rate Peiiod, the 2000 Bonds shall bear interest at the Dutch Auction Rate 
determined as set forth below. The Dutch Auction Rate for any initial Auction Period immediately after 
either any conversion to a Dutch Auction Rate Period or a mandatory purchase of 2000 Bonds pursuant to 
the Indenture shall be the rate of interest per annum determined and certified to the Trustee (with a copy to 
the Bond Regisfiar, Paying Agent and the Company) by the Market Agent on a date not later than the 
effective date of such conversion or the date of such mandatory purchase, as the case may be, as the 
minimum rate 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 market 2000 Bonds in a 
secondary market transaction at a price equal to the principal amount thereof, provided that such interest rate 
shall not exceed 14% per annum. Except for the initial Auction Period, which commences on the date of 
original issuance of the 2000 Bonds, and as otherwise provided in the Indenture for any other Auction Period, 
the Dutch Auction Rate shall be the rate of interest per annum that results from implementation of the Dutch 
Auction Procedures; provided that such interest rate shall not exceed 14% per annum Except as provided 
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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. Determination 
of the Dutch Auction Rate pursuant to the Dutch Auction Procedures shall be suspended upon the occurrence 
of a Failure to Deposit or an Event of Default described under clause (a) or (b) of "THE INDENTURE -- 
Defaults" in the body of this Official Statement. Upon the occurrence of a Failure to Deposit or an Event 
of Default described under clause (a) or (b) of "THE TNDENTURE -- Defaults" in the body of this Official 
Statement, on any Auction Date, no Auction will be held, all Submitted Bids and Submitted Sell Orders shall 
be rejected, the existence of SufEcient 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 commencing 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 two Business Days after the 
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: 

(1) 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 Trustee and the Auction Agent by a certificate of a duly authorized officer of the Bond Insurer 
to such effect delivered to such entity); 

(2) the Bond Insurer shall have delivered to the Auction Agent an instrument, 
satisfactory in form 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 reasonably require and (2) a direction not 
to suspend, or resume, the implementation of the Dutch Auction Procedures, as the case may be; and 

(3) the Auction Agent shall have advised the Trustee that the Auction Agent has been 
directed by the Bond Insurer not to suspend, or to resume, the implementation of the Dutch Auction 
Procedures. 

The Dutch Auction Rate for any Auction Period commencing after certificates representing the 2000 
Bonds have been distributed as described below under "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" 
unless a Failure to Deposit or an Event of Default has occurred and has not been cured or waived, Each 
Auction Period shall be a Standard Auction Period unless a different Auction Period is established and each 
Auction Period which immediately succeeds an Auction Period that is not a Standard Auction Period shall 
be a Standard Auction Period unless a different Auction Period is established as described below under 
"Change of Auction Period." 

The Market Agent shall fiom time to time increase any or all of the percentages set forth in the 
definition of "Applicable Percentage'' or the percentage set foi-th 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 to, preference or 
excise taxes) upon, any interest on a goveinmental obligation the interest on which is excIuded fiom 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 two Business Days prior to the Auction Date on which such 
increase is proposed to be effective to the Trustee, the Auction Agent, the Company and DTC. 
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Change of Auction Period 

During a Dutch Auction Rate Period, the Company may change the Iength of the then applicable 
Auction Period by means of a written notice delivered at least 10 days prior to the Auction Date for such 
Auction Period to the Trustee, 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 such Auction Period will be less than 35 days, such notice shall be effective only 
if it is accompanied by a written statement of the Registrar and Paying Agent, the Tiustee, the Auction Agent 
and DTC to the effect that they are capable of performing their duties under the Indenture and the Auction 
Agent Agreement with respect to such Auction Period, The length of an Auction Period or the Standard 
Auction Period 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) the Tmstee and the Auction Agent receive, by I 1: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 in 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 Periad notice that a Failure to 
Deposit has occurred, and (iii) Sufficient Clearing Bids exist at the Auction on the Auction Date for such 
Auction Period. If the condition referred to in (i) above is not met, the Dutch Auction Rate for the next 
succeeding Auction Period shall be determined pursuant to the Dutch Auction Procedures and the next 
succeeding Auction Period shall be an Auction Period of 35 days. If any of the conditions referred to in (ii) 
or (iii) above is not met, the Dutch Auction Rate for the next succeeding Auction Period shall equal the 
Maximum Dutch Auction Rate as determined as of the Auction Date far an Auction Period of 35 days. 

Orders by Existing Holders alld 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 the remainder of this 
Appendix B prior to the Submission 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 2000 Bonds, if any, held by such Existing Holder 
which such Existing Holder desires to continue to hold without regard to the Dutch Auction 
Rate for the next succeeding Auction Period, provided, however, that the 2000 Bond in the 
principal amount of $35,000 held by J.P. Morgan and Co. Incorporated, as Broker-Dealer, 
shall be deemed to be subject to an Order delivered under this subsection (i)(A) on each 
Auction Date; 

(B) the principal amount of 2000 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 aimurn specified by such Existing Holder; and 

(C) the principal amount of 2000 Bonds, if any, held by such Existing Holder 
which such Existing Bolder offers to sell without regard to the Dutch Auction Rate for the 
next succeeding Auction Period; 

(ii) one or more Broker-Dealers may contact Potential Holders to determine the 
principal amount of 2000 Bonds which each such Potentia1 Holder offers to purchase if the Dutch 
Auction Rate for the next succeeding Auction Period shall not be less than the interest rate per 
annum specified by such Potential Holder. 
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For the purposes of the Dutch Auction Procedures, the communication to a Broker-Dealer of information 
referred to in clause (i)(A), (i)(B) or (i)(C) or clause (ii) above is hereinafter referred to as an "Order" and 
each Existing Holder and Potential Holder placing an Order is hereinafler referred to as a "Bidder"; an Order 
containing the information referred to in clause (i)(A) above is hereinafter referred to as a "Hold Order"; an 
Order containing the information 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 hereinafter referred to 
as a "Sell Order": 

(i) Subject to the provisions of "Submission of Orders by Broker -- Dealers to Auction 
Agent" below, a Bid by an Existing Holder shall constitute an irrevocable offer to sell: 

(A) the principal amount of 2000 Bonds specified in such Bid if the Dutch 
Auction Rate determined pursuant to the Dutch Auction Procedures on such Auction Date 
shall be less than the interest rate per annum specified therein; or 

(B) such principal amount or a lesser principal amount of 2000 Bonds to be 
determined as set forth in clause (iv) below under "Acceptance and Rejection of Submitted 
Bids and Submitted Sell Orders and Allocation of Auction Bonds" below if the 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) such principal amount if the interest rate per armurn specified therein shall 
be higher than the Maximum Dutch Auction Rate or such principal amount or a lesser 
principal amount of2000 Bonds to be determined 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 the provisions set forth below under "Submission of Orders by Broker -- 
Dealers to Auction Agent", a Sell Order by an Existing Holder shall constitute an irrevocable offer 
to sell: 

(A) the principal amount of 2000 Bonds specified jn such Sell Order; or 

(B) such principal amount or a lesser principal amount of 2000 Bonds as set 
forth in clause (iii) below under "Acceptance and Rejection of Submitted Bids and 
Submitted Sell Orders and Allocation of Auction Bonds" if Sufficient Clearing Bids do not 
exist. 

(iii) Subject to the provisions described in "Submission of Orders by Broker -- Dealers 
to Auction Agent" below, a Bid by a Potential Holder shall constitute an irrevocable offer to 
purchase: 

(A) the principal amount of 2000 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 2000 Bonds as set 
forth in clause (v) below under "Acceptance and Rejection of Submitted Bids and Submitted 
Self Orders and Allocation of Auction Bonds" if the Dutch Auction Rate determined on such 
Auction Date shall be equal to such specified rate. 
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Submission of Orders by Broker -- Dealers to Auction Agent 

During a Dutch Auction Rate Period each Broker-Dealer shall submit in writing or by such other 
method as shall be reasonably acceptable to the Auction Agent prior to the Submission Deadline on each 
Auction Date during the Dutch Auction Rate Period, ai1 Orders obtained by such Broker-Dealer and shall 
specify with respect to each such Order: 

(i) the aggregate principal amount of 2000 Bonds that are subject to such Order; 

(ii) to the extent that such Bidder is an Existing Holder: 

(A) the principal amount of 2000 Bonds, if any, subject to any Hold Order 
placed by such Existing Holder; 

(B) the principal amount of 2000 Bonds, if any, subject to any Bid placed by 
such Existing HoIder and the rate specified in such Bid; and 

(C) the principal amount of ZOO0 Bonds, if any, subject 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 rate up to the next highest one thousandth (.001) of 1%. 

If an Order or Orders covering a11 2000 Bonds held by an Existing Holder is not submitted to the 
Auction Agent 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 2000 Bands held by such 
Existing Holder and not subject to Orders submitted to the Auction Agent. None of the Issuer, the Company, 
the Trustee or the Auction Agent shall be responsible for any failure of a Broker-Dealer to submit an Order 
to the Auction Agent on behalf of any Existing Bolder or Potential Holder. 

If any Existing Holder submits through a Broker-Dealer to the Auction Agent one or more Orders 
covering in the aggregate more than the principal amount of 2000 Bonds held by such Existing Holder, such 
Orders shall be considered valid as follows and in the following order of priority: 

(i) ail Hold Orders shall be considered valid, but only up to and including the principal amount 
of 2000 Bonds held by such Existing Holder, and, if the aggregate principal amount of 2000 Bonds subject 
to such Hold Orders exceeds the aggregate principal amount of 2000 Bonds held by such Existing Holder, 
the aggregate principal amount of 2000 Bonds subject to each such Bold Order shall be reduced pro rata so 
that such Hold Orders cover the aggregate principal amount of 2000 Bonds held by such Existing Holder; 

(ii) (A) any Bid shall be considered valid up to and including the excess of the principal 
amount of 2000 Bonds held by such Existing Holder over the aggregate principal amount of 2000 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 Existing Holder and the aggregate principal amount of 2000 Bonds subject to such 
Bids 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 2000 Bonds subject to each Bid with the same rate shall 
be reduced pro rata so that such Bids cover the principal amount of 2000 Bonds equal to such 
excess; 
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(C) subject to clauses (A) and (B) above, if more than one Bid with different rates is 
submitted 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 and then 
at such rate up to and including the amount of such excess; and 

0) in any such event, the aggregate principal amount of 2000 Bonds, if any, subject to 
Bids not valid under this paragraph (ii) shaIl be treated as the 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 2000 Bonds held by such Existing Holder over the aggregate principal amount of 2000 Bonds 
subject to valid Hold Orders referred to in paragraph (i) and valid Bids referred to in paragraph (ii) above. 

If more than one Bid for 2000 Bonds is submitted on behaIf of any Potential Holder, each Bid 
submitted will bc a separate Bid for 2000 Bonds with the rate and principal amount therein specified. 

Any Bid or Sell Order submitted by an Existing Holder covering an aggregate principal amount of 
2000 Bonds not equal to $50,000 or an integrai inultiple thereof (other than the deemed Hold Order relating 
to the 2000 Bond in the principal amount of $3S,OOO held by J.P. Morgan & Co. Incorporated, as Broker- 
Dealer) shall be rejected and shall be deemed a Hold Order. Any Bid submitted by a Potential Holder 
covering an aggregate principal amount of 2000 Bonds not equal to $S0,000 or an integral multiple thereof 
will be rejected. 

Any Bid submitted by an Existing Holder or Potential Holder specifying a rate lower than the 
Minimum Dutch Auction Rate will be treated as a Bid specifjling the Minimum 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 shall be irrevocable. 

Determination of Sufficient Cleariiig Bids, Wixiniiig Bid Rate mid Dutch Auction Rate 

Not earlier than the Submission Deadline on each Auction Date during the Dutch Auction Rate 
Period, the Auction Agent shall assemble all valid Orders submitted or deemed submitted to it by the Broker- 
Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer being hereinafter referred 
to as a "Submitted Hold Order," a "Submitted Bid" or a "Submitted Sell Order," as the case may be, or as 
a "Submitted Order") and shall deteimine: 

(i) the excess of the total principal amount of 2000 Bonds over the aggregate principal 
amount of 2000 Bonds subject to Submitted Hold Orders (such excess being hereinafter referred to 
as the "Available Auction Bonds"); and 

(ii) from the Submitted Orders whether the aggregate principaI amount of 2000 Bonds 
subject to Submitted Bids by Potential Holders specifying one or more rates equal to or lower than 
the Maximum Dutch Auction Rate exceeds or is equal to the sum of  

(A) the aggregate principal amount of 2000 Bonds subject to Submitted Bids 
by Existing Holders specifying one or more rates higher than the Maximum Dutch Auction 
Rate; and 

(B) the aggregate principal amount of 2000 Bonds subject to Submitted Sell 
Osders; 

(in the event of such excess or such equality exists (other than because the sum of the principal 
amounts of 2000 Bonds in clauses (A) arid (B) above is zero because all of the 2000 Bonds are 
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subject to Submitted Hold Orders), such Submitted Bids in clause (ii) above are hereinafter referred 
to collectively as "Sufficient Clearing Bids"); and 

(iii) if Sufficient Clearing Bids exist, the lowest rate specified in the Submitted Bids (the 
"Winning Bid Rate") which if: 

(A)(y) each Submitted Bid from Existing Holders specifying such lowest rate and 
(2) all other Submitted Bids from Existing Holders specifying lower rates were rejected, 
thus entitling such Existing Holders to continue to hold the principal amount of 2000 Bonds 
subject to such Submitted Bids; and 

(B)(y) each Submitted Bid fiom Potential Holders specifying such lowest rate and 
(2) all other Submitted Bids from Potential Holders specifying lower rates were accepted, 

would result in such Existing Holders described in clause (A) above continuing to hold an aggregate 
principal amount of 2000 Bonds which, when added to the aggregate principal amount of 2000 
Bonds to be purchased by such Potential Holders described in clause (€3) 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 writing, shall advise the Company and the Trustee of 
the Maximum Dutch Auction Rate and the Minimurn Dutch Auction Rate and the components thereof on 
the Auction Date and, based on such determinations, the Dutch Auction Rate for the next succeeding Auction 
Period as follows: 

(i) if Sufficient Clearing Bids exist, that the Dutch AuctionRate for the next succeeding 
Auction Period therefor shall be equal to the Winning Bid Rate so determined; 

(ii) if Sufficient Clearing Bids do not exist (other than because all of the 2000 Bonds 
are the subject of Submitted Hold Orders), that the Dutch Auction Rate for the next succeeding 
Auction Period therefor shall be equal to the Maximum Dutch Auction Rate; and 

(iii) if all of the 2000 Bonds are subject to Submitted Hold Orders, that the Dutch 
Auction Rate for the next succeeding Auction Period therefor shall be equal to the Minimum Dutch 
Auction Rate. 

Acceptance aiid Rejectioii of Submitted Bids and Submitted Sell Orders and Allocation o f  Anction 
Bonds 

During a Dutch Auction Rate Period, Existing Holders shall continue to hold the principal amounts 
of 2000 Bonds that are subject to Submitted Hold Orders, and, based on the determinations made pursuant 
to the first paragraph of "Determination of Sufficient Clearing Bids, Winning Bid Rate and Dutch Auction 
Rate", the Submitted Bids and Submitted Sell Orders shall be accepted or rejected and tlie Auction Agent 
shall take such other actions as are set forth below: 

If Sufficient Clearing Bids have been made, all Submitted Sell Orders shall be accepted and, subject 
to tlie provisions of the fifth and sixth paragraphs of this section, Submitted Bids 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 specifying any rate that is higher than the Winning 
Bid Rate shall be accepted, thus requiring each such Existing Holder to sell the aggregate principal 
amount of 2000 Bonds subject to such Submitted Bids; 
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(ii) Existing Holders' Submitted Bids specifying 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 2000 Bonds subject to such Submitted Bids; 

(iii) Potential Holders' Submitted Bids specifying any rate that is lower than the Winning 
Bid Rate shall be accepted, thus requiring each such Potential Holder to purchase the aggregate 
principal amount of 2000 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 hold the aggregate 
principal amount of 2000 Bonds subject to such Submitted Bid, unless the aggregate principal 
amount of 2000 Bonds subject to all such Submitted Bids shall be greater than the principal amount 
of 2000 Bonds (the "remaining principal amount") equal to the excess of the Available Auction 
Bonds over the aggregate principal amount of the 2000 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 part, and such Existing Holder shall be entitled to continue to hold the 
principal amount of 2000 Bonds subject to such Submitted Bid, but only in an amount equal to the 
principal amount of 2000 Bonds obtained by multiplying the remaining principal amount by a 
fraction, the numerator of which shall be the principal amount of 2000 Bonds held by such Existing 
Holder subject to such Submitted Bid and the denominator of which shall be the sum of the principal 
amounts of 2000 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 Holder's Submitted Bid specieing a rate that is equal to the Winning 
Bid Rate shall be accepted but only in an amount equal to the principal amount of 2000 Bonds 
obtained by multiplying the excess of the Available Auction Bonds over the aggregate principal 
amount of 2000 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 2000 Bonds subject to such Submitted Bid of such Potential Holder and the denominator of which 
shall be the sum of the principal amount of 2000 Bonds subject to Submitted Bids made by all such 
Potential Holders that specified a rate equal to the Winning Bid Rate. 

If Sufficient Clearing Bids have not been made (other than because all of the 2000 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 follo\ving order of priority and all other Submitted Bids shall 
be rejected: 

(i) Existing Holders' Submitted Bids specifying any rate that is equal to or lower than 
the Maximum Dutch Auction Rate shall be rejected, thus entitling each such Existing Holder to 
continue to hold the aggregate principal amount of 2000 Bonds subject 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 2000 Bonds subject to such Submitted Bids; and 

(iii) each Existing Holder's Submitted Bid specifying any rate that is higher than the 
Maximum Duteli 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 2000 Bonds subject to such Submitted Bid or Submitted Sell Order, but in both 
cases only in an amount equal to the aggregate principal amount of 2000 Bonds obtained by 
multiplying the aggregate principal aniount of 2000 Bonds subject to Submitted Bids described 
above in subparagraph (ii) by a fraction, the numerator of which shall be the aggregate principal 
amount o f  2000 Bonds held by such Existing €€older subject to such Submitted Bid or Submitted 
Sell Order and the denoniinator of which shall be the aggregate principal amount of Outstanding 
Auction Bonds subject to all such Submitted Bids and Submitted Sell Orders. 
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If all 2000 Bonds are subject to Submitted Hold Orders, all Submitted Bids shall be rejected. 

If, as a result of the procedures described in the second or third paragraphs of this section, any 
Existing Holder would be required to sell, or any Potential Holder would be required to purchase, a principal 
amount of 2000 Bonds that is not equal to $50,000 or an integral multiple thereof, the Auction Agent shall, 
in such manner as, in its sole discretion, it shall determine, round up or down the principal amount of  such 
2000 Bonds to be purchased or sold by any Existing Holder or Potential Holder so that the principal amount 
purchased or sold by each Existing Holder or Potential Holder shall be equal to $50,000 or an integral 
multiple thereof. 

If, as a result of the procedures described in the second paragraph of this section, any Potential 
Holder would be required to purchase less than $50,000 in aggregate principal amount of 2000 Bonds, the 
Auction Agent shall, in such manner as, in its sole discretion it shall determine, allocate 2000 Bonds for 
purchase among Potential Holders so that only 2000 Bonds in principal amounts of $50,000 or an integral 
multiple thereof are purchased by any Potential Holder, even if such allocation results in one or more of such 
Potential Ifolders not purchasing any 2000 Bonds. 

Based on the results of each Auction, the Auction Agent shall determine the aggregate principal 
amounts of 2000 Bonds to be purchased and the aggregate principal amounts of 2000 Bonds to be sold by 
Potential Holders and Existing Holders on whose behalf each Broker-Dealer submitted Rids or Sell Orders 
and, with respect to each Broker-Dealer, to the extent that such amounts differ, determine to which other 
Broker-Dealer or Broker-Dealers acting for one or more purchasers of 2000 Bonds such Broker-Dealer shall 
deliver, or from which other Broker-Dealer or Broker-Dealers acting for one or more sellers of 2000 Bonds 
such Broker-Dealer shall receive, as the case may be, 2000 Bonds. 

None of the Issuer, the Company or any Affiliate thereof may submit an Order in any Auction except 
as set foi-th in the next sentence. Any Broker-Dealer that is an Affiliate of the Company or the Issuer may 
submit Orders in an Auction but only if such Orders are not for its own account, except that if such affiliated 
Broker-Dealer holds 2000 Bonds for its own account, it must submit a Sell Order on the next Auction Date 
with respect to such 2000 Bonds. The Auction Agent shall have no duty or liability with respect to 
monitoring or enforcing the provisions of this paragraph. 

Settlement Procedures Set Forth in Exhibit A to the Broker Dealer Agreement 

(a) Not later than 3:OO p.m. (New York City time) on each Auction Date, the Auction Agent 
shall 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 of: 

(i) the Dutch Auction Rate fixed for the next Auction Period; 

(ii) whether there were Sufficient Clearing Bids in such Auction; 

(iii) 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 2000 Bonds, if any, to be sold by such Existing Holder; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Holder (a "Buyer's 
Broker-Dealer"), whether such Bid was accepted or rejected, in whole or in part, and the principal 
amount of 2000 Bonds, if any, to be purchased by such Potential Holder; 

(v) if the aggregate principal amount of 2000 Bonds to be sold by all Existing Holders 
on whose behalf such Broker-Dealer submitted a Bid or a Sell Order exceeds the aggregate principal 
amount of 2000 Bonds to be purchased by all Potential Holders on whose behalf such Broker-Dealer 
submitted a Bid, the name or names of one or rriore 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 
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such excess principal amount of 2000 Bonds and the principal amount of 2000 Bonds to be 
purchased from one or more Existing Holders on whose 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 2000 Bonds to be purchased by all Potential Holders on 
whose behalf such Broker-Dealer submitted a Bid exceeds the principal amount of 2000 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 2000 Bonds and the principal amount of 2000 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) the Auction Date for the next succeeding Auction. 

(b) On each AuctionDate, each Broker-Dealer that submitted an Order on behalf of any Existing 
Holder or Potential Holder shall: 

(i) advise each Existing Holder and Potential 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 Potential 
Holder on whose behalf such Broker-Dealer submitted a Bid that was accepted, in whole or in part, 
to instruct such Potential Holder's Agent Member to pay to such 3roker-Dealer (or its Agent 
Member) through DTC the amount necessary to purchase the principal amount of 2000 Bonds to be 
purchased pursuant to such Bid against receipt of such 2000 Bonds; 

( 5 )  in the case of a Broker-Dealer that is a Seller's Broker-Dealer, instruct each Existing 
Holder on whose behalf suchBroker-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 the principal amount 
of 2000 Bonds to be sold pursuant to such Order against payment therefor; 

(iv) advise each Existing Holder on whose behalf such Broker-Dealer submitted an 
Order and each Potential Holder on whose behalf such Broker-Dealer submitted a Bid of the Auction 
Rate for the next Auction Period; 

(v) advise each Existing Holder on whose behalf such Broker-Dealer submitted an 
Order of the next Auction 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 Date. 

(c) On the basis of the information 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 fund.s received by it in 
connection with such Auction pursuant to paragraph (b)(ii) above, and any 2000 Bonds received by it in 
connection with such Auction pursuant to paragraph(b)(iii) above among the Potential Holders, if any, on 
whose behalf such Broker-Dealer submitted Bids, the Existing Holders, if any, on whose behalf such Broker- 
Dealer submitted Bids or Sell Orders in such Auction, and any Broker-Dealer identified to it by the Auction 
Agent following such Auction pursuant to parapaph (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 Auction on such 
Auction Dates shall instruct its Agent Member as provided in (b)(ii) os (iii) above, as the case may 
be; 

(ii) each Sellers Broker-Dealer that is not an Agent Member of DTC shall instruct its 
Agetit Member to (A) pay through D E  to the Agent Member of the Existing HoIder delivering 
2000 Bonds to such Broker-Dealer following such Auction pursuant to (b)(iii) above the amount 
necessary to purchase such 2000 Bonds against receipt of such 2000 Bonds, and (B) deliver such 
2000 Bonds through DTC to a Buyer's Broker-Dealer (or its Agent Member) identified to such 
Seller's Broker-Dealer pursuant to (a)(v) above against payment therefor; and 

(iii) each Buyer's Broker-Dealer that is not an Agent Member of DTC shalt instruct its 
Agent Member to (A) pay through 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 2000 Bonds 
to be purchased pursuant to (b)(ii) above against receipt of such 2000 Bonds, and (B) deliver such 
2000 Bonds through DTC to the Agent Member of the purchaser thereof against payment therefor. 

(e) On the Business Day following each Auction Date: 

(i) each Agent Member for a Bidder in the Auction on such Auction Date referred to 
in (d)(i) above shall instruct DTC to execute the transactions described under (b)(ii) or (iii) above 
for such Auction, and DTC sfiall 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 Auction, and DTC shall execute such transactions; 
and 

(iii) each Buyer's Broker-Dealer or its Agent Member shall instruct DTC to execute the 
kansactions described in (d)(iii) above for such Auction, and DTC shall execute such transactions. 

(f) If an Existing Holder selling 2000 Bonds in an Auction fails to deliver such 2000 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 2000 Bonds that is less than the principal amount of 2000 
Bonds that otherwise was to be purchased by such Potential Holder. In  such event, the principal amount of 
2000 Bonds to be delivered shall be determined solely by such Broker-,Dealer, Delivery of such lesser 
principal amount of 2000 Bonds shall constitute good delivery. Notwithstanding the foregoing teims of this 
paragraph (0, any delivery or non-delivery of 2000 Bonds which shall represent any departure from the 
results of an Auction, as determined by the Auction Agent, shall be of no effect unless and until the Auction 
Agent shall have been notified of such delivery or non-delivery in accordance with the provisions of the 
Auction Agent Agreement and the Broker-Dealer Agreements. 

DTC Required During Dutch Auction Rate Mode; Limitations on Transfer 

Except as otheiwise provided in the Indenture, the 2000 Bonds accruing interest at a Dutch Auction 
R.ate shall be registered in the name of DTC or its nominee and ownership thereof shall be maintained in 
book-enhy-only form by DTC for the account of the Agent Members thereof. 

If at any time DTC notifies the Issuer and the Company that it is unwilling or unable to continue as 
owner of 2000 Bonds or if at any time DTC shall no longer be registered or in good standing under the 
Securities Exchange Act of 1934, as amended, oI other applicable statute or regulation and a successor to 
DTC is not appointed by the Issuer at the direction of the Company, the Trustee and the Auction Agent, 
within 90 days after the Issuer and the Company receive notice or become aware of such condition, as the 
case may be, the Issuer shall execute and the Trustee shall authenticate and deliver certificates representing 
the 2000 Bonds. 2000 Bonds issued as described herein shall be registered in such names and authorized 
denominations as DTC, pursuant to instnictions from the Agent Members or otherwise, shall instntct the 
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Issuer and the Trustee. The Trustee shall deliver the 2000 Bonds to the persons in whose names such 2000 
Bonds are so registered on the Business Day immediately preceding the first day of an Auction Period. 

So long as the ownership of the 2000 Bonds is maintained in book-entry-only form by DTC, an 
Existing Holder niay sell, transfer or otherwise dispose of 2000 Bonds only pursuant to a Bid or Sell Order 
placed in an Auction or to or through a Broker-Dealer, provided that, in the case of all 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 Maximum Dutch Auction Rate and the Minimum Dutch 
Auction Rate on each Auction Date. If the ownership of the 2000 Bonds is no longer maintained in book- 
entry-only form by DTC, the Auction Agent shall calculate the Maximum Dutch Auction Rate on the 
Business Day immediately preceding the first day of each Auction Period commencing after the delivery of 
certificates representing the 2000 Bonds. If a Failure to Deposit or Event of Default shall have occurred. the 
Trustee, upon notice thereof, shall calculate the Overdue Rate on the 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, commencing less than two Business Days after all such Failure to Deposit and Events of 
Default are cured. 
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APPENDIX C 

(PORN OP OPINION OF BOND COUNSEL) 

August 9,2000 

R.e: $83,335,000 County of Trimble, Kentucky, Pollution Control Revenue Bonds, 
2000 Series A (Louisville Gas and Electric Company Project) 

We hereby certify that w e  have examined certified copies of the proceedings of record of the 
County of Trirnbfe, Kentucky (the "County"), acting by and through its Fiscal Court as its duly 
authorized governing body, preliminay to and in connection with the issuance by the County of its 
Pollution Control Revenue Bonds, 2000 Series A (Louisvilie Gas and Electric Company Project), 
dated August 9,2000, in the aggregate principal amount of $83,335,000 (the "Bonds"). The Bonds 
will be issued under the provisions of Sections 103.200 to 103.285, inclusive, of the Kentucky 
Revised Statutes (the "Act"), for the purpose ofproviding funds which will be used, with other funds 
provided by the Company (hereinafter defined) for the defeasance, payment and discharge on the 
date of issuance of the 3onds of $83,335,000 aggregate principal amount of the County's Pollution 
Control Revenue Bonds, 1990 Series A (Louisville Gas and Elecfric Company Project), dated 
November 1, 1990 (the "Prior Bonds"), which were issued for the purpose of financing the cost of 
the acquisition, construction, installation and equipping of certain air and water pollution control 
facilities to serve the Trimble County Generating Station o€louisville Gas and Electric Company 
(the "Company") situated in Ti-irnble County, Kentucky (the "Project") in order to provide for the 
control, containment, reduction and abatement of atmospheric and liquid pollutants and 
contaminants, as provided by the Act. 

The Bonds mature on August I, 2030, and 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. The Bonds will be issuable as fully 
registered Bonds in the denominations autliorized by such Indenture, From such examination of the 
proceedings of the Fiscal Court o f  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 Commonweatth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
August 1,2000 (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 Conipany to provide funds to pay and discharge, 
with other funds pxovided 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 on and redemption premium, if any, on the Bonds as same becomes due and payable. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
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show 1awfi-d 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 
terns, 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 
August 1,2000 (the "Indenture"), by and between the County and The Bailk 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 o f  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 I oan 
Agreement, including the light to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Escrow Fund 
and the Rebate Fund created thereby) have been assigned to the Trustee, as secuzity 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 lawfbl 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, includjng equitable provisions where 
equitable remedies are sought. 

We have also examined an executed countelpart of a certain Escrow Agreement, dated as of 
August 1, 2000 (the "Escrow Agreement"), by and among the County, the Company and Chase 
Manhattan Trust Company, NA, as escrow agent (the "Escrow Agent"), and a certified copy of the 
proceedings of record in tlie Fiscal Court of the County preliminary to and in connection with the 
execution and delivery of the Escrow Agreement, pursuant to which the proceeds fiom the Bonds 
and other moneys made available by the Company will be deposited in order to defease, pay and 
discharge the Prior Bonds 011 the date of issuance of the Bonds as set forth therein. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawhl authority for the execution and delivery of the Escrow Agreement; that tlie Escrow Agreement 
has been duly authorized, executed and delivered by the County; and that the Escrow 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. 

* 

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 are legal, valid 
and binding special obligations of the County entitled to the benefit of the security provided by the 
Indenture and are enforceable in accordance with their texms, subject to the qitalification 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 a i d  as provided in the Indenture, 

In oiir opinion, under existing laws, including current statutes, regulations, administrative 
i-ulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
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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 
substantially all of the proceeds of the Prior Bonds were used to finance air and water pollution 
control facilities qualified for financing under Section 103(b)(4)(F) of the Internal Revenue Code 
of 1954, as amended and Section l3l2(a) of the Tax Reform Act of 1986, 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 the opinion is conditioiied on, the payment and discharge of the Prior Bonds 
on  or before the 90th day fi-oin the date of issuance of the Bonds, and continuing compliance by the 
Company and the County with representations and covenants set forth in the Loan Agreement, the 
Escrow Agreement arid 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 with 
the approval of bond counsel (other than this fian) 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 2000 
Bonds upon a Deteiminatioii of Taxability. We are fiii-tlier 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 fi-om 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 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 o f  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 dose  
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 
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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 aRer August 7, 1986. (For purposes o f  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 aniount 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, 
Gardner, Carton & Douglas, Chicago, Illinois, and Brown, Todd & Heyburn, Louisville, Kentucky, 
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 herewith 
of Hon. Perry Arnold, County Attorney of the County, and have 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 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 United 
States of America, and we express no opinion as to the laws of any jurisdiction other than those 
specified. 

HARJ?ER, FERGUSON & DAVIS 

By: 
Spencer E. Harper, Jr, 
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APPENnlX D 

FORM OF BOND INSURANCE POLICY 
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Ambac 
Municipal Bond Iiisuraiice Policy 

Issuer: 

Bonds: 

Policy Number: 

Prcmium: 

in consideration of the payment of the premium and subject co the terms of rh’ 
of Ncw York, as trustee, or its successor (the “Insurance Trustee”), for the bene 
on the  above-described debt obligations (the ”Bonds”) which shall become Due 

ents to the Insurance 
and surrender to the 
claim, the Insurince 

s unpaid. Upon such 

s notice that any payment of principal of or interest on a Bond which has become Due 
r on  behalf of the Issuer of the Bonds has been deemed a prefcrcncial transfer and 

t to the United States Bankruptcy C o d e  in accordance with a final, nonappeatable order 
red owner will be entitled to payment from Ambac to the extent of such recovcly if sufficient 

holder” means any person ocher rhan the Issuer who, a t  the t i m e  of Nonpayment, is the owner of a Bond or of 
d. As used herein, “Due for Payment”, when referring to rhe principal of bonds, i s  when the stared maturity 

payment is due by reason of  call for redemption (other than by application of required sinking fund installments), 
r advancement of maturity; and, when referring to interest on the Bonds, is when the stated date for payment of interest 

has been reached. As used herein, “Nonpayment” means the failure of the Issuer to have provided sufficient funds to the paying agent for 
payment in full ofall principal o f a n d  interest on the Bonds which are Due for Payment. 
This Policy is noncancelable. The premium on this Policy is nor refundable for any reason, including payment of the Bonds prior to maturity. 
This Policy does not insure against loss of any prepayment or ocher acceleration payment which a t  any time may become due in respect of any 
Bond, other than a t  the sole option of Ambac, nor against any risk other than Nonpayment. 
In witness whereof, Ambac has caused this Policy to be anixed 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 tepresenrative. 

Effective Date: Authorized Representative 

UNITED STATES TRUST COMPANY OF NEW YORK acknowledges that i t  
has agreed to perform the duties of Insurance Trustee under this Policy. 

Form No: 66-IHN3 (7197) 
&&fD&- 
Authorixd Officer 

D - l  



ae 
Endorsement 

Policy for: 

Ambac Assurance Corporation 
c/o CT Corporation S) ‘ s lcnls 
44 Erst hlifflin Street, M:itlison.Wiscotisiii 5370.3 
Adnrinistcltive Office: 
Oiic Stale Street Plaza. Ncw’liwk. New York I O 0 0  i 
’i-eieplione: (212) 6684340 

Artached to and forming part of Policy No.: 

Notwithstanding the terms and provisions he term “Due for 
Payment” shall also mean, when referring 
have been duly called for mandatory redem 

lras caused this Endorsement to be affiied with a facsimile of its corporate seal and to 
officers in facsimile to become effective as its original seal and signatures 2nd binding 

Anibac Assiwaiice Corporation 

Authorized Representative 
Form NO : 2B.CQ27 (7197) 
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NEW ISS‘CJE-DOORENTRY-ONLY 

$4 1. ,665,000 
COUNTY OF TRIMBLE, KENTUCKY 

POIILUTION CONTROL EtEVENUE BONDS, 
2002 SERIES A, DUE OCTOBER I ,  2032 

(LOUISVILLE GAS AND E1,ECTRIC 
COMPANY PROJECT) 

DATED: Date of Original Issuance 

Tlie Pollution Control Revenue Bonds, 2002 Series A (Louisville Gas and Electric Company Project) (tlie “Bonds”) will be special and 
limited obligations of Trinibte County, Kciilucky (tlic “issuer”), payable by the Issuer solely froni and secured by paynients to be 
recclved by ti le issuer piirsiiant to a Loau Agrement wit11 

LOUISVILLE GAS AND ELECTRIC COMPANY 
(the “Company”), except as payable kern proceeds of such Bonds or investnient earnings thercoir. The Bonds ~ 4 1 1  not conslltute general 
oblignlions of thc Issuer or a cliarge ageinsl tlic general credit or taxing powers thereof or of [lie Cornnton~malll~ of Kentucky or any other 
political sribdivislon of Kentucky. 

Until the Release Date (generally, the date upon xvhicli the Bond Insurer consents to tlic release of first mortgage bond collateral ofthe Cnmpany as security for 
the Donds, provided that in no event shall that date be h e r  than tire date that all of the prior first mortgage bonds of the Company (other than thc First 
Mortgage Bonds securing the Bonds and the Pint hfortgagc Bonds, Poilurion Control Series Y, Z, AA, BB, CC, DD and EE) have h e n  retired), principal of, and 
interest on, the Bonds will be Further secured by tlie delivery to rhe Trustee of First Mortgage Bonds of the Company. See “SUAfBIARY OF T I E  BONDS- 
Security; Release Date; Limitation on Liens“ and “SUBIWARY OP THE FIRST MORTGAGE BONDS” for a description of the circurnstances in which the Erst 
Mortgage Bonds will be released. On tlie Release Dale, tlie Bonds will cease to be securcd by First Mortgage Ronds and will be secured solely by 
peyiiients to he niade by tlie Company under the Loan Agreement, mliicli will Iteconte unsecured general oblignlions ortlic Company, and will 
rank on n parity with otlrcr unsecured Indcbfcdness oftlie Coinpony. Froin and after the Rclcase Dale, flie Coiupany v4ll cosenniit not to incur, 
m u m e  or guaroiitec any secured indebkdness other than as permitted In the Laan Agrement. See “SUMMARY OF THIS BONDS- 
Securlty; Release Date; Llniitation on LIcns.” 
Payment of the principal of and interest on the Bonds when due will be insured by a financial giiarancy insurance policy to  be issued by Ambac Assurance 
Carporation simultaneously with the delivery of the Bonds. 

Ambac 
The Bonds will accrue interest from tlie date of original issuance and will initially bear interest at n Dutch Auction Rate determined pursuant to the Dutch 
Auction Procedures described in APPENDIX B hereto. The Bonds  ill continue to bear interest at the Dutch Auction Rate until their Conversion to adifierent 
Interest Rate hfode or until maturity. While the Bonds bear  interest at the Dutch Auction Rate, the 8onds will not be subject to purchase on demand of the 
owners thereof. Prospective purchasers of the Bonds should carefully review the Dutch Auction Procedures and should note thgt such procedures provide that 
(i) a Bid or Sell Order constitutes a commitment to purchase or sell Bonds based uwn the results of an Auction, (ii) Auctions will be conducted through 
telephone communications and (iii) settlement for purchasrs and sales mill be made on the Business Day following an Auction. Beneficial interests in Bonds 
bearing interest at a Dutch Auction Rate may be trnnsferred only pursuant co a Bid or Sell Order placed in an Auction or to or through a Broker-Dcalcr. 

The Bonds, when issued, will be registered in the name of G d e  R: Ca., as registered owner and nominee for The Depository Trust Gmpxny C’DTC‘’), New 
York, New York. D’Kwill act as securities depository. Purchases ofbeneficial ownership interests in the Bonds bearing interest at  the Dutch Auction Rate will 
be made in book-entry only form in denominations of $5,000 and integral multiples thereof. Purchasers will not receive certificates representing their beneficial 
interest in the Bonds. See the information contained under the caption “SUMMARY OF THE BONDS - Book-Entry-Only System” herein. The principal oT, 
premium, if any, and interest on the Bonds will be paid by Drutsche Bank liust Company Americzu, as Trustee, to Cede & Co., as long as Cede & Ca. is the” 
registered owner ofthe Bonds. Disbursement ofsuch payments to the DTCParticipants is the rtrponsibiliryoFDTC, and disburscment ofsuch payments to the 
purchasers of beneficid ownership interests is the responsibility of DTCk Direct and Indirect Participants, ~5 more fully described herein. 

PRICE: 100% 

Subject to the conditions and exceptions set forth under the cdption “TAX TREATMENT,” Bond Counsel is of the opinion that, under current l aw,  interest on 
the 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 rcgardiogsucl~cxrlusion from gross income with respect to any Bond during any period in which it i s  held by a”substantia1 user”or a “related person” 
of the Project as such terms are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (the “Cadc“) Interest on the Bonds will be an item of 
tax preference in determining alternative minimum taxable income for individuals and corporstionr under the Code. Such interest may Le subject to certain 
federal income taxes imposed on certain corporations, including impositionof the branch profits tax on a portion ofsuch interest. Bond Counsel is furtherofthc 
opinion that interest on the Bonds will be excludable from thegross income ofthe recipients thcrcoffor Kentucky incorne tax purposes and that ,  under current 
law, the principal of the Bonds will be exempt from ad valorem tnxes in Kentucky Issuance of the Bonds is subject co receipt of a favorable fax opinion of Bond 
Counsel as of the date of delivery of the Bonds See “TAX TREAThlEN’X” herein 

The Bonds arc offered when, as and iF issued and received by the Underwriter, subject to prior sale, withdrawal or modification of the oKer without 
notice, and to the approval of legslity by Harper, 1:erguson & Davis, a division of Ogden Newel1 R: Welch PLLC, Louisvillc, Kentucky, as Dond 

Counxl and upon satisfaction of certain conditions Certain legal matters will be passed upon for the Company by its counsel, Jones, Day, 
Reavis & Pogue, Chicago, Illinois and John K .  McCall, Bsq, Executive Vice President, General Gunscl and Corporate Secretary of tlrc 

Conipmy, for the Issuer by its County Attorney, and for the Undcrwritcr by its counsel, Winston & Straw, Chicago, Illinois. It is 
expected that the Bonds will be available for delivery to Drc in NCW York, Ncw York on or about October 23, 2002 

UBS PaineWebber Inc. 





No dealer, broker, salesman or other person has been authorized by the Issuer, the Company or 
the Undeiwiter to give any idoi~natioii or to make any representation with respect to the Bonds, other 
than those contained jn tlus Official Statement, 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 
Underwriter has provided the following sentence for inclusion in tliis Official Statement, The 
Underwriter has reviewed the information in tlis Offtcial Statetilent in accordance with, atid as part of, its 
responsibilities to jiivestors under the federal securities laws as applied to the facts and circumstances of 
tliis transaction, but the Underwriter does not guarantee the accuracy or completeness of such 
itifonnation. The itifonnation and expressions of opinion herein are subject to change without notice and 
neither the delivery of tliis Official Statement nor any sale made hereunder shall, under any 
circumstances, create any inilication that there has been no change in the affairs of the parties referred to 
above since the date hereof. Although the Issuer has consented to the use of this Official Statement in 
connection with the initial issuance and sale of the Bonds, the Issuer does not make any representation 
with respect to the accuracy or completeness Iiereoc except for the iiifoimatian under the caption TEE 
ISSUER." d ... 3 

-7 hi connection with the offering of the Bonds, the (Jnderivriter may over-altot or effect 
transactions which stabilize or iiiaiiitain the market prices of such Bonds at levels above those 
which might otherwise prevail in the open market. Such stabilizing, if commencecl, may be 
discontinued at any time. 
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OFFICIAL STATEMENT 

$41,665,000 
COUNTY OF TRUXBLE, KENTUCKY 

POLLUTION CONTROL RE^^ BONDS, 
2002 S E D S  A, OCTOBER 1,2032 

(LOUISVILLE GAS A M )  ELECTRIC 
COMPANY PROJECT) 

INTRODUCTORY STATEMENT 

This Official Statement, including the cover page and Appendices, is provided to hinisli 
infoi-mation in connection with the offer and sale by the County of Trinible, Kentucky (tlie "Issuer") of its 
Pollution Control Revenue Bonds, 2002 Series A (L.ouisville Gas and Electric Company Project), the 
aggregate principal amount of $41,665,000 (the "Bonds") to be issued pursuant to an Itideiituxe of Tiiist 
dated as of July I, 2002 (the "hidenture") between the Issuer and Deutsche Bank Trust Conipaiy 
Americas (the "Trustee"), as Trustee, Paying Agent and Bond Registrar. d -- 

Puisuant to a Loan Agreement by and between Imisville Gas and Electric Conipany (the 
"Conipany") and the Issuer, dated as of July I, 2002 (the "Loan Agreement"), proceeds fioni the sale of 
the Bonds, otlier than accrued interest, if any, paid by the initial purchasers thereof, will be loaned by the 
Issuer to the Company. The Zoan Agreement is a separate undei.takitig by mid behveeii the Company and 
the Issuer. 

c? 
L-1 - - 

The proceeds of the Bonds (otlier than any accrued interest) will be applied in full, together with 
other fiinds made available by the Company, to pay and discharge $41,665,000 in outstanding principal 
amount of "County of Triinble, Kentucky, Pollution Control Revenue Bonds (Louisville Gas and Electric 
Company Project) 1990 Series B," dated November 20, 1990 (the "1990 Bonds"), previo.usly issued by 
the Issuer to finance certain pollution control facilities (the "1990 Projectps) owned by the Company. 
Althouglgh the iclitial principal amount of the 1990 Bonds was $50,000,000, as a result of the Company's 
transfer of ai25% ownership interest in the 1990 Project, a total of $8,335,000 principal aniount of the 
1990 Bonds was defeased in March, 1993, leaving the cui-rent $41,665,000 principal amount outstanding. 

It i s  a conditio11 to the Uiideiwriter's obligatioii to purchase the Bonds that the Company 
irrevocably iiistnict the trustee in respect of the 1990 Bonds on or prior to tlie date of issuance of the 
Bonds, to call the 1990 Bonds for redeniption. 

Tlie Company is an operatiiig subsidiaiy of LG&E Energy Corp., Powergen plc and E.ON AG 
(the "Parents"). The Parents will have no obligation to make any payments due rinder the Loan 
Agreement or First Mortgage Bonds (as defrned herehi) or any otlier payments of pruicipal, interest, 
premium or purchase price of  the Bonds. 

The Company ~viuvill repay the ioan under the Loan Agreement by making payments to the Trustee 
in sufficient amoiiiit to pay the principal of and interest and any preniiutn on, and purchase pice of, tlie 
Bonds. See "SUMMARY OF THE LOAN AGREEMENT General." Pursuant to the Indenture, tlie 
Issuer's rights under tlie Loan Agreement (other than with respect to certain indeimiification and expense 
payments) will be assigned to die Tiustee as security for lhe Bonds. 

For the purpose of further securing the Bonds, the Company will issue and deliver to the Tixstee 
the Conipany's First Mortgage BoncJs, Poliutioti Control Series FF (the "First Moitgage Bonds"), Tlie 
principal amount, maturity date and interest rate (or method of determining interest rates) of the First 
Moitgage Boiids will be identical to the principal amount, maturity date and interest rate (or method of 
deterniitung interest rates) of the Bonds. Tlie First Mortgage Bonds will oaly be pyable, aiid interest 
thereon will only acciiie, as described herein. See "SUh4MARY OF THE LOAN AGREEMENT - 
Issuahce and Delivery of First Mortiyqge Bonds; Limitation on Liens" and "SUh4MAR.Y OF TFB FIRST 
MORTGAGE BONDS." The First Mortgage Bonds will not provide a direct source of liquidity to pay 



the purchase price of Bonds tendered for purchase in accordance with the Indenture. On the Release Date 
(as defined hereiii), the 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 tlie Loan Agreement, which at that time will 
become an unsecured geneial obligation of the Company and will rank on a parity with other unsecured 
indebtedness of the Company. See "Su1wIMARY OF TI33 BONDS - Security; Release Date; 
Limitation on Liens" and It-- Remarketing and Purchase of Bonds." 

The Bonds are special and Iiniited obligations of the Issuer and the Issuer's obligation to 
pay the principal of and interest and any preiniuni 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 and amounts payable under the First Mortgage Bonds. The Bonds will not 
constitute an indebtedness, general obligation or pledge of tlie faith and credit or taxing power of 
the Issuer, tlie Commonwealtl~ of Kentucky or any political subdivision thereof. 

. 

Ambac Assurance Cotpoiation ("Ambac Assuiance" or the "Bond Insurer") will, concurrently 
with the issuance of the Bonds, issue a Financial Guaranty Insurance Policy in respect of the Bonds (tlie 
"Bond Insuiance Policy"), insuring the payment of regularly scheduled payments of the principal of the 
Bonds and interest thereon that has become "Due for Payment" (as this teim is defuied in the Bond 
Instimiice Policy), but in either case shall be unpaid by reason of nonpayment by the Issuer. The Bond 
hisurance Policy will be issued pursuant to an Insurance Agreement between the Company and Ambac 
Assurance to be dated the date of issuance of the Bonds (the "Insurance Agreement"). The Bond 
liisur~mce Policy will not insure payment of the purchase price of Bonds subject to niandatoty purchase or 
purchase on the demand of the BondhoIders thereof or payment of the principal, premium or interest on 
tlie Bonds as a result of an acceleiation, redemption (other than special niandato~y redemption upon 
occurrence of a Determination of Taxability as hereinafter desciibed) or other advancement of maturity. 
Certain information with respect to the Bond Insuiance Policy atid the Boiid Insurer is included in tllis 
Official Statement. See '''IBE BOND INSTJRANCE POLICY" and APPENDIX D. So long as tlie Boiid 
Insurer is not in default under the Bond Insurance Policy, the Indenture and Loan Agreement may not be 
mended or supplemented, if such action requires the consent or approval of the Bondholders, without the 
prior mitten consent of the Bond Insurer. Upon the occurrence of an Event of Default under the 
Indenture, Ambac Assurance will be entitled to control and direct the enforcement of all rights and 
remedies granted to the Bondholders or the Tinstee. See "SIJh4MARY OF 'I71E INDENTURE .- Rights 
of Bond Insurer." 

The Bonds hiitially will bear interest at a Dutch Auction Rate accruing ftoin the date o-Coriginal 
issuance of the Bonds (the "Issue Date",). Thercafter, while the Bonds bear interest at a Dutch Auction 
Rate, the rate of interest, subject to a m,axhnum interest late of 14% per annum, will be deteimined 
pursuarit to the Dutch Auction Procedures on the Business Day preceding the first day of the related 
Auction Period by the Auction Agent and will remain in effect iintil tlie end of the Auction Period. The 
initial Dutch Auction Rate will be established by the TJndeiwiter on or prior to the Issue Date. The first 
Auction shall occur on November 26, 2002 and the first Interest Payment Date wit1 be November 27, 
2002. See "APPENDIX B - Dutch Auction Procedures." 

Deutsche Bank Trust Company Americas will be appointed Auction Agent under tlie Indentwe. 
Its principal office is at 100 P l m  One, Jersey City, New Jersey 073 I 1 .  The Auction Agent may be 
removed or replaced by the Company in accordance with the terms of the Indenture, 

UBS PahieWebber Inc. will be appointed as Broker-Dealer with respect to tlie Bonds 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. UBS PauieWebber liic. lias also been appointed the initial Market Agent. 

UBS PaineWebber Inc. will be appointed under the hidenture to serve as Remarketing Agent for 
the Bonds. The Remarketing Agent may resign or be removed and a successor Remarketing Agent 
may be appointed hi accordance with the terms of the Lndenture and the Remarketing Agreement for the 
Bonds between the Remarketing Agent and the Company. 
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Brief descriptions of tlie Conipciy, the Issuer, the Bonds, the Loan Agreement, the Indenture and 
the First Mortgage Bonds (including the First Mortgage Indenture) are included hi this Off cia1 Statement. 
Such descriptions and information do not purport to be complete, comprehensive or defiilitive and are not 
to be construed as a representation or a guara11ty of accuiacy or compIeteness. All references herein to 
the documents are qualified in their eiitirety by reference to such documents, and references herein to the 
Bonds are qualified in their entirety by reference to the definitive fomi thereof included in the hideiittire. 
Copies of the Loan Agreement and the hidenture will be available for iiispection at the piincipal coiporate I 

t171st office of the Trustee and, until the issuance of the Bonds, may be obtained fiom the Underwriter. 
The First Mortgage Indenture (including the form of the First Moitgage Bonds) is avaiIable for inspection 
at the office of the Company in Louisville, Kentucky, and at the corporate ttust office of BNY Midwest 
Ti-ust Company (the "First Mortgage Tiustee"), in Chicago, Illinois. Certain information relating to The 
Depositoiy Tixist Company (''DTC") and the book-entry-only system has beeii furiiished by DTC. 
APPENDIX A to this Official Statement and all ittforniation contained under the headings "TIIE 
PROJECT" and "USE OF PROCEEDS" has been fulltished by the Company. The Issuer atid Bond 
Counsel assunie no responsibility for the accuracy or completeness of such APPENDIX A or such 
hifotmation. APPENDIX B to this Oficial Statement contains a description of the Dutch Auction 
Procedures. APPENDIX C to tllis 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 Insurance Policy to be issued by Atiibac 
Assurance in connection with the issuance and deliveiy of the Bonds. 

-_ d 
3 .- 
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THE ISSUER 

The Issuer is a public body corporate and politic duly created and existing as a cotinty and 
political subdivision under the Constitutioii and laws of the Co~mi~otiwenlth of Kentucky. The Issuer is 
authorized by Section 103.200 to 103.285, inclusive, of the Kentiicky Revised Statutes (the "Act") to 
(a) issue the Bonds to pay and discharge the 1990 Bonds, (b) lend the proceeds from the sale of such 
Bonds to the Comp'any for such purpose and (e) enter into and perfom its obligations under the Loan 
Agrvetnent and the Indenture. The Issuer, through its legislative body, the Fiscal Court, has adopted one 
or more ordinances authoiizing the issuance of the Bonds and the execution aid deliveiy of the related 
documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY AND 
ONLY FROM CERTAIN SOURCES, INCLIJDING AMOUNTS TO BE RECElVED BY OR ON 
B E W F  OF THE ISSUER I JNDER THE LOAN AGREEMENT AND OTHER AMOUNTS 
RECEIVED FROM PAYMENTS MADE UNLIIER THE FIRST MORTGAGE BONDS. THE BONDS 
WILL NOT CONSTITlJTE AN INDEBTEDNESS, GENERAL OBL,IGATIOI? OR PLEDGE OF TJ3E 
FAITH AND CREDIT OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF 
KENTIJCKY OR ANY POLITICAL, SUBDIVISION THEREOF, AND WILL NOT GIVE €USE TO A 
PECUNIARY LTAB'ILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL CREDIT OR 
TAXING POWERS, 

TEE PROJECT 

The 1990 Project has beeii canipleted and consists of cei-tahi air and water pollution control 
facilities at the Cornpry's Trhnble County Generating Station located in Trhnble County (the 
"Geiierathig Station"), whicli facilities are an integral component of the compiehensive system of air and 
water pollution coiitr01 and solid waste disposal facilities at the Generating Station (the "Project"). 

The Department for Natural Resources and EnviroiunentaI Protection of the Conunon~vealtl~ of 
Kentucky, the agency exercising jurisdiction with respect to the Project, has ceitified that the Project, as 
designed (which includes the facilities constituting the 1990 Project), is in furthera~lce of tlie purposes of 
abating and conbolluig atmospheric and water pollutants or contamiiiwits. 
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USE OF PROCEEDS 

The proceeds fiom the sale of the Bonds (exclusive of accrued interest, if any) will be used, 
together with fiinds to be provided by the Company, to pay and discharge, at a redemption price of 102% 
of the outstanding principal amount thereof plus accixied interest, the issue of the 1990 Bonds, on the date 
of issuance of the Bonds. The 1990 Bonds bear interest at 6.55% per annum and mature on November 1, 
2020. 

SUMMARY OF THX BONDS 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of this 
Official Statement and will mattire 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 delivery of the Bonds, the Bonds will bear interest at 
the Dutch Auction Rate and will coiititiue to bear ititerest at the Dutch Auction Rate until a Cotiversion to 
another Interest Rate Mode is specified by the Company or until the maturity of the Bonds. The 
permitted Ititerest 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 Term Rate" and (vii) the "Dutch 
Auction Rate." Changes i i  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 tliat Interest Rate Mode, mid Flexible Rate Periods for Bonds accruing 
hiterest at a Flexible Rate, will be determined by the Remarketing Agent in accordance with the 
Indenture; provided that tlie interest rate or rates borne by any Bonds may not exceed the lesser of (i) the 
maximuin interest late permitted by applicable law or (ii) 14% per annum. 

Interest on the Bonds wbicli bear interest at a Dutch Auction Rate, Flexible Rate, Daily Rate or 
Weekly Rate will be coniputed 011 the basis of a year of 365 or 366 days, as appropriate, and paid for the 
actual number of days elapsed. Interest 011 the Bonds which bear interest at a Semi-Atmual Rate, Annual 
Rnte or Long Term Rate will be computed 011 the basis of a 360-day year of twelve 30-day months. 
Interest payable on any hiterest 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 biterest 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 iinniediately 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, aid in the case of interest accrued at a Semi-Amiual Rate, Annual 
Raie or Long Tenn Rate, will be the close of business on tlie 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-entryonly form tlu-ough DTC (or its iioniinee, 
Cede & Co.). So long as tlie Bonds are held in the baok-entry-only system, DTC or its nominee will be 
the registered o w e r  or holder of the Bonds for all pulposes of the Jiidenttire, the Bonds and this Offkial 
Statement. See "SUMMARY OF THE BONDS - Book-Entry-Only System" below. Individual 
purchases of book-entily kiterests in the Bonds will be made in book-entry-only form in (i) denominations 
of $5,000 and iiitegtd multiples thereof, if bearing interest at the Dutch Auction Rate, the Semi-Annual 
Rate, the Annual Rate or the Long Tenn Rate, or (ii) denominations of $100,000 or any integral multiple 
of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, tlie Daily Rate OS the Weekly Rate. 

. Except as otheiwise described below for Bonds held in DTC's book-eiiby-only system, tlie 
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 othenvise described 
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below for Bonds held hi DTC's book-entry-only system, interest 011 tlie Bonds is papble by check mailed 
to the owner of record; provided that ititerest payable on each Bond will be payable in inmediately 
available funds by wire transfer within the continental United States or by deposit into 8 baiik account 
niaintahed with the Paying Agent (i) if tlie Interest Rate Mode is the Daily Rate, the Weekly Rate, the 
Dutch Auction Rate or the Flexible Rate, or (ii) at tlie written request of any owner of record holding at 
least !$1,000,000 aggregate principal aniouiit of the Bonds, if the Interest Rate Mode is tlie Semi-Aniiual 
Rate, Annual Rate or Long Teirn Rate, received by the Trustee, as bond registmr (the "Boiid Regiswar"), 
at least one Business Day prior to any Record Date. Except as othenvise described below for Bonds held 
in DTC's book-entry-only system, if the hiterest Rate Mode is the Flexible Rate, interest payable on each 
Bond will be paid only upon presentation arid sunwider of sucli Bond. 

Bonds may be transfened or exchanged for an equaI total ainouiit of Bands of other authorized 
denonihiatians upon surrender of such Bonds at the prhcipal office of the Bond Registrar, accompa~lied 
by a written insbuineiit of tiansfer or authorization for exchange in form and with guaranty of signature 
satisfactoiy to the Bond Regiswar, duly executed by the registered owner or the owner's duly authorized 
attorney. Except as provided in the Indenture, tlie Bond Registrar will not be required to register the 
transfer or excliaiige 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 wliicli a registered owner bas 
submitted a demand for purchase (see "Purchases of Bonds on Demand of Owner" below), or which Iias 
been purchased (see "Payment of Purchase Piice" below). Registration of transfers and exchanges will be 
made without charge to the registered owners of Bonds, except tliat the Bond Registrar may require any 
registered owner requesting registration of transfer or excltange to pay any required tax or goveriuiiental 
charge. 

q -. 
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Tender Agent 

Owners may 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 inantier described lierehi under "Sumnary 
of Certain Provisions of the Bonds." So long as the Bonds are held in DTC's book-enby-only system, the 
Tivstee will act as Tetider Agent under the Indenture, Any successor Tender Agent appointed pursuant to 
the Indenture will also be a Paying Agent. 

Remarltetiixg Agent 

UBS PahieWebber kic. will act as the Reinarketing Agent with iespect to tlie Bonds (the 
"Remarketing Agent"). The Remarketing Agent may be removed by the Issuer, if so directed by the 
Conipaiiy, upon seven days' notice, arid may resigti in  accordance witli the Remarketing Agreement upon 
sixty days' notice. 

Certain Definitions 

As used herein, each of the folIowing term will have tlie meaning indicated: 

t%Lnitcm/ Rate Period" means the peiiod beghkng on, arid including, the Coiiveisioii Date to the 
Annual Rate and ending on, and including, the day next preceding the second hiterest Payment Date 
thereafter, atid each successive hvelve-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. 

'23c):rlefzciaZ Oiisrer." means the person in whose iianie a Bond is recorded as such upon the 
systems of DTC and each Participant (as defined hexein) or the registered holder of such Bonds if such 
Bond is not then registered in tlie name of Cede & Co. 

'%1iisiuess Day'' means any day other than a Saturday or Sunday or legal holiday or a day on 
wliicli banking institutioas located in the City of New York, New Yosk, or the New York Stock Exchange 
or bailking institutions hi the city in which tlie principal office of the Trustee, fhe Bond Registrar, tlie 
Tender Agent, the Paying Agent, tlie Auction Agent, die Company or tlie Remarketing Agent are located 
are authoiked by law or executive order to close. 
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"Coitversioit" means any conversion from time to time in accordance with tlie terms of the 
Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 

"Coiiiwsioiz Date" means initially the date of original issuance of the Bonds, and thereafter 
means the date on which any Conversion becomes effective. 

"DaiIy Rate Period" ineatis the period begitlning 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 includhig a Business Day and ending on and including the day preceding the 
next succeeding Business Day until tlie day preceding tlie earlier of the Conversion to a different Interest 
Rate Mode or the maturity of the Bonds. 

"Dutcli Atrcfioit Rote Period" iiieans the period during which the Bonds bear interest at a Dutch 
Auction Rate determined in accordance with the Dutch Auction Procedures set forth in APPENDIX E. 

"FIexibIe Rate" means the Interest Rate Mode for the Bonds in which the interest mte for each 
Bond is determined with respect to that Bond during each Flexible Rate Period applicable to that Bond, as 
provided in the Jiidenture. 

"FIexibIe Rate Period" means with sespect to any Bond, each peiiod (which may be fiom one day 
to 270 days, or such lower maximum number of days as is then permitted under the Indenture) detemiined 
fos such Bond, as provided in the Indenture. 

"hiteimf Poyiiwit Dare" means (i) if the Interest Rate Mode is the Daily Rate or the Weekly Rate, 
the fust 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 Annual Rate 
or the Long Teiin 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 (a) for an Auction Period of 91 days or less, the Business Day hmnediately succeeding the last day 
of such Auction Period and (b) for an Auction Period of more than 91 days, each 13Ih Wednesday after the 
fast day of such Auction Period and the Business Day immediately succeeding the last day of such 
Auction Period (in each case it being understood that in those instances where the immediately preceding 
Auction Date falls on a day that is not a Business Day, the Interest Payment Date with respect to the 
succeeding Auction Period shall be one Business Day immediately 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 tlie Bonds. 

"hiterest 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 hmnediately 
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 
September 30,2032. 

"hiteresf 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 "Detelmination of Interest Rates for Interest Rate Modes .- L ~ I I E  Tenti Rates arid Loitz Temt Rate 
Pei*iods" ana beginning on, and including, the Conversion Date to tlie Long Teim 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 duiation 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 tlie maturiiy of the Bonds. 

'!Piavailing Market Coiiditioits" means, without limitation, the following factors: existing 
short-teim or long-teim market mtes for securities, the interest on which is excluded from gross income 
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for federal iziconie tax purposes; indexes of such short-teim or long-term rates and the existing market 
supply atid demand for securities bearing such short-term or long-term rates; existing yield curves for 
short-term or lo~g-tenn securities for obligations of credit quality comparable to the Bonds, the interest 
on which is excluded fiom 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, determines to be 
relevant. 

“PtmJiase Date” means any date on which Bonds are to be purchased on Qe demand of the 
registered owners thereof or are subject to mandatory purchase as described in the Indenhnre. 

“,SeJni-Arttuinl Rate Period” means the period begumhg on, and including, the Conversion Date 
to the Semi-Annual Rate, and ending on, and including, the day preceding the frst Interest Payment Date 
diereafter and each successive six-month period thereafter beginning on and including an hiterest 
Payment Date aiid ending on and including the day iiext 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. 

“IVeekly Rate Period” niems the period beginning on, and including, the Convetsion Date to die g/ 
-- 

Weekly Rate, and ending on, and including, the next Tuesday, and thereafter die period beginning on, and 
including, each Wednesday and ending on, mid including, the earliest of tlie next Tiresday, the day 
preceding the Conversion to a different Interest Rate Made or tl le tnatusty of the Bonds. 

2 5 -1 - 

Srimmsry of Certain Provisioiis of the Bonds 

From and after the date of the issuance and delivery of the Bonds, the Bonds wiiI bear interest at 
the Dutch Auction Rate and will continue to bear interest at the Dutch Auction Rate until a Conversion to 
anotlier Interest Rate Mode is specified by the Conipany or until the maturity of the Bonds. For a 
summaiy of the Dutch A~iction Procedures applicable to the Bonds bearing interest at the Dutch Auction 
Rate, see APPENDIX B. 

The following table summarizes, for eacli of the permitted Interest Rate Modes (except the Dntch 
Atiction Rate): the dates on which interest will be paid (Arterest Pqwwtt  Dotes); the dates on wliich each 
interest rate will be determined (Interest Rote Detemtiirafioir Dates); the period of time (Ititerest Rate 
Periods) each interest rate will be in effect (provided that the initial hterest Rate Period for each Interest 
Rate Mode may begin on a different date fiom that specified, which date will be the Conversion Date or 
fhe date of a change is the Long Teim Rate, as applicable); the dates 011 which registered owners may 
tender their Bonds for purcliase to the Tender Agent and the notice requirements therefor brovided that 
while the Bonds are held in book-entry-only form, all notices of tender for purchase will be given by 
Beneficial Owners HI the manner described under “SIJMMARY OF THE BONDS -Purchases of Bonds 
on Demand of Owner -Notice Reqtciiw? f i r  Pi(rclmses”) (PiiirJmw on Dstinrtd of Owrter: Reqziired 
Notice); the dates on which Bonds are subject to mandatory tender for purchase (Mniidotory PurcJ2nse 
Dates.); the redemption provisions applicable to the Bonds (Rederruption); the notice requirements for 
redemption and rnaadntoiy tender for purcliase (Notices of Reden@on niid Mait0’ntoi-y Pm-cJioses); and 
tlie manner by which registered owners d l  receive payments of principal, interest, redemption price and 
purchase price (Matriter ufPa,vrr?iew!). A11 times stated are New York City time. 
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-.--- 
Interest Payment 
Dates 

I 

, The first Business Day of 
each calendar month. 

-- 
Not later than 9:30 a.m. on 
each Business Day. 

From and iticluding each 
Business Day to but not 
including the next Business 
Day. 

- - 
Interest Rate 
Determination Dates 

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 
Wednesday to and including the 
following Tuesday. 

Interest Rate Periods 

Any Business Day; by 
written or telephonic notice, 
promptly confiiined in 
writing, to the Tender 
Agent by 1.1 :00 a.m. on 
such Business Day. 

- 
Purchase nn Demand 
of Owner; Required 
Notie; 

Any Business Day; by written 
notice to the Tender Agent not 
later tlian 5:OO p.m. on a 
Business Day at least sevell days 
prior to tile Purchase Date. 

hlandatory Parcliase 
Dates 

Optional, Extraordinary 
Optional and Mandatory at 
pat on any Business Day. 

Not fewer tlian 15 days (30 
days notice of mandatory 
purchase if Conversion to 
the Semi-Annual, Annual or 
Long Term Rate) or greater 
tlian 45 days. 

-- 
Principal or redeniption 
price upon surrender of the 
Bond to the Paying Agent; 
purchase price upon 
surrender of the Bond to the 
Tender Agent. 

Redemption Optional, Extmorduiary 
Optional and Mandatory at par 
on any Business Day. 

Not fewer than IS days (30 days 
notice of mandatory purchase if 
Conversion to the Senii-Annual, 
Annual or Long Terni Rate) or 
greater than  45 days. 

Principal or redemption price 
upon surrender of the Bond to 
tlie Paying Agent; purchase 
price upon surrender of the 
Bond to the Tender Agent. 

- 
Notices of 
Redemption and 
hlandatorty 
Pu rcli a ses 

Manner of Paynient- 

-- 
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, iiot 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 tlie Remarketing 
Agent of one day to 270 days (or 
lower inaxiiiiuin number as specified 
in the indenture); must end on a day 
iitunediately prior to a Business Day. 

No purchase on demand of the 
owner. 

Ally 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, 011 

any Business Day (other than 
extraordinary optional redemption as 
a result of damage, destruction or 
conderluiation which will be on an  
interest Paytnent Date). 

No notice of mandatory purchase 
following the end of each Flexible 
Rate Period; otherwise not fewer 
than 15 days (not fewer tlian 30 days 
notice of mandatory purchase on a 
Conversion Date if Conversion to 
the Semi-Annual, Annual or Long 
Term Rate) or greater tlian 45 days. 

Principal or redemption price upon 
surrender of the Bond to tlie Paying 
Agent; purcliase price upon 
surrender of the Bond to the Tender 
Agent. 

Any Conversion Date. Any Conversion Date. 

* 
So long as DTC or its nominee is the registered owner of tlie Bonds, notices of redemption and mandatory 

purchases shall be sent to Cede & Co., and payments ofprincipal, redemption and purchase price of and interest on the 
Bonds will be paid through the facilities of DTC. See "-- Book-Entry-Only Systein" below. 
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Interest Payment Date 

I 

SEMI-ANNUAL 

Each April 1 and October 1. 

Not later than 2:OO p.m. on the 
Business Day preceding the first day of 
he  Semi-Annual Rate Period. 

Interest Rate 
Determination Dates 

Interest Rate Periods 

ANNUAL - 
Each April I and October 1. 

Not later than 1200 noon on 
tlic Business Day preceding 
the first day of the Annual 
Rate Period. 

--. 
7 z: 

Redemption 

~- 

Purcliase on Demand of 
Ownel;; Required 
Notiee 

Mandatory Purchase 
Rates 

Notices of Rcdeniptioir 
and  RlandFtory 
Piircliases 

Manner of Paynient' 

3n any Interest Payment Date; by 
mitten notice to the Tender Agent on 
my Business Day not later tliaii the 
jfteenth day prior to the Purchase 
M e .  

9ny Conversion Date; the first 
3usiness Day after the end of each 
Semi-Annual Rate Period. 

On the final Interest Payment 
Date for the Annual Rate 
Period; by written notice to 
the Tender Agelit on any 
Business Day not later than 
tlie fifteenth day prior to fhe 
Purchase Date. 

Any Conversion Date; the 
first Business Day after the 
end of each Annual Rate 
Period. 

Each six-most11 period from and 
ucltrding each April 1 and October 1 
:o and including the day preceding tlie 
text Luterest Payment Date. 

Optioiial at par 011 the final 
Interest Prryment Date; 

Mandatoiy at par, on any 
Business Day. 

Optioiial and 

Each period fiom and 
~hicluding the Co~iversioii Date 
ito the Annual Rate to aiid 
including the day immediately 
preccdiiig the second Interest 
Payment Date thereafter aiid 
each successive twelve month 
period thereafter. 

Optional at times and prices 
dependent on tlie leiigtli of the 
L.ong Term Rate Period; 
Extraordinaiy Optiorial and 
Mandatory at par, on any Business 
Day. 

'rincipal or redemption price upon 
.urrender of the Bond to tlie Paying 
Agent; interest by check mailed to the 
egistered owners or, upon request of 
egistered owner, of $1,000,000 or 
nore of an individual issue of Bonds, 
11 i~nmediately available fi~nds; 
turclinse price upon surrender o f  tile 
3ond to the Teiider Agent. 

LONG TERM 
I 

Each April 1 aitd October 1; any 
Conversion Date; and the effective 
date of aiiy change to a new L.oiig 
Tenii Rate Period. 

Not later than 12:OO noon on the 
Business Day preceding the first 
day of the Long Term Rate Period 

Principal or redemption price Priiicipal or redemption price upor 
upon surrender of the Bond to surrender of tlie Bond to the 
the Payiiig Agent; interest by Paying Agent; interest by check 
check mailed to tlie registered mailed to the registered owners or, 
owners or, upo~i request of upon request of registered owner, 
registered owner, of of $1,000,000 or more of an 
$1,000,000 or more of an individual issue of Bonds, in 
individual issue of Bonds, in  iinmediately available funds; 
immediately available funds; purchase price upon surrender of 
purcliase price upon surrender the Bond to the Tender Agent. 
of the Bond to !lie Tender 
Agent. -- 

- 
Each period designated by tlie 
Cornpany of more than one year in 
duration and wliicli is an integral 
multiple of six months, from and 
including the first day of such 
period (April I and October 1) to 
and includiiig tlie day inuiiedintely 
preceding the last interest 
Payment Date for that period. 

011 the find Interest Payment Date 
for the Long Tenn Rate Period; bq 
written notice to the Tender Agent 
on a Business Day not later than 
the fifteenth day prior to the 
Purchase Date. 

- 
Any Conversion Date; the first 
Business Day after the cnd of each 
Long Tenn Rate Period; the 
effective date of a cliange of Imig 
Term Rate Period. 

Iptional at par on any Interest 
'ayment Date; Extraordiiiary Optional 
md Mandatory at par, 011 any Business 
3ay (ather than extraordinary optional 
edeinption as a result of damage, 
lestruction or condemnation which 
vi11 be on an Interest Payment Date). 

\rot fewer than 30 days or greater thnn 
IS days. 

Not fewer than 30 days or greater 
tilair 45 days. 

* So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and maiidatoty 
purchases shall be sent to Cede & Co., and payments ofprincipal, redemption and purchase price of and interest on the 
Bonds will be paid througli the facilities of DTC. See "-- Book-Bntry-Only Systeni" below. 
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Determination of Interest Rates for Interest Rate Modes 

d d 

From a d  a&- the date of the initial issuance atid delivery of the 3onds, tlte Bonds will bear 
interest at the Dutch Atretion Rate toitil the earlier of Conversion to anotlier b t  ferest Rate Mode or 
inatimiflz For a descriytioit of how the interest rate will be established dwirig the Diltcli Airctiori Rate 
Period, see APPENDIXB. For any Rate Period other tlian a Dutch Airctiori Rate Period, interest ? * m s  
sliall be established by the Reinurkefitig Age11 t as follows: 

Daily Rate. If tlie Interest Rate Mode for the Bonds is tlie Daily Rate, tlie interest late on the 
Bonds for any Business Day will be the rate established by the Remarketing Agent no later than 9 3 0  a.m. 
(New York City t h e )  on such Business Day as the minimum late of interest necessaiy, in the judgment 
of the Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Reniarketitig Agent to sell the Bonds on such Business Day at a price equal to the principal amount 
thereof, plus accrued ititerest, if any, thereon. For any day .wluch 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 mte iti effect for the hmnediately preceding Business Day. 

Weekly Rafe. If tlie Ititerest Rate Mode for the Bonds is the Weekly Rate, die interest rate on the 
Bonds f; 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 Weeldy Rate Period or, if such day is not 
a Business Day, on the next precedug Business Day, as the minimum rate of interest necessary, in the 
judgment of the Remarketing Agent taking hito account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell the Bonds on such frst day at a price equal to the principal amount thereof, 
plus accrued interest, if any, thereon. 

Flexible Rates am/ Flexible Rate Periods, If the Interest Rate Mode for the Bonds is the Flexible 
Rate, the hiterest rate on a Bond for a specific Flexible Rate Period w.31 be the rate established by the 
Remarketing Agent no later than 12:OO noon (New York City time) on the first day of that Flexible Rate 
Period as tlie mininium 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 tlie Flexible Rate Period permitted under the Indenture which, kl 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 the Bonds whjle 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 tlie length of a Flexible 
Rate Period for any Bond, a new Flexible Rate Peiiod lasting to, but not including, the next Business Day 
(or until the earlier Conversion or mahirity of the Bonds) will be established automaticalIy in accordance 
with the Indenture. 

Scrrii-Aiiiirml 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 wiIl be the rate established by the 
Remarketing Agent no later than 200 p.m. (New York City time) on the Business Day inmediately 
preceding the first day of such Semi Annual Rate Period as the minimum rate of interest necessary, in the 
judgment of the Remaikethg Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell the Boiids on such first day at a price equal to the principal amount thereof. 

AiirtiiolRate, If tlie biteitst Rate Mode for the Bonds is the Amiial Rate, the interest rate on the 
Bonds for a particular Annual Rate Period will be the rate of interest established by the Remarketing 
Agent 110 later than 12:OO noon (New York City time) on the Business Day preceding the first day of such 
Amual 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 Remarketing Agent to sell the Bonds 
on such frst day at a price equal to the principal amount thereof. 
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L0Ji.y Ter7n Rates nird Lorz,q Temi Rote Periods. If the Inteiest R?te Mode for the Bonds is tlie 
Long Tenn 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 I2:OO noon (New York City time) on the Business 
Day preceding the first day of such Long Term Rate Period as the iiiiiliniuni rate of interest necessaiy, in 
the judgment of the Remarketing Agent taking into account then Prevailing Matket Conditions, to enable 
the Remarketing Agent to sell the Bonds on such fust day at a price equal to the principal amount thereof. 
The Company will establish the duiatioii of tlie 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 Tenn 
Rate Period will be the saine as the Long Terni Rate Period so established by the Conipany uiltil a 
different Long T e m  Rate Period is specified by the Coinpany in accordance with the hidenture (in wvhicli 
case the duration of that Long Tenn Rate Period will control succeeding Long Tenn 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 multiple of 
six montla and wiil end on the day next preceding an Interest Payment Date; provided that if a L.ong 
Tenn Rate Period commences on a date other than an April i or October 1, such Long Term Rate Period 
m y  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 Tern Rate Period established by the Company and will 
terminate on a day preceding an Interest Payment Date, and each successive Long Term Rate Period 
tliereafter will be for the fiill period established by the Conqmny until a different Long Tenn Rate Period 

Date or the maturity of the Bonds; provided further that no Long Terni Rate Period will extend beyond 
the final maturity date of the Bonds, 

d -_ -. 
7 d 

is specified by the Company in accordance with the Iiidenture or utitil the occurrence of a Conversion A 

Failwe to Determine Rnte. Iffor any reason the interest rate for a Bond is nof deteiinined by the 
Reiiiarkethg Agent, except as described below under "Conveision of Interest Rate Modes and Changes of 
Long Term Rate Periods - Chczn~e oflo~ig Teiiu Rnfe Period" and 'I-- Cmcelfafioit of C o m i e m M  
Iirtei.esf Rote the interest rate for such Bond for tlie next succeeding interest rate period will be the 
interest rate in effect for such Bond for the preceding interest rate period and, pu~sumt to the terms of the 
Indenture, there will be no change hi the then applicable Long Term Rate Period or any Conversioii 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 deteiinined by tlie Remarketing Agent, the interest 
late for such Bond for the next succeeding Interest Period will be equal to The Bond Market Association 
Municipal Swap IndeFhl (the "Municipal hidex") as defined in the Indenture and the Interest Period for 
such Boiid will extend through the day preceding the next Business Day, until tlie 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 a i d  Clianges o f  Long Terni Rate Periods 

Method of Coitveisfi.  The Interest Rate Mode for the Bonds is subject ta Conveision from time 
to time, in whole but not in part, on the dates specified below under "Limitations on Convenion," at the 
option of the Company, upon notice from the Bond Registrar to tlie registered oiviiers of the Bonds, as 
described below. With my notice of Conversion, the Company must also deliver to tlie Bond Registrar 
an opinion of Bond Counsel stating that such Conveision is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusioii fi.orn gross income of interest on 
the Bonds for federal income tax puiposes, other than a Conversion fiom the Daily Rate Period to the 
Weekly Rate Period or ftom the Weekly Rate Period to the Daily Rate Period. 

Liiiiitntiorts O J ~  Coizvcwioii. Any Conversion of the Interest Rate Mode for the Bonds must be hi 
coinpliance with tlie following conditions: (i) die Conversion Date must be a date on which the Bonds 
are subject to optional redemption (see 'Redemptions - Opfioital Redenrption" below); provided that any 
Conversion fiom the Daily Rate Period to a Weekly Rate Period or ftom the Weekly Rate Period to the 
Daily Rate Period must be on a Wednesday and, if the Conversion is to or f h m  n 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, tlie Coiiveisioii Date must be a Business Day; (iii), if the Conversion is fiom the Flexible 
Rate, (a) the Conversion Bate may be no earlier thaa tlie latest hiterest Payment Date established prior to 
tlie giving of notice to the Remarketing Agent of such proposed Conversioii and (b) no fiii-ther Interest 
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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 niandatory redemption of all Bonds pursuant to the Indenture (see 'Redemptions" below), 
no change in the hiterest Rate Mode may be made prior to such mandatory redemption. Before tlie 
Company may convert the Interest Rate Mode for Bonds from the Dutch Auction Rate to any other 
Interest Rate Mode, the Company must fKst obtain the written consent of the Bond Insurer to that 
Conversion. 

Chnnge ofLon2 Temi Ante Period. The Company may change from one Long Term Rate Period 
to another Long Teim Rate Period on any Business Day on which the Bonds are subject to optional 
redemption as described under "Redemptions - Optional Redeinption" below upon notice fioni the Bond 
Registrar to the owners of Bonds as described below. With any notice of such cliange, 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 adveixely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes. Notwithstanding the foregoing, the Long Tenn 
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 Teim Rate Period in accordance with the terms of the 
Indenture 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 Counsel required under the Indenture has been 
rescinded. Upon the occurrence of any of the events described in the preceding sentence, tlie 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 "-- 
Cancellntioii of Coiiversion ofhkeresst Rote Mode." 

Notice to Owners of Conversion ofhikerest Rate Mode or of Cltniige ofLong Tenii Rate Period. 
The Bond Regiskar will notify each registered owner of the Coiiversioii 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 L,ong Teim Rate or in the case of a change in the Long Teim 
Rate Period) but not more than 45 days before each Conversion Date or each effective date of a change in 
the Long Teim Rate Period. The notice will state those matters required to be set forth therein under the 
Indenture. 

Cnricellntioit of Conversion ofhiterest Rare Mode. Notwithstanding the foregoing, 110 
Conversion will occur if (A) the Remarketing Agent has not deteiiniiied tlie 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 remarketed or sold by the Remarketing Agent, or (C) the Bond Registtar receives 
\mitten notice fiom Bond Counsel prior to the opening of business on the effective date of Conversion to 
the effect that the opinion of sucli Bond Counsel required under the Indenture has been rescinded. Tf such 
Conversion fails to occur, such Bonds in tlie Dutch Auction Rate shall 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 tlie late detei~nined 
by the Remarketing Agent on the failed Conversion Date; provided, that there must be delivered to the 
Issuer, the Tnistee, the Tender Agent, the Company and tlie Remarketing Agent an opinion of Bond 
Counsel to the effect that deternibling the interest rate to be borne by the Bonds at a Weekly Rate is 
authorized or peiinitted by the Act and is authorized under the Indenture and will not adversely affect the 
exclusion froni 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 determined by the Remarketing Agent on the failed Conveision 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 sucli opinion is not delivered on the date which would have been the effective 
date of a new Long Teim Rate Period, the Bonds will bear interest at the Annual Rate, conmiencitig on 
such date, at an A~mual Rate determined by the Remarketing Agent on such date. If the proposed 
Conversion of Bonds fails as described herein, any mandatoiy purchase of such Bonds wiIl reriiain 
effective . 
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Purcliases of Bonds on Denialid of Owner 

As initially issued, the Bonds will bear interest at the Dutch Auction Rate and as a result will not 
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 
below. If the Bonds are in the book-ent~y-oiily system, deiiiands for purchase m y  be made by Beneficial 
Ow~iers oiily tllrough such Beneficial Owner's Direct Participant (as defined under the caption "Book- 
Enhy-Only System"). If the Bonds are in certificated form, demands for purchase may be made only by 
registered owners, 

Dail,, Rare. Lfthe Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the dematid of the registered owner thereof on any Business Day duiing 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 not later than 11:OO 
a.m. (New York City t h e )  on such Business Day. 

I.tleek/vR&. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will be 
purchased on the demand of the registered owier tlieieof on any Business Day during a Weekly Rate 
Period at a purchase price equal to the principal amount thereof plus accmed hiterest, if atiy, to the 
Purchase Date upon wwitten 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. 

d 
n .- -. 
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Seiiii-Aruiiml Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any Bond 
will be purchased on the demand of tlie registered owner thereof on any Interest Payment Date for a 
Semi-Anniial Rate Period at a purchase price equal to the principal arno~int thereof upon written notice to 
tlie Tender Agent at its principal office on a Business Day not later than the fifteenth day prior to such 
Purchase Date. 

Aiiirtta/Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will be 
purchased on the demand ofthe registered owner thereof on the final Interest Payment Date for such 
Annual Rzte Period at a purchase price equal to the principal aniount thereof upon written notice to the 
Tender Agent at its principal office on a Business Day not later than tlie fifteenth day pnor to such 
Purchase Date. 

Loizz Teim 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 piice equal to the 
principal amount thereof upon written notice to tlie Tender Agent at its principal office on B Business Day 
not later than the fifteenth day prior to such Purchase Date. 

Lilttitations OII Pro-cltases 011 Deiiznrid of chivier. Notwithstanding the foregoiilg, there will be no 
pnrcliase of (a) a portion of any Bond unless the portion to be purchased and the portion to be retained 
ea& will be in an authorized denoinination or (b) any Bond upon the demand of the registered owner if 
II Event of Default under the Indenture with respect to tlie 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 tile demand of the registered 
owlieis thereof, but each Bond will be sribject to inatidatory purcliase on each Conversion Date and on the 
lirterest Pay~nent Date with respect to such Bond, as described below under the caption "Mandatory 
Rirchases of Bonds." 

potice Rewired for Prwclmes. Any written notice delivered to tlie Tender Agent by an owner 
demanding the purchase of Bonds must (A) be delivered by tlie time aiid dates specified above, (13) sBte 
the number and priiicipal amount (or portion thereof) of such Bond.to be purchased, (C) state the 
hrchase Date on which siiclt Bond is to be purchased, (I)) irrevocably request such purchase arid state 
tliat the owner agrees to deliver such Bond, duly endorsed in blank for transfer, with all signatures 
guatanteed, to the Tender Agent at or prior to 11:OO am. (1 :00 p.m. if a tender duiing a Daily Rate Period 
aiid 1200 noon if a tender during a Weekly Rate Period) (New York City time) on such Purchase Date. 
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Mandatory Purchases of Boiids 

&ndafoiy PiircIwse on Comwsioit Dotes or Climtge by the Company in Loxg Tertii Rote 
Peiaiod. The Bonds will be subject to mandatoiy purchase at a purchase price equal to the principal 
amount thereof, plus, if the Interest Rate Mode is the Long Term Rate, the redemption premium, if any, 
which would be payable as described under 'Redemptions 
were redeemed on the Purchase Date (A) on each Conversioii Date and (B) 011 the effective date of any 
change by the Company of the Long Term Rate Period. Such tender aid purchase will be required even if 
the change in Long Term Rate Period or the Conversion is canceled pursuant to the hidenture. 

Outioiial Rede~nptioit " below, if Ihe Bonds 

Mandotow Piwcliase on Each btfere3t Payineii f Date f ir  Flexible Rate Period. Whenever the 
Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject to mandatoiy piirchase 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 deteimined for the Flexible Rate. Owners of 
Bonds \.Vi11 receive no notice of such mandatoiy purchase. 

Maiidofow Ptn.clzase on Dny atlei. Elid of tlie Semi-Annual Rate Period, the Aiirtirnl Rate Period 
or the Long Term Rote Period. Whenever the Interest Rate Mode for tlie 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, Atlnual Rate Period or Long Telm 
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 to Owners ofMaitdntoiy Picrcltases. Notice to owners of a mandatory purchase of Bonds 
011 a Conversion Date or upon a change in Long Term Rate Period will be given by the Bond Regishw, 
together with the notice of such Conversion or change of Long Term. Rate Period, as applicable, by first 
class mail at least 15 days (30 days hi the case of Conveision from or to the Dutch Auction Rate, the 
Semi-Annual Rate, the AnnualRate or the Long Term Rate or in the case of a change in the Long Term 
Rate Period) but not more than 45 days before each Conveision Date or each effective date of a cliange in 
tlie Long Term Rate Period, Notice to owlie~s of a mandatory purchase of Boiids after the end of each 
Semi-Annual Rate Period, Annual Rate Period and Long Terni Rate Period will be given by tlie Bond 
Registrar by fast class mail at least 30 days prior to tlie end of such period, The notice of mandatory 
purchase will state those matters required to be set foizli therein under the hidenture. No notice of 
inandatoiy purchase will be given in connection with a niatidatQiy purchase on an Interest Payment Date 
for a Flexible Rate Period. 

Remarketing aiid Purchase of Boiids 

The hidenture provides that, subject to the terms of a Remarketing Agreement with the Company, 
the Remarketing Agent will use its best efforts to offer for sale Bonds purchased ipon demand of the 
owners thereof mid, unless othenvise instructed by the Company, upon niandatory purchase, provided that 
Bonds will not be remarketed upon tlie occurrence and continuance of certain Events of Default under the 
Indenture, except in the sole discretion of the Remarketing Agerit. Each siich sale will be at a price equal 
to the principal amount thereof, plus interest accived to the date of sale. The Remarketjlig Agent, the 
Trustee, the Paying Agent, the Bond Regishat- or the Tender Agent each may purchase any Bonds offered 
for sale for its own account. 

The purchase price of Bonds tendered fox purchase will be paid by the Tender Agent fioin 
moneys derived from the remarketing of such Bonds by tlie Remarketing Agent and, if such remarketing 
proceeds are insufficient, &om moneys made available by the Company. The Company is obligated to 
purchase any Bonds tendered for purchase to the extent such Bonds have not been remarketed. Any such 
purchases by the Company will not result in the extinguishment of the purchased Bonds. The Coinpany 
cuireiitly maintains Ihes of credit or other liquidity facilities in amounts determuied by it 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 deteimined by it to be necessary to meet its then-current needs. 
The Tiustee, any Paying Agent, the Tender Agent and the owners of the Bonds have no right to dmw 
under any line of credit or other liquidity facility maintained by the Company. There is no provision hi  
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die Indenture 01' the Loan Agreement requiring the Conlpaiiy to inaintain such financing atrangeinents 
I v I & ~ ~  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 price of 
Bonds tendered for purchase pursuant to tlie Indenture. 

Any deficiency in purchase price payments resulting from the Reniarketing Agent's f?'l < 1 lire to 
deiiver reinarketiig proceeds of all Bonds with respect to wllich the Retnarketing Agent notified the 
Tender Agent weie remarketed will not result in an Event of Default under the Indenture until the opening 
of business an the next succeeding Bushiess Day uiiless tlie Company fails to provide sufficient fiix~ds to 
pay such purchase piice by the opening of business on such next succeeding Business Day. If sufficient 
finds are not available for the purchase of all tendered Bonds, no purchase of Bonds will be 
cousununated, but failure to coltsumate such purchase wilI not be deemed to be ail Event of Default 
under the hidenhire if wfficient fiinds have been provided hi a timely manner by the Company to the 
Tender Agent for such purpose. 

Payment of Purclisse Price 

When a book-entry-only system is not in effect, payment of the puicliase price of any Bond will 
be payable (and deliveiy of a replacelllent 301id in exchange for the poition of any Bond not purchased if 
such Bond is purchased hi part will be made) on tlie Purchase Date upon deliveiy 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 1200 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 1:00 p.m. (New York City tine), in the case 
of Bonds delivered for purchase duting 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, A n t i d  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. 

Ej 
-. 
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Any Bond delivered for payment of the purchase price must be accompanied by an instnirnent of 
transfer thereof in form satisfactoly to the Tender Agent executed in blank by the registered owner thereof 
and with all signahires guaranteed. The Tender Agent may tefiwe to accept deliveiy of any Bond for 
which an uistnment of transfer satisfactory to it has not been provided and has no obligation to pay tlie 
purchase price of such Bond until a satisfactory instrument is delivered. 

E the registered owner of any Bond (or partion thereof) that is subject to purchase pursuant to the 
Lndenture 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 tlie Purchase Date thereof. Any 
owner wlio so fails to deliver such Bond for purchase on (or before) the Purcliase Date will have no 
furtlier rights thereunder, except the right to receive the purchase price tliereof from those moneys 
deposited with the Tender Agent in the Purchase Fund pursuant to tlie Indeahire upon presentation and 
surrender of such 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 ownersllip rights in the Bonds are transfeired by Direct Participants on 
the records of DTC to the participant account of the Tender Agent. 

Redemptioiis 

Opfionnl Redeiiiptioii . 

(i) Whenever the hiterest Rate Mode for the Bonds is the Daily Rate or the Weekly Rate, tlie 
Bonds will be subject to redemption at die 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, plus interest 
accrued, if any, to the redemption date, on any Business Day. 
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(G) Whenever the Interest Rate Mode for a Bond is tlie Flexible Rate, such Bond will be 
subject to redemption at the option of tlie Issuer, upon the wvritten 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 for 
that Bond. 

(G) 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 directioti of the Company, in 
wliale or in part, on the Business Day iintnediately succeeding any Auction Date (as defined in 
APPENDIX I3 attached hereto), at a redemption price of 100% of the principal amount thereof, together 
with accmed interest to the redemption date, 

(iv) 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 wvritten direction of the Company, in whole 
or hi part, at a redemption piice of 100% of the priiicipat 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 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 principai amount thereof on the final Interest Payment Date 
for each Annual Rate Period. 

(vi) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds will be 
subject to redemption at the option of die Issuer, upon the written direction of the Company, in whole or 
in part, (A) on the final Interest Payment Date for the theii current Long Term Rate Period at a redemption 
price of 100% of tlie piincipal amount tbeieof and (B) prior to the end of the then current Long Term Rate 
Period at any time during the redemption periods and at the redemption prices set fortli below, plus in 
each case interest accnied, if any, to the redemption date: 

Original 
Length of Cnnent 
Long Term Rate 
Period (Years) 

More than or equal to 
11 years 

L,ess than 11 years 

Cotmencement of Redemption Price as 
Redemption Period Percentage of Principal 

.- 
First Interest Payment Date 100% 
on or after the tenth 
anniversary of 
commencement of Long 
Term Rate Period 
Non-callable Noncallable 

Subject to cei-tain conditions, including provision of an opinion of Bond Counsel that a cliange in the 
redemption provisions of the Bonds will not adversely affect the exclusion firom goss 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 Teim 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 die Remarketing Agent in its judgment. 

Extraordirmy O~tio?inlRe~ei~i~:~oii in I.T/iole. The Bonds may be redeemed by the Issuer in 
whole at any time at 100% of the pijncipal amount thereof plus accnied interest to the redemption date 
iipon the exercise by the Company of an option under the Loan Agreement to prepay the loan if any of the 
following events sliall have occurred within 180 days preceding the giving of written notice by the 
Company to the Tnistee of such election: 

(i) if in the judgment of the Company, umeasonabie burdens or excessive liabilities 
have been imposed upon the Company after the issuance of the Bonds with respect to the Praject 
or the operation thereof, including without limitation federal, state or other ad valorem property, 

16 



income or other taxes not iniposed on the date of tl ie Loan Agreement, other than ad valorem 
taxes levied upon privately owned property used for the same general purpose as the Project; 

(2) if the Pxoject or a postion thereof or other property of the Company in connection 
with wluch tlie Project is used lias been damaged or destroyed to such an extent so as, in die 
judgment of the Company, to render the Project or such other property of the Company hi 
coiuiectioii with which the Project is used unsetisfacfoiy to the Conipany for its intended we, and 
such condition continues for a period of six months; 

(3) there has occuiyed condemnation of all or substantially all of the Project or the 
taking by eminent domain of such use or control of the Project or otlier property of the Conlpmy 
in connection with wllicll tlie Psoject is used so as, in the judgment of the Company, to render the 
Project or such other property of the Coinpany unsatisfactoly to the Company for its intended 
use; 

(iv) in tlie event changes, which the Company cannot reasonably controol, in the 
economic availability of materials, supplies, labor, equipment or other propetties or thhgs 
necessary for the efficient operation of the Generating Station have occurred, rvlvfrich, in tfie 
judgment of the Coinpany, render the continued operation of such Generating Station or any 
generating rmi t at such station uneconomical; or changes in circurnstances after the issuance of 
the Bonds, including but not limited to changes in clean air or other air and water pollution 
cont~ol requirements or solid waste disposal requirements, have occurred such that the Company 
detemiines that use of tlie Project is no longer required or desirabk; 

(v) the Loan Agseement has become void or unenforceable or impossible of 
pelformaace by reason of any changes in the Constitution of the Comn~onwealth of Kentucky or 
the Constitution of the TJnited States of America or by reason of legislative or administmtive 
action (whether state of federal) or any fmal decree, judgment or order of any coust or 
administsative body, whether state or federal; or 

(vi> a final order or decree of any couit or adtniniskative body after the issuance of 
tlie Bonds requires tlie Company to cease a substantial part of its operation at the Generatirig 
Station to such extent that tlie Company will be prevented from canyitilg on its normal operations 
at such Getierating Station for a period of six months. 

Extrnordiitni7~ Optional Redemption in Wtole 01' ill Part. l i e  Bonds are also subject to 
redemtition in whole or in part at 100% of the principal amount thereof plus accnied interest to the 
redemition date at the o p t h  of the Company in an &nount not to exceed the net proceeds received fioni 
hisuratice or my coiidemnation awasd received by the Issuer, tlie Company or tlie First Mortgage Tnistee 
in tlie event of damage, destruction or condenxiation of all or a poi-tion of the Project, sitbject to receipt of 
an opiiuoii of Bond Counsel that such redemption ?vi11 not adversely affect the exclusion of interest on 
any of the Bonds fiom gross income for federal income tax putposes. See "STJMMARY OF THE LOAN 
AGREEMENT - Maintenance; Damage, Destruction and Condenmation." Such redemption may occur 
at any time, provided that if such event occttis while the Interest Rate Mode for the Bonds i s  the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur 011 a date on wlucli 
the Bonds are otlieiwise subject to optional redemption as described above. 

Maizdatoi-~ Rede~npfion; DeteinlirratioJl of TcrsnbiIitV . The B o d s  are required to be redeemed by 
the rssuer, hi whole, or in such pait as described below, at a iedeinption price equal to 100% of the 
principal amount thereof, without redemption premium, plus accrued interest, if any, to the redemption 
date, witllin 180 days followhg a "Deteimination of Taxability." As used herein, a "Determination of 
Taxability" means the receipt by the Trustee of written notice from a current or former registered owner 
of a Bond or from the Conipuiy os the Issuer of (i) the issuance of a published or private sulhg or a 
teclu~cal advice memoranduin by the Internal Revenue Service in wllich the Coinply participated or has 
been given the opportunity to participate, and which mling or memotmduni the Company, in its 
discretion, does not contest or fiom which no fnsther right of administrative or judicial review or appeal 
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exists, or (ii) a fmal determination from which no fiiither 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 oppoiz~nity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenaiit or agreement or the inaccuracy of 
any representation contained in the Loan Agreemelit 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 owneis 
thereof for federal income tax purposes, other than with respect to a person who is a "substantial user" or 
a "related pelson" of a substantial user within the meaning of the Section I47 of Internal Revenue Code of 
1986, as amended (the "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 fkom the Issuer unless (i) the Issuer or the registered owner or former registered owner of the 
Bond involved in such proceeding or action (A) gives the Company and tlie Trustee prompt notice of the 
cornniericement thereof, and (€3) (if the Company agrees to pay all expenses hi connection therewith) 
offers the Company the opportunity to control unconditionally the defense thereof, and (ii) either (A) the 
Company does not agree wvitlrin 30 days of receipt of such offer to pay such expenses and liabilities and to 
control such defense, or (B) the Company sliall exhaust or choose not to exliaust all available proceedings 
for the contest, review, appeal or rehearing of such decree, judgment or action which the Conipany 
determines to be appropriate. No Determination of Taxability desciibed above will result from the 
inclusion of interest on any Bond in the coniputation 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 poition of such Bonds would have the result that interest payable on the 
reinahling Bonds outstanding after the redemption would not be so included in any such gross income. 

In the event any of tlie Issuer, the Company QI die 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 Inteiml Revenue Service, the party so put on notice is required to give imtnediate 
written notice to the other parties of such matters. Promptly upon learning of the occurrence of a 
Determination of Taxability (whether or not tlie 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 Infernal Revenue Service or a coui-t of competent jurisdiction detemines that the interest 
paid or to be paid on any Bond (except to a "substantial user" of tl ie Project or a "related person" within 
the meaniiig of Section 147(a) of the Code) is or was includable in the gross income of the recipient for 
federal income fax 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 it1 the Loan Agreement or any other 
agreement or certificate delivered in connection therewith, the Bonds are not subject to redemption. hi 
such circumstances, Bondholders would continue to hold their Bonds, receiving principal and interest at 
the applicable rate as and when due, but wvoiild be required to include such interest payments in gross 
income for fedeml income tax purposes. Also, if the lien of the Indenture is discharged or defeased prior 
to the occumence of a final Determination of Taxability, Ro~ids will not be redeemed as described herein. 

Geriernl Redemption Term. Notice of redemption will be given by mailing a redemption notice 
by fxst class mail to the registered owners of the Boiids 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 iiot more than 45 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 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 firither interest will 
accrue on the priiicipal of any Bond called for redemption after the redemption date if finds sufficient for 
such redemptioii have been deposited with the Paying Ageiit as of the redemption date. So long as the 
Bonds are held in book-entty-only form, all redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Poriions of ihe following ii foraintioit concerning DTC aiidDTC 's boaIi-etit~y-o?i~'y systern knve 
beeii obtniited@oni DTC. llie Issuer; tlie Coinpnriy nrid the Uizderus.iiei* itinke 110 i*epreseiztntio?i as to the 
acctisncy of srrcli ii formntion. 
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Initially, DTC .Will act as securities depository for tlie Bonds and the Bonds initially will be issued 
solely in book-eiitty-only form to be heId under DTC’s book-entry-only system, registeied in the name of 
Cede & Co. {DTC’s pat~iership nominee). One fiilly registered bond in the aggregate principal amount of 
the Bonds will be deposited with DTC. 

DTC, tlte world’s largest depositoly, is a limited-purpose hmt company organized under the New 
York Bankbig Law, a “banking organization“ within the meaning of tlie New York Banking Law, a 
member of the Federal Reserve System, a “clearing corporatiotft wittii the meaning of the New York 
IJnifoim Cormiiercial Code, and a “clearitig agency“ registered pursuatit to the provisions of Section 17A 
of the Securities Exchange Act of 1934. DTC holds and provides asset sei-viciiig for over 2 inillion issues 
of US. and non-US. equity issues, coiporate and municipal debt issues, and money market instruments 
from over 85 countries that DTC‘s participants (“Direct Participants”) deposit with DTC. DTC also 
facilitates the post-trade setflement among Direct Patticipants of sales and other securities transactions in 
deposited securities, tlxougli electronic computerized book-entry hansfers aid pledges between Direct 
Participants’ accounts. This eliminates the need for physical movement of securities certificates. Direct 
Participants include both T J.S. and non-US, securities brokers and dealers, b‘ulks, hiist companies, 
clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of the 
Depository Trust & Clearing Corporation (“DTCC”). DTCC, hi tu111, is owned by a number of Direct 
Participants of DTC and Members of tlie National Securities Clearing Coi-poration, Government 
Securities Ciearirig Corporation, MBS Clearing Corpomtion, and Eiiierging Markets Clearing 
Corporations, (NSCC, GSCC, h4f3SCC, and EMCC, also subsidiaries of DTCC), as well as by tlie New 
York Stock Excliange, hc. ,  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- 
US. securities brokers and dealers, bailks, hmt 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 bas Standard & Poor’s 
highest iating: AAA. The DTC Rules applicabte to its Participants are on file with the Securities and 
Exclimge Commission. More information about DTC can be found at www.dtcc.com. 

Purchases of Bonds under the DTC system niust be made hy or tlxough Direct Participants, 
wllich 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 Owtiers will not receive mitten confuination fiom LlTC of their 
purchase, but Beneficial Owners are expected to receive written coilfirmations providing details of the 
transaction, as well as periodic statements of their holdings, fioni the Direct or Indirect Paif icipant 
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 Participants acting on behalf of Beneficial 
Owners. Beneficial Owners will not receive certificates representing their ownership interests in Bonds, 
except hi the event that use of the book-enhy system for the Bonds is discontinoed. 

To facilitate subsequent transfers, all Bonds deposited by Direct Psu-ticjpants with DTC are 
registered in the name ofDTC’s partnership nominee, Cede & Co. The deposit ofBonds with DTC and 
their registration in tlie mnie of Cede & Co. effect 110 change in beneficial ownership. LlTC 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 niay or may not be the Beneficial 
Owners. The Participants will remain responsible for keeping account of their holdings on behalf of their 
customers , 

Conveyance of notices and other conununications by LITC to Direct Participants, by Direct 
Participants to hidirect Participants, and by Direct Participants and Indirect Participants to Beneficial 
Owners will be governed by arrangements among them, suhject to any statutoiy or regulatoiy 
requirements as may be in effect fiom time to tinie. 

Redemption notices shall be sent to DTC. If fewer than all of tlie Bonds are being redeemed, 
DTC’s practice is to deteiinine by lot the amoiint of the interest of each Direct Paiticipant to be redeemed. 
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Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. I.Jiider its usual 
procedures, DTC mails an Oinnibus Proxy to the Issuer as soon as possible after the record date. Tlie 
Omnibus Proxy assigns Cede & Co.'s consenting or voting rights to those Direct Participants to wliose 
accou~its tlie Bonds are credited on tlie record date (identified in a listing attached to the Omtlibus Proxy). 

Principal and interest payments 011 the Bonds will be made to Cede & Co. DTC's practice is to 
credit Direct Participants' accounts, upon DTC's receipt of finds aid corresponding detail information 
from tlie 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 governed by staiding insb-uctions 
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, the Trustee, 
the Company or die Issuer, subject to any statutoiy or regulatory requirements as may be in effect fiozn 
time to time, Payment of principal and interest to Cede & Co, is the responsibility of tlie Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the resgonsibility of DTC, and 
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect 
Participants. 

A Berieficial Owner may give notice to elect to have its Bonds purchased or tendered, through its 
Participant, to the Tender Agent, and will 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 requirenient 
for physical delivery of Bonds in connection with a demand for purcliase or a mandatoiy purchase will be 
deemed satisfied when the ownership rights in the Bonds are transfeired by Direct Participants on DTC's 
records and followed by a book-enhy credit of tendered Bonds to the Tender Agent's DTC account. 

DTC may discontinue providing its services as securities depositoiy 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 die Company, may remove DTC as the securities depositoiy for the Bonds. 
[Jnder such circumstances, in the event that a successor securities depositoiy is not obtained, bond 
certificates are required to be delivered as described in the Indenture (see "SUMMARY OF 171E BONDS 
- Rook-Entry-Only System - Revision ofBook-Enby-Only System; Replnceineirt Boiids" below). Tlie 
Beneficial Owner, upon regishation 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 Botids, as nominee of DTC, references 
herein to the registered owners of tlie Bonds will mean Cede (9c Co. and will not mean the Beneficial 
Owners. Under the Indenture, j7ayinents 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 and the 
First Mortgage Bonds, to tlie 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 tinder 
the Indenture. 

The Trustee and the Issuer, so long as a baok-enhy-only system is used for the Bonds, will send 
any notice of redemption or of proposed docunient amendments requiring consent of registered owners 
and any other notices required by the document (including notices of Conversion and niandatoiy 
purchase) to be sent to registered owners only to DTC (or any sticcessor securities depository) or its 
nominee, Any failure of DTC to advise any Direct Participant, or of any Direct Participant or Indirect 
Participant to notifjr 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, tlie Conversion, 
the inandatoiy purchase or any other action premised on that notice. 

The Issuer, the Company, the Tnistee and the Undeiwriter cannot and do not give any assurances 
that DTC will distribute payments 011 the Bonds made to DTC or its nominee as the registered owner or 
any redemption or other notices, to the Participants, or that the Pai.ticipants 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 tlie manner described in this Official Statement. 
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THE ISSUER, THE COMPANY, THE UNDERWRITER ANI> THE TRXJS'IEE WILL EIAVE 
NO RESPONSPBEITY OR OBLIGATION TO ANY DIRECT PARTICIPANT, INDIRECT 
PARTICPANT OR ANY BENEFICIIAL OWNER OR ANY OTHER PERSON NOT SHOWN ON THE 
REGISTRATION BOOKS OF THE TRUSTEE AS BEING A REGISTERFD OWNER WTH 
RESPECT TO: (1) THE A C C U C Y  OF ANY RECORDS MAINTAINED BY DTC OR ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; (2) TEE PAyMEN2' OF ANY AMOUNT 
DIE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT PARTICPANT OR 
INDIRECT PARTICPANT TO ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL, 
AMOUNT OR REDEMPTION OR PTJRCHASE PRICE OF OR INTEREST ON THE BONDS; (3) THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY DIRECT 
PARTICWANT OR INL)IRECT PARTICIPANT TO ANY BE~FFICIAL OWNER WHICH IS 
REQUIRED OR PERMITTEX) TO BE GIVEN TO REGISTERED O W R S  TDDER "FIE TERMS OF 
THE INL)ENTCIRE; (4) THE SELECTION OF THE BENEFICIAL OWNERS TO RECENE 
P A W N T  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~ook-Eiitrv-o~iIi Sysfetn: Replc,venzenf Bonds. In the event that DTC deteirnines not 
to continue as securities depository or is removed by the Issuer, at the direction of die Company, as 
securities deposiloiy, tlie Issuer, at the direction of the Company, may appoint a successor securities 
depositoiy 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 Ti-ustee will authenticate and deliver fully registered 
Bonds, in authorized denominations, to the assignees of DTC or their nomhiees. 

111 the event that the book-enhy-only system is discontitlued, the following provisions wiI1 apply. 
The Bonds may be issued in denominations of $5,000 and integral multiples thereof, if the Interest Rate 
Mode is the Dutch Auction Rate, tlie Senii-Annual Rate, the Atmual Rate or the Long Teim Rate and in 
denoniinations of $100,000 aiid ititegml multiples of $5,000 in excess tliereof, if the Interest Rate Mode is 
tlie Flexible Rate, the Daily Rate or tlie Weekly Rate. Bonds niay be transferred or exchanged for an 
equal total atnount of Bonds of other authorized denominatio~is tipon surrender o f  such Bonds at tlie 
primipal office of the Bond Regiskar, accomparlied by a written instrumeiit of tmiisfer or authorization 
for exciiaage in foirn and with guaranty of signature satisfactoiy to tlie Bond Registrar, duly executed by 
the registered owlet' or the owner's duly authorized attorney. Except as provided in the Itidentltre, the 
Bond Registrar will not be required to register the transfer or exchange of any Bond during the fifteen 
days before any inailuig of a notice of redemption, afrer such Bond has been called for redemption in 
whole or in pait, or after such Bond has been tendered or deenied tendered for optional or mandatoiy 
purcliase as described under "Purchases of Bonds." Registration of transfers and exchanges will be iiiade 
without charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay aiiy required tax or governmental charge. 

Security; Release Date; Limitation 011 Liens 

Paymeiit of the principal of and interest and any preinium on the Bonds will be secured by an 
assignment by the Issuer to the Trustee o f  the 1ssuei"s interest in and to the Loan Agreement and all 
paymeiits to be made pursuant thereto (other than certain indemnification atid expense paynients). 
Pursuant to the Loan Agreement, tlie Company will agree to pay, among other things, amounts sufficient 
to pay the aggregate principal amount of and premiuni, if my, on the Bonds, together with interest 
thereon as and wlien the same become due. Tile Company fiirtlier will agree to tndce payments of the 
purcliase price of the Bonds tendered for purchase to the extent that fitids are not otlieiwise available 
therefor under the provisiaiis of the Indenture. 

Uiitil the Release Date, the payment of the principal of and interest and any premium on the 
Bonds will be fiiither secured by a principal ainouiit of First Mortgage Bonds of the Company which will 
equal tlie principal aniount 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 premium on, or purchase price of, the Bonds, and uipon 
receipt by the First Mortgage Trustee of a written deinatid fiom the Ti-ustee for redeinptioe of the First 
Mortgage Bonds, such First Mortgage Bonds will bear interest at the same interest rate or rates borne by 
tlte Bonds and the principal of such First Moltgage Bonds, together with interest accrued thereon from the 
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last date or dates to which interest on the Bonds has been paid hi fiill, will be payable in accordance with 
the Supplemeiital Indenture. See "SIJMhWRY OF TEE FIRST MORTGAGE BONDS." 

The First Mortgage Bonds are not intended to provide a direct source of liquidity to pay the 
purchase price of Bonds tendered for purchase in accordance with the Indenture. The Company is not 
required under the Loan Agreement or Indentme to provide any letter of credit or liquidity support for the 
Bonds. The Fiist Mortgage Bonds are secured by a lien on certain property owned by the Company. hi 
ceitain circumstances prior to the Release Date, the Company is permitted to reduce the aggregate 
principal amount of its First Mortgage Bonds held by the Trustee, but in no event to an amount lower than 
the aggregate oirtstanding principal amount of the Bonds. See "SUMMARY OF THE BONDS - 
Remarketing and Purchase of Bonds." 

The Release Date will be the date that tlie Bond Insurer, at the request of the Company, coiisents 
to the release of the First Mortgage Bonds as security for the Bonds, provided that in no event shall that 
date be later than the date as of which all first mortgage bonds of the Company issued piior to the date of 
the Bonds (other than the First Moitgage Bonds and tlie First Mortgage Bonds, Pollution Control Series 
Y, 2, AA, BB, CC, DD and EE) have been retired through payment, redeniption or otlieiivise (including 
those first mortgage bonds "deemed to be redeemed" wittiin the meaning of tliat teim as used in h2icle X 
of the First Mortgage Indenture). Excluding the First Mortgage Bonds and the First Mortgage Bonds, 
Pollution Control Series Y, Z, AA, BB, CC, DD and EE as of June 30,2002,7 seiies of first mortgage 
bonds in ill1 aggregate pi-incipal amount of $336.8 inillion currently are outstanding under the First 
Mortgage Indenture. As of the date of this Official Statement, the earliest date that all of such fEst 
mortgage bonds could be redeemed is April 15,2005. The Bond Insurer's consent to a release of the First 
Mortgage Bonds may be given without the consent of any holder of Bonds. 

On the .Release Date, the Trustee wit1 deliver to the Coinpany 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, on the Release Date, such 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, 

In the Loan Agreement the Company will covenant that, fiom and after tlie Release Date and so 
long as any Bonds are outstanding, it will not issue, assume 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 defuied below), whether the Company ovms it at the date hereof or acquires it later, 
unless the Company siniilarly secures its obligations under the Loan Agreement to make payments to the 
Trustee in sufficient amounts to pay the principal of, premium, if any, and interest required to be paid on 
the Bonds. This restriction wiil not apply to: 

mortgages on any property existing at the time the Conipmiy acquires the property or at 
the time the Conipany acquires the corporation owning the property; 

purchase inoney mortgages; 

specified goveinmental mortgages; or 

any extension, renewal or replacement (or successive extensions, renewals or 
replacenieiits) of any mortgage referred to in the three clauses listed above, so long as the 
principal aniomit of indebtedness secured under this clause and not 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. 

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. 
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For purposes of tllis limitation 011 liens, "operating propeity" means (i) any interest in real 
propeity owned by the Company, and (5) any asset owied by the Company that is depreciable in 
accordance witli generally accepted accounting principles. 

THX BOND XNSURANCE POLICY 

Tlre ii!fosiitntio?r ivlotiiig to Anibnc Assicimce coiilniiied Izereiit licrs beetr fi fmislted sole& by 
Aiizl>nc Asstironce. No represetitcrtioii is made 1))) tlie Uiideiwrifer, the Xertiorketing Agent, tlie Issi fer OS 

the Conpaiiy CIS to the ncciiimy or adeqitocy of siccii itfomntiori ai* os to tlie nhsetice of itinterid ndveme 
clrnirges iii the coitditioir ofAiirbac Assirr-once subseqrteizt to tlie dote 1iei.eqfi Tlle following discicssion 
does iiot p i i  port to Be complete arid is qirol$d in its entisety by yferetice to the Barid Iiurn*oirce Policy, 
o speciineit of fhe fosm of rslticlt is nttnclted hereia ns APPENDLYD. 

Payiiiciit Piirsiiant to Bond Insurance Policy 

Bonds effective as of the date of issuance of tlie Bonds. Under the teiins of the Bond Insurance Policy, 
Anibac Assurance will pay to The Bank of New York, New York, New York, or any successor thereto 
(the "hisurance Tiustee"), that portion of the principal of and interest on the Bonds wllich sllall become 
"Due for Payment" but s11aIl be unpaid by reason of "Nonpaynient" by the Issuer (as such terms are 
defined in the Bond hisurance Policy). Anibac Assurance id1 make such payineats to the Itisurance 
Trustee on the later of the date on which such priticipal and interest becomes "Due for Payiiient" or withhi 
one Bushiess Day followi~ig tlie date on which fmbac Assurance shall have received notice of 
Nonpayment fiom the Trustee. The insurance will extend for the teim of the Bonds and, once issued, 
cmiot be cancelled by Anlbac Assurance. ' 

Ambac Assuwnce has made a cornmitnietit to issue the Bond Insurance Policy relating to the 

_ _  
c ,- - I  

The Bond Insurance Policy will insure payment only on the stated maturity date or upon special 
mandatory redemption on 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 instifficient fmds 
are available for redemption of all outstanding Bonds, Arnbac Assuraiice will remain obligated to pay 
primcipal of ,and interest on outstanding Bonds on the originally scheduled interest and priacipal payment 
dates. In the event of any acceleratioii of the piincipal of the Bonds, the insured payments will be made at 
such times and in such amounts as would have been riiade liad there not been an acceleration. 

In the event the Trustee has notice that any payinent of principal of or interest on a Bond wlich 
has become Due for Payment and wlrich is made to a Bondholder by or on behalf o f  the Issuer Iias been 
deemed a peferential transfer and theretofore recovered from its registered owner pursuant to the United 
States Banluvprcy Code in accordance with a final, nonappealable order of a court of competent 
jiirisdiction, such registered owner will be entitled to paynietit fiom Atnbac Assurance to the extent of 
such recoveiy if sufficient funds are not otherwise available. 

The Bond Insumnce Policy does riot insure any risk other than Nonpayment. Specifically, the 
Bond Insuraice Policy does not cover: 

(a) payment on acceleration, as a result of a call for redeniption (other than a special 
mrtndatoiy redemption iipon tlie occurrence of a deteiinination of taxability as provided in the 
Bond Insurance Policy) or as a result of any other advancement of maturity; 

@) 

(c) 

payment o f  any redemption, prepaynient or acceleration premium; 

nonpayment of priiicipai or interest caused by the insolvericy or negligence of the 
Trustee, Payhg Agent or Bond Regiskar, if any; 

(d) loss relating to payments of the purchase price of Bonds upon tender thereof or 
any preferential tmnsfer relating to payments of the purchase price of Bonds upoil tender thereof; 
Or 
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(e) loss relating to payments made in connection with tlie sale of Bonds in 
Connection with an Auction or losses suffered as a result of a Bondholder's inability to sell Bonds. 

'IJnder the Bond Insurance 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 "SI-Y OF 
THE BONIS -- Redemptions -_ Mnndutory Xedeitrpiion; Deterniiiiotion of TmiMity ." 

If it becomes necessary to call upon die Bond Insurance Policy, payment of principal requires 
surrender of Bonds to the Insurance Trustee together wvitli an appropiiate instrument of assigtmient so as 
to perinit ownership of such Bonds to be registered iu the name of Anibac Assurance to the extent of the 
payment under the Bond Insurance Policy. Payment of interest pursuant to tlie Bond Insurance Policy 
requires proof of entitlement to interest payments and an appropriate assignment of the Bondliolder's right 
to payment to Ambac Assurance. 

Upon payment of the insurance benefits, Ambac Assurance will become the owner of the Bond or 
right to payniei!t of principal or interest on such Bonds and will be fully subrogated to the suuendering 
Bondholdel's rights to payment. 

lisurance Agreement with Company 

Ambac Assurance has agreed to issue the Bond Insurance Policy pursuant to the Insurance 
Agreement. Under tlie Insurance Agxeement, the Company is obligated to reimburse Atnbac Assurance, 
immediately and unconditionally upon demand, for all payments made by Ambac Assumme under the 
teans of the Irlsuimce Policy. The Company is also obligated to deliver certain collateral to Ambac 
Assurance and comply with certain financial and other covenants specified therein. The Insurance 
Agseement includes certain events of default, including the failure of the Company to pay aniounts owed 
thereunder to Ambac Assurance, any breach by the Company of representations, warranties and 
covenants set foiffi therein and cei-tain events of bankruptcy. If any such event of default should occur 
and be continuing, Anibac Assurance may, among other things, notifl tlie Trustee of such an event of 
default which would resuIt in an "Event of Default'' under the Indeiiture. See " S W Y  OF THE 
INDENTURE -- Defaults and Remedies." 

h n b a c  Assurance Corporation 

Ambac Assurance is a Wisconsin-domiciled stock insurance coipoiation regulated by the Office 
of the Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50 states, the 
District of Columbia, the Territory of Guam and the Commonwealth of Pueito 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. Statutoiy capital consists of Ambac Assurance's policyholders' surplus 
and statutory contingency reserve. Standard & Poor's Credit Markets Seivices, a Division of The 
McGmw-Hill Companies, Moody's Investors Seivice, h c .  ("Moody's") and Fitch, Inc. have each assigned 
a triple-A fuiancial strength rating to Ambac Assurance. 

Ambac Assurance has obtained a mling froin the Internal Revenue Service to the effect that the 
insuring of an obligation by Ambac Assurance will sot affect the treatment for federal income tax 
puyoses of interest on such obligation and that insurance proceeds representing maturing interest paid by 
Anibac Assurance under policy provisions substantially identical to diose contained hi its financial 
guaranty insurance policy shall be treated for federal income tax puiyoses in tlie same rn<an.ner as if such 
payments were made by the Issuer of the Bonds. 

Ambac Assurance makes no representation regarding tlie Bonds or the advisability of investhg in 
the Bonds and makes no representation regarding, nor has it participated in the preparation of, this 
Oficial Statement other than the infomiation supplied by Anibac Assurance and presented under the 
heading "THE BOND TNSI.RRANCE POLICY" and in APPENDIX D. 
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Available Informatioti 

The parent company of Anbac Assurance, Anibac Finaiicjal Group, Iric. ("AFG"), is subject to 
the infotinational requheineiits of the Exctiange Act, aiid ia accordance the~*.e\vith files reports, proxy 
stateiiieiits and other infoiiiiation with the Securities atid Exc;ctiaiige Coamiission (tlie "SEC"). These 
reports, proxy statements and other information can be read and copied at the SEC's public reference 
rooni at 450 Fiffli Street, N.W., Wasllington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for 
fuidier iilforniation on the public reference room, The SEC maintains an internet site at 
I i t t p : / / ~ ~ ~ ~ ~ ~ . s e c . ~ o ~ ~  that coiitaitis reports, proxy and infomiation statements and other infoanation 
regarding companies that file electronically .with the SEC, including AFG. These reports, proxy 
statements and other infomintion can also be read at the offices of the New York Stock Excliange, Inc. 
(the "NYSE") at 20 Broad Street, New Yolk, New Yolk 10005. 

Copies of Anlbac Asstiraice's financial statements prepared in accordance with statutoiy 
accounting standards are available fioin Ambac Assurance. The address of Ambac Assurance's 
administrative offices and its teiephone number are One State Street Plaza, 19th Floor, New York, New 
York 10004 slid (212) 668-0340. 

-. hicorpoi.ation of Certain Documents by Reference 
7 '.. 

The following documents filed by AFG with the SEC (File No. 1-10777) are incorpoiated by :J 

reference in this Official Statement. 

1) AFG's Cuixent Report on Form &K dated Januaiy 23,2002 and filed on 
January 25,2002; 

2) M G ' s  Annual Report on Form 1 O-K for the fiscal year ended December 3 1, 
2001 and filed on March 26,2002; 

3) AFG's Current Report on Fomi 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 3 I, 2002 and filed on May 13,2002; 

5) AFG's Current Report on Forin 8-K dated July 17,2002 and filed on July 19, 
2002; 

6)  AFG's Currelit Report 011 Fonn 8-I( dated August 14, 2002 and filed on August 
14, 2002; and 

7) AFG's Quarterly Report on Form IO-Q for tlie fiscal qiiarterly period ended June 
30,2002 and filed on August 14,2002. 

All documents subsequently filed by AFG pursuailt to tfie requirenients of the Exchange Act after 
the date of this Official Statement will be available for inspection in the same niaiiner as described above 
in "Avaiiable Info~~natioii." 

SUMMARY OF THE LOAN AGREEMENT 

TIze fallowing, in oddition tu tlzepIl."'ovisions colrtnhiecl elsewliei-e in this OJJiciol Statemerit, is a 
&ief ilescr7;vtion of certcriit provisiom of the Lom Agreement. Refel-ciice is riincie to the Lunrr Ag*eeitieiit 
far the cletniiecl pi-avisioiw tlieseoj 
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General 

The term of tlie Loan Agreement shall conuneiice as of its date and end on the earliest to occur of 
October 1,2032, or the date on which a11 of the Bonds shall have been fully paid or provision has been 
made for such payment pursuant to the Itidenhire. See "SITMMARY OF THE IWEN'ITJRE -. 
Discharge of Indenture." 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making timely 
payments to tlie Trustee hi 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) tlie expenses in connection with any 
redemptioti of the Bonds and (e) the reasonable expenses of tlie Issuer. 

The Company covenants and agrees with the Issuer that it will cause tlie purchase of tendered 
Bonds that are not remarketed 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 manner required to effect such 
purchases in accordance with the Indenture (see "SIMMARY OF T€E 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 Tnistee, the Paying Agent, the Bond Registmr, 
the Tender Agent and aniounts related to jndenmification) have been assigned by the Issuer to the 
Tiustee, and the Conipariy will pay such amounts directly to the Trustee. The obligations of the Cotnpaiy 
to make the payments pursuant to the Loan Agreement are absolute and unconditional. 

Mairiteiiance of Tax Exemption 

The Company and the Issuer have agreed not to take any action that would result hi the hiterest 
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" witlrin the meaning of Section 147(a) oftfte Code) 
for federal income tax purposes or that adversely affects the validity of the Bonds. 

Issuance and Delivery of First Mortgage Bonds; Limitation on Liens 

For the purpose of providing security for the Bonds until the Release Date, the Company \vi11 
execute and deliver to the Tiiistee on the Issue Date the First Mortgage Bonds. Tile principal amount o f  
the First Mortgage Bonds executed and delivered to the Tiiistee will be not less than the aggregate 
principal amount of tlie Bonds. Piior to the Release Date, in the event of a default under the Loan 
Agreement or default in payment of the principal of, premium, if any, or hiterest on the Bonds, and upon 
receipt by the First Mortgage Trustee of a written deniand from the Trustee for redemption of the First 
Mortgage Bonds ("Redemption Demand"), the First Mortgage Bonds \vi11 bear interest at the same rate 
boiiie by the Bonds and tlie principal of the First Mortgage Bonds, together with interest accrued thereon 
fkom the last date to which interest 011 the Bonds shall have been paid in full, \vi11 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 tlie Release Date, upoii payment of the principal of, premium, if any, and interest on any 
of tlie Boiids, and the surrender to and cancellation thereof by the Trustee, or upon provision for tlie 
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 suiyendered and 
canceled or for tlie payment of which provision has been made, will be surrendered by the Trustee to the 
First Mortgage Tnistee and will be canceled by the First Mortgage Tiiistee. The First Mortgage Bonds 
will he registered in the name of the Tiustee and will be non-transferable, except to effect transfers to any 
successor tnistee ueder the Indenture. The Bond Insurer's consent to a release of the First Mortgage 
Bonds may be given without consent of any holder of Bonds. (See "SUMNLARY OF THE BONUS 
Security; Release Date; L,imitation on Liens.") 
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The Company will covenant, from and aiter the Release Date, that it wifl not create, assume or 
guarantee debt for boirawed money secured by any mortgage, except as described above wider 
"SI.TMMARY OF THE BONDS Security; Release Date; Limitation on Liens." 

Payment of Taxes 

The Company has agreed to pay certain taxes and other goveinmental chorges that may be 
Iawflilly assessed, levied or charged against or with respect to tlie Project (see, however, subparagraph (i) 
under "SITMMARY OF THE BONDS - Redemptions - Ewiwordiiiary Op?omI Redetizuiion k 
wiloie "). The Company inay contest such taxes or other governmental chxges unless the security 
provided by the Indenture wodd be materially endangered. 

Maintenance; Damage, Destruction atirl 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 mid will make or cause to be made all proper repairs, 
replaceinents and renewals iiecessaiy to continue to constitute the Project as ais and water pollation 
control and abatement facilities and solid waste disposal facilities, as applicable, under Section 
103(b)(4)(E) and (F) of tlie hiteinal Revenue Code of 1954, as antended. However, the Company will 
have no obligation to maintain, repair, replace or renew any poition of the Project, the maintenance, 
repair, replacement or renewal of which beconies uneconomical to the Company because of cei-tahi 
events, including dmnage OK desttuction by a cause not within the Company's control, condenuiation of 
the Project, change in government standards and regulations, economic or other obsolescence or 
teimination of operation of generating facilities to the Project. 

d 
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The Company, at its own expense, may remodel the Project or make substitxitions, modifications 
and improvements to the Project as it deems desirable, wvhicli reniodeling, substitutions, niodifications 
and improvements shall be deemed, under the terms of the Loan Agteeinent to be a pait of the Project. 
The Coinpany may not, however, change or alter the basic nature of the Project or cause it to lose its 
status under Section 103(b)(4)(E) and (??) of the Tnteinal Revenue Code of 1954, as amended. 

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, the Company or the 
First Mortgage Trustee receives iiet proceeds fiom insurance or a condemnation award in connection 
therewith, the Coinpany 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 the opinion of Bond Counsel, will not adversely affect tlie exclusion of the interest on the 
Bonds fiom gross income for federal income tax purposes. See "STTMMARY OF TJ3E BONDS 
Redemptions -- Exfmordiiiai?) Opfioiial Redeiwtio?i in lV?iole or i?t Pait" 

Insurance 

For the period prior to the Release Date, the Company has agieed to insure the Project in 
accordance with the provisions of the Fkst Mortgage hidenture. From and after the Release Date, the 
Company will insure the Project in a manner consistent with genela1 industry practice. 

Assignment, Merger and Release of Obligations of the Compaiiy 

The Company may assign the Loa1 Agreement, pursuant to ai1 opinion of Bond Counsel that such 
assignment will not adveisely 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 Coiiipany from primary liability for any of its obligations under 
the L.oan Agreement and performarice and observance of the other covenants and agreements to be 
performed by the Company unless consented to by the Bond Tisurer. The Conipany may dispose of all or 
substantially all of its assets or consolidate wvitli 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 sI.rall be a 
corporation organized and existing under the laws of one of the states of the TJnited States of America, 
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shall be qualified <and admitted to do Ixisiness in the Conmonwealth of Kentucky, and shall assume in 
writing all of the obligations of the Company under the Loan Agreement. 

Release and Jiideiiiiiificatioii Covenant 

The Company will hidemnify and hold the Issuer liaimless against any expense or liability 
incurred, including attorneys' fees, resulting €rom any loss or damage to property or any injury to or death 
of any person occurring on or about or resulting fiom any defect hi the Project or fiom any action 
commenced in connection wit11 the financing thereof, 

Events of Default 

Each of the following events constitutes an "event of default" under the Loan Agreement: 

(1) failure by the Coinpany to pay the amounts required for payment of the principal 
of, including purchase price for tendered Bonds and redemption and acceleratioa prices, and 
interest accrued, on the Bonds, at the tunes specified therein taking into account any periods af 
grace provided in the Indenture and the Bonds for the applicable payment of interest on the Bonds 
(see "SUMMARY OF THE INDENTtTRE - 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 Tinstee, provided, however, that if such failure is capable of being 
comected, but cannot be corrected in such 30-day period, it will not constihite an event of default 
under the Loan Agreement if corrective action with respect thereto is being diligently pursued; 

(3) all first mortgage bonds outstanding under the First Mortgage Indenture, if not 
already due, shall have become immediately due and payable, whether by decfaration or 
othenvise, and such acceleration shall not have been rescinded by the First Mortgage T~ustee; or 

(4) certain events of banluuptcy, dissolution, liquidation, reorganization or 
insolvency of the Comnpany. 

IJnder the Loan Agreement, certain of the Company's obligations (other than the Company's obligation (i) 
not to peimit any action wllicli would result in interest paid on the Boitds behig included in gross iicoine 
for fedei-al and Kentucky income taxes, (ii) to execute and deliver the First Mortgage Bonds to the Trustee 
on the date of issuance of the Bonds hi an aggregate principal amount not less than the aggregate principal 
amount of the Bonds; and ( 5 )  to make loan payments and ceitain 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 due, or to enforce performance and observance of any 
obligation, agreement or covenant of the Company, under the Loan Agreement. 

In the event of a default under the Loan Agreement or a default in payment of the principal of, 
premium, if any, or interest on 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 
"STJMh4ARY OF THE INDENTURE '-- Defaults aiid Remedies." Any amounts collected upon the 
happening of any 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), 
made available to the Company. 
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Optioris to Prepay, Obligation to Prepay 

The Company may prepay tlie loan pursumit to the Loan Agreement, in whole or in pat, on 
certain dates, at ff ie prepayment prices as showii under the captions "SUMh4ARY OF THJ3 BONDS - 
Redemptions - Optional Redeitrpiio~i ,'I 'Exfi-aoidiml37 Optioim' Redemption in Whole I' a id  
'lExt/.crorditznr*)~ Oprioiral Recenipiioii in lltoie or in Part." TJpon the occurrence of the event described 
uncles the caption "SUMMARY OF THE BONDS - Redemptions - Mnlrcici!ory Reciemptio~i; 
Detesi?iiimtioit of Tcixctbilify," tlie Coinyaiiy shall be obligated to prepay tlie loan in an aggregate amount 
sufficient to redeem tlie required principal amount of the Bonds. 

In each instaiice, the loan prepayment price shall be a suni sufficient, together with other fiinds 
deposited with the Timtee and available for such purpose, to redeem the requisite amount of tlie Bonds at 
R price equal to the applicable redemption price plus accrued interest to the redemption date, and to pay 
all reasonable aiid iiecessaiy fees and expenses of tlie Timstee, the Paying Agent and all other liabilities of 
the Coinpany under the Loan Agreement acciued to tlie redemption date. 

Atnendments stid Modifications 

No amendment or modification of die Loan Agreement is permissible without the witten consent 
of the Tixistee and the Bond Insurer. The Issuer and the Trustee may, however, without the coiiseiit of or 
notice to any Bondholders, eiiter into any amendment or modification of the Loan Agreement (i) wllich 
may be required by the provisions of the Loan Agreement or the hidenture, (ii) for the puipose of curing 
any ambiguity or foxma1 defect or oiiiission, (iii) in connection with any modification or change necessaiy 
to conform the Loan Agreement with changes and modifications in the Indenture or (iv) in coilr~ection 
with any other change wluch, hi the judgment of the Trustee, does not adversely affect the Tinstee or tlie 
Bondholders. Except €or such amendments, the Loan Agreenieiit niay be mended or modified only with 
the conseiit of tlie Bond Insurer and the Boiidliolders holdhig a niajority in principal amount of tlie Bonds 
then outstanding (see "SUMMARY OF TEE INDENTURE -. Supplenieiital Indentures" for ai 
expl~ulation of the procedures necessaiy 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 (j) tl~rough (iv) of the first sentence of the second paragraph of "SUMMARY OF THE 
INDENTURE - Supplemental Indentures." 

SUMMARY OF THE FIRST MORTGAGE BONDS 

Tlie folloivirig, iit aclclitioii fo  the p~ovisions contizitred elsewhei-e iii this Oflcia? Sfateitrent, is a 
brief dexcripfioit of certain pi*ovisioiis of rite Firsi Martgcrge Botids atid the First Mostgage Iitdeiitrri*e. 
Refeence is m d e  to the Fiist Mostgoge fiideiziwe arid to rite foiwr of tlie First Mortgnge Boiids for rite 
detailedyi*ovisioiis tlrereof: 

General 

The First Moitgage Bonds will be issued as a new series of first inoitgage bonds under the First 
Mortgage Indenture (see "ST_TMMARY OF TNlE LOAN AGREEmNT 
Mortgage Bonds; Liniitation on Liens"). The First Mortgage Bonds will matiire on the same date and 
bear interest at the sane rate or rates as tlie Bonds. Tlie statements lierein niade (being for the most pait 
sunmiaries of certain provisions of the First Mortgage hidenture) are subject to the detailed provisions of 
tlie Fiist Moitgage Indenture, wllich is incoiyorated herein by this reference. 

Issuance and Delivery of First 

The First Mortgage Bonds will be issued under, and secured by, a Tixist Indenhire dated as of 
November 1, 1949, as amended and suppfemented, and as to be finither mended and suipplernerited by a 
Supplemental hidenture dated as of October 1, 2002 between tlie Company aiid BNY Midwest 'i'iwst 
Coi~ipany, Chicago, Illinois, as tnistee (the "First Mortgage Trustee") (the Trust Indeiiture, as so 
supplenienited is refelred to lierehi as the "First Moitgage hideiiture"). 
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The principal of and interest on the First Mortgage Bonds xirill not be payable other tliatl upon the 
occurrence of an event of default under the Loan Agreement, IJpon the occurrence of any of the events of 
default described under die caption "SUMMARY OF THE LOAN AGREEMENT - Events of Default", 
the First Mortgage Bonds will be redeemable within 120 days following receipt by the First Mortgage 
Trustee of a Redemption Demand fiom the Trustee for redemption, at a redemption price equal to the 
principal ainouiit thereof plus accnied interest at the rates boiiie by the Bonds fiom the last date to which 
interest on the Bonds has been paid. 

The Fhst Mortgage Bonds at a11 times will be in fiilly registered form registered in tlie liane of 
the Tiustee, will be non-negotiable, and will be non-transferable except to any successor bustee under the 
Indenture. Upon payment and cancellation of Bonds by the Tnistee or the Paying Agent (ollier than any 
Bond or portion thereof that was canceled by the Tiiistee or the Paying Agent and for which one or more 
Bonds were delivered and autheiiticated 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 tlie 
Indenture, an equal principal amount of First Mortgage Bonds will be deemed fully paid and the 
obligations of the Company tliereunder will cease. 

Security 

hi the opinion of counsel for the Company, the First Mortgage Bonds, when issued, will be 
secured by the First Mortgage Indenture which cowtitutes a first mortgage lien, subject only to 
permissible encumbrances, upon substantially all of the propei-ty of the Comnpany (except as surrunar-ized 
hi the following pamgrapli) for the equal pre-rafa security of all fEsf mortgage bonds issued or to be 
issued thereunder, subject to the provisions relating to aiiy sinking fiind 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. 

There are excepted from the lieii of the First Mortgage Indenture certain securities, cash, 
contracts, receivables, motor vehicles, merchandise, certain equipment and supplies, and cedah 
non-utility properties. 

The First Mortgage Indenture contains provisions for subjecting to the lien thereof (subject to 
certain limitations in the case of consolidation or merger) all property acquired after the date of tlie First 
Mortgage Indenture other than propexty of the kind mentioned in the preceding pxagraph. Such 
provisions might not be effective as to property acquired durhig the ninety days preceding or subsequent 
to the filing of a case with respect to the Company under the United States Bankruptcy Code, state 
insolvency laws or other similar laws affecting the enforcenieiit of creditors' rights. 

Issuance of Additional First Mortgage Bonds 

The Fiist Mortgage Indenture does not fix an overall dollar limitation on the principal amount of 
first mortgage bonds that may be issiied or ou tstandiiig thexeunder. Additional first mortgage bonds 
secured by the First Mortgage Indeiiture may be issiied on the basis of (i) 60% of the cost or fair value, 
whichever is less, of peimarient additions, after inaking the reqiiired deductions on account of retired 
property, (ii) retired first moitgage bonds, the retirement whereof has not beeii otheiwise used under the 
Fist Mortgage Indenture, and (iii) deposit of an equal amount of cash with the First Mortgage Trustee, 
wlucli cash may be wviflidrawn by applying amounts of established pemiaaent additions equal to 166 213% 
of such cash to be withdrawn or by retirements of first martgage bonds. No additional fust mortgage 
bonds may be issued on basis (i), basis (ii) under specified conditions, or basis (iii), unless the earnings 
applicable to bond interest for a specified twelve month period are equal to at least twice the annual 
interest requirement on the first mortgage bonds including those about to be issued. Additional first 
mortgage bonds may vary as to maturity, interest rate, redemption prices, sinking fund aid in certain 
other respects. The First Mortgage Bonds will be issued under clause (ii) above. At December 31, 2001, 
the amount of permanent additions which could be used for the issuance of fwst mortgage bonds exceeded 
$1.758 billion. 
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Maintenance and Repair 

As a Maintenance Fund, tlie Company covenants to pay to the First Mortgage Trustee atunially 011 
May 1 an amount equal to 2,25% of its depreciable property, including consfniction work in progress, as 
of the end of the preceding calendar yew, after deducting credits at tlie Conipany's option for (a) 
mainteaance, (b) retirements offset by pe~~nanent additions, (e) retirements of first mortgage bonds and 
(d) amounts of established peirnaneiit additions. Witlidrawals fioin the Maintenance Fund may be made 
011 tlie basis of retireinelits of fxst mortgage bonds and amortiits of established permanent additions. 

The Company has covenanted to maintain its properties in adequate repair, tvorking order aid 
condition. The First Moitgage hidenture contains provisions for periodic inspection of the Cotnpany's 
propeifies and reports by an independent engineer as to compliance with this covenant. 

SiiiIdng Fund 

The First Mortgage Bonds will not provide for any sinking fitnd, and tlie outstanding first 
mortgage bonds of the Company do not provide for any sinking fiind, 

Provisions Limiting Dividends on Co1.nrnon Stock 

surplus (retained earnings) equal to the amount by which the aggregate of (i) charges to income to provide 
for retirements and depreciation and (ii) expenditures of the Coinpany for inaintenance of its propei-ty, for 
the period fioni Januaty 1, 1978, to the end of the last preceding inontli for wbich a balance sheet of the 
Cotnpany is at the time available, is less tlian 2.25% of its depreciable propeity, includhg construction 
work in progress, as of the end of that period, sliall not be available for the payment of dividends on 
Common Stock of the Company. No poition of retained earnings of the Conipany is presentIy restricted 
by this provision. 

I 
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:1 The Company Iias covenanted that so long as any first mortgage bonds are outsta~idirtg, earned 

Release Provisions 

The First Mortgage Indenture coiitains certain provisions pemiittirig the release from its lien of 
any property upon depositing or pledging cash or ceitahi otlier properly of coinparable fair value. The 
First Mortgage Indenture also contains provisions for the cancellation, change or alteration of leases, 
rights-of-way and casements, and for the surrender and modification of any franchise or goveinmental 
consent subject to certain restTictions, in each case without any release or consent by the Fkst Mortgage 
Tmstee ar accountability thereto for any consideration received by the Company. 

Modification of the First Mortgage Indenture 

With the consent of the Company, the provisions of the Fiist Moitgage Indenture inay be changed 
by the affirmative vote of the holders of at least 70% hi principal iunount of the Conipany's outstanding 
first mortgage bonds except, among otlier tliings, the maturity may not be extended, the ititerest rate 
reduced, nor the teims of payment of principal or interest changed without the consent of tlie holders 
thereof. 

Defaults 

The following is a summary of events defined in the First Mortgage Indenture as "completed 
defaults": 

(i) failure to pay principal of any fsst mortgage bond when due and payable, (ji) 
failure to pay interest withhi 30 days after the same becomes due atid payable, (iii) failure to meet 
any payment to any sudhg, inaintenance or other analogous fiind within 60 days after the same 
is payable, (iv) the expiration of 30 days after the entry of an order approving a petition filed 
against the Company seeking reorganization of tlte Company, uiiless dnring such period such 
adjudication or order is vacated, (v) the expiration of 90 days following the appointment, without 
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the consent of the Company, of a receiver unless during such period such appointment is vacated, 
(vi) the filing by the Coinpany of a voluntary petition hi batlkruptcy or the rn<?kng of a general 
assignment for the benefit of creditors or tlie consent by the Company to the appointment of a 
receiver ar the filing by the Company of a petition or answer seeking reorganizatioii or tlie filing 
by the Conipariy of a petition to take advantage of any insolvency act or the adjudication of the 
Company as a bankrupt on a petition filed against the Coinpany, and (vii) failure to peifom any 
other covenant or agreement contained in the First Moifgage Indenture or any first mortgage bond 
within 60 days following the inailing by the First Mortgage Tiustee or by the holders of at least 
15% in priticipal amount of the fxst mortgage bonds then outstanding of a wittea demand that 
such failure be cured. 

The First Mortgage Tnistee is required to give notice to first mortgage bondholders (i) within 90 
days after the occurrence of a default known to the First Mortgage Trustee within such period, or (ii) if a 
default is not Imown to the First Mortgage Tiustee within such period, within 30 days after such default 
shall be known to the First Mortgage Tnistee, unless such default has been cured before the givhig of 
such notice; provided that, except in the case of a default resulting from the failure to make any payment 
of principal of or interest on any fxst mortgage bonds or to niake any shkhig fund payment, tlie First 
Mortgage Trustee may withhold such notice upon deterinination in good faith by the board of directors, 
tlte executive committee or a trust coinniittee of directors andor responsible officers of the First 
Mortgage Tixistee that the witlholding of such notice is in the interest of the first inortgage bondholdeis. 

hi the case of a completed default, the First Mortgage Tiustee may, and upon witten request of 
the holders of a majority in principal amount of tlie fmt nioifgage bonds then outstanding will, declare the 
priticipal of all first mortgage bonds then outstanding and the interest accmed thereon to be due and 
payable immediately, and the same will become due and payable subject to tlie riglit of die holders of the 
majority in principal amount of the first mortgage bonds then outstanding upon certain conditions to 
reschid and annul such declaration. 

The First Mortgage Indenture further provides that in cases of a completed default the First 
Mortgage Tnistee to tlie extent permitted by law (i) may enter possession, (ii) may, if requested so to do 
by the holders of a niajoiity of tlie fiixt moifgage bonds then outstanding, sell the niortgaged and pledged 
property, (iii) may cause the First Mortgage Indenhire to be foreclosed, (iv) may proceed to protect and 
enforce the rights of the First Mortgage Trustee and tlie bondholders, (v) will be entitIed to tlie 
appointment of a receiver and (vi) may sue for principal amount and interest due on the fxst mortgage 
bonds as ttiistee of an express trust. 

The First Mortgage Indenture provides in substance that no holder of any first mortgage bond will 
have any right to institute any suit, action or proceeding in equity or at law for tlie foreclosure of the First 
Mortgage Indenture or for tlie appointment of a receiver or for any other remedy thereunder unless such 
holder has pieviously given to the First Mortgage Trustee writtell notice of default, nor unless also tlie 
holders of 25% in principal amount of tlie first mortgage bonds then outstanding thereunder have made 
written request to tlie First Mortgage Tiiistee to exercise the powers granted by the First Mortgage 
Indenture, but tlie right of action of holders of first mortgage bonds to eiifoice payment of the principal or 
ititerest may not be impaired. 

The First Mortgage hideiitute requires the First Mortgage Trustee to exercjse in tlie case of a 
completed default such of the lights and powers vested in it by the First Moitgage Indenture, and to w e  
the same degree of care and skill hi tliek exercise as a pnident man would exercjse or we under the 
circumstances in the conduct of his own affairs. 

As a condition precedent to certaiti actions by the First Mortgage Trustee in tlie enforcement of 
the lien of tlie First h4oifgage Indenture and institution of action on the first mortgage bonds, the First 
Mortgage Trustee may requixe adequate indemnity against cost, expenses and liabilities to be incurred 
thereby. 

32 



Miscellaneous 

Whenever all indebtedness secured thereby has been paid, including all proper charges of the 
First Mortgage Tiustee tliereutider, the First Moifgage Tiustee will, upon request of the Conipany, cancel 
and discharge the lien of tlie First Mortgage Indenture and execute and deliver to the Company such 
deeds aiict instntments as will be requisite to satisfy said lien and reconvey and transfer to tlie Company 
tlie nioitgaged and pledged property. The Company is also required to fiii~&.di to the First Mortgage 
Trustee officers' certificates, certificates of an engineer, appraiser, or other expert and, in certain cases, 
ilccount;ilit's certificates in connection with the authentication of first mortgage bonds, the release or 
release and substitution of property, compliance with all coiiditioiis and covenants under the First 
Mortgage Indenhire, and certain other matters, and opinions of coutisel as to the lien of the First Mortgage 
Indenture and certain other matters. 

SUMMARY OF TI-IOE INDI3NTW 

The followiiig, in addition to ~Ite~ilm~isiorrs contuitied eisewliere h i  this Uficial Stn feinent, is a 
bri@descs@tion of cei fa& provisions oftlie hideiirure. Refereirce is inade to the bidentiire for. tlte 
detailed pro visions tiw-eoJ: d 

.I 

52 rrl Security 
-, -.4 

Pursuant to the Indenture, the Issuer will assign and pledge to the Trustee its interest 21 and to the 
Loan Agreement, including pay~nents atid other amounts due the Issuer thereunder, together witli all 
moneys, property and securities froin time to t h e  lieid by the Tnistee under the Indenture (with cei-lain 
exceptions, including moneys held in or earnings on the Rebate Fund and the Purchase Fund). The Bonds 
will be fiirtlier secured by tlie First Mortgage Bonds delivered to the Trustee (see "SUMMARY OF THE 
LOAN AGREEMXNT - Issuance and Delivery of First Moitgage Bonds; Limitation on Liens"). The 
First Mortgage Borids will be 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 (although 
the Project is subject to the lien of the First Mortgage Indenhire). 

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 pecutiiary liability of the Issuer or any charge upon its general 
credit or t<wing powers. The Tssuer has not obligated itself by maIcing the covenants, agreements or 
provisions contained in the Indenture or i i  tlie Loan Agreement, except mitli respect to the Project and the 
application of the amounts assigned to payment of tlie principal of, preiniuin, if my, and interest on the 
Bonds. 

The Bond Fund 

Tlie payments to be made by the Company pursuant to the Loan Agree~nent to the Issuer and 
certain other amounts specified in the Indenture will be deposited into a Bond Fund established prirsiiaiit 
to die Indelihire (die "Bond Fund") and will be maintained in trust by the Tnistee, Moneys 21 tlie Bond 
Fund will be used solely for the paynieiit of the principal of, premium, 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 Tnistee, Paying Agent aid the Issuer are entitled pursuant to the l[lideiiture or 
the Loan Agreement. Any moneys held in the Bond Fund will be invested by the Tiiistee at the specific 
written direction of the Company in certain Govenmieiitai Obligations, investment-grade corporate 
obligations and other investments peimitted under the Indenture. 

The Rebate F m c i  

A Rebate Fund has been created by tlie Iiidentiire (the "Rebate Fund") and will be maintained as a 
separate fiind ftee and clear of the Lien of the Indenture. Tlie Issuer, the Trustee arid the Company have 
agreed to comply with all rebate requirements of the Code and, in particular, the Coinpany has agreed that 
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if necessary, it will deposit in the Rebate Fund any swh amount as is required under the Code. However, 
the issuer, the Trustee and the Company may disregard tlie 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 fioin gross income for fedeml income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accixie of the Tiustee and the Paying 
Agent have been paid or provided for, and when proper notice has been given to the Bondlzolders or the 
Trustee that the pmper amounts have been SO paid or provided for, and if the Issuer is not in default in any 
other respect under the hidenture, the hidenttire shall become 11~11 and void. The Bonds shall be deemed 
to have been paid and discharged when there shall have been ii~evocably 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 mahirity or upon redemption) or, in lieu thereof, Govemmental 
Obligations shall have been deposited Which mature in such amounts and at such tines as will provide the 
funds necessmy to so pay such Bonds, and when all reasonable and iiecessaiy fees and expenses of the 
Trustee, tlie Authenticating Agent, the Bond Registrar and the Paying Agent have been paid or provided 
for. 

Surrender of First Mortgage Bonds 

On the Release Date, the Tixistee will deliver to the Company for cancellation all First Mortgage 
Bonds and the Company will cause the Tnistee to provide notice to ai1 holders of Bonds of the occurrence 
of the ReIease Date. As a result, on the Release Date, the Fimst Mortgage Bonds shall cease ta secure the 
Bonds, and the obligations of the Company under the Loan Ageement will become unsecured general 
obligations of the Company. After the Release Date, the Bond Jiisuimce Policy will continue to provide 
security for the Bonds. 

In addition, upon payment of any principal of, premium, if any, and interest on any of the Bonds 
which reduces tlie principal amount of Bonds outstanding, or upon provision for the payment thereof 
having been made in accordance with the Indenture (see "Discharge of Indenture" above), First Mortgage 
Bonds in a principal aniount 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 Tnistee to the First Mortgage Tnistee. 
The First Mortgage Bonds so surrendered shall be deemed fiilly paid and the obligations of the Company 
thereunder terminated. 

Defaults and Renieilies 

As long as flie Boiid hisiii*aitce Policy is irijill fosce arid effect witlt respect to the Bonds mid ihe 
Bond Imurei. is riot iii defoiih theretwder, icpon tlie occiirrence arid corttiiziraiice of nit Event of Defaiilt, 
and subject to certain indenin$catioii provisions, the Boiid liarir*er* s ld l  be eii fitled io cont~o? arid direct 
the eitfosce~iieii f of all rights arid r-enredies grarited to the registesed owiiers 01- the Triistee foi. tlie beiiefit 
of the i-egisiered owiers urider- the Iiidemre iiicliidirig, witlioirt liinitatioii, the right to accelerote tlie 
priric@al of the Bonds arid iiie right to aritiirl m y  deckoration of accelern fion, aid tlie 3 0 1 ~ d h t s ~ 1 1 ~  sJiall 
also be entitled to cipprose all waivers of Everits of Default. (;See '72iglits ofBorid Imiirer-" below.) 

Each of the following events constikites an "Event of Default" under the hidenture: 

(a) Failure to make payment of any iilstallinent of interest on any Bond (i) if such 
Bond beam interest at other than the Long Term Rate, within a period of one Business Day from 
the due date and (ii) if siich Bond bears interest at the Long Teiin Rate, witlhl a period of five 
Business Days from the date due; 

(b) Failure to niake punctual payment of the principal of, or premitini, if any, on any 
Bond, whether at tlie stated maturity thereof, or upon proceedings for redemption, or upon the 
maturity thereof by declai-ation 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 became due and 
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payable, provided that no event of defiiult sliall have occtiired in respect of failure to receive such 
purcliase price for any Bond if tlie Company shall have made the payment on tlie next Business 
Day as described hi the last paragraph tinder "SIJMMARY OF THE BONDS - Reimiketing 
mid Purchase of Bonds" above; 

(c) Failure of the Issuer to peifotm or obsetve any other of the covetiants, 
agreements or conditions in the Indenhire or in the Bonds \vIiich failure coiitinues for a period of 
30 days after written notice by the Tiustee, provided, however, that if s~ich failure is capable of 
bebig cured, but cannot be cured in such 30-day period, it will not constitute an event of default 
nnder the Indenture if corrective action in respect of such failure is being diligently pursued; 

(d) The occurrence of an "event of default" under the Loan Agreement (see 
"SUMMARY OF THE LOAN AGWEMENT - Events of Dehult"); 

(e) Written notice fiom the Bond Insurer to the Tiustee that an event of default has 
occuiyed and is continuing under the Insurance Agreement; or 

( f )  Prior to the Release Date, all furst mortgage bonds outstanding under the First 
Mortgage Indenture, if not already due, shall have become immediately due and payable, whether 
by declaration or othenvise, and such acceleration shall not have been rescinded by the First 
Mortgage Trustee. 

Upon the occuirence of an Event oEDefault under the Indenture, the Trustee may, and upon the 
written request of the registered owners holding not less than 25% in principal amount of Bonds then 
outstanding and upon receipt of indemnity satisfactory to it shall: (i) if prior to tlie Release Date, enforce 
each and every right granted to the Trustee as a holder of tlie Fkst Mortgage Bonds (see "SIJMMARY OF 
THE FRST MORTGAGE S O ~ S " ) ,  (ii) declare the prjncipal of all Bonds and interest accnied thereon 
to be immediately due and payable and (iii) declare all payments under the Loan Agreement to be 
inunediately due and payable 'and enforce each and every other right granted to the Issuer under tlie L.oan 
Agreement for tlie benefit of the Bondholders. In exercising such rights, the Trustee shall 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 eqtiity to enforce the payment of the principal of, prcmium, if any, 
and interest on the Bonds then outstanding and, if prior to the Release Date, may also issue a Redemption 
Demand for such First Moitgage Bonds to the First Mortgage Tiustee. 

Prior to the Release Date, if an Event of Default under paragraph (a), (b), (d) or (0 above shall 
occtic aid be continuing, the Tiwstee may, and upon the written request of the registered owtiers holding 
not less than 25% in principal amount of a11 Bonds then outstanding auld upan receipt of indemnity 
satisfactoiy to it shall, exercise such riglits as it shall possess under the First Mortgage Indenture as a 
holder of the First Mortgage Bonds, hi the event the First Mortgage Bonds becoiiie due and payable, the 
principal of and all acciiied interest on the Bonds shall be deemed to be paicl solely to the extent of the 
moneys realized on the First Mortgage Bonds and any other moneys realized by the Trustee pursuant to 
any remedy exercised by it. 

If the Trustee recovers any moneys following ai Event of Default, unless the piincipal 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 incuired or made by the Tiustee and tlie 
Payhig Agent, (ii) to the paymeiit 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 incured or made by the Tiiistee and the Paying Agent and (ii) to the payment of 
priiicipal of and interest then due and unpaid on the Bonds. 

No Bondholder may institute any suit or proceeding in equity or at law for the enforcement of the 
bidenture unless an Event of Default has occuned of which the Tnistee has been notified or is deemed to 
have notice, and registelcd owners holding not less than 25% in aggregate principal anlount of Bonds 
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then outstanding sliali have made wwitten request to the Tmstee to proceed to exercise the powers gwited 
under the Indenture or to institute such action in their owii name and the Trustee shall fail or refuse to 
exercise its powers wvitllin 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 
eigorceable only against specific assigned payments, funds and accounts nnder the Indenture hi the hands 
of the Tiustee. 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 notice is 
given to the Issuer and tlie Company by the Tiiistee, or to the Issuer, tlie Company atid the Tivstee by the 
registered owners holding not less than 25% in aggregate principal amount of all Bonds outstanding and 
the Issuer and the Company sliall 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 wjll not constihite an Everit of Default if corrective action is instituted within the applicable 
period, 

Waiver of Events of Default 

As Iorig CIS ilie Boirdlirstrsar~ce Policy is iii$iliforce arid effect with respect to the Bortds and tlte 
Bond Iruitr.ei* is uot iri defnuli tltereiirides, ipori the occt~i*seiice arid coiitiiizraiice of ail Event of Defaitlt, 
atid strbjeci to cerfaiii iirdeiivrificntion provisioiis, the Bond Iizsi~'ei* sJiall be entitlerl to coiifi-01 mid cliseci 
die right io awittl arty cleclarafioii of nccelemiion, aird the Bond bisitses sliall also be eiriiiled to npp-ove 
all waivers of Eveiiis of Defaitli. (See "Rights of Borid Irisiwer" 1)eIow.) 

Except as provided below, the Trustee may in its discretion waive any Event of Default under the 
Lndenture and shall do so upon the wwitten request of the registered owners holding a majority in principal 
amount of all Bonds then outstanding. If, after the principal of all Boiids then outstmiding 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 siim sufficient to pay all matured instalhients of interest upon a11 Bonds and the 
piincipal of and premium, if any, on any and all Bonds which shall have became due otherwise than by 
reason of such declaration and the expenses of the Trustee in connection with such default (with inteiest 
thereon as provided in the hidenttire) 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 sliall be deemed waived and such declaration and its consequences rescinded and annulled by 
the Tiiistee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and muiultnent shall extend to or affect any subsequeiit Event of Default or impair any 
right or remedy consequent thereon. 

Upon any waiver or rescission as described above or any discontinuaiice or abandonment of 
proceedings utider the Indenture, the Trustee shall itntnedjately resciiid in wwiting any Redemption 
Demand of First Mortgage Bonds previously given to tlie First Moi-tgage Tiustee. The rescission under 
die  First Mortgage Indenture of a declaration that all first mortgage bonds outstanding under the First 
Mortgage Indenture are irnmediately due aid payable shall also constitute a waiver of an Event of Default 
described in parag-aph (f) under tlie subcaption "Defaults and Remedies" above and a waiver and 
rescission of its consequences. 

Notwithstanding the foregoing, nothing in the Indenture sliall affect the right of a registered 
owtier to enforce tlie payment of principal of, preiniuni, if any, and interest on the Boiids after the 
maturity thereof. 

Voting of Firsf Mortgage Bonds Held by Trustee 

The Trustee, as holder of the First Mortgage Bonds, shall attend any nieeting of holders of first 
mortgage bonds outstanding under the First Mortgage Indenture as to which it receives due notice. The 
Tnistee shall vote the First Mortgage Bonds held by it, or shall consent with respect thereto, 
propoi-tionally hi the way in which the Trustee reasonably believes will be the vote or consent of all other 
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holders of fzst mortgage bonds outstandiag under the First Mortgage Indenture then eligible to vote 01' 
consent. 

Nofwi thstanding the foregoing, tlie Trustee may not vote the First Mortgage Bonds in favor of, or 
give consent to, any action which, in the Tnistee's opinion, would materially adversely affect the First 
Moxtgage Bonds in a manner not generally shared by all other series of fzst mortgage bonds, except upon 
notification by the Tiustee to the registered owners of all Bonds then outstandhig of such proposaI and 
consent thereto of the registered owners of at ieast 66 2/3% in principal amount of all Bonds then 
outstanding, 

Supplenteiital Indeatures 

The Issuer and the Tnistee may eiiter into indentures supplemental to the Indenture without tlie 
consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal defect or onussion in 
tlie Indenture, (ii) to grant to the Trustee, as may lawfirlly be granted, additional rights for the benefit of 
the Bondholders, (iii) to subject to the Indenture additiotial revenues, 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 tlie Issuer for the protection of the Bondholders 01' to surrender or limit any 
lights reserved to the Issuer, (vi) to make any modification or change to the Indenture which, in fhe sole 
judgment of the Trustee, does not adversely affect the Trustee or any Bondholder, (vii) to make 
amendments to provisions reIating to federal inconie tax niatters under tlie Code or other relevant 
provisions if, in the opinion of Bond Counsel, those aniendnients would not adversely affect the exclusion 
of the interest on the Bonds ftom gross income for federal income tax purposes, (viii) to make any 
modification or ch'mge to the hidenhire necessary to provide liquidity or credit support for the Bonds, or 
( ix)  to peiinit the issuance of the Bonds in other than book-entiy-only foim or to provide clianges to or for 
the book-entry system 

!j -- 
z -1 -_ 

Exclusive of supplemental indentures for the purposes set forth in the preceding paragraph, the 
consent of registered owners hoIding a majority in principal amount of a11 Bonds then outstandiiig is 
required to approve any suppIementaI indenture, except no such suppien~ental hidenture shall permit, 
without the consent of all of the registered owners of the Bonds then outstaodhig, (i) an extension of the 
maturity of the principal of or the interest on any Bond issued under the Indenture or a reduction in die 
principal amount of any Bond or the rate of interest or t h e  of redemption or redemption premium 
thereon, (ii) a privilege or priority of any Boiid or Bonds over any other Bond or Bonds, (%) a redaction 
in die piincipal aniount of tlie Bonds required for consent to such supplemerital indenture, or (iv) the 
deprivation of any registered owners of the lien of the Indenture. 

If at 'any time tlie Issuer shall request the Trustee to eiiter hito any stippIenienta1 indeiiture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being satisfactorily 
indemnified with respect to expenses, must notiq at1 such registered owners, Such notice shall set forth 
the iinture 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 sliall be 
prescribed by tfie Issuer or the Conipany) following the mailing of such notice, the registered owners 
holding the requisite amount of the Bonds outstanding shall have coiaented to the execution thereof, no 
Bondholder shall have any right to object or question the execution thereof. 

No srippleniental indenture shall become effective unless the Company consents to the execution 
and deliveiy of such supplemental indenture. The Company shaI1 be deemed to have consented to the 
execution and delivery of any supplemental indenture if the Ti-ustee 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 of the Trustee is located, on tlie fifteenth day after the inailing to the Company of a notice of the 
proposed changes and a copy of tlie proposed supplemental indenture. 

Rights of Bond Insurer 

hstirer shall, to the extent it makes payment of principal of or interest on the Bonds, become subrogated 
The Indenture grants certain rights to the Bond Insurer. In addition to those rights, the Bond 
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to the rights of the recipients of such paynients in accordance with the terms of the Bond Insurance 
Policy. If ai Event of Default occurs, the Bond Insurer shall have the right to institute any suit, action or 
proceeding at law or in equity under the same teims as a registered owier 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 hidenture, the Bond Insurer is explicitly rrecognized under the 
Indenture as being a third-party beneficiary thereof and may enforce any such right, remedy or claim 
coilfened, given or granted thereunder. 

Bond Insurer is not in default thereunder: (a) any provision of the Indenture expressly recognizing or 
granting rights in or to the Bond Insurer may not be amended in any manner which affects the rights of 
the Bond hisurer thereunder without the prior written consent of the Bond Itisurei*; (b) any action under 
the Indentuw 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 bisiirer; (c) upon the occurrence and 
continuance of an Event of Dehult, and subject to ceilain indeninificatioli provisions, the Bond Insurer 
shall be entitIed to control and direct the enforcement of all rights and remedies granted to the registered 
owners or the Tiustee for the benefit of the registered owners under the Indenture including, wvithout 
limitation, (i) the right to accelerate the principal of the Boiids and (ii) the right to annul any declaration 
of acceleration, and 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 prrsuant to the Indenture and notification of any failure to provide any such 
document as required by the Indenture or the Loan Agreement. 

As long as the Bond Insurance Policy is in full force and effect with respect to the Bonds and the 

Notwithstanding anytiling in the Indenture or the Loan Agreement to the contrary, in the event 
that the principal or interest due on the Bonds shall be paid by the Bond Insurer pursuant to the Bond 
]Insurance Policy, the Bonds shall remain outstanding for all purposes, shall not be defeased or otherwise 
satisfied and shall not be considered paid by the Issuer, atid the 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 the 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. 

The remedies available to the Trustee, the Issuer and the owners upon SUI event of default under 
the Loan Agreement, tlie Indenture or die First Mortgage Indenture are in many respects dependent upon 
judicial actions which are often subject to discretion and delay. Uader existing constitutional and 
stattitoiy law and judicial decisions, the remedies specified by the Loan Agreement, the Indenture and the 
First Mortgage Jkdenture may not be readily available or may be limited. .The various legal opiilions to 
be delivered concunently with the deliveiy of the Bonds will be qualified as to the enforceability of the 
various legal instruments by liinitations imposed by principles of equity, bankruptcy, reorgaibtion, 
insolvemy, moratorium or other similar laws affecting the rights of creditors generally. 

TAXTREATMENT 

In the opinion of Bond Counsel, under existing law, including current statutes, regulations, 
administrative nilings and official interpretations, subject to the qiialifications and exceptions set forth 
below, interest on the Bonds will be excluded from the gross income of the recipients thereoffor federal 
income tax purposes, except that no opinion will be expressed regarding such exclusion fiom gross 
income witli respect to any Bond during any period in wldch it is held by a "substaiitial user" 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 deteiiniiling alternative minimum taxable income for individuals and coiporatians under the 
Code. It is Bond Counsel's fiiither opinion that, subject to the assuiiiptions stated in the preceding 
sentence, (i) interest on the Bonds will be excluded from gross income of the owners thereof for Kentucky 
hicome tax purposes and (ii) the Bonds will be exempt fimn all ad valorem taxes in Keatucky, 
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The opinion of Bond Counsel as to the excludability of iiitenst from gross income for federal 
income tax purposes will be based upoii and w i l I  assume the accuracy of certain representations of facts 
aid circmnstances, iiicludjng with respect to tlie Project, which are within the howledge of the Company 
and conipliaiice by the Conipany with certain covenants and undeitakiiigs set foith in the proceedings 
authoriziiig the Bonds which are intended to assure that the Bonds are and will remain obligations the 
interest on which is not includable in gross inconie of the recipients thereof iuider the law in effect 011 the 
date of such opinion. Bond Counsel will not independe~~tly verify the accuracy of the ceifificatioiis and 
representations made by tlie Company and the Issuer. On the date of tlie opinion and subsequent to the 
original delivery of the Bonds, such representations of facts and circuinstances inust be accurate and such 
covenants and undei3akings must continue to be complied with in order that interest on the Bonds be and 
remain excludable from gross income of tiie recipients thereof for federal income tax purposes under 
existing law. Bond Counsel will 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 wluch any change, including 
any interest rate conversion, peimitted by the documents other than with the approval of Bond Counsel is 
taken wliicli 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. 

The Code prescribes a number of qualifications and conditions for the interest on state and local 
government obligations to be atid to remain excluded from gross income for federal Licoiiie tax purposes, 
some of which, inchding provisions for potential payments by the Issuer to the fedeid govenunent, 
require fuhire or continued complinnce after issuance of the Bonds hi order for the interest to be and to 
continue to be so excluded from tlie date of issuance. Noncon~plhice with certain of these requirements 
by the Coinpay or the Issuer wit11 respect to the Bonds could cause the interest on tlie Bonds to be 
included hi gross income for federal iriconie tax prirposes and  to be subject to federal income taxation 
retroactively to the date of their issuance. TIie Company and the Issuer will each coveiiant to take all 
actions required of each to assure that the interest on tlie Bonds shall be and remain excluded from gross 
income for federal hicome tax purposes, arid not to take any actions that would adversely affect that 
exclusion. 

The opinion of Bond Counsel as to tlie exchision of interest on the Bonds from gross income for 
federal income tax purposes and federal tax treatment of interest on tiie Bonds will be subject to the 
following exceptions and qualifications: 

(a) The Code also provides for “branch plofits tax” which subjects to tax, at R rate of 
30%, the effectively cot~nected earnings and profits of a foreign corporation which engages iti a 
IJnited States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings arid profits and thus would increase the branch profits tax liability. 

TIie Code also provides that passive investment income, hicluding interest on the 
Bonds, may be subject to taxation for any S corporation with Subcliapter C earnings and proofits at 
the close of its taxable year if grcater than 25% of its gross receipts is passive investment income. 

(1,) 

Except as stated above, Bond Counsel tvill express 110 opinion as to any federal or Reiitucky tax 
consequences resulting fiom 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 tnx coiisequeiices. For instance, the Code provides that pi’opeily and casualty insurance 
companies will be required to reduce their loss reserve deductions by 15% of tlie tax-exempt interest 
received on cei-tniti obligations, sucli as the Bonds, acquired after August 7, 1986. (For purposes of the 
himediately preceditig sentence, a poition of dividends paid to an afiliated iiisurance coinpany may be 
treated as tax-exempt interest.) The Code fiiizlier provides for the disallowance of any deduction for 
interest expenses incumd by bailks and certain other fuiancial histitutioiis aliocable to carrying certain 
tax-exempt obligations, such as the Bonds, acquired after August 7, 1986. The Code also provides that, 
with respect to faxpayers other than such fuiancial institutions, such taxpayers will be unable to deduct 
any portion of the interest expenses incurred or continued to purchase or cany the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, kicluding the Bonds, is 
included in modified adjusted gross income for puyoses of deteiinining the tautability of social security 
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and railroad retirement benefits. Fuitl~er~noic, the e'mied income tax credit is not allowed for individuals 
with an aggregate miount of disqualified income tvitliin 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 tlie Bonds should consult their own tax advisors regarding such 
matters and any other t'uc consequences of holding the Bonds. 

From time to time, there are legislative proposals 111 Cotigress .which, if enacted, could alter or 
aineiid one or more 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 form 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 the opinion of Bond Counsel relating to the Bonds in substantially the foim hi which it 
is expected to be delivered on tlie date of issuance of the Bonds is attached as APPENDIX C. 

LEGAL MATTERS 

Certain legal matters incident to the authorization, issuance and sale by the Issuer of the Bonds 
are subject to the approving opinion of Bond Counsel. Bond Counsel is a division of the law firm of 
Ogden Newel1 & Welch PLLC, which has in the past, and may hi the fiihire, act as counsel to the 
Company witli respect to certain matters. Certain legal matteis will be passed upon for the Issuer by its 
County Attorney. Certain legal matters will be passed upon for the Company by Jones, Day, Reavis & 
Pogue, Chicago, Illinois, and John R. McCall, Esq., Executive Vice President, General Counsel and 
Coiporate Secretary for the Company. Certain legal matters will be passed upon for tlie IJndenvriter by 
its counsel, Winston & Strawn, Chicago, Illinois. 

RATINGS 

It is expected that Standard & Poor's ltatings Services, a division of the MczGraw-Hill Companies 
("Standard & Poor's") will assign the Bonds a rating of "AAA" and Moody's will assign the Bonds a 
rating of 'Raa" 011 the basis of the Bond Insurance Policy. Any desired futther explanation of the 
significance of these ratings should be obtained ftom Moody's or Standard & Pooi's, respectively. The 
Company has hrnished 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 on the 
infoiinatioii and materials so fuinislied to them and on tlieh own investigations, studies and assumptions. 
There is no assurance that such mtings will continue for miy given period of time or that it will not be 
lowered or withdiawvn entirely if, in the judgment of the rating agency, circumstances so wvaixant. Any 
such change in or withdrawal of such ratings could have an adverse effect on the market piice of the 
Bonds. The Company has not applied for a rating with respect to the Bonds fiom slny atlier credit rating 
agency, 

U B S  PaineWebber hic. (the "Underwriter") has agreed to purchase the Bonds fiom tlie Issuer at 
the public offering price set forth on the cover page of this Official Statement. The Underwriter is 
committed to purchase all tlie Bonds if any Bonds are purchased. In connection with the underwr.iting of 
the Bonds, the Undenvriter will be paid by the Company fees in the amount of $145,828. Also, the 
Underwriter will receive fiom the Coinpany reimbursement for certain out-of-pocket expenses, hicluditig 
attorneys' fees. 

hi connection with the offering of the Bonds, the TJnderwiter may over-allot or effect 
transactions which stabilize or maintain tlie market prices of such bonds at levels above those which 
might othenvise prevail hi the open market. Such stabilizing, if coinnienced, may be discontinued at any 
time. 

In the ordinary course of their business, the TJndenvriter and certain of its afiliates have hi the 
past and may in the future engage in investment and commercial banking turnactions with the Company, 
including the provision of certain advisory services to the Company. 
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CONTLMmVG DISCLOSURE 

Because the Bonds will be special and limited obligations of the Issuer, the Issuer is not an 
"obligated person" for purposes of Rule 15~2-12 (tlie 'Rule") pro~nulgated by the SEC wider the 
Exchange Act, or has any continuing obligations thereunder. Accordingly, the Issuer will not provide any 
continuing disclosure infoimation with respect to the Bonds or the Issuer. 

In order to enable the 1 Jndeimiter to comply with the requirements of tlie Rule, the Coinpany 
will covenant in a continuing disclosure undertaking agreement deIivered to the Trustee for the benefit of 
the holdeis of the Bonds (the "Continuing Disclosure Agreemelit") to provide certain continuing 
disclosure for tlie benefit of the holders of the Bonds. Under its Continuing Disclosure Ageement, the 
Company will covenant to take the following actions: 

(a) The Company will file with tlie SEC, with respect to each fiscaI year ending after 
Janiiaiy 1,2002, a report on Foim 10-K required under Section 13 or 15(d) of the Exchange Act, 
including any successor piovisions thereto (the "Fom 10-K"), not later than tlie date required 
thereunder, and shall provide to each nationally recognized mu~iicipal securities infonziation 
repositoiy ("NRMSZR"), recognized by the SEC pursuant to the Rule, and the state infomation 
depository, if any, of the Conmionwealth of Kentucky (a "SID" and, together with tlie NRMSIR, 
a "Repositoiy") recognized by the SEC either (i) a copy of such Fonn 10-K wjtlii 10 days 
thereof or (ii) notice on an annual basis that the Form 10-K constitutes the ailtiual financial 
infoimation with respect to the Conipany required under the Rule. 

hi the event that the Company is not required to file a Form 10-K wider the Exchange 
Act at any time during the term of the Conthing Disclosure Agreement, tlieii for any year for 
~vlikli a Form 10-K is not filed, the Company will provide to each Repository (1) anniial financial 
information of the type set forth in Appendix A to this Official Statement (Hcluding any 
information incoipomted by reference therein) and (2) audited fiitaiicial statelnetits 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. 

(I?) The Company will file in a timely manner with each Repositoiy notice of the 
occui~eiice of any of tlie following events (if applicable) with respect to tlie Boiids, if material: (i) 
principal and interest paytnent delitiquemies; (ii) non-payment related defaults; (iii) any 
unscheduled draws on debt seivice reserves reflecting fuiancial diffictilties; (iv) unscheduled 
draws on credit enhancement facilities reflecting fuiancial difficulties; (v) substitution of credit 
or liquidity providers, or their failwe to peiforni; (vi) adverse tax opiilions or events affecting the 
tax-exempt status of the Bonds; (vii) modifications to rights of the holders of the Bonds; (viii) 
tlie giving of iiotice of optional or unscheduled redenlption of any Bonds; (ix) defeasance of tlie 
Bonds or any portion thereof; (x) release, substitution, or sale of property securing repayment of 
tlie Bonds; and (xi) rating changes with respect to the Bonds or the Conipany or any obligated 
persoii, within the meanbig of the Rule. 

(c) The Company will file in a timely 1narltier with each Repositmy notice of a 
failure by the Company to file any of the notices or repoits refened to in pmgraphs (a) and (13) 

above by the due date. 

The Conipany inay amend its Continuhg Disclosuie Agreement (and the Trustee shall agree to 
any amendment 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 hi circmnstances that arises from a change in legal 
requirements, change in law, or change in the nature os stahis of tile company with xespect to the Bonds 
or the tyjie of business conducted by the Company; provided that the undettalung, as amended or 
following siicli waiver, would have complied with the requirements of the Rule on the date of issuance of 
tlie Bonds, after taking into account any amendments to tlie Rule as well as any change in circwnsfances, 
and tile aniendinent or waiver does not niateiialIy impair the interests of the holders of tlie Bonds to which 
such undertaking relates, in the opinion of the Trustee os counsel expert in federal securities laws 
acceptable to both the Company and the Tiiistee, or is approved by the Beiieficiai Owners of a majority in 
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aggregate principal amount of the outstandhg Bonds. The Company acknowledges that its undeitakings 
pursuant to the Rule described under this heading are intended to be for the benefit for the holders of the 
Bonds and sliall be enforceable by the holders of those Bonds or by the Tiastee 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 Indeizture, the Loan Agreement or the Bonds. 

As described in Appendix A under the caption “AVAILABLE I N F O ~ T I O N ” ,  the Coinpntiy 
is subject to the infoimation requirements of the Exchange Act a d ,  accordingly, files repotX-s, proxy or 
itifonnation statements and other information with the Securities and Exchange Commission. 
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This Official Statement has been duly approved, executed atid delivered by the Comity 
JudgeExecutive of the Issuer, on behalf of the Issuer. However, the Issuer neither has nor assumes any 
respoi~sibility as to the accuiacy or completeness of any of the information in this OflCicial Statement 
except for information fuillished by the Issuer under the caption "THE ISSUER." 

COUNTY OF TIUMBLE, KENRJCKY 

By: /s/ Ray CIem 
Couilty JudgeExecutive 
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APPENDIX A 

THX COMPANY 

Louisville Gas and Electric Coinpany ("LG&E") is a regulated public utility that provides electric 
services to approximately 382,000 customers and natuial gas to approximately 308,000 ctistotners in 
Louisville and adjacent areas in Kentucky. LG&E's seivice teiritory covers approxitnately 700 square 
miles in 17 counties and has an estimated populatioii of 1,000,000. Included in tllis area is the Fort &IOX 
Military Reseivation to which LG&E kanspot2s gas and provides electric seivice, but wlucIi maintains its 
own distribution systems. 

For the twelve month period elided June 30,2002, approximately 74% of L,G&E's total operating 
revenues were derived from electric operations and approximately 26% from gas operations. Coal-fued 
generating uilits provided approximately 97% of LG&E's net kilowatt-hour genemtion for the twelve 
inoiith period ended June 30,2002. The remainder of net generation was made tip of a hydroelectric plant 
am1 natural gas and oil fiieled combustion turbine peaking units. LG&E does not have any nuclear 
generating stations and has no plans to build any in the foreseeable fitwe. 

d 
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LG&E i s  a subsidiaty of LG&E Energy Coi-p. ("LG&E Energy"), a diversified energy-services 
holdiiig coinpany headquartered in Louisville, Kentucky and an indirect subsidiaiy of Powergen plc, an 
internatioiial integrated energy coinpany with its principal operatioils in  the 1.J.K. aizd the US. LG&E has 
oiie subsidiaiy, LG&E Receivables LLC. 

Powergen plc acquired L,G&E Energy in December 2000 for approximately $3.2 billion iti cash 
or $24.85 per share and the assumption of LG&E Energy's debt, As a result of the acquisition, LG&E 
Energy became a wlioliy owned subsidiaiy of Powergen. LG&E has maintained its separate identity and 
continues to serve customers in Kentucky under its present name. The prefened stock and debt securities 
of LG&E were riot affected by this merger tr'ai~saction. Also as a result of the merger, Powergen 
registered as a holding conipany under the Rtblic TJtility Holding Company Act of 1935 ('PTTHCA") and, 
accordingly, L,G&E became a subsidiaiy of a registered holding company. 

Effective July 1,2002, E.ON AG, a Geiiimiy company, completed its acqtiisitioii of Powergen, 
following receipt of the final necessaiy regulatory approval on June 14,2002 fiom the Securities and 
Excliatrge Commission. E,ON AG had annowiced its pre-conditional cash offer of 5.1 billion pounds 
sterling ($7.3 billion) for Powergell on Apiil 9, 2001. Following this acquisition, E.ON became a 
registered holding company under PlJHCA and subject to regulation thereunder. 

L,G&E's executive ofices are located at 220 West Main Street, P.0. Box 32010, Louisville, 
Kentucky 40232, telephoiie: (502) 627-2000. 
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Selected Consolidatecl Financial Data 

(Dollars in thousands) 

12 Months 
Ended June 30, 

2002 Year Ended 
(unaudited) December 3 1, 

2001 Zoo0 I- I999 
Income Statement Information: 

Operating Revenues ........................ $960,703 $996,700 $983,447 $968,249 
Net Jmome ..................................... 106,781 110,573 106,270 

Ratio of Earnings to 
168,628(1) 

Fixed Charges (2) ....................... 9 . 4 5 ~  5.4OX 4 . 8 5 ~  5 . 1 8 ~  

June 30,2002 % of 
(unaudited) Capitalization 

Capitalization: 
Long-Term Debt and Notes Payable (3) 

Preferred Stock ................................................... 95,140 
(including curreiit portion) ................................... $708,457 

Conmon Stock Equity ........................................ 847,693 

42.9% 
5.8 

51.3 - 
Total Capitalization 

............................. 100.0% (including cumnt portion) $1,651.295 = 

(1) Includes $86.1 million (after-tax) related to the reversal of a non-recurring charge. See below. 

(2) For purposes of this ratio, “Earnings” consist of the aggregate of Income Before Cumulative 
Effect of a Change hi Accounting Principle, taxes on income, hveshnent tax credit (net) and 
“Fixed Charges.” “Fixed Charges’’ consist of interest charges and one-third of rentals charged to 
operating expenses. 

(3)“ Includes $9 I .6 million notes payable to associated companies. 

Certain infomation in the table above is derived fiom LG&E’s financial staternents for the years 
ended December 3 1,2001,2000 and 1999, PricewvaterhouseCoopers LLP audited LGStE’s financial 
statenients for the year ended December 3 1,2001, Arthur Atidersen LLP audited LG&E’s respective 
fuiancial statements for each of the years ended December 31, 2000 and 1999. 

Recent Financial Results aiid Ilevelopinents 

For the s ix  months ended June 30,2002, LG&E’s operating revenues and net income were $506.1 
million and $36.2 million, respectively, compared to $542.1 million and $(25.6) million, for the same 
period in 2001, primarily because of a iion-recurring charge of $86.1 million, net of tax, for LG&E’s 
ivorHorce reduction progr,m. Piimaiy factors diiving I,G&E‘s 2002 earnitigs included $9.7 million 
lower net revenues fioin electric and gas sales and higher operating aiid maintenance expenses of 
approximately $34.9 millioii paitially offset by $6.0 inillioii of lower interest expense. The 2002 
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operating and maintenance expense includes $15 .O niillion resulting eom the settlement in December 
2001 of the worMorce reduction progrm case (WIT case) pursuant to which LG&E reversed the $144 
million non-recurring charge taken earlier in 2001 by recording a regulatory asset and booked additional 
operating expetises of $13 inillion representing the amoithtion of the regulatory asset for 2001, 

Other effects of the settlement include a reduction in rates from net VDT program savings for its 
customers totaling $24.9 inillion over five years beginning December 2001 and a modification of cerfah 
assumptions used in the calculatioii of depreciation rates, resulting in estimated net <annual reductions in 
depreciation expense of $6.2 miIIioa. This change was inade effective as of Jaiwaiy 1,2001. 

I,G&E’s net income decreased $13.2 tnillioii for the quaiter elided June 30,2002, as compared to 
the quarter ended June 30,2001, primarily due to amortization expenses associated with LG&E’s 
workforce reduction program and higher employee benefit-related costs caused by lower investment 
retcrrns. LG&E’s net income increased $61.8 inillion for the six months ended June 30,2002, as 
compared to the six months ended June 30,2001, primarily because of a non-recurring charge of $86.1 
million, net of tau, for LG&E’s worMorce reduction program incurred in 2001. Excluding this one-time 
charge, LG&E’s net income would have decreased $24.3 million primarily due to amortizatioi~ expenses 
associated with I,G&E’s wvorHorce reduction program, lower wholesale margins expenses and higher 
pensioii expenses cawed by lower investment reetunis pattially offset by lower interest expense. 

E! 
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As a result of the December 3,2001 settlement of the workforce reduction program case (WT 
case), L,G&,E reversed the first quarter charge by recording a regdato~y asset for the worl&orce 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 reduction hi rates from net VDT program savings stipulated by 
LG&E for LG&E’s customeis totaling $26 million over a five-year period beginning in April 2001 atid a 
modification of certain assumptions used in the calculation of depreciation rates retroactive to January I ,  
2001, resulting in a reduction in depreciation expense of approxitilately $5.6 inillion in 2001. 

AvailabIe hiformation 

LG&E is subject to the information requirements of the Securities Exchsuige Act of 1934 and, 
accordingly, files repotts, proxy statements and other information with the Securities and Exchange 
Coimnissioa (the “SEC”). Such reports, proxy statements and other ~lformation, as welt as repoits and 
other information regarding Powergen, on file can be inspected and copied at the public reference 
facilities of tlie SEC, cutrently at Room 1024,450 Fifth Street, N.W., Washington, LW. 20549; and copies 
of such material can be obtained fiom the Public Reference Section of the SEC at its principal office at 
450 Fifth Street, N.W., Washington, DC 20549 at prescribed rates or from the SEC’s Web Site 
( h ~ : / / ~ ~ ~ ~ , s e c . g o v ) .  Please call the SEC at 1-800-SEC-0330 for fiirtlier infoimation on the public 
reference room. 

Docuinetrts Incorporated By Reference 

Tlie following documents, as filed by LG&E with the SEC, are incorpomted herein by reference: 

1. Form IO-K, as amended, Annual Report of LG&E for the year ended December 31, 
2001; 

2. Foim 10-Q Quarlerly Reports of LG&E for the qtmters ended March 31, 2002 and June 
30, 2002; and 

3. Form 8-K Current Reports of LG&E filed with the SEC 011 Febiuaiy 21, 2002 and 
August 14,2002, 
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All documents filed by LG&E with the SEC pursuant to Section 13(a), 13(c), 14 or 15(d) of the 
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 incoipoiated by reference in this Appendix 
and to be made a part hereof fiom their respective dates of filing. Any Statement coiitained in a document 
incorporated or deemed to be incorporated by reference in this Official Statement shall be deemed to be 
modified or superseded for purposes of this Official Statement to tlie extent tliat a statement contained in 
t l l i s  Official Statement or in any other subsequeatly filed document which also is or is deemed to be 
incorporated by reference in this Official Statement modifies or supersedes such statement. Any 
statement so modified or superseded sliall not be deemed, except as so modified or superseded, to 
constitute cl part of this Official Statement. 

LG&E hereby undertakes to provide without charge to each person (including any 
beneficjai owner) to whom a copy of this Official Statement has been delivered, 011 the written or 
oral request of any such person, a copy of any or all of the docurnents referred to above wllich have 
been or may be incorporated in this Official Statement by reference, other than certain exhibits to 
such documents. Requests for such copies shotild be directed to Dan Arbough, 1,ouisviIle Gas and 
Electric Company, 220 West Maiii Street, P.0, Box 32010, Louisville, Kentucky 40232, telephone: 
(502) 627-2000. 
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APPENDIXB 

DUTCH AUCTION PROCEDURES 

The following is a summary of definitions of certain teiins relating to the Dutch Auction 
Procedures: 

1!4geizfMernber'1 shall mean a member of, or participant in, DTC. 

'2,vpficnble Per*ceutage" sliall memi, on any date of detennination, the percentage of the Index (in 
effect on such Auction Date) determined in accordance with tlie hidenttire, based on the Prevailing Rating 
of the Bonds in effect at tlie close of business on the Business Day inmediately preceding such Auction 
Date: 

A AA/Aaa 
AA/Aa 
M A  
Below AJA 

Applicable 
Peiientage 

150% 

'IAztcfioii'l shall mean each periodic implementation of tlie Dutch Auction Procedures. 

Yircfion Agettt Agreement" shall mean the Auction Agent Agreement dated as of October 1, 
2002 between the Company and the Auction Agent as amended and snpphnented from time to time. 

"Auction Ageat" shall mean the auction agent appointed in accordance with the Indenture. 

''Aifcfion Dote" means during any period hi ivhich the Aiictioa procedures described in this 
Appendix B are not suspended in accordance with the provisions of tlie Indenture, ti) if the Bonds are in a 
daily Auction Period, each 3usiness Day, and (ii) if the Boiids 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, howevs, that the last Auction Date with respect to the Bonds in an 
Auction Period other than a daily Auction Period will be tlie earlier of (a) the Business Day next 
preceding the Interest Payment Date next preceding the Coiivei~ion Date for the Bonds and (b) tlie 
Bushiess Day next preceding tlie Jiiterest Payment Date next pxeceding the final inatuiity date for the 
Bonds; and provided, fiirther, 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 Conversion Date for the Bonds and (y) the Business 
Day next pIecedhig the final maturity date for the Bonds. On the Business Day pieceding the conversion 
from a daily Auction Period to another Auction Period, there will be two Auctions, one for the last daily 
Auction Period a i d  ane for the fwst Auction Peiiod following tlie conversion. The first Auction Date for 
the Bonds is November 26,2002. 

'IAiiction Perk# shall mean, (i) with respect to Bonds in a daily mode, a period beginning 011 
each Business Day and extending to but not ittcluding the next succeeding Business Day, (ii) with respect 
to Bonds in a seven-day mode, a period of generally seven days begintling on a Wednesday (or the day 
following the last day of the prior Auction Period jf the prior Auction Pedod does not end on a Tuesday) 
and encliag on the Tiiesday thereafter (nnless such Tuesday is not followed by n Business Day, in which 
case on tile next succeeding day which is followed by a Business Day), (iii) with respect to Bonds in a 23- 
day mode, r? period of generally 28 days beginning on a Wednesday (or tlie day follo\ying the last day of 
the prior Auction Period if the prior Aiiction Period does not end on a Tuesday) and endhig on the fourth 
Tiiesday thereafter (udess such Tuesday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), (iv) with respect to Bonds hi 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 tlie prior 
Auction Period if the prior Auction Period does not end on a Tuesday) and ending on the fifth Tuesday 
thereafter (unless such Tuesday is not followed by a Business Day, iti which case on the next succeeding 
day which is followed by a Business Day), (v) with respect to Bonds in a three-month mode, a period of 
generaIly three months (or shorter period upon a conversioii &om another Auction Period) beginning on 
the day following the last day of the prior Auction Period and eliding on tlie first day of the month that is 
the third calendar month followvhg the beginning date of such Auction Period, and (vi) with respect to 
Bonds in a semiannual mode, a period of generally six inontlis (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 succeeding April 1 or October 1; provided, however, that if there is a conversion of 
Bonds from a daily Auction Period to a seven-day Airctian Period, the next Auction Period will begin on 
the date of the conversion (i.e. the Interest Payment Date for the prior Auction Period) and will end on the 
next succeeding Tuesday (unless such Tuesday is not followed by a Business Day, in whkh case on the 
next succeeding day which is followed by a Busiiiess Day), if there is a conversioii fiom a daily Auction 
Period to a 28-day Auction Period, the next Auction Period will begin on the date of the conversion (Le. 
the Interest Payment Date for the prior Auction Period) and will end on the Tuesday (unless such Tuesday 
is not followed by a Busitiess Day, in which case on the next succeeding day ~Ivilicli is followed by a 
Business Day) which is more than 21 days but not niore than 28 days froin such date of conversioii, aid, 
if there is a conversion from a daily Auctioii Period to a 35-day Atictioii Period, tlie next Auction Period 
will begin on tlie date of the conversion (i.e. the Interest Payment Date for the prior Auction Period) and 
will end on tlie Tuesday (unless such Tuesday is not followed by a Business Day, in which case on tlie 
next succeeding day which is followed by a Business Day) wliich is more than 28 days but not niore than 
35 days from such date of conversion. 

'!4vailab/e Auction BOIZCJS" shall have the meaning set forth below under "Detemination of 
Sufficient Cleaiing Bids, Winning Bid Rate atid Dutch Auction Rate." 

"Bicl" shall have tlie meaning set forth below under "Orders by Existing E,€olders and Potential 
Holders." 

'Bidder*" shall have the meaning set forth below under "Orders by Existing Holders and Potential 
Holders." 

"Broker-Dealer-" shall mean any entity peiinitted by law to perform the fiinctions required of a 
Broker-Dealer set forth hi the Dutch Auction Procedures (i) that is an Agent Member (or an asliate of an 
Agent Member), (ii) that has been selected by the Company with the consent of the Auction Agent, and 
(iii) that has entered into a Broker-Dealer Agreement with the Auction Agent that remains effective. 

'IB~.okei*-Dealei* AgreenieitP' shall mean, if the Bonds are in tlie Dutch Auction Rate Mode, each 
agreement between a Broker-Dealer and the Auction Agent substantially in the form of Exhibit A to tlie 
Auction Agent Agreement pursuant to which a Broker-Dealer, atnong other things, agrees to participate in 
Auctions as set forth in the Dutch Auction Procedures, as from time to time amended aid suppleinented, 

"Comzercial Paper Dealer" shall mean UBS PaineWebber Itlc., or, in lien thereof, its affiliates 
or successors which are cottunercia1 paper dealers or such other cormercial paper dealers as may be 
selected fiom time to time by the Paying Agent, at the direction of tlie Company. 

"DTC" shall mean The Depository Trust Company, New York, New York, its successors and 
their assigns or if The Depository Trust Company or its successor or assign resigns fkom its fiinctions as 
depositoiy for the Bonds, any other securities depository \vhic11 agrees to follow the procedures required 
to be followed by a securities depositoiy in connection with the Bonds and which is selected by the 
Issuer, at the direction of the Company, with the consent of the Market Agent. 

"Dictclz Azrctioii Procedtrres" shall mean the procedures set foi-th in this APPENDIX B. 
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IpDtcrc/z Auctioi? Rate" sliall mean tlie interest rate to be determined for the Bonds putsuant to the 
Dutch Auction Procedures. 

"Dutclt Airctioit Rate Period" shall mean each period during wliicli the Bonds bear interest at a 
Dutch Auction Rate. 

!Event of Defatilt" shall mean any of the events set forth in the body of tl& Official Statement 
under the caption "SUNMARY OF THE INDENTURE - Defaults and Remedies." 

lExistingHolder" shall meal, for purposes of each Auction, a person who is Iisted as the 
beneficial owner of Bonds bi the records of the Auction Agent as of the Regular Record Date in respect of 
tlie last Interest Paynietit Date for the Auction Peiiod then ending, 

'Failiire to Deposit" shall mean any failure to make the deposits required (i) no later than 1200 
noon (New York City time) on the Business Day next preceding each Interest Payment Date in fialds 
available on the next Business Day in New York, New York for the payment of principal of and interest 
on the Bonds, or (ii) no later than 12:OO noon (New York City time) on the second Business Day 
preceding each redemption date in funds available on the next Business Day in New Yo& New York for 
tlie redeinption of any Bonds, 

4 
3 

.-.. 
=3 T 

"Hold 01-der" sliall have the meaning set forth below under "Orders by Existing Holders and 
Potential Holders." 

'1lnde.P sliall meail on any Auction Date (i) with respect to Bonds in any Auction Period of 40 
days or less, tlie Thirty-Day "AA" Composite Commercial Paper Rate on such date, (ii) with respect to 
Bonds in any Auction Period greater than 40 days but less than 95 days, the Three-Month Treawrty Bill 
Rate, as last published in TIze TTaNStreet Jortrixd, and (iii) with respect to Bonds in any Auction Period 
greater than 95 days, the rate on Ui~ited States Treasury Securities liavhlg a maturity which most closely 
approximates the leiigtb of the Auction Period, as last published in Tlie PJ'dl Sfreef Jotiv~iab If 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 Agent" shall mean the market agent appointed in accordruice with the Indenture and its 
successoi*s and their assigns. 

''Mrnim/n2 Dzrtclz Azlctio,? Rate" shall mean on any date of determination, the lesser of (i) the 
product of the Index tnultiplied by the Applicable Percentage or (ii) 14%. 

"Miiiiriiiinr Drrtcit Azrctioit Rote" shall mean on any date of detemiination the interest rate per 
annum equal to the lesser of (i) 14% or (ii) 45% of the Index on such date. 

'IN0 Aiictioii Rnte" means, as of any Auction Date, the mte determined by inidtiplying the 
Perceiitage of Index set forth below, based on tlie Prevailing Rating of the Bonds in effect at the close of 
business on the Business Day immediately preceding such Auction Date, by the Index: 

Prevailing Rating 

AAAlAaa 
A N h  
A/A 
Below MA 

Percentage 
of Xnclex 

65% 
70% 
85% 
100% 

provided, however that in no event will the No Auction Rate exceed the Maximnm Dutch Auctjon Rate. 
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"O~der" shall have tlie meaning set forth below under "Orders by Existing Holders and Potential 
Holders, 

"Overdue Rate" shall mean, on any date of detetmination, the lesser of (i) 14% and (6) the 
Applicable Percentage (determined as if the Bonds had a prevailing rating of Below NA) of the hidex on 
sucli date. 

'%teiztinl Holdei." shall mean any person, including any Existing Holder, who may be interested 
in acquiring the beneficial owierslup of Bonds during a Dutch Auction Rate Period or, in the case of an 
Existing Holder thereof, the beneficial owmership of an additional principal amount of Bonds during a 
Dutch Auction Rate Period. 

"Pi.ermilirtg Rating" means (a) M A a a ,  if the Bonds will have a ratuig of AAA or better by 
S&P and a rating of Aaa or better by Moody's, (b) if not M A a a ,  M A a  if the Bonds will have a 
iathig of AA- or better by S&P and a iating of Aa3 or better by Moody's, (c) if not AAAIAaa or W A a ,  
NA if the Bbtids will have a i-ating of A- or better by S&P and a rating of A3 or better by Moody's, and 
(d) if not M A a a ,  M A a  os MA, tfien below MA, whetlier or not the Bonds are rated by any securities 
mting agency. For purposes of this definition, S&P's rating categories of "AAA," "AA," and "A-" and 
Moody's rating categosies of "Aaa," "Aa3" and "A3," will be deemed to refer to and include the 
iwpective 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 Psevailhg 
Rating. If there is no iating, then the Dutch Auction Rate will be tlie Maxiinurn Dutch Auction Rate. 

"Sei1 Order." shalI have the meaning set forth below under "Orders by Existing Holders and 
Potential Holders." 

l!Statzda~dAziction Per*iod" initially shall mean ai1 Auction Period of 35 days and after the 
establisl~ment of a different period as described below under "Change of Auction Pesiod" shall mean such 
different period. 

''Si~Di?tissioii Deadliiie" shall mean 1:00 p.m. (New York City time) on <any Auction Date or such 
other time on any Auction Date by tvhicli Broker-Dealers are required to submit Orders to the Auction 
Agent as specified by the Auction Agent from time to t h e .  

"Subtiiitted Bid" shall have the meaning set forth below under "Determination of Sufficient 
Clearing Bids, Whiing Bid Rate and Dutch Auction Rate." 

'Szrbn~itted Hold OideP shall have the meaning set fotth below under "Deteimhiation of 
Sufficient Clearing Bids, Wbming Bid Rate and Dutch Auction Rate." 

'Szrbniitted Order" shalt have the meaning set forth below under "Determinatioii of Sufficient 
Clearing Rids, Winning Bid Kate and Dutch Auction Rate." 

"Stdmtz'tied SeN OrdeF shall have the meaning set forth below under "Deteirnination of Sufficient 
Clearing Bids, Winning Bid Rate arid Dutch Auction Rate." 

"Substittife C'oitmts*cinl Paper Dc~ler" shall niem J.P. Morgan Securities Inc. os its affiliates or 
successors if such person is a conunercial paper dealer or such other commercial paper deaiers selected by 
the Paying Agent (wvlio shall be under no liability for sucli selection), at the direction of tlie Company, 
provided that neither such person nor any of its affiliates or successors shall be a Cormiercial Paper 
Dealer, 
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"Strficieat C/em'iig Bids" shall have the meaning set forth below under "Determination of 
Sufficient Clearhg Bids, Winning Bid Rate arid Dutch Auction Rate." 

"Tiiii*!y-Dqv '22' Coiiiposife Coiiintei*cicrl Popr  Rate" on any date o f  determination, means tlie 
interest equivalent of the thirty-day rate on commercial paper placed 011 behalf of non-financial issuers 
whose corporate bonds are rated AA by S&P, or the equivalent of such rating by S&P, ns made available 
on a discount basis or otherwise by tlie Federal Reseive Bank of New York for the Basiness Day 
hiiediately preceding such date of deteiininatioii, or if the Federal Reseive Bank of New Yark does not 
make avaiiable any such rate, then the aritlunetic average of such rates, as qtioted on a discount basis or 
otheiwise, by the Conunercial Paper Dealer to the Auction Agent for the close of business of1 the 
Busiiiess Day imnediately preceding such date of determination. 

For purposes of tlis definition, the "interest equivalent" means the equivalent yield on a 360-day 
basis of a discount-basis security to an interest-bearing security. If any Commercial Paper DeaIer does 
not quote a commercial paper rate requiied to determine the Thirty-Day "AA" Composite Commercial 
Paper Rate, tlie Thirty-Day "AA" Composite Conunercial Paper Rate shali be determined on the basis of 
the quotation or quotations fiitiished by tlie remaining Commei-cial Paper Dealer or Comninercial Paper 
Dealers and any Substitute Coniniercial Paper Dealer not iiicluded within the definition of Comuercial 
Paper DeaIer above, or, if there are no Substitute Cointiiercial Paper Dealers, by the remaining 
Coinniercial Paper Dealer or Coinniercial Paper Dealers. 

6 
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'Wiila~iiig Bid Rate" shall have the ineaiuiig set forth below under 'lDeter~nination of Sufficient 
Ciearing Bids, Winning Bid Rate and Dutch Auction Rate.'' 

Tliefollowiiig w e  the procediires to be iisecl iii coiidirctiiig Drctcit Atictiaits. As Q sio?v??my, it 
does irotyiirpos! 10 be coniplete arid is qtrcrlified in its eilitiiaty by refererice to die Diri'cl~ Atcciiort 
Procedwes set forth iiz the Indeiiture. 

Auctioii Period I- General 

During any Dutch Auction Rate Period, the Bonds shall bear interest at the Dutch Aiiction Rate 
deteimined as set foith below. The Dutch Auction Rate for any initial Auction Period immediately after 
either any conversion to a Dutch Auction Rate Period or a niandatory purchase of Bonds pursuant to the 
Indenture sliafl be the rate of interest per amium deteimined and ceitified to tlie Tnistee (with a copy to 
the Bond Registrar, Paying Agent and the Company) by the Market Agent on a date not later tlmi the 
effective date of siicli conversion or the date of such inandatory purchase, as the case inay be, as the 
mininiuin rate of interest which, hi tfie opinion of the Market Agent, would be necessaty as of tlie date of 
such conversion or the date of such tnandataiy purciiase, as the case may be, to market Bonds in a 
secondary niatket ttansaction at a price equal to the principal amo~int thereof, provided that such interest 
late shall not exceed 14% per annuin. Except for the initial Auction Period, which coii~iiences on tlie 
date of original issuance of tlie Bonds, and as ottiei-wise provided in the Indenture for my other Auction 
Period, the Dutch Auction Rate shall be the rate of interest per annum that results ftom implenientation of 
the Dutch Auction Procedures; provided that such interest rate shall not exceed 14% per armurn. Except 
as provided below, if on any Auction Date for any reason an Awtion is not held, the Dntch Auction Rate 
for the next succeeding Auction Period shall equal the No Auction Rate on and as of such Auctian Date. 
Determination of the Dutch Auction Rate pursuant to tlie Dutch Auction Procedures shall be suspended 
upon the occurxence of a Failure to Deposit or an Event of Dekult described under clause (a) or (b) of 
"SUMMARY OF THE INDENTURE -Defaults and Remedies" in the body of t l l i s  Official Statement. 
TJpon the occurrence of a Failure to Deposit or an Event of Default described .under claiise (a) or (b) of 
"SUh4MARY OF THE INDENnJRE -Defaults and Remedies" in the body of this Official Statement, 
on any Auction Date, no Auction will be held, all Submitted Bids and Submitted Sell Otders sliaI1 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 coinniencing after the occiirrence of such Failure to Deposit or Event of Default to 
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and including the Auction Period, if any, during which or con~iiemitig less than two Busitless Days after 
the earlier of (A) such Failure to Deposit or Event of Default has been cured or waived and (B) the filst 
date on which all of the following conditions shall have been satisfied: 

(1) no default shall have occurred aid be continuing under the Bond Insurance 
Policy (the satisfaction of sucli condition to be conclusively evidenced, absent manifest erxor, to 
each of the Trustee and the Auction Ageiit by a certificate of a duly authorized officer of the 
Bond Insurei. to such effect delivered to such entity); 

(2) the Boiid hisurer shall have delivered to the Auction Agent aa jnskvment, 
satisfactoiy in foiin and substance to the Auction Agent, containing (x) an unconditional 
ageemelit 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 representatioiis as the Auction Agent shall reasonably require and 
(2) a directioii not to suspend, or resume, the jmplemeiltation of the Dutch Auction Procedures, as 
the case may be; and 

(3) 
been directed by the Boiid hisurer not to suspend, or to resume, the implementation of the Dutch 
Auction Procedures. 

the Auction Agent shall have advised the Trustee that the Auction Agent has 

The Dutch Auction Rate for any Auction Period commencing after certificates representing the 
Bonds have been distributed as described below under "RTC Required During Dutch Auction Rate Mode; 
Limitations on Transfer" shall be equal to the Maxbniim Dutch Auction Rate on each Auction Date. 

Auction Periods may be clianged at any time as described below tinder "Change of Auction 
Period" unless a Failure to Deposit or an Event of Default has occuwed and has not been cured or waived. 
Each Auction Period shall be a Standard Auction Peiiod unless a different Auction Period is established 
and each Auction Period ivfvlzicfi itntnediately succeeds an Auctioii Period that js not a Standard Auction 
Period shall be a Standard Aiiction Period unless a different Auction Period is established as described 
below under "Change of Auction Period." 

The Market Agent shall from time to t h e  increase any or a11 of the percentages set forth in the 
definition of "Applicable Percentage" or the percentage set forth in the definition of "Minimuin Dutch 
Auction Rate" in order tliat such percentages take ieto accouitt any amendment to the Code or other 
statute enacted by the Congress of the United States or any temporary, proposed or fuial regulation 
proinulgated by the United States Treasuiy, after the date of the Indeiihwe 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 (incfudhig, but 
not limited to, preference or excise taxes) upon, my  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 iiieans of a written notice delivered at least two Business Days prior to 
the Auction Date on which such increase is proposed to be effective to the Trustee, the Auction Agent, the 
Company and DTC. 

Cliaiige of Auction Period 

During a Dutch Auction Rate Period, the Conipany may change the length of the then applicable 
Auction Period by means of a written notice delivered at least 10 days prior to the Auction Date for such 
Auction Period to the Trustee, 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 duiation. If such Auction Period will be less than 35 days, such notice shall be effective only 
if it is accompanied by a written statement af the Bond Registiw and Paying Agent, the Trustee, the 
Auction Agent and DTC to the effect that they are capable of performing their duties under the hidenture 
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and the Auction Agent Agreement with respect to such Auction Period. The length of an Auction Period 
or the Staudard Auction Period may not be changed as described herein iiiiless Sufficient Clearbig Bids 
existed nt both the Auction inmediately preceding the date tlie notice of such change was given and the 
Auction inmediately preceding such changed Auction Period. 

The cliange in length of ai Auction Period or the Standard Auction Period shall fake effect only if 
(i) the Tiustee and the Auction Agent receive, by 11:OO a.m. (New York City time) on the Bushess Day 
inmediately preceding the Auction Date for such Auction Period, a certificate fioni the Conipany by 
telecopy or similar meam, authorizing the change in the Auction Period or tlie Standard Auction Period, 
which shall be specified in such certificate, (ii) the Trustee shall not have delivered to tlie 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 occurred, arid (iii) Sirfficient Clearing Bids exist at the Auction 011 the Auction Date for such 
Auction Period. If tlie condition refeied to in (i) above is not met, the Dutch Auction Rate for the next 
succeeding Auction Period sliall be determined pursuant to the Dutch Auction Procedures and the next 
succeeding Auction Period shall be an Auction Period of 35 days. Tf any of the conditions referred to in 
(ii) or (iii) above is not met, the Dutch Auction Rate for the next succeedhig Auction Period shall equal 
the Maximum Dutch Auction Rate as deteiniinetl as of tlie Auction Date for an Auction Period of 35 
days. 

Orders by Existing Holders and Potential Holders 

Sulject to the provisions described above widel: "Auction Pesiod - General", Auctions shall be 
conducted on each Auction Date in the inanner described under t l h  heading and hi the reniauider of this 
APPENDIX B prior to the Submissiori Deadline 011 each Arictiott Date during a Dutch Auction Rate 
Period: 

(i) each Existing Holder may submit to the Broker-Dealer infonnation as to: 

(A) tlie principal amount of Bonds, if any, held by such Existing Holder 
which such Existing Holder desires to continue to Iiold without regard to tlie Dutch 
Auction Rate for the next succeeding Auction Period; 

(€3) the principal amount of Bonds, if any, held by srrcli Existing Holder 
which such Existing Holder offers to seIl if the Dutch Auction Rate for tlie next 
succeeding Auction Period sliall be Iess than the rate per annum specified by such 
Existing Holder; and 

(C) the principal aniount of Bonds, if any, held by such Existing Holder 
which such Existing Holder offers to seI1 without regard to the Dutch Auction Rate for 
the iiext sncceeding Aiiction Period; 

(ii) one or more Broker-Dealers may contact Potential Holders to deteimine the 
principal amount of Bonds wvliich each such Potential Holder offers to purchase if the Dutch 
Auction Rate for the next succeeding Auction Period shall not be less than the interest rate per 
annum specified by such Potential Holder. 

For the piirposes of the Dutch Arrction Procedures, the co~~unurication to a Broker-Dealer of infonnation 
referred to in clause (i)(A), (i)(B) or (i)(C) or clause (ii) above is hereinafter refened to as an "Order" and 
each Existing Holder and Potential Holder placing an Order is hereinafter refeired to as  a "Bidder"; an 
Order containing the infom~atior~ referred to in clause (i)(A) above is hereinafter referred to as a "Hold 
Order"; an Order containing the information refeired to in clause (i)(B) or clause (ii) above is hereinafter 
referred to as a "Bid"; and an Order containing the infoilnation referred to hi  clause (i)(C) above is 
hereinafter referred to as a "Sell Order": 

B-7 



(i) Subject to the provisions of "Submission of Orders by Broker-Dealers to Auction 
Agent" below, a Bid by an Existing Holder slialI constitute an iryevocable offer to sell: 

(A) the principal amount of Bonds specified ii such Bid if the Dutch Auction 
Rate determined pursuant to the Dutch Auction Procedures on such Auction Date shalI be 
less than the Hiterest rate per annum specified therein; or 

(R) such principal mount or a lesser principal amount of Bonds to be 
detenilied as set fortli in clause (jv) below under "Acceptance and Rejection of 
Submitted Bids and Submitted Sell Orders and Allocation of Auction Bonds" below if the 
Dutch Auction Rate determined pursuant to the Dutch Auction Procedures on such 
Auction Date shall be equal to the interest rate per auuiuin specified therein; or 

( C )  such principal amount if the interest rate per ailtiuin specified therein 
shall be lugher than the Maximum Dutch Auction Rate or sucli principal amount or a 
lesser principal amount of Bonds to be determhied 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 shaIl be higher than the Maxiinuin IMch 
Auction Rate and Sufficient Clearhig Bids do not exist, 

(ii) Subject to the provisions set foitli below under "Submission of Orders by Broker- 
Dealers to Auction Agent", a Sell Order by an Existing Holder shall constitute ai irrevocable 
offer to sell: 

(A) the principal amount of Bonds specified in such Sell Order; or 

(€3) such principal amount or a lesser principal mount of Bonds as set fottli 
in clause (iii) below under "Acceptance and Rejection of Submitted Bids and Submitted 
Sell Orders aiid Allocation of Auction Bonds" if Suficient Clearing Bids do not exist. 

(iii) Subject to the provisions described in "Submission of Orders by Broker-Dealers 
to Auction Agent" below, a Bid by a Potentia1 Holder shall constitute an irrevocable offer to 
purchase: 

(A) the principal amount of Bonds specified in such Bid if the Dutch Auction 
Rate detetnG~ied on such Auction Date shall be higher than the rate specified therein; or 

(B) such prjncipal suiiouiit or a lesser principal amount of Bonds as set forth 
H i  clause (v) below under "Acceptance and Rejection of Submitted Bids and Submitted 
Sell Olders and Allocation of Auction Roiids" if the Dutch Auction Rate determined on 
such Auction Date shall be equal to such specified rate. 

Submission of Orders by Broker-Dealers to Auctiori Agent 

During a Dutch Auction Rate Period each Broker-Dealer shall submit in writing or by such other 
method as shall be reasonably acceptable to the Auction Agent prior to the Subinission Deadline on each 
Auction Date during the Dutch Auction Rate Period, all Orders obtained by such Broker-Deaier and shall 
specify with respect to each such Order: 

(i) 

(2) 

the aggregate principal amount of Bonds that are subject to such Order; 

to the extent that such Bidder is an Existing Holder: 
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(A) the principal amount of Bonds, if any, subject to any Hold Order placed 
by such Existing HoIder; 

(B) the principal amount of Bonds, if any, subject to any Bid placed by such 
Existing Holder and the rate specified in such Bid; and 

. (C)  the principal amount of Bonds, if any, subject to atiy 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 tlie right of the deciiiial point, 
the Auction Agent shall round such rate up to tl:e next highest one thousandth (.001) of 1%. 

If an Order or Orders covering all Bonds held by an Existing Holder is not submitted to the 
Auction Agent prior to the Submission Deadline, the Auction Agent shall deem A HoId Order lo have 
been submitted on behalf of such Existing Holder coverhg the principal amount of Bonds lieid by such 
Existing Holder and not subject to Orders submitted to tlie Auction Agent. None of tlie Issuer, the 
Company, the Tivstee or the Auction Agent shall he responsible for any failure of a Broker-Dealer to 
submit ail Order to the Auction Agent on behalf of atiy Existing HoIder or Potential Holder. 

d .-. 
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If any Existing Holder submits tlwough a Broker-Dealer to the Auction Agent one or more Orders 
covering in the aggregate inore than the priiicipal amount of Bonds held by such Existing Holder, such 
Orders shall be considered valid as follows and in the foIlowiiig order of priority: 

(i) all Hold Orders shall he considered valid, but only up to and including the principal 
aiiiouiit of Bonds held by such Existing Holder, and, if the aggegate principal amount of Bonds subject to 
such Hold Orders exceeds the aggegate priicipal aniount of Bonds held by such Existing Holder, the 
aggregate principal ainount of Bonds subject to each such HoId Order shall be reduced pro rata so that 
such Hold Orders cover the aggregate principal amount of Bonds held by such Existing Holder; 

(2) (A) any Bid shall be considered valid up to and including the excess of the principaI 
amount of Bonds held by such Existbig Holder over the aggregate principal amount of Bonds subject to 
any Hold Orders refei-red to in patxgraph (i) above; 

(B) snbject to clause (A) above, if more than one Bid with the same rate is submitted 
on behalf of sucli Existing Holder and the aggregate principal amount of Bonds subject to such 
Bids is greater than such excess, such Bids shall be considered valid up to atid iticludhig tlie 
amount of such excess, and the principal amount of Bonds subject to each Bid with the same rate 
shall be reduced pro rata so that such Bids cover the principal amount of Bonds equal to such 
excess; 

(C)  subject to clauses (A) and (B) above, if more than one Bid with different mtes is 
submitted on behalf of such Existing Holder, such Bids sliall be considered valid in the ascending 
order of their respective rates until tlie highest rate is reached at wliicli such excess exists and then 
at such rate up to and including the aniouiit of such excess; and 

(D) hi nny such event, the aggregate principal aniount of Bonds, if any, subject to 
Bids not valid under this paragraph (ii) shall be treated as the subject of a Bid by a Potential 
Holder at the late therein specified; and 
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(iii) all Sell Orders shall be considered valid up to and including the excess of the piincipal 
amount of Bonds held by such Existing Holder over the aggregate priticipal amount of Bonds subject to 
valid Hold Orders referred to in pamgraph (i) and valid Bids referred to in paragraph (ii) above. 

If more than one Bid for Bonds is submitted on behalf of any Potential Holder, each Bid 
submitted will be a separate Bid for Bonds with the rate and principal amount therehi specified. 

Any Bid or Sell Order submitted by an Existing Holder covering M aggregate principal aniouiit 
of Bonds not equal to $5,000 or an integral multiple thereof slid1 be rejected and shall be deemed a Hold 
Order. Any Bid submitted by a Potential Holder coveriiig an aggregate principal amount of Bonds not 
equal to $5,000 or an integral multiple thereof will be rejected. 

Any Bid subtnitted by an Existing Holder or Potential Holder specifying a rate lower than the 
Miiliniuni Dutch Auction Rate will be treated as a Bid specifjring the Mhlinium Dutch Auction Rate. 

Any Order submitted in an Auction by a Broker-Dealer to tlie Auction Agent prior to the 
Subniission Deadline on any Auction Date shall be irrevocable. 

Deteraiination of Sufficient Clearing Bids, Wimling Bid Rate and Diitcli Auctioii Rate 

Not earlier than the Submission Deadline on each Auction Date during the Dutch Auction Rate 
Period, the Auction Agent slialI assemble all valid Orders submitted or deemed submitted to it by the 
Broker-Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer being hereinafter 
referred to :is a "Stibmitted Hold Order," a "Submitted Bid" or a "Submitted Sell Order,'' as the case m y  
be, or as a "Submitted Order") and shall deteimine: 

(i) the excess of the total principal amount of Bonds over the aggregate principal 
amount of Bonds subject to Submitted Hold Orders (such excess being hel-eitiafter referred to as 
the "Available Auction Bonds"); a i d  

(ii) from the Submitted Orders whether tlie aggregate principal amount of Bonds 
subject to Submitted Bids by Potential Holders specifying one or more rates equal to or lower 
than tlie Maxunuin Dutch Auction Rate exceeds or is equal to the sum of: 

(A) the aggregate pruicipal anioiint of Bonds subject to Submitted Bids by 
Existing Holders specifying one or more rates higher than the Maximmn Dutch Auction 
Rate; and 

(B) the aggregate principal aniount 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 (B) above is zero because all of die Bonds are subject to 
Submitted Hold Orders), such Submitted Bids in clause (ii) above are hereinafter refelred to 
collectively as "Sufficient Clearing Rids"); and 

(iii) if Sufficient Clearing Bids exist, the lowest late specified in the Submitted Bids 
(the "Winning Bid Rate") which iE 

(A)(y) each Submitted Bid ftom Existirig HoIders speciQing such lowest rate 
and (z) all other Submitted Bids ftom Existing Holdem specifling lower rates were 
rejected, thus entitling such Existing Holders to continue to hold the principal amount of 
Bonds subject to such Submitted Bids; and 
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(B)(y) each Submitted Bid from Potential Holders specifjring such lowest rate 
and (2) all other Submitted Bids fiom Potential Holders specifying lower rates were 
accepted, 

would resuIt in such Existing Holders described in clause (A) above contiiiuing to hold an 
aggregate principal amount of Bonds wvlich, wlien added to the aggregate principal amomnt of 
Bonds to be purchased by such Potential Holders described i s  clause (E) above, wodd equal not 
less than tlie Available Auction Bonds. 

Promptly after the Auction Agent lias made the deteiminations pursuant to the first paragiaph of 
this section, tl le Auction Agent by telecopy, confinned in writing, shall advise tlie Company and the 
Tiiisfee of the Maxiniuni Dutch Auction Rate and tlie Mi~linium Dutch Auction Rate atid tlie coniponents 
thereof on the Auction Date and, based on such determinations, the Dritcli Auction Rate for the next 
succeeding Auction Period as follows: 

.. d 
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(i) if Sufficient Clearing Bids exist, tliat the Dutch Auction Rate for tlie tiext 
succeeding Auction Period therefor sliall be equal to the Winning Bid Rate so determined; - 

:I 

(ii) if Sufficient Cleariiig Bids do not exist (other than because all of the Bonds are 
the subject of Subiiiitted Hold Orders), that the Dutch Auction Rate for the next succeeding 
Auction Period therefor shall be equal to the Maximum Dutch Auction Rate; atid 

(iii) if all of the Bonds are subject to Submitted Hold Orders, that the Dutch Auction 
Rate for the next succeeding Auction Period therefor sfiall be equal to the Minimum Dutch 
Auction Rate. 

Acceptance and Rejection of Submitted Bids and Submitted Sell Orders a i d  Allocation of Auction 
Bonds 

During a Dutch Auction Rate Period, Existing Holders shall continue to hold the principal 
amounts of Bonds that are subject to Submitted Hold Orders, and, based 011 tlie deteiminations iiiade 
puisuant to the first paragraph of "Deterinination of Sufficient Cleating Bids, Wiiuihig Bid Rate and 
Dutch Auction Rate", the Submitted Bids and Submitted Sell Orders shall be accepted or rejected and the 
Auction Agent shall take such other actions as are set fortli below: 

If Sufficient Clearing Bids have been made, all Submitted Seli Orders shall be accepted and, 
subject to the provisiotis of the fifili and sixth paragraphs of this section, S~ibmitted Bids shall be accepted 
or rejected as follows in the following order of priority and all other Submitted Bids sliall be rejected: 

(i) Existing Holders' Submitted Bids specifjring any mte that is higher that1 the 
Winrljlig Bid Rate shall be accepted, thus requiring each such Existing Holder to sell the 
aggregate principal amount of Bonds subject to such Submitted Bids; 

(ii) Existing Holders' Submitted Bids specifying any rate that is lower than the 
Winning Bid Rate shall be rejected, thus entitling each such Existhg Holder to continue to hold 
the aggxegate principal amount of Bonds subject to such Submitted Bids; 

(iii) Potential Holders' Submitted Bids specifying any rate that is lower than the 
Wiiming Bid Rate shall be accepted, thus requiriiig each such Potential Holder to purchase the 
aggregate principal amount of Bonds subject to such Submitted Bids; 

(iv) each Existing Holdei's Suhnitted Bid specifying a rate that is equal to the 
Winning Bid Rate shall be rejected, tlius entitling such Existing Holder to continue to hold the 
aggregate principal mount of Bonds subject to such Submitted Bid, unless the aggregate 
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principal amount of Bonds subject to all sucli Submitted Bids sltall be greater than the prjncipal 
amount of Bonds (the "remaining principal amount") eqiial to tlie excess of tlie Available Auction 
Bonds over the aggregate principal amount of the Botids subject to Submitted Bids described in 
paragraphs (ii) and (iii) immediately above, in which event such Submitted Bid of such Existing 
Holder sliall be rejected hi part, and such Existing Holder shall be entitled to continue to hold the 
piincipal amount of Bonds subject to such Submitted Bid, but only in an amount equal to tlie 
pkicipal amount of Bonds obtained by muItipIying the reniaining principal amount by a fi-action, 
tlie numerator of which shall be the principal amount of Bonds held by such Existing Holder 
subject to such Submitted Bid and the denominator of which shall be the slim of the principal 
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 Holder'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 multiplyilig the excess of the Available Auction Bonds over tlie aggregate principal 
amount of Bonds subject to Submitted Bids described in paragraphs (ii), (iii) and (iv) 
immediately above, by a fraction the numeiator of which shall be the aggregate principal amount 
of Bonds subject to such Submitted Bid of such Potential Holder and tlie denominator of which 
shalI be the sum of the principal amount of Bonds subject to Submitted Bids made by a11 such 
Poteittiai Holdem that specified a mte equal to the Winning Bid Rate. 

If Snfficient 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 fiRh paragraph of this section, Submitted Orders 
shall be accepted or rejected as follows ini the foIlowing order of priority and all other Submitted Bids 
shall be rejected 

(i) Existing Holders' Submitted Bids specifying any rate that is equal to or lower 
than the Maximum Dutch Auction Rate shall be rejected, thus entitling each such Existing Holder 
to continue to hold the aggregate principal amount of Bonds subject to such Submitted Bids; 

(ii) Potential Holders' Submitted Bids specifying any rate that is equal to or lower 
than tlie Maximum Dutch Auction Rate shalI 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 I-€oIder shall be 
accepted, thus entitling each Existing Holder that submitted any such Submitted Bid or Submitted 
Sell Order to sell tlie Bonds subject to such Submitted Bid or Submitted Sell Order, but in both 
cases only in an amount equal to the aggregate principal amount of Bonds obtained by 
multiplying the aggregate principal amount of Bonds subject to Submitted Bids described above 
in subpamgapli (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 Rid or Submitted Sell Order 
and the denominator of idiclt shall be the aggregate piincipal amount of Outstanding Auction 
Bonds subject to all such Submitted Bids and Submitted Sell Orders. 

If all Bonds are subject to Submitted I-Iold Orders, all Submitted Bids shall be rejected. 

If, as a result of tlie procedures described in the second or third paragraphs of this section, any 
Existing Holder would be required to sell, or any Potential Holder would be required to purchase, a 
principat amount of Bonds that is not equal to $S,OOO or an integral multiple thexeof, the Auction Agent 
shall, hi such manner 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 Potential Holder so that the principal 
,amount purchased or sold by each Existing Holder or Potentia1 Holder shall be equal to $5,000 or ail 
integtd multiple thereof. 
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If, as a result of the procedures described in the second paragraph of this section, any Potential 
Holder woulcl be required to purchase less than $5,000 in aggregate prhcipal amount of Bonds, the 
Auction Agent shall, in such maimer as, in its sole discretion it shall detennhie, allocate Bonds for 
purchase aniong Potential Holders so that only Bonds in principal aniounts of $5,000 or an integral 
inultiple thereof are purchased by any Potential Holder, even if such allocation resrrlts in one or mare of 
such Potentia1 Holders not purchasing any Bonds. 

Based on tlie results of each Auction, the Auction Agent shall deteimine the aggegate principal 
anoutits of Bonds to be purchased and the aggregate principal aniounts of Bonds to be soId by Potential 
Holders and Existing Holders 011 whose behalf each Broker-Dealer submitted Bids or Sell Orders and, 
with respect to each Broker-Dealer, to the extent that such amounts differ, deterniiue to wluch other 
Broker-Dealer or Broker-Dealers acting for one or more purchasers of Bonds such Broker-Dealer shall 
deliver, or kom which other Broker-Dealer or Broker-Dealers acting for one or niore sellers of Bonds 
such Broker-Dealer sliall receive, as the case may be, Bonds. 

None of the Issuer, the Company or my Affiliate thereof may submit an Order in any Auction 
except as set foitli in the next sentence. Any Broker-Dealer that is ai AEliate of the Company or the 
Issuer may subniit Orders in an Auction but only if such Orders are not for its ow1 account, except that if 
such affiliated Broker-Dealer holds Bonds for its own accouiit, it niust submit a Sell Order on the next 
Auction Date with respect to such Bonds. The Auction Agent shaIJ have no duty or liability with respect 
to monitoring or edorcing Uie provisions of this paragraph. 

Settlement Proecdmes Set Forth in Exhibit A to the Broker Dealer Agreemiit 

(a) Not later than 3:OO p.ni. (New York City time) 011 each Auction Date, the Auctian Agent 
shall natifl by telephone each Broker-Dealer that participated hi the Aiiction held on sucli Anctioa Date 
and submitted an Order 011 behalf of ai Existing Holder or Potential Holder of 

(i) the Dutch Auction Rate fixed for the next Auction Period; 

(ii) whether there were Sufficient Clearing Bids in such Auction; 

(iii) if suclt Broker-Dealer submitted a Bid or a Sell Order on behalf of mi Existing 
Holder (a "Seller's Broker-Dealer"), wlietlier such Bid was accepted or rejected, in whole or in 
part, and Uie principal aniounf of Bonds, if any, to be soId by such Existing Holder; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Holder (a "Buyer's 
Broker-Dealer"), whether such Bid was accepted or rejected, in whole or in part, and the principal 
aniouiit of Bonds, if any, to be purcliased by siicli Potential Holder; 

(v) if the aggregate principaI 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 purchased by all Potential Holders an whose behalf such Broker-Dealer 
submitted a Bid, tlie name or names of one or more Buyer's Broker-Dealers (and the naiiie 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 the principal amount of Bonds to be purchased from 
one or inore Existing Holders on whose 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 
wliose behalf such Broker-Dealer submitted a Bid exceeds the prhicipal aniount of Bonds to be 
sold By all Existhg Holders on whose behalf such Broker-Dealer submitted a Bid or a Sell Order, 
tlie name or names of one or more Seller's Broker-Dealew (and the name of the Agent Member, if 
ally, of each such Seller's Broker-DeaIer) actbig for one or more sellers of such excess principal 
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aniount of Bonds and tlie principal amount of Bonds to be sold to orie or more Potential Holders 
on whose behalf such Broker-Dealer acted by one or more Existing Holders on wvhose behalf each 
of such Seller's Broker-Dealers acted; and 

(vii) the Auction Date for the next succeeding Auction. 

(b) On each Auctioii Date, each Broker-Dealer that submitted an Order on behalf of any 
Existing Holder or Potential Holder shall: 

(i) advise each Existing Holder and Potential Holder on whose behalf such Broker- 
Dealer subnutted a Bid or Sell Order in tlie Auction on such Auction Date whether such Bid or 
Sell Order was accepted or rejected, in whole or in pait; 

(ii) in the case of a Broker-Dealer that is a Buyer's Broker-Realer, advise each 
Potential Holder on whose behalf such Broker-Dealer submitted a Bid that was accepted, in 
whole or in pait, to instruct siicli Potential Holder's Agent Member to pay to such Broker-Dealer 
(or its Agent Member) thraugh DTC the amount necessary to purchase the principal amount of 
Bonds to be purchased pursuant to such Bid against receipt of such Bonds; 

(iii) in the case ofa Broker-Dealer that is a Seller's Broker-Dealer, instruct each 
Existing Holder on whose behalf such Broker-Dealer submitted a Sell Order that was accepted, in 
w1)ole or in part, or a Bid lhat was accepted, in whole or in part, to instt-tict such Existing Hddei's 
Agent Member to deliver to such Broker-Dealer (or its Agent Member) tlxough DTC the 
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 whose behalf such Broker-Dealer submitted a Bid of the 
Auction Rate for tlie next Auction Period; 

(v) advise each Existing Holder 011 whose behalf such Broker-Dealer submitted an 
Order of the next Auction 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 Date. 

(c) On the basis of tlie infoimation provided to it puisuant to paragraph (a) above, each 
Broker-Dealer that submitted a Bid or Sell Order in an Auction is required to allocate any fiinds received 
by it in connection with such Auction pursuant to paragmph @)(ii) above, and any Bonds received by it in 
connection with such Auction pursuant to pamgmph(b)(iii) above among the Potential Holders, if any, on 
whose behalf such Broker-Dealer subniitted Bids, the Existing Holders, if any, 011 whose behalf such 
Broker-Dealer submitted Bids or Sell Orders in such Auction, and any Broker-Dealer identified to it by 
the Auction Agent following such Auction piirsuant to paragraph (a)(v) or (a)(vi) above. 

(d) 0 1 1  each Auction Date: 

(i) each Potential Holder and Existing Holder with an Order in the Auction on such 
Auction Dates shall instnict its Agent Member as provided in (b)(ii) or (iii) above, as the case 
may be; 

(3) each Sellers Broker-Dealer that is not an Agent Member of DTC shall hlstnict its 
Agent Member to (A) pay through DTC to the Agent Member of tlie Existing Holder delivering 
Bonds to such Broker-Dealer following such Auction pursuant to (b)(iii) above the amount 
necessary to purchase such Boiids agaitist receipt of srtcli Bonds, and (B) deliver such Bonds 
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though DTC to a Buyer's Broker-Dealer (or its Agent Member) identified to such Seller's 
Braker-Dealer pursuant to (a)(v) above against paynient therefor; and 

(iii) each Buyer's Broker-Dealer that is not an Agent Member of DTC shall instruct 
its Agent Member to (A) pay through DTC to a Sellel's Broker-Dealer (or its Ageiit Member) 
identified following such Auction pursuant to (a)(vi) above the amount necessary to purchase the 
Bonds to be purchased pursuant to (b)(ii) above against receipt of such Bonds, and (B) deliver 
such Bonds tlluoilgli DTC to the Ageiit Member of the plircliaser tliereof against payment 
therefor. 

(e) On the Business Day following each Auction Date: 

(i) each Agent Member for a Bidder in the Auction on such Auction Date referred to 
h (d)(i) above shall instruct DTC to execute the trailsactioils described under (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 instnict DTC to execute 
the transactions described in (d)(ii) above for such Auction, and DTC shall execute such 
tmtisactions; and 

(iii) 
the transactions described in (d)(iii) above for such Auction, and DTC shall execute such 
transac lions. 

each Buyeis Broker-Dealer or its Agent Meniber shall instruct DTC to execute 

(f) If an Existing Holder selling Bonds in an Auction fails to deliver such Bonds (by 
authorized book-entry), a Broker-Dealer may delives to the Potential Holder on behalf of which it 
submitted a Bid that was accepted a principal amount of Bonds that is less than the principal aniount of 
Bonds that othelwise was to be purchased by such Potential Holder. In such event, the principal amount 
of Bonds to be delivered sliall be deteimined solely by such Broker-Dealer. DeIiveiy of such lesser 
piincipal mioutit of Bonds shall constitute good deliveiy. Notwitllstatldhg tlie foregoing teiins of tlus 
paragraph (f), nny delivery or non-delivery of Bonds which shall represent any departure fi-om the results 
of an Auction, as deteiinined by the Auction Agent, shall be of no effect unless and until tlie Auction 
Agent shall have been notified of such deliveiy or iion-deliveiy in accordance with the provisions of the 
Auction Agent Agreement and the Broker-Dealer Agreenielits. 

DTC Required During Dutch Auction Rate Mode; Limitations 011 Transfer 

Except as otheiivise provided in the hdei~kire, the Bonds accnring interest at a Dutch Auction 
Rate sliall be registered hi tlie name of DTC or its nominee and ownersllip theieof shall be maintained hi 
book-entty-onIy form by DTC for the account of the Agent Members thereof. 

If at any time DTC notifies the Issuer and the Coinpany that it is unwilling os utlable to continue 
as owner of Bonds or if at any time DTC sliall no longer be registered or in good standing under the 
Securities Exchange Act of 1934, as amended, or other applicable statute or regulation and a successor to 
DTC is not appointed by the Issuer at tlie direction of the Compaiiy, the Tivstee and the Auction Agent, 
within 90 days after the Issuer and the Coinpany receive notice or become aware of such conditioa, as the 
case may be, the Issuer shall execute and the Trustee sliali authenticate and deliver certificates 
representing tlie Bonds. Bonds issued as described herein shall be registered in such names and 
nu thorized denominations as DTC, pursiiant to instructions fiom the Agent Members or otherwise, shall 
iishwt the Issuer and the Trustee. Tlie Trustee shall deliver the Bonds to the persons ki whose names 
such Bonds are so registered on tlie Business Day immediately preceding the fist clay of an Auction 
Period. 
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So long as the ownership of the Bonds is maintained in book-entry-only fonn by DTC, an 
Existing Holder may sell, hatisfer or otheiwise dispose of Bonds only pursuant to a Bid or Sell Order 
placed in an Auction or to or through a Broker-Dealer, provided that, in the case of all 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 Maximum Dutch Auction Rate and the Minimum Dutch 
Auction Rate on each Auction Date. If the ownership of the Bonds is no longer maintained in baok- 
entry-only form by DTC, tlie Auction Agent sliall calculate the Maximum Dutch Auction Rate on the 
Business Day immediately preceding the f k t  day of each Auction Period comtnencing after the delivery 
of certificates repiesetting tlie Bonds. If a Failure to Deposit or Event of Defaul t shall have occurred, the 
Tiitstee, upon notice thereof, shall calculate the Overdue Rate on the first day of each Auction Period 
coimnencing after the occurrence of such Failure to Deposit or Event of Default to sind including the 
Auction Period, if any, commencing less than two Business Days after all such Failure to Deposit and 
Events of Default are cured. 

.-- 
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APPENDIX c 

(FORM OF OPNION OF BOND COUNSEL) 

,2002 

Re: $41,665,000 County of Trimble, Kentucky, Pollution Control Revenue Bonds, 
2002 Series A &ouisville Gas and Electric 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 tlie issuance by the Couiity of its Pollution Control 
Revenue Bonds, 2002 Series A (Louisville Gas and Electric Conipany Project), dated their date of 
issuance, in the aggsegate principal amount of $41,665,000 (the "Boiids"). 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 fiinds .lihich will be used, with other funds provided by Louisville Gas and 
Electric Company (the Tornpaily") for the cuiyent refunding of $41,665,000 aggregate principal amount 
of the County's Pollution Control Revenue Botids, 1990 Series B (LouisvilIe Gas and Electric Company 
Project), dated November 20, 1990 (the "Prior Bonds"), wllicli were issued for the purpose of fmmicitig 
the costs of the acquisition, construction, installation and equipping of certain air aiid water pollution 
control facilities to serve the Trinible County Generating Station of the Company situated in Trinible 
County, Kentucky (the "Project") in order to provide for tlie control, containment, reduction and 
abatement of ahnospheric and liquid pollutants and contaminants, as provided by the Act. 

The Bonds mature on October 1,2032 and bear interest initially a t  the Dutch Auction Rate, as 
defined i ~ i  the hidenhire, hereinafter described, subject to change as provided in such hidenture. The 
Bonds will be subject to optional and inandatoiy redemption prior to maturity at the times, in the Inwmer 
and upon tlie terms set forth in each of the Bonds. From such examination of the proceedings of the 
Fiscal Court of the County refelTed to above and &om an examination of the Act, we are of the opinion 
that the County is duly authorized and empowered to issue tlie Bonds under the laws of the 
Conunonwealth of Kentucky now in force, 

We liave examined an executed couiiteipart of a certain Loan Agreement, dated as of July 1,2002 
(the "Lorn Agreement"), between the County and the Coinpany and a certified copy of the proceedings of 
record of the Fiscal CowT of the County prelimiiaiy to and in connection with the execution and delivery 
of the Loan Agreement, putsuant to which the County has agreed to issue the Bonds and to lend tlie 

c- 1 



proceeds thereof to the Company to provide fiinds to pay and discharge, with other fiinds provided by the 
Company, tile Prior Bonds and the Company has agreed to make Loan payments to the Trustee at times 
and in mounts fully adequate to pay maturing principal of, interest on and redemption premium, if any, 
on tlie Bonds as same become due and payable. From such examination, we aie of the opinion that such 
proceedings of the Fiscal Court of the County show lawvfiil authority for the execution and delivery of the 
Loan Agreement; that the Loan Agreenient has been duly authorized, executed and deiivered 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 siniilar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

We have also examined executed counteipart of a certain Indenture of Ti-ust, dated as of July 1, 
2002 (the "Indenture"), by and between the County and Deutsche Bank Tnrst Company Aniericas, as 
trustee (the "Trustee"), securing the Bonds and setting forth the covenants and radertaidngs of the County 
B connection with the Bonds and a certified copy of tile proceedings of record of the Fiscal Court of the 
County prelinkary to and in connection with the execution and deliveiy of the hidenture. Puisuant to the 
hidenture, certain of tlie County's rights under the Loan Agreement, including the right to receive 
payments thereunder, and all moneys and securities held by the Tnrstee in accordance with the Indenture 
(except moneys and securities in the Rebate Fund created thereby) have been assigned to tlie Tnistee, AS 

security for the holders of the Bonds. From such examination, we are of the opinion that sucli 
proceedings of the FiscaI Court of the County sIioow lawfir1 authority for the execution and deliveiy of the 
hidenture; 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 ellforcement thereof niay be Iiinited by Jaws relating to bankniptcy, insolvency 
or other similar laws affecting creditors' rights generally, includiiig 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 Coinmontveaith of Kentucky now in fit11 force and effect, and constitute legal, valid and 
binding special obligations of the County entitled to the benefit of tlie security provided by the Indenture 
and enforceabIe in accordance with their terms, subject to the qualification that the enforcement thereof 
may be limited by laws relating to bankniptcy, 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 andlother amounts derived from the Loan Agreement and as 
provided in the Indenture. 

In our opinion, under existing laws, inciuding current statutes, regulations, administrative nilitigs 
and official interpretations by tlie Inteiiial Revenue Sewice, subject to the exceptions and qualifications 
contained in tlie succeeding paragraphs, interest on the Bonds is excluded fiom tlie gross income of the 
recipients thereof for fedeml income tax purposes, except that no opinion is expressed regarding such 
exclusion from gross income with respect to any Bond during any period in wlich it is held by a 
"sabstantial 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 (tlie "Code"). Interest on the Bonds is a separate item of tax 
preference in determining alternative minimum taxable income for individuals and corpomtions wider the 
Code. In arriving at this opinion, we have relied upon representations, factual statements and 
ceififications of the Company with respect to ceiTahi material facts which are solely within the Coinpany's 
knowledge hi reaching our conclusion, inter alia, that all of the proceeds of the Prior Bonds were used to 
fuiatice air and water pollution control facilities qualified for financing under Section 103(b)(4)(F) of the 
Internal Revenue Code of 1954, as amended, and permitted by Section 13 12(a) of the Tax Refoim Act of 
1986. Fuidier, hi arriving at the opinion set forth in tllis paragraph as to die exclusion fi-om gross income 
of interest on the Bonds, we have assumed and this opinion is conditioned on, tlie accuracy of and 
continuing compliance by the Company and the County with representations and covenants set forth in 
the Lomi Agreement and the Indenture which are intended to assure compliance with certahi tax-exempt 
interest provisions of the Code. Such representations mid covenants mist be accumte and must be 
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coniplied w i t h  subsequent to fhe issuance of tlie Bonds in order that interest on tlie Bonds be excluded 
fiom gross jnconie for federal income tax purposes. Failure to comply with certain o f  such 
representations and covenants in respect of tlie Bonds subsequent to the issuance of the Bonds codd 
cause the interest tliereon to be included in gross hicome for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express 110 opinion (i) regardhg the exclusion of ieterest on any 
Bond &am gross income for fedeml income tax purposes 011 or after the date on ~vhicli any change, 
hicIuding any interest rate conversiofi, perinitfed by the documents other than with approval of this film is 
taken ivliich adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of 
fedeial i~icome taxation of interest on the Bonds upon a Deteiinination of Taxability. We are fiirtlier of 
the opinion that interest on the Bonds is excluded fiom gross income of the recipients thereof for 
I<enhicky income tax purposes and that tlie Bonds are exempt from ad valoreni taxation by the 
Commonwealth of Kentucky and all political subdivisioiis thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal income tax 
purposes and federal tax katmeat of interest on the Bonds is subject to the following exceptions and d .-. quali ficatiotls: 

-.I 
(a) The Code provides for a "branch profits tax" which subjects to tax, at a rate of 3O%, the 

effectively connected eaiihigs and profits of a foreign corporation which engages in a IJnited 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. 

(6) The Code also provides that passive investment income, including interest on the Bands, may 
be subject to taxatiou for any S corporation with Subcliapter 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 tlie 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 begiiming afrer 
December 31, 1986, property and casualty insumnce companies will be required to reduce their loss 
reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as tlie Bonds, 
acquired after August 7, 1986, (For purposes of the immediately preceding sentence, a portion of 
dividends paid to an affiliated hisurance company may be treated as tax-exempt interest.) The Code 
fiitZIier provides for the disallowance of any deduction for interest expeiises incurred by banks and certain 
other financial institutions allocable to carrying ceitain.tax-exempt obligafions, such as the Boiids, 
acquired after August 7, 1986. The Code also provides that, wifh respect to taxpayers otlier than such 
financial institutions, siich taxpayeis wilI be unable to deduct any portion of the interest expenses incuxred 
or continued to purchase OT carry the Bonds. The Code also provides, with respect to individuals, that 
hiterest on tax-exempt obligations, including the Bonds, is included in modified adjusted gross income for 
purposes of determining the taxability of social security and milroad retirement benefits. Furthermore, 
the eaiiied income credit is not allowed for individuals with an aggregate ainoiint of disqualified income 
withiri tlie rneailing of section 32 of the Code, ~vliich exceeds $2,200. Interest on the Bonds will be taken 
into account in the calculation of disqualified income. 

We have received and relied upon opinions of Jolui R. McCall, 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 opinions with respect to the matters therein. 
We have also received an opiniou of even date herewith of Hon. Peny Arnold, County Attorney of tlie 
County, and relied upon said opinion with respect to the matters therein. Said opinions are hi forms 
satisfactary 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, 
cliarges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set forth 
it1 such opinions and ase not passing upon the investment quality of the Bonds or the accuracy or 
completeness of any statenients 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 my facts or circuinstances that may hereafter come to our attention oi any clianges in law that may 
hereafter occur. 

We are members of the Bar of the Conmonwealth of Kentucky and do not purport to be experts 
on the laws of any jurisdiction other than the Coiiunon~vealth of Kentuclcy 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, 
Division of Ogden Newell & Welch PLLC 

By: - 
SPENCER E. m P E R ,  JR, 

c-4 



APPENDIX D 

FORM OF BOND INSURANCE POLICY 



This Page Intentionally Left Blank 



Financial Guaranty Insurance Policy 

Obligor: 

Obligations: 

Ambac  Assuiance Corporation 
O n e  State Street Plaza, 15th Floor 
New York, New Yor% 10004 
Telephone: (2 12) 668-0340 

Policy Number :  

Premium: 

h b a c  Asstirailrice Corpora t ion  (Ambac),  a Wisconsin 

In witness whereof, Arnbac has caused this Policy to be affixed with a facsimile of its corporate seal and Lo bc signed by its duly 
authorized oMcers jn facsimile to become effective as its original seal and signatures arid bindlng upon Anlbac by virtue of the 
countersignature of its duly authorized rcpr esentative. 

Effcctivc Date: 

THE BANK OF NEW YORK acknowledges that i t  tias agreed 
to pcrform the duties of Insurance Trustee uridcr this Policy. 

D- 1 
For111 NO.: 28-0012 (1/01) 1. Authorized Officer of Insurance Trustee 



Policy for: 

I 

Endorsement 

Ambac Assurance Corporation 
One State Street Plaza, 15th Floor 
New York, New York 10004 
Telephone: (212) 668-0340 

Attached to and f~rming put of PolIcy No.: 

er understood that the 
pal of and interest on a Bond, 

f the Loan Agreement dated as of July 
any date on which the 30 
Determination of Taxab 

ssuer and the Trustee. 

g m b a c  has caused tNs Endorsement to be affixed with a facsfmtle of its corporate seal and to 
uthorized offlcers in facsimile to become effective as Its origlnai seal and signahws and bhdlng 

. 

e of the countersignature of its duly authorized reprebentawe. 

Ambac Asslu?iace: Corporation 
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Secretary 

Authorized Representatlvc 





NOT A NEW ISSUE BOOK-ENTRY ONLY 
On Xovember 90, 9003 a n d  April 96, .9007, the dates o n  which 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, ”under then current law, interest on  each series ofBonds offered would be excludable from thegross income of 
the recipients thereof for federal income tax purposes, except that no opinion was expressed regarding such exclusion 
fromgross income wi th  respect to a n y  Bond during a n y  period in which it is held by a “substantial user” or a “related 
person” of  the Projeot as such t e r m  are used in Section I47(a)  of  the Internal Revenue Code of 1986, as amended (the 
Y?ode”). Interest on  each series of  Bonds will not be an i tem of tax preference in determining alternative minimum 
taxable income for individuals and  corporations under the Code. Such interest m a y  be subject to certain federal income 
taxes imposed o n  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 f r o m  thegross income of  the 
recipients thereof for Eentuclcy income tax purposes and  that, under then current law, the principal of  each series of  
Bonds would be exempt from ad valorem taxes in Eentuclcy. 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 wi th  the conversion of  
the interest rate mode on  each series of  Bonds to the Long Term Rate Period, as more fu l ly  described in this Rwffering 
Circular, Bond Counsel will deliver its opinions to the effect that the conversion of  t b  interest rate on  each series ofBonds 
(a)  i s  authorized or permitted by the Act a n d  the related Indenture and  (b) will not adversely affect the validity of the 
Bonds or a n y  exclusion of the interest thereon from thegross income of the owners of the Bonds for federal income tax 
purposes. See the information under the caption ‘‘Tax Treatment” in this Rwffering Circular. 

$128,000,000 $35,200,000 
Louisvilleoefferson County LouisviUenefferson County 

Metro Government, Kentucky 
Pollution Control Revenue Bonds, 

(Louisville Gas And Electric Company Project) 
Due: October 1, 2033 

Mandatory Purchase Date: April 2, 2012 
Interest Payment Dates: April 1 and October 1 

Interest Rate: 1.90% 

Metro Government, Kentucky 
Environmental Facilities Revenue 

2007 Series B 
(Louisville Gas and Electric Company Project) 

Due: June 1, 2033 
Mandatory Purchase Date: June 1, 2012 

Interest Payment Dates: June 1 and December 1 
Interest Rate: 1.90% 

2003 Series A Refunding Bonds, 

Conversion Date: January 13, 2011 
The Bonds of each series (intlividually, the “2003 Series A Bonds” and the “2007 Series B Bonds” and, collectively, the “Bonds”) are special and 

limited obligations of the LouisvillelJeffeison County Metro Goveinment, Kentucky (the “Issuei”), payable by the Issuei solely from and secured by 
payments to be ieceivetl by the Issuei puisuaiit to sepaiate Loan Ag~eenients with Louisville Gas and Electiic Company (the “Company”), except as payable 
from proceeds of such Bonds 01 investment eainings thereon. The Bonds do not constitute general obligations of the Issuer or a charge against the general 
credit or tasing poweis theieof oi of the Cotnrnonwealth of Kentucky or any other political subdivision of Kentucliy. The Bonds will not be entitled to tlie 
benefits of any fiiinneid gtiamnty insomnee policies or any otlier form of credit enlinncement. Plincipal of, and inteiest on, the Bonds of each 
series are secured by the deliveiy to Deutsclie Bank Trust Company Ameiicas, as ‘hs tee ,  of Fiiiwt Moitgage Bonds of 

LOUISVILLE GAS AND ELECTRIC COMPANY 

The 2003 Series A Bonds were oiiginally issued on November 20,2003 and the 2007 Seiies B Bonds were originally issued on Apiil26,2007; each as 
a sepra te  d e s ,  ant1 each seiies currently bears interest at a Weekly Rate. Pursuant to the Indentuies under which the Bonds were issued, the Company has 
elected to conveit the inteiest rate mode on each series of Bonds to a Long Tenn Rate Period, effective as of Januany 13,2011 (the “Conveision Dnte”). The 
Bonds aie subject to rnandatory pui&ase on the Conversion Date and are being reoffered hereby. As the cunent ownei of the Bonds, the Company will receive 
the proceeds of the reoffeiing of the Bonds. Morgan Stanley & Co. Incoipoiated, J.P Moigaii Securities LLC and Goldman, Silchs & Co. will seive as Initial 
Co-Remaiketing Agents for pinpses of this conversion and reoffering of the Bonds. Following this conveision and reoffeiing, Morgan Stanley & Co. 
Incoilioiated will seive as the sole Reirrarlceting Agent for the 2003 Series A Bonds and J.E Morgan Securities LLC will seiYe as the sole Rernaiketing Agent 
for the 2007 Series B Bonds. 

The Bonds of each series are sepaiate seiies, and the sale and deliveiy of one series is not dependent 011 tlie stile and delively of the otlier series. The 
Bonds will accrue interest from the Conveision Date, payable on the interest payment dates listed above. The inteiest rate peiiod, interest late and Interest 
Rate Mode for the Bonds will be subject to change under certain conditions, in whole or in part, as desciibed in this Reoffeiing Ciicular: The Bonds will be 
subject to optional redemption, estraordinaiy optional redemption, in whole or in pait, and mnndatoiy redemption following a determination of taxability piioi 
to matuiity, as desciibed in this Reoffering Circular” The Bonds will be subject to inandatoiy purchase at the end of each Long Term Rate Peliod. 

The Bonds are registered in the name of Cede & Co., as registered oivnei. and nominee foi The Depositoiy ‘Enst Company (“DTC”), New Yolk, New York. 
DTC will act us secuiities rlepositoiy. Escept as desciibed in this Reoffeiing Cimnlar, pinchases of beneficial o\nieisIiip interests in the Bonds will be made in 
book-entiy-only foiin in denominations of $5,000 and integral multiples thereof. Purcliasei-s will not receive ceitificates representing ttieii beneficial interests in 
the Bonds. See the iidonnation contained under tlie caption “Sur~iniaiy of the Bonds-Book-Entiy-Only System’’ below. The pincipal of, premium, if my, and 
interest on the Bonds ivill be paid b y  Deutsclie Bank TIIISI Company Ameiicas, as Tiustee, to Cede & Co., as long as Cede & Co. is tlie iegistered owner of tlie 
Bonds. Disbursement of such payments to the DTC Puiticipants is the responsibility of DTC, and disbuisement of such payments to tlie purchaseis of beneficial 
orvne~diip interests is the responsibility of DTC‘s Diiect and Indirect Paiticipants, as iuore fully desciibed below 

Price: 100% 

The Bonds are reoffered subject to piioi sale, witlidrawal or iiiodification of the offer ~vithont notice (Iirovided, liorverw; that any such notice of 
withdrawal must be given on the Business Day prior to the Conveision Date) and to the approval of legality by Stoll Keenon Ogden PLLC, Louisville, 
Kentucky, as Bond Counsel and upon satisfaction of certain conditions. Certain legal niatte~s will be passed upon for the Company by its counsel, Jones Day, 
Chicago, Illinois, and John R. McCall, Esq., Esecutive Vice President, Geiieiiil Counsel, Corporate Secretary and Chief Compliance Office1 of the Company, 
and foi the Reniaiketing Agents by their counsel, Winston & Stiaivn LLI: Chicago, Illinois. It is expected that the Bonds will be available for redeliveiy to 
DTC in New Yorli, New York on oi about Januaiy 13, 2011. 

MORGAN STANLEY J.P. MORGAN GOLDMAN, SACHS & CO. 
Dated: Januaiy 7, 2011 



No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Reinarketing Agents 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 Reinarketing Agents have provided the following 
sentence for inclusion in this Reoffering Circular. The Reinarketing Agents have reviewed the 
information in this Reoffering Circular in accordance with, and as part of, their responsibilities to 
investors under the federal securities laws as applied to the facts and circumstances of this 
transaction, but the Remarketing Agents do not guarantee the accuracy or completeness of such 
information. The information and expressions of opinion in this Reoffering Circular are subject 
to change without notice and neither the delivery of this Reoffering Circular nor any sale made 
hereunder will, 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 in this 
Reoffering Circular with respect to the Issuer has been obtained from the Issuer, 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 Reinarketing Agents. 

In connection with the reoffering of the Bonds, the Remarketing Agents may over-allot or 
effect transactions which stabilize or maintain the market prices of such Bonds at levels above 
those that might otherwise prevaiI in the open market. Such stabilizing, if commenced, may be 
discontinued at any time. 

IN MAKING AN INVESTMENT DECISION, INVESTORS MIJST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCL,UDING THE 
MERITS AND RISKS INVOLVED. THESE SECIJRITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AIJTHORITY. FURTHERMORE, THE FOREGOING AIJTHORITIES 
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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$128,000,000 
Lauisville/Jefferson County 

Metro Government, Kentucky 
Pollution Control Revenue Bonds, 

2003 Series A 
(Louisville Gas And Electric Company 

Project) 
Due: October 1,2033 

$35,200,000 
Louisville/Jefferson County 

Metro Government, Kentucky 
Environmental Facilities Revenue 

Refunding Bonds, 
2007 Series B 

(Louisville Gas and Electric Company 
Project) 

Due: June 1,2033 

In trod uctory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to fbrnish 
information in connection with the reoffering by the Louisville/Jefferson County Metro 
Government, Kentucky (the “Issuer”) of its (i) Pollution Control Revenue Bonds, 2003 Series A 
(Louisville Gas and Electric Company Project), in the aggregate principal amount of 
$128,000,000 (the “2003 Series A Bonds”) issued on November 20, 2003 pursuant to an 
Indenture of Trust dated as of October 1, 2003, as amended and supplemented by Supplemental 
Indenture No. 1 dated as of September 1, 2010 (the “2003 Series A Indenture”) between the 
Issuer and Deutsche Bank Trust Company Americas (the “2003 Series A Trustee”), as Trustee, 
Paying Agent, Tender Agent and Bond Registrar and (ii) Environmental Facilities Revenue 
Refunding Bonds, 2007 Series B (Louisville Gas and Electric Company Project) in the aggregate 
principal amount of $35,200,000 (the “2007 Series B Bonds” and, collectively with the 2003 
Series A Bonds, the “Bonds”) issued on April 26, 2007 pursuant to an Indenture of Trust dated 
as of March 1, 2007, as amended and restated by the Amended and Restated Indenture of Trust 
dated as of November 1, 2010 (the “2007 Series B Indenture” and, collectively with the 2003 
Series A Indenture, the “Indentures”) between the Issuer and Deutsche Bank Trust Company 
Americas, as Trustee, Paying Agent, Tender Agent and Bond Registrar (the “2007 Series B 
Trustee” and, collectively with the 2003 Series A Trustee, the “Trustee”). 

Pursuant to a Loan Agreement by and between Louisville Gas and Electric Company (the 
“Company”) and the Issuer, dated as of October 1, 2003, as amended and supplemented as of 
September I ,  2010, with respect to the 2003 Series A Bonds (the “2003 Series A Loan 
Agreement”), and a Loan Agreement by and between the Company and the Issuer dated as of 
March 1 , 2007, as ainended and restated as of November 1 , 2010, with respect to the 2007 Series 
R Bonds (the “2007 Series B Loan Agreement” and, collectively, with the 2003 Series A Loan 
Agreement, the “Loan Agreements”), proceeds from the sale of the Bonds were loaned by the 
Issuer to the Company. The Loan Agreements are separate undertakings by and between the 
Company and the Issuer. 

The Company will continue to repay the loan under the applicable Loan Agreement by 
making 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 
“Sumtnary of the L,oan Agreements - General.” Pursuant to the applicable Indenture, the 
Issuer’s rights under the applicable Loan Agreement (other than with respect to certain 
indemnification and expense payments) were assigned to the applicable Trustee as security for 
the applicable series of Bonds. 



For the purpose of further securing the Bonds, the Company has issued and delivered to 
each of the Trustees a separate tranche of the Company’s First Mortgage Bonds, Collateral 
Series 201 0 (the “First Mortgage Bonds”). The principal amount, maturity date and interest rate 
(or method of determining interest rates) of each such tranche of First Mortgage Bonds is 
identical to the principal amount, maturity date and interest rate (or method of determining 
interest rates) of the related series of Bonds. The First Mortgage Bonds will only be payable, 
and interest thereon will only accrue, as described herein. See “Summary of the Loan 
Agreements - Issuance and Delivery of First Mortgage Bonds” and “Summary of the First 
Mortgage Bonds.” The First Mortgage Bonds will not provide a direct source of liquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indentures. 

The First Mortgage Bonds have been issued under, and are secured by, an Indenture, 
dated as of October 1, 2010, as supplemented (the “First Mortgage Indenture”), between the 
Company and The Bank of New York Mellon, as trustee (the “First Mortgage Trustee”). 

The proceeds of the 2003 Series A Bonds were applied to pay and discharge (i) 
$102,000,000 in outstanding principal amount of “County of Jefferson, Kentucky, Pollution 
Control Revenue Bonds, 1993 Series B (Louisville Gas and Electric Company Project),” dated 
August IS, 1993, and (ii) $26,000,000 in outstanding principal amount of “County of Jefferson, 
Kentucky, Pollution Control Revenue Bonds, 1993 Series C (Louisville Gas and Electric 
Company Project),” dated October 15, 1993, in each case previously issued by the governmental 
predecessor of the Issuer to currently refinance certain prior pre-I986 bonds which financed a 
portion of the project, consisting of certain air and water pollution control and solid waste 
disposal facilities (the “2003 Series A Project”) owned by the Company. The proceeds of the 
2007 Series B Bonds were applied to pay and discharge $35,200,000 outstanding principal 
amount of County of Jefferson, Kentucky Pollution Control Revenue Bonds, 1993 Series A 
(L,ouisville Gas and Electric Company Project), dated August 3 1, 1993, previously issued by the 
governmental predecessor of the Issuer to currently refinance certain prior pre- 1986 bonds, 
which financed a portion of the project, consisting of certain air and water pollution and solid 
waste disposal facilities (the “2007 Series B Project”) owned by the Company. 

The Company currently is an operating subsidiary of LG&E and KIJ Energy LLC and 
PPL Corporation. On November 1, 2010, PPL, Corporation purchased all of the interests of 
LG&E and KU Energy LLC and, indirectly, all of the stock of the Company from EON AG. 
See “Appendix A - Louisville Gas and Electric Company - Financial Statements and 
Additional Information.” None of LG&E and KIJ Energy LLC, PPL, Corporation or E.ON AG 
has any obligation to make any payments due under the Loan Agreements or First Mortgage 
Bonds or any other payments of principal, interest, premium or purchase price of the Bonds. 

The Bonds are being converted to bear interest at the Long Term Rate during a Long 
Term Rate Period to the respective dates appearing on the cover of this Reoffering Circular, but 
may be subsequently converted again on the Mandatory Purchase Date of April 2, 2012 for the 
2003 Series A Bonds and June I ,  2012 for the 2007 Series B Bonds. 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 January 13,2011. 
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The Bonds are secured by payments made by the Company under the Loan Agreements, 
and are fiirther secured by the First Mortgage Bonds. The Bonds are not entitled to the benefits 
of any financial guaranty insurance policies or any other form of credit enhancement. 

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, each 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 and amounts payable under the 
applicable First Mortgage Bonds. The Bonds do not constitute an indebtedness, general 
obligation or pledge of the faith and credit or taxing power of the Issuer, the Coininonwealth of 
Kentucky or any political subdivision thereof. 

Morgan Stanley & Co. Incorporated, J.P. Morgan Securities LLC and Goldman, Sachs & 
Co. (each, a “Remarketing Agent” and collectively, the “Remarketing Agents”) will be 
appointed under the Indentures to serve as Initial Co-Remarketing Agents for purposes of this 
conversion and reoffering of the Bonds. Following this conversion and reoffering, Morgan 
Stanley & Co. Incorporated will serve as the sole Remarketing Agent for the 2003 Series A 
Bonds and J.P. Morgan Securities LLC will serve as sole Remarketing Agent for the 2007 Series 
B Bonds. Any Remarketing 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 between such Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the First Mortgage Bonds 
(including the Supplemental Indenture and the First Mortgage Indenture), the Loan Agreements 
and the Indentures 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 opinions of Bond Counsel delivered on the 
dates on which each series of Bonds were initially issued, and the proposed form of opinion of 
Bond Counsel to be delivered in connection with the conversion of each series of 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 in this Reoffering Circular to the documents are 
qualified in their entirety by reference to such documents, and references in this Reoffering 
Circular to a series of Bonds are qualified in their entirety by reference 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 corporate trust office of the Trustee. The First 
Mortgage Indenture is available for inspection at the office of the Company in Louisville, 
Kentucky, and at the corporate trust office of the First Mortgage Trustee in New York, New 
York. Certain information relating to The Depository Trust Company (“DTC”) and the book- 
entry-only system has been furnished by DTC. All statements in this Reoffering Circular are 
qualified in their entirety by reference to each such document and, with respect to the 
enforceabiIity of certain rights and remedies, to laws and principles of equity relating to or 
affecting generally the enforcement of creditors’ rights. 

3 



The Projects 

2003 Series A Project 

The 2003 Series A Project has been completed, consisting of certain air and water 
pollution control and solid waste disposal facilities in connection with the Mill Creek and Cane 
Run Stations of the Company situated in Jefferson County, Kentucky. Major components of the 
2003 Series A Project include the acquisition, construction, installation and equipping of 
electrostatic precipitators, sulphur dioxide removal systems, an ash retention and disposal basin, 
sludge processing facilities, solid waste disposal facilities and a mechanical draft cooling tower 
serving generating units at the two generating stations. 

The Natural Resources and Environmental Protection Cabinet (now the Energy and 
Environment Cabinet) of the Commonwealth of Kentucky and the Air Pollution Control District 
of Jefferson County, the agencies exercising jurisdiction with respect to the 2003 Series A 
Project, have each previously certified that the 2003 Series A Project as designed is in 
furtherance of the purposes of abating and controlling atmospheric and water pollutants or 
Contaminants. 

2007 Series B Project 

The 2007 Series B Project has been completed. The 2007 Series €3 Project consists of 
certain air and water pollution control and solid waste disposal facilities in connection with the 
Mill Creek and Cane Run Stations of the Company situated in Jefferson County, Kentucky. 
Major components of the 2007 Series B Project include the acquisition, construction, installation 
and equipping of electrostatic precipitators, sulphur dioxide removal systems, an ash retention 
and disposal basin, sludge processing facilities, solid waste disposal facilities and a mechanical 
draft cooling tower serving generating units at the two generating stations, 

The National Resources and Environmental Protection Cabinet (now the Energy and 
Environment Cabinet) of the Coininonwealth of Kentucky and the Air Pollution Control District 
of Jefferson County, the agencies exercising jurisdiction with respect to the 2007 Series B 
Project, have each previously certified that the 2007 Series B Project as designed is in 
fiirtherance of the purpose of controlling atmospheric and water pollutants or contaminants. 

Separate Series 

The 2003 Series A Bonds and the 2007 Series B Bonds are separate series and optional or 
mandatory redemption of any series 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 
Loan Agreements will not necessarily constitute a default under the other series of Bonds or the 
other L,oan 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. Unless specifically otherwise 
noted, any discussion herein and under the captions “Summary of the Bonds,” “Summary of the 
Loan Agreements,” “Summary of the First Mortgage Bonds,” “Surnmary of the Indentures,” 
“Enforceability of Remedies” and “Tax Treatment” applies equally, but separately, to the 2003 
Series A Bonds and the 2007 Series B Bonds. 
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As used herein under such captions with respect to the 2003 Series A Bonds, the term 
“Project” shall mean the 2003 Series A Project, the term “Bonds” shall mean the 2003 Series A 
Bonds, the term “First Mortgage Bonds” shall mean the Metro Louisville Tranche 5 of the First 
Mortgage Bonds delivered to the 2003 Series A Trustee, the term “Loan Agreement” shall mean 
the Loan Agreement pursuant to which the Issuer loaned the proceeds from the sale of the 2003 
Series A Bonds to the Company, the term “Indenture” shall mean the 2003 Series A Indenture, 
the term “Remarketing Agent” shall mean Morgan Stanley & Co. Incorporated and the terms 
“Trustee” and “Tender Agent” shall mean the 2003 Series A Trustee. 

As used herein under such captions with respect to the 2007 Series B Bonds, the term 
“Project” shall inean the 2007 Series B Project, the term “Bonds” shall mean the 2007 Series B 
Bonds, the term “First Mortgage Bonds” shall mean the Metro Louisville Tranche 8 of the First 
Mortgage Bonds delivered to the 2007 Series B Triistee, the term “Loan Agreement” shall inean 
the L,oan Agreement pursuant to which the Issuer loaned the proceeds from the sale of the 2007 
Series B Bonds to the Company, the term “Indenture” shall mean the 2007 Series B Indenture, 
the term “Remarketing Agent” shall mean J.P. Morgan Securities LLC and the t e r m  “Trustee” 
and “Tender Agent” shall mean the 2007 Series B Trustee. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a political 
subdivision under the Constitution and laws of the Commonwealth of Kentucky. The Issuer is 
authorized by Chapter 67C and Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the “Act”) to (i) convert and reoffer the Bonds and (ii) amend and restate 
and continue to perform its obligations under the Loan Agreements and the Indentures. The 
Issuer, through its legislative body, the Metro Government Legislative Council, 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 PAYABL,E SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
OR ON BEHALF OF THE ISSUER UNDER THE APPLICABL,E LOAN AGREEMENT AND 
OTHER AMOUNTS RECEIVED FROM PAYMENTS MADE UNDER THE FIRST 
MORTGAGE BONDS. THE BONDS DO NOT CONSTITUTE AN INDEBTEDNESS, 
GENERAL OBL,IGATION 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 
LIABILITY OF THE ISSUER OR A CHARGE AGAINST ITS GENERAL CREDIT OR 
TAXING POWERS. 

Summary of the Bonds 

Although each series of Bonds is an entirely separate issue and has been issued under a 
separate Indenture, each Indenture contains substantially the same terms and provisions except as 
otherwise noted below. References below to the “Auction Rate” or “Auction Rate Period” shall 
be deemed to mean the “Dutch Auction Rate” or “Dutch Auction Rate Period” for the 2003 
Series A Bonds. 

5 



General 

The Bonds will be reoffered in the aggregate principal amounts set forth on the cover 
page of this Reoffering Circular. The 2003 Series A Bonds will mature on October 1, 2033 and 
the 2007 Series B Bonds will mature on June 1 ,  2033. The Bonds are also subject to optional 
redemption and extraordinary optional redemption, in whole or in part, and mandatory 
redemption prior to maturity as described in this Reoffering Circular. 

The Bonds currently bear interest at Weekly Rates. Pursuant to the terms and provisions 
of the Indentures summarized below, the Company has exercised its option, effective January 13, 
201 1 (the “Conversion Date”), to convert the interest rate on the Bonds to a Long Term Rate. 
The 2003 Series A Bonds will bear interest at the Long Term Rate of 1.90% per annum from 
January 13, 2011 to and including April 1, 2012, and will be subject to mandatory purchase 
following the initial Lmg Term Rate Period on April 2, 2012. The 2007 Series B Bonds will 
bear interest at the Long Term Rate of 1.90% per annum from January 13, 20 1 1 to and including 
May 3 1,  2012, and will be subject to mandatory purchase following the initial L,ong Term Rate 
Period on June 1, 2012. Additional information regarding mandatory purchase is described 
below under the caption “- Mandatory Purchases of Bonds.” 

Following the initial L,ong Term Rate Period, the Bonds will be subject to mandatory 
purchase, but will continue to bear interest at a Long Term Rate until a Conversion to another 
Interest Rate Mode is specified by the Company or until the redemption or maturity of the Bonds. 
Also, following the initial Long Term Rate Period, the Company may elect to change the Long 
Term Rate Period to a different Long Term Rate Period. 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 “Auction 
Rate.” Changes in the Interest Rate Mode will be effected, and notice of such changes will be 
given, as described below under the caption “- Conversion of Interest Rate Modes.” 

Interest on the 2003 Series A Bonds is payable on each April 1 and October 1, 
commencing April 1, 201 I, and interest on the 2007 Series B Bonds is payable on each June 1 
and December I ,  commencing June 1, 201 1 (unless any such interest payment date 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 Record Date preceding such 
interest payment date. In each case, interest also will be payable on the day following the end of 
the applicable initial Long Term Rate Period to the persons who are registered owners of the 
applicable Bonds on the last day of such Long Term Rate Period. 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 Bonds accruing interest at a Flexible Rate, will 
be determined by the Reinarketing Agent in accordance with the Indenture; provided that the 
interest rate or rates borne by any Bonds inay not exceed the lesser of (i) the maximum interest 
rate permitted by applicable law or (ii) 14% per annum for the 2003 Series A Bonds and 15% per 
annum for the 2007 Series B Bonds. 

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, 
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Annual Rate, Long Term Rate or Auction Rate will be computed on the basis of a 360-day year, 
consisting of twelve 30-day months, provided that if 2007 Series B Bonds bear interest at an 
Auction Rate for an Auction Period of 180 days or less, interest on such 2007 Series B Bonds 
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 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-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-On1 y 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 multiples 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 inirltiple 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 Semi-Annual Rate, Annual Rate 
or the Long Term Rate. 

Except as otherwise described below for Bonds held in DTC’s book-entry-on1 y 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 immediately available funds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
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 principal 
amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the 
Lmg 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 instrument 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 owner’s duly authorized attorney. Except as provided in the Indenture, the Bond 
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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 Bonds, except that the Bond Registrar may require 
any registered 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). Pursuant to the Lman Agreement, the Company will agree to pay, among other things, 
amounts 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 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 payment of the principal of and interest and any premium on the Bonds is further 
secured by a principal amount of First Mortgage Bonds of the Company which equals the 
principal amount of the Bonds. If the Bonds become iminediately due and payable as a result of 
a default in payment of the principal of, premium, if any, or interest on the Bonds, or a default in 
payment of the purchase price of such Bonds, due to an event of default under the Loan 
Agreement and upon receipt by the First Mortgage Trustee of a written demand from the Trustee 
for redemption of the First Mortgage Bonds, or if all first mortgage bonds outstanding under the 
First Mortgage Indenture shall have been iininediately due and payable, 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 last date or dates to 
which interest on the Bonds has been paid in fdl, will be payable in accordance with the 
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 purchase price of Bonds tendered for purchase in accordance with the Indenture. The 
Company is not required tinder 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, the Company is permitted to reduce 
the aggregate principal amount of its First Mortgage Bonds held by the Trustee, but in no event 
to an amount lower than the aggregate outstanding principal amount of the Bonds. See 
“Summary of the Bonds - Remarketing and Purchase of Bonds.” 

The Bonds Are Not Insured 

The Bond Insurance Policy isstred by XL Capital Assurance Inc., now known as Syncora 
Guarantee, Inc. (“Syncora”), with respect to the 2003 Series A Bonds on November 20, 2003 
was cancelled on September 27, 2010. The Financial Guaranty Insurance Policy issued by 
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Ambac Assurance Corporation (“Ambac”) with respect to the 2007 Series B Bonds on April 26, 
2007 was cancelled on December 2, 2010. 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 Syncora 
or the Financial Guaranty Insurance Policy issued by Ambac. 

Tender Agent 

Owners may 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 in this 
Reoffering Circular under the captions “- 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 Agents 

Morgan Stanley & Co. Incorporated, J.P. Morgan Securities LLC and Goldman, Sachs & 
Co. will be appointed under the Indenture to serve as Initial Co-Remarketing Agents for 
purposes of this conversion and reoffering of the Bonds. Following this conversion and 
reoffering, Morgan Stanley & Co. Incorporated will serve as sole Remarketing Agent for the 
2003 Series A Bonds and J.P. Morgan Securities LLC will serve as sole Remarketing Agent for 
the 2007 Series B Bonds. Any Remarketing Agent inay resign or be removed and a successor 
Remarketing Agent inay be appointed in accordance with the terms of the applicable Indenture 
and the applicable Remarketing Agreement for the Bonds between such Remarketing Agent and 
the Company. 

Certain Definitions 

As used in this Reoffering Circular, each of the following terms will have the meaning 
indicated. Certain capitalized t e r m  used in this Reoffering Circular and not otherwise defined 
will have the meanings set forth in the Indenture. 

“Annual Rate Period” ineans 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. 

“Auction Rate” means the rate of interest to be borne by the Bonds during each Auction 
Rate Period determined in accordance with the Indenture. 

“Auction Rate Period” means each period during which the Bonds bear interest at an 
Auction Rate. 

“Renejcial O1.rwm” means the person in whose name a Bond is recorded as such by the 
respective systems of DTC and each Participant (as defined in this Reoffering Circular) or the 
registered holder of such Bond if such Bond is not then registered in the name of Cede & Co. 
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“Bztsiness Day’’ means any day other than a Saturday or Sunday or legal holiday or a day 
on which banking institutions located in the City of New York, New York or the New York 
Stock Exchange or banking institutions located in the city in which the principal office of the 
Trustee, the Bond Registrar, the Tender Agent, the Paying Agent, the Company or the 
Reinarketing Agent is located are authorized by law or executive order to close. 

“Conversion” means any conversion from time to time in accordance with the t e rm of 
the Indenture 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 the date on which any Conversion becomes effective. 

“Daily Rate Perioci” 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. 

“Flexible Rate” means the Interest Rate Mode for the 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 Indenture. 

“Flexible Rate Period” means with respect to any Bond, each period (which may be from 
one day to 270 days or such lower maximum number of days as is then permitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

‘‘Interest Paynient 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 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 with 
respect to the 2003 Series A Bonds and June 1 and December 1 with respect to the 2007 Series B 
Bonds, and also the day following the end of the initial Long Term Rate Period, the Conversion 
Date or the effective date of a change to a new Long Term Rate Period; (iv) if the Interest Rate 
Mode is the Auction Rate, the dates determined in accordance with the terms of the Indenture at 
the time of conversion; 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 Term Rate Period 
for the Bonds. In any case, the finaI Interest Payment Date will be the maturity date of the 
Bonds. 

“Interest Period” means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period froin 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 the Bonds and 
the final Interest Period will end on the day immediately preceding the maturity date of the 
Bonds. 
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“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 Term Rate, as applicable. 

“Long Tern? Rate Period” means any period established by the Company as set forth 
below under the caption “- 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 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. 

“Maxinizini Rate” means the lesser of (i) the maximum interest rate permitted by 
applicable law or (ii) 14% with respect to the 2003 Series A Bonds or 15% with respect to the 
2007 Series B 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 froin 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 froin 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, 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. 

“Semi-Annual Rate Period” means any 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 (i) with respect to the 2003 Series A Bonds, 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, any 
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 and (ii) with respect to 
the 2007 Series R Bonds, the period beginning on, and including, the Conversion Date to the 
Weekly Rate, and ending on, and including, the next Thursday, and thereafter the period 
beginning on, and including, any Friday and ending on, and including, the earliest of the next 
Thursday, the day preceding the Conversion to a different Interest Rate Mode or the maturity of 
the Bonds. 
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Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes (except 
the 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 Deternzination 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 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 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 below under "- Purchases of Bonds on Demand of Owner - Notices Required for 
Purchasesyy) (Pzirchase on Demand of Owner; Required Notice); the dates on which Bonds are 
srib.ject to mandatory tender for purchase (Mandatory Pzirchase Dates); the redemption 
provisions applicable to the Bonds (Redeniption); the notice requirements for redemption and 
mandatory tender for purchase (Notices of Redenytion and Mandatory Pzirchases); and the 
manner by which registered owners will receive payments of principal, interest, redemption price 
and purchase price (Manner ofPuynient). All times stated are New York City time. Provisions 
relating to the Bonds while they bear interest at an Auction Rate will be determined in 
accordance with auction procedures established at the time of conversion to the Auction Rate. 
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Interest Payment Dates 

~- 

Determination Dates 

Interest Rite Periods 

~ 

Owner; Required Notice' 

Mandatory Purchase Dates I- 
Redemption 

Notices of Redemptio? and 
Mandatory Purchases 

Manner of 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 12.00 
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 maxiintiin number as 
specified in the Indenture); must 
end on a day immediately prior to a 
Business Day 

No purchase on deniand 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 inandatory 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 Term 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 

-- 
From 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 
1 1 :00 a m (10.00 a in for the 2007 
Series B Bonds) 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 L.ong Tern1 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 

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 W e d n e s F  
to and including the following 
Tuesday for the 2003 Series A Bonds 

From and including each Friday to 
and including the foilowing Thursday 
for tlie 2007 Series B Bonds 

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 

Optional, Extraordinary Optional and 
Mandatory at par on any Business 
Day 

Not fewer than 15 days (30 days 
notice of mandatory ptrrchase if 
Conversion to the Semi-Annual, 
Annual or Long Term Rate) or 
greater than 45 days 

Principal or redemption price upon 
surrender of tlie Bond to the Paying 
Agent, purchase price upon stirrender 
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 "- Book-Entry-Only System" 
below 
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SEMI-ANNUAL ANNUAL I LONG TERM 

Rate Period, the effective date-of a 
change of Long Tenn Rate Period 

nterest Payment Date 

nterest Rite Determination 
bates 

nterest Rate Periods 

'urchase on Demand of 
hvner; Required Notice' 

4andatory Purclinse Dates 

Each April 1 and October 1 for the 
2003 Series A Bonds 

Each June I and December I for the 
2007 Series B Bonds 

Each April 1 and October 1 for the 2003 Each April I and October 1 for the 
Series A Bonds 2003 Series A Bonds and each June 1 

and December 1 for the 2007 Series B 
Each June 1 and December I for the 2007 Bonds; any Conversion Date; tile day 

following the end of the initial Long Series B Bonds 
Term Rate Period and the effective date 
of any change to a new Long Term Rate 
Period 

Not later than 2.00 p m on the Not later than 12.00 noon on the Business Not later than 12:OO noon on the 
Business Day preceding the first day Day preceding the first day of the Annual Business Day preceding the first day of 
of the Semi-Annual Rate Period Rate Period the Long Term Rate Period 

Each six-month period from and Each period from and including the Each period designated by the Company 
including each April 1 and October 1 Conversion Date to the Annual Rate to of more than one year in duration and 
or each June 1 and December 1, as and including tlie day iininediately which is an integral multiple of six 
applicable, to and including the day preceding the second Interest Payment months, from and including the first day 
preceding the next Interest Payment Date thereafter and each successive of such period, to and including the day 
Date twelve month period thereafter immediately preceding the last interest 

Payment Date for tliat period 

On any Interest Payment Date, by On the final Interest Payment Date for the On the final interest Payment Date for 
written notice to the Tender Agent on Annual Rate Period; by written notice to the Long Term Rate Period; by wilten 
any Business Day not later than the the Tender Agent on any Business Day notice to tlie Tender Agent on a 
fifteenth day prior to the Purchase not later than the fifteenth day prior to the Business Day not later than tlie fifteenth 
Date Purchase Date day prior to the Purchase Date 

Any Conversion Date; the first Any Conversion Date; the first Business Any Conversion Date; the first Business 
Business Day aRer the end of each Day after the end of each Annual Rate Dav after the end of each Long Term 
Semi-Annual Rate Period Period 

- 

So long as DTC or its nominee is the registered owner of the Bonds, notices of redeinption and mandatory purchases shall be sent to Cede & Co , 
and payments of principal, redemption and purchase price ofand interest on the Bonds will be paid through the facilities of DTC See "- Book-Entry-Only System" 
below 

Ledemption 

iotices of Redemptioi and 
hndatory Purchases 

/lanner of Payment' 

14 

- 
optional at P.r on any Interest 
Payment Date; Extraordinary Optional Payment Date, Extraordinary Optional 
and Mandatory at par, on any Business and Mandatory at par, on any Business 
Day (other than extraordinary optional Day 
redemption as a result ofdamage, 
destruction or condemnation wliicli 
will be on an Interest Payment Date) 

Not fewer than 30 days or greater than Not fewer than 30 days or greater than 45 Not fewer than 30 days or greater than 
45 days days 45 days 

Principal or redemption price upon Principal or redemption price upon 
surrender of the Bond to Ute Paying surrender of the Bond to the Paying 
Agent; interest by check mailed to the Agent; interest by check inailed to the 
registered owners or, upon request of registered owners or, upon request of 
registered owner, of $1,000,000 or registered owner, of $1,000,000 or more 
more of an individual issue of Bonds, of an individual issue of Bonds, in 
in immediately available funds; immediately available funds; purchase 
purchase price upon surrender of tlie price upon surrender of the Bond to the 
Bond to the Tender Agent Tender Agent Tender Agent 

Optional at par on the final Interest Optional at times and prices dependent 
on the length of the Long Term Rate 
Period; Extraordinary Optional and 
Mandatory at par, on any Business Day 

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 
immediately available funds. purchase 
price upon surrender of the Bond to tlie 



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 Reinarketing Agent no later 
than 9:30a.m. (New York City time) on such Business Day as the ininiinum rate of interest 
necessary, in the judgment of the Reinarketing 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 amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Rernarketing Agent 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 the iininediately preceding 
Business Day. 

Weeklv 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 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 
ininiinurn rate of interest necessary, in the judgment of the Reinarketing 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, 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 Remarketing Agent no later than 12:OO noon (New York City time) on the first 
day of that Flexible Rate Period as the minilnuin rate of interest necessary, in the judgment of the 
Reinarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Reinarketing Agent to sell such Bond on that day at a price equal to the principal ainount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Reinarketing 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 the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be froin 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. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Serni-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 
iininediately preceding the first day of such Semi-Annual Rate Period as the ininiinurn rate of 
interest necessary, in the judgment of the Reinarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Reinarketing Agent to sell the Bonds on such first day at a price 
equal to the principal ainount thereof. 
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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 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 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. 

Azrction Rate. If the Interest Rate Mode for the Bonds is the Auction Rate, the interest 
rate on the Bonds for a particular Auction Rate Period will be the rate established in accordance 
with the procedures set forth in the Indenture. 

Lonn Term Rates and Lona 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 minimum 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 Long Term Rate Period will be 
18 months (with the initial period ending April 1, 2012) for the 2003 Series A Bonds and 
18 months (with the initial period ending May 31, 2012) for the 2007 Series B Bonds. 
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 redemption or 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 multiple 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 1 or October 1 (2003 Series A Bonds) 
or a June 1 or December 1 (2007 Series B Bonds), 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. As described under 
the caption, “- Mandatory Purchases of Bonds - Mandatory Purchase on Day after End of the 
Semi-Annual Rate Period, the Annual Rate Period or the Long Term Rate Period,” the Bonds 
will be subject to mandatory purchase at the end of each Long Term Rate Period. 

Change ofLong Term Rate 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 

16 



will not adversely affect the exclusion from 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 L,ong Term Rate Period if (i) the Remarketing Agent has not determined the 
interest rate for the new Long Term Rate Period in accordance with the terms of the Indenture or 
(ii) 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 Counsel required under the Indenture has 
been rescinded. IJpon the occurrence of any of the events 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 above under “- Conversion of Interest Rate Modes - Cancellation of Conversion of 
Interest Rate Mode” below. 

Notice to Owners of Change ofLong 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 Lmg Term Rate Period but not more than 45 days before each 
effective date of a change in the Long Term Rate Period. The notice will state those matters 
required under the Indenture to be set forth in such notice. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under the caption “- Change 
of Long Term Rate Period” and below under the caption “- Conversion of Interest Rate Modes 
- 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 Lmg 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 Reinarlteting Agent, the interest rate 
for such Bond for the next succeeding Interest Period will be equal to The Bond 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 Reinarlteting Agent. 

Conversion of Interest Rate Modes 

Method of Conversion. 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 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 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 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 Rate Period. 

Liniitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
inust be in compliance with the following conditions: (i) the Conversion Date must be a date on 
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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 for the 
2003 Series A Bonds and on a Friday for the 2007 Series B Bonds and, if the Conversion is to or 
from an Auction Rate Period, the Conversion Date mist be the last Interest Payment Date in 
respect of that 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 from the Flexible Rate, (a) the Conversion Date inay 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 fiirther Interest Payment Date inay 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 Indenture (see “- Redemptions” below), no change in 
the Interest Rate Mode inay be made prior to such mandatory redemption. 

Notice to Owners of Conversion of Interest Rote Mode. The Bond Registrar will notify 
each registered owner of the Bonds 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, the Annual Rate or a Long Term 
Rate) but not inore than 4.5 days before each Conversion Date. The notice will state those 
matters required by the Indenture to be set forth in such notice. 

Cancellation of Conversion of Inteiwt Rote Mode. Notwithstanding the foregoing, no 
Conversion will occur if (i) the Remarketing Agent has not determined the initial interest rate for 
the new Interest Rate Mode in accordance with the terms of the Indenture, (ii) the Bonds that are 
to be purchased are not remarketed or sold by the Remarketing Agent or (iii) 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 occur, the Bonds 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 for the 2003 Series A Bonds and a Thursday for the 2007 Series B Bonds) at 
the rate determined by the Remarketing Agent on the failed Conversion Date; provided, that 
there intist be delivered to the Issuer, the Trustee, the Bond Registrar, the Tender Agent, the 
Company 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 prrrposes. 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 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, commencing on such date, at an Annual Rate determined by the 
Remarketing Agent on such date. If the proposed Conversion of Bonds fails as described in this 
Reoffering Circular, 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 “- Rook-Entry-Only System” below). If the Bonds are in certificated form, demands 
for purchase may be made only by registered owners. When the Interest Rate Mode is the 
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 amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice (to be immediately confirmed in 
writing for the 2007 Series B Bonds) to the Tender Agent at its principal office not later than 
I1:OO a.m. (1O:OO a.m. for the 2007 Series B Bonds) (New York City time) on such Business 
Day. 

Weeklv 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:OO p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

Senzi-Annual 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. 

Annzial 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. 

Liniitations on Purchases on Deniand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (i) 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 (ii) 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. When the Interest Rate Mode is in the Long Term Rate, the Bonds will not be 
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subject to purchase on the demand of the registered owners thereof, but the Bonds will, however, 
be subject to mandatory purchase on each Conversion Date, each change in the L,ong Term Rate 
Period and at the end of each Long Term Rate Period, as described below under the caption “- 
Mandatory Purchases of Bonds.” 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.” 

Notices Rewired for Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of the Bonds must (i) be delivered by the time and dates specified 
above, (ii) state the number and principal amount (or portion thereof) of such Bond to be 
purchased, (iii) state the Purchase Date on which such Bond is to be purchased and 
(iv) 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. (New York City time) on such Purchase Date (1:OO pm.  if a tender during a Daily 
Rate Period and 12:OO noon if a tender during a Weekly Rate Period). 

Mandatory Purchases of Bonds 

Mandatorv Purchase on All Conversion Dates or Chonge bv the Conlpanv in the Long 
Ten?? Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to 
the principal amount thereof, plus 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 (i) on each Conversion Date and (ii) 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 Purchase on Each Interest Pavnient Date .fir 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, 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 after End of the Semi-Annual Rate Period. the Annual Rate 
Period or the Long Tern? Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, the 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 the Bonds at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. Following 
the end of the initial Long Term Rate Period, the Bonds will be subject to mandatory purchase on 
April 2,2012 with respect to the 2003 Series A Bonds and June 1,2012 with respect to the 2007 
Series B Bonds. 

Notice to Owners of Mandatow Pzrrchases on a Conversion Date or zpon Chnnze in 
Long Temi Rate Period. Notice to owners of a mandatory purchase of Bonds on a Conversion 
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Date or upon a change in Long Term Rate Period will be given by the Bond Registrar, together 
with the notice of such Conversion or change of Long Term Rate Period by first class mail at 
least 15 days (30 days in the case of Conversion from or to the Auction Rate, the Semi-Annual 
Rate, the Annual Rate or the 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. Notice to owners of a mandatory purchase of Bonds after 
the end of each Semi-Annual Rate Period, Annual Rate Period or Long Term 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 by the Indenture to be set 
forth in such notice. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent wiII use its coininercially reasonable best efforts to offer for 
sale Bonds purchased upon demand of the owners thereof and, unless otherwise instructed by the 
Company, upon mandatory purchase, provided that Bonds will not be remarketed upon the 
occurrence 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. 

The 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 Agent and, if such 
remarketing proceeds are insufficient, from moneys made available by the Company. The 
Company is obligated to purchase any Bonds tendered for purchase to the 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 ainounts determined by it 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 necessary 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 discontinued at any time 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 purchase pursuant to the Indenture. 

Any deficiency in purchase price payments resulting from the 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 sufficient funds to pay such purchase price by the opening of business 
on such next succeeding Business Day. If sufficient funds are not available for the purchase of 
all tendered Bonds, no purchase of Bonds will be consummated, but failure to consummate such 
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purchase will not be deemed to be an Event of Default under the Indenture if sufficient fiinds 
have been provided in a timely manner 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 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 1:00 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 inust be accompanied by an 
instrument of transfer thereof in forin 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 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 instriiinent 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 further rights thereunder, except the right to receive the 
purchase price thereof from 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 

Optional Redeniption. 

(i) Whenever the Interest Rate Mode for the Bonds is the 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 immediately succeeding any 
Auction Rate Period at a redemption price of 100% of the principal amount thereof, 
together with accrued interest to the redemption date. 
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(ii) 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. 

(iii) 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. 

(iv) 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 for each Semi-Annual Rate Period. 

(v) 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. 

(vi) Whenever the Interest 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, (A) 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 (B) prior to the 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 
Period (Years) 

2003 Series A Bonds 

More than or equal 
years 

Less than 11  years 

to 11 

2007 Series B Bonds 
More than or equal to 10 
years 

Less than 10 years 

Commencement of Redemption Price as 
Redemption Period Percentage of Principal 

First Interest Payment Date 100% 
on or after the tenth 
anniversary of 
coininenceinent of Long 
Term Rate Period 
Non-callable Non-callable 

First Interest Payment Date 100% 
on or after the tenth 
anniversary of 
coininenceinent of Long 
Term Rate Period 
Non-callable 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 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 applicable Remarketing Agent in its judgment. Any such revision of the redemption periods 
and redemption prices will not be considered an amendment or a suppleinent to the Indenture 
and will not require the consent of any Bondholder or any other person or entity. 

Extraordinnw OUtional 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 tinder the Loan Agreement to 
prepay the loan if any of the following events has occurred within I80 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 litnitation 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; 
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(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; 

(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 any of 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 
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 IJnited 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 administrative body after the issuance of the 
Bonds requires the Company to cease a substantial part of its operation at the generating station 
where any of the Project is located to such extent that the Company will be prevented from 
carrying on its normal operations at such generating station for a period of six months. 

Extraordinarv Optional Redeniption 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, 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 an opinion of Bond Counsel that such redemption will not 
adversely affect the exclusion of interest on any of the Bonds from gross income for federal 
income tax purposes. See “Summary of the Loan Agreements - 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 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. 

Mandatow Redeniption; 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 
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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 
in this Reoffering Circular, a “Determination of Taxability” means the receipt by the Trustee of 
written notice from a current or former registered owner of a Bond or from the Company or the 
Issuer of (i) the issuance of a published or private ruling or a technical advice memorandum by 
the Internal Revenue Service in which the Company participated or has been given the 
opportunity to participate, and which ruling or memorandum the Company, in its discretion, does 
not contest or from which no further right 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 in a proceeding in which the Company has participated or has 
been a party, 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 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 amended (the 
“Code”); provided, however, that no such Determination of Taxability will be considered to exist 
as a result of the Trustee receiving notice from a cirrrent or former registered owner of a Bond or 
from the Issuer unless (i) the Issuer or the registered owner or former registered owner of the 
Bond involved in such proceeding or action (a) gives the Company and the Trustee prompt 
notice of the commencement thereof, and (b) (if the Company agrees to pay all expenses in 
connection therewith) offers the Company the opportunity to control unconditionally the defense 
thereof, and (ii) either (a) 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 (b) the Company exhausts or 
chooses 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 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 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 
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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 in this Reoffering Circular. 

_. General Redeni-ption Terms. Notice of redemption will be given by mailing a redemption 
notice conforming to the provisions and requirements of the Indenture 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 Auction Rate, Flexible Rate, Daily Rate or Weekly Rate) but not more 
than 45 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 the owner receives the notice. Failure to give any such 
notice by mailing or any defect in such notice in respect of any Bond will not affect the validity 
of any proceedings for the redemption of any other Bond. No hrther 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 the redemption date. With respect 
to the 2007 Series B Bonds, if the provisions for discharging the Indenture set forth below under 
the caption, “Summary of the Indentures - Discharge of Indenture” have not been complied 
with, any redemption notice will state that it is conditional on there being sufficient moneys to 
pay the full redemption price for the Bonds to be redeemed. So long as the Bonds are held in 
book-entry-only form, all redemption notices will be sent only to Cede & Co. 

Rook-Entry-Only System 

Portions of the following information concerning DTC and DTC’s book-entry-only 
system have been obtained froin DTC. The Issuer, the Company and the Remarketing Agents 
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 forin to be held under DTC’s book-entry-on1 y 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, the world’s largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a “banking organization” within the meaning of the New York 
Banking L,aw, a member of the Federal Reserve System, a “clearing corporation” within the 
meaning of the New York LJniform 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 3.5 inillion issues of U S .  
and non-US. equity, corporate and inunicipal debt issues, and inoney market instruments froin 
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 
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pledges between Direct Participants’ accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both IJS. 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 is the holding company for DTC, National Securities Clearing Corporation and Fixed 
Income Clearing Corporation all of which are registered clearing agencies. DTC is owned by the 
users of its regulated subsidiaries. Access to the DTC system is also available to others such as 
both 1J.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”). 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 inust 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 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 inay 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 arrangements among them, subject to any statutory or 
regulatory requirements as inay be in effect from time to time. 

Redemption notices will 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. IJnder its usual procedures, DTC mails an Omnibus Proxy to the Issuer as soon as 
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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 
noininee as may be requested by an authorized representative of DTC. DTC’s practice is to 
credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding detail 
information from the 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 may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may 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 will give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent and will 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 and 
the Trustee, or the Issuer, at the request of the Company, may decide to discontinue use of the 
system of book-entry-only transfers through DTC (or a successor securities depository for the 
Bonds). Under such circumstances, in the event that a S L I C C ~ S S O ~  securities depository is not 
obtained, bond certificates are required to be printed and 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 in this Reoffering Circular 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 noininee will satisfj the Issuer’s obligations under the Indenture and 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, 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 
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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. 

The Issuer, the Company, the Trustee, the Tender Agent 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 
manner described in this Reoffering Circular. 

THE ISSIJER, THE COMPANY, THE TENDER AGENT, 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 
TRIJSTEE 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 DIIZECT PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR 
INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER IN RESPECT OF THE 
PRINCIPAL AMOUNT OR REDEMPTION OR PTJRCHASE PRICE OF OR INTEREST ON 
THE BONDS; (3) THE DELJVERY 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 Svsteni; Replacenlent 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 (i) $25,000 and integral inultiples 
thereof, if the Interest Rate Mode is the Auction Rate; (ii) $5,000 and integral inultiples thereof, 
if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate; 
(iii) $100,000 and integral multiples of $5,000 in excess thereof, ifthe Interest Rate Mode is the 
Flexible Rate; and (iv) $100,000 and integral inultiples thereof, if the Interest Rate Mode is the 
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Daily Rate or the Weekly Rate. 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 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 mandatory purchase as described above under the 
captions “- 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. 

Summary of the Loan Agreements 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief description of certain provisions of the Loan Agreement. This description is 
only a szmmiaiy and does not purport to be complete and definitive. Reference is made to the 
Loan Agreement for the detailed provisions thereoj 

General 

The Loan Agreements initially commenced as of their respective initial dates and will 
end on the earliest to occur of the maturity date of the applicable series of Bonds, or the date on 
which all of the Bonds of the applicable series have been f ~ ~ l l y  paid or provision has been made 
for such payment pursuant to the applicable Indenture. See “Summary of the Indentures - 
Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by making 
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 (i) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other amounts which may be 
payable to the Trustee, the Bond Registrar, the Paying Agent, the Auction Agent and the Tender 
Agent, as may be applicable, under the Indenture, (ii) the expenses in connection with any 
redemption of the Bonds and (iii) 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 remarketed in accordance with the Indenture, and, to that end, the 
Company will cause hnds 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 (see “Summary 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 fees and reasonable out of pocket expenses of the Issuer, the Trustee, the Paying 
Agent, the Auction Agent, the Bond Registrar and the Tender Agent, and amounts related to 
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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. 

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 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. 

Issuance and Delivery of First Mortgage Bonds 

For the purpose of providing security for the Bonds, the Company has executed and 
delivered to the Trustee the First Mortgage Bonds. The principal amount of the First Mortgage 
Bonds executed and delivered to the Trustee equals the aggregate principal amount of the Bonds. 
If the Bonds become immediately due and payable as a result of a default in payment of the 
principal of, premium, if any, or interest on the Bonds, or a default in payment of the purchase 
price of such Bonds tendered for purchase, due to an event of default under the Loan Agreement 
and upon receipt by the First Mortgage Trustee of a written demand from the Trustee for 
redemption of the First Mortgage Bonds, or if aI1 first mortgage bonds outstanding under the 
First Mortgage Indenture shall have become immediately due and payable, 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 last date to which 
interest on the Bonds shall have been paid in full, will then be payable. See, however, 
“Summary of the Indentures - Waiver of Events of Default.” 

Upon payment of the principal of, premium, if any, and interest on any of the Bonds, and 
the surrender to and cancellation thereof by the Trustee, 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 are registered in the name of the Trustee and are 
non-transferable, except to effect transfers to any successor trustee under the Indenture. 

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. 
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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 air 
and water pollution control and abatement facilities and solid waste disposal facilities under 
Section 103(b)(4)(E) and (F) 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 make siibstitntions, 
modifications and improvements 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 103(b)(4)(E) and (F) 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, the 
Company or the First Mortgage Trustee receives net proceeds from insurance or a condemnation 
award in connection therewith, the Company will (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, in 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.” 

Insurance 

The Company will insure the Project in accordance with the provisions of the First 
Mortgage Indenture. 

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 from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, will not relieve the Company from 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 consolidates with 
or merges into must 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 United States of America, 
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must be qualified and admitted to do business in the Coininonwealth of Kentucky, must assume 
in writing all of the obligations and covenants of the Company under the Loan Agreement and 
must deliver a copy of such assumption to the Issuer and Trustee. 

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 from any defect in the Project 
or from 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: 

(i) 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 in the Indenture and the Bonds 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 Indentures - Defaults and Remedies”); 

(ii) 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 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; 

(iii) all first mortgage bonds outstanding under the First Mortgage Indenture, 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; 

(iv) certain events of banltruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 

(v) the occurrence of an Event of Default under the Indenture. 

Under the Loan Agreement, certain of the Company’s obligations (other than the 
Company’s obligations, among others, (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; (ii) to 
maintain its corporate existence and 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 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. 
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Remedies 

IJpon the happening of an event of default under the Loan Agreement, the Trustee, on 
behalf of 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. 

In the event of a default in payment of the principal of, premium, if any, or interest on the 
Bonds, or a default in the payment of the purchase price of the Bonds tendered for purchase, and 
the acceleration of the maturity date of the Bonds (to the extent not already due and payable) as a 
consequence of such event of default, the Trustee may demand redemption of the First Mortgage 
Bonds. See ‘“Suinmary of the First Mortgage Bonds” and “Summary of the Indentures - 
Defaults and Remedies.” Any amounts collected upon the happening of any such event of 
default will be applied in accordance with the Indentirre or, if the Bonds have been fully paid (or 
provision for payment thereof has been made in accordance with the Indenture) and all other 
liabilities of the Company accrued under the 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 the L,oan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions “Summary of the Bonds 
- Redemptions - Optional Redemption,” “Extraordinary Optional Redemption in Whole” and 
“Extraordinary Optional Redemption in Whole or in Part.” IJpon the occurrence of the event 
described under the caption “Summary of the Bonds - Redemptions - Mandatory Redemption; 
Determination of Taxability,” the Company will 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 will be a sum sufficient, together with other 
hnds  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 or the Bond Registrar and all other liabilities of the Company under the Loan 
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 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 amendments, the Loan Agreement may be amended or modified only with the consent of 
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the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
“Summary of the Indentures - 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.” 

Summary of the First Mortgage Bonds 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief descrbtion of certain provisions of the First Mortgage Bonds and the First 
Mortgage Indenture. Reference is made to the First Mortgage Indenture and to the form of the 
First Mortgage Bonds for the detailedprovisions thereoj 

General 

The First Mortgage Bonds, in a principal amount equal to the principal amount of the 
Bonds, were issued as a new tranche from a new series of first mortgage bonds under the First 
Mortgage Indenture (see “Summary of the Loan Agreements - Issuance and Delivery of First 
Mortgage Bonds”). The statements herein made (being for the inost part summaries of certain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions of the First 
Mortgage Indenture, which is incorporated herein by this reference. Words or phrases italicized 
are defined in the First Mortgage Indenture. 

The First Mortgage Bonds will mature on the same date and bear interest at the same rate 
or rates as the Bonds; however, the principal of and interest on the First Mortgage Bonds will not 
be payable other than upon the occurrence of an event of default under the Loan Agreement. If 
the Bonds become immediately due and payable as a result of the occurrence of an event of 
default under the Loan Agreement that has resulted in a default in payment of the principal of, 
premium, if any, or interest on the Bonds, or a default in payment of the purchase price of any 
such Bonds tendered for purchase, and the maturity date of the Bonds has been accelerated (to 
the extent the Bonds are not already due and payable) as a consequence of such event of default, 
and if all first mortgage bonds outstanding under the First Mortgage Indenture shall not have 
become immediately due and payable following an event of default under the First Mortgage 
Indenture, the Company will be obligated to redeem the First Mortgage Bonds upon receipt by 
the First Mortgage Trustee of a Redemption Demand from the Trustee for redemption, at a 
redemption price equal to the principal amount thereof plus accrued interest at the rates borne by 
the Bonds from the last date to which interest on the Bonds has been paid. 

The First Mortgage 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-transferable except to any successor 
trustee under the Indenture. IJpon payment and cancellation of Bonds by the Trustee or the 
Paying Agent (other than any Bond or portion thereof that was canceled by the Trustee or the 
Paying Agent and for which 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 amount of 
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First Mortgage Bonds will be deemed fully paid and the obligations of the Company thereunder 
will cease. 

Security; Lien of the First Mortgage Indenture 

General. Except as described below under this heading and under “-1~~~iance of 
Additional First Mortgage Bonds,” and subject to the exceptions described under “- 

Satisfaction and Discharge,” all first mortgage bonds issued under the First Mortgage Indenture, 
including the First Mortgage Bonds, will be secured, equally and ratably, by the lien of the First 
Mortgage Indentiire, which constitutes, subject to permitted liens as described below, a first 
mortgage lien on substantially all of the Company’s real and tangible personal property located 
in Kentucky and used or to be used in connection with the generation, transmission and 
distribution of electricity and the storage, transportation and distribution of gas (other than 
property duly released froin the lien of the First Mortgage Indenture in accordance with the 
provisions thereof and other than excepted property, as described below). Property that is 
subject to the lien of the First Mortgage Indenture is referred to herein as “Mortgaged Property.” 

The Company may obtain the release of property from the lien of the First Mortgage 
Indenture froin time to time, upon the bases provided for such release in the First Mortgage 
Indenture. See “- Release of Property.” 

The Company may enter into supplemental indentures with the First Mortgage Trustee, 
without the consent of the holders of the first mortgage bonds, in order to subject additional 
property (including property that would otherwise be excepted from such lien) to the lien of the 
First Mortgage Indenture. This property would constitute property additions and would be 
available as a basis for the issuance of additional first mortgage bonds. See “-Issuance of 
Additional First Mortgage Bonds.” 

The First Mortgage Indenture provides that after-acquired property (other than excepted 
property) will be subject to the lien of the First Mortgage Indenture. However, in the case of 
consolidation or merger (whether or not the Company is the surviving company) or transfer of 
the Mortgaged Property as or substantially as an entirety, the First Mortgage Indenture will not 
be required to be a lien upon any of the properties either owned or subsequently acquired by the 
successor company except properties acquired froin the Company in or as a result of such 
transfer, as well as improvements, extensions and additions (as defined in the First Mortgage 
Indentiire) to such properties and renewals, replacements and substitutions of or for any part or 
parts thereof. See “- Consolidation, Merger and Conveyance of Assets as an Entirety.” 

ExceutedProuerm. The lien of the First Mortgage Indenture does not cover, among other 
things, the following types of property: property located outside of Kentucky and not specifically 
subjected or required to be subjected to the lien of the First Mortgage Indenture; property not 
used by the Company in its electric generation, transmission and distribution business or its 
natural gas storage, transportation and distribution business; cash and securities not paid, 
deposited or held under the First Mortgage Indenture; contracts, leases and other agreements of 
all kinds, contract rights, bills, notes and other instruments, revenues, accounts receivable, claims, 
demands and judgments; governmental and other licenses, permits, franchises, consents and 
allowances; intellectual property rights and other general intangibles; vehicles, movable 
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equipment, aircraft and vessels; all goods, stock in trade, wares, merchandise and inventory held 
for the purpose of sale or lease in the ordinary c o m e  of business; materials, supplies, inventory 
and other personal property consumable in the operation of the Company’s business; fuel; tools 
and equipment; furniture and furnishings; computers and data processing, telecommunications 
and other facilities used primarily for administrative or clerical purposes or otherwise not used in 
connection with the operation or maintenance of electric generation, transmission and 
distribution facilities or natural gas storage, transportation and distribution facilities; coal, ore, 
gas, oil and other minerals and timber rights; electric energy and capacity, gas, steam, water and 
other products generated, produced, manufactured, purchased or otherwise acquired; real 
property and facilities used primarily for the production or gathering of natural gas; property 
which has been released from the lien of the First Mortgage Indenture; and leasehold interests. 
Property of the Company not covered by the lien of the First Mortgage Indenture is referred to 
herein as excepted property. Properties held by any of the Company’s subsidiaries, as well as 
properties leased froin others, would not be subject to the lien of the First Mortgage Indenture. 

Permitted Liens. The lien of the First Mortgage Indenture is subject to permitted liens 
described in the First Mortgage Indenture. Such pernritted liens include liens existing at the 
execution date of the First Mortgage Indenture, purchase money liens and other liens placed or 
otherwise existing on property acquired by the Company after the execution date of the First 
Mortgage Indenture at the time the Company acquires it, tax liens and other governmental 
charges which are not delinquent or which are being contested in good faith, mechanics’, 
construction and materialmen’s liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, the Company’s property, 
certain leases and leasehold interests, liens to secure public obligations, rights of others to take 
minerals, timber, electric energy or capacity, gas, water, steam or other products produced by the 
Company or by others on the Company’s property, rights and interests of persons other than the 
Company arising out of agreements relating to the coininon ownership or joint use of property, 
and liens on the interests of such persons in such property and liens which have been bonded or 
for which other security arrangements have been made. 

The First Mortgage Indenture also provides that the First Mortgage Trustee will have a 
lien, prior to the lien on behalf of the holders of the first mortgage bonds, including the First 
Mortgage Bonds, upon the Mortgaged Property as security for the Company’s payment of its 
reasonable compensation and expenses and for indemnity against certain liabilities. Any such 
lien would be aperniitted lien under the First Mortgage Indenture. 

Issuance of Additional First Mortgage Bonds 

The inaxiinuin principal ainourit of first mortgage bonds that inay be authenticated and 
delivered under the First Mortgage Indenture is subject to the issuance restrictions described 
below; provided, however, that the maximum principal amount of first mortgage bonds 
outstanding at any one time shall not exceed One Quintillion Dollars 
($1 ,000,000,000,000,000,000), which ainotint inay be changed by supplemental indenture. As of 
January 1, 201 1, first mortgage bonds in an aggregate principal amount of $1,109,304,000 were 
outstanding under the First Mortgage Indenture, of which $574,304,000 were issued to secure the 
Company’s payment obligations with respect to its outstanding pollution control and 
environmental facilities revenue bonds, including the Bonds. 

38 



First mortgage bonds of any series may be issued from time to time in the future on the 
basis of, and in an aggregate principal amount not exceeding: 

0 66 213% of the cost or fair value to the Company (whichever is less) ofproperty additions 
(as described below) which do not constitutejimdedproperty (generally, property additions 
which have been made the basis of the authentication and delivery of first mortgage bonds, 
the release of Mortgaged Property or the withdrawal of cash, which have been substituted 
for retired jiinded property or which have been used for other specified purposes) after 
certain deductions and additions, primarily including adjustments to offset property 
retirements; 

the aggregate principal amount of retired securities (as described below); or 

0 an amount of cash deposited with the First Mortgage Trustee. 

Properly additions generally include any property which is owned by the Company and 
is subject to the lien of the First Mortgage Indenture except (with certain exceptions) goodwill, 
going concern value rights or intangible property, or any property the acquisition or construction 
of which is properly chargeable to one of the Company’s operating expense accounts. 

Retired securities means, generally, first mortgage bonds which are no longer outstanding 
under the First Mortgage Indenture, which have not been retired by the application ofjirnded 
cash and which have not been used as the basis for the authentication and delivery of first 
mortgage bonds, the release of property or the withdrawal of cash. 

Future First Mortgage Bonds can be issued on the basis of properly additions. At 
November 30, 2010, approximately $868 million ofproperty additions were available to be used 
as the basis for the authentication and delivery of first mortgage bonds. 

Release of Property 

Unless an event of default has occurred and is continuing, the Company may obtain the 
release from the lien of the First Mortgage Indenture of any Mortgaged Property, except for cash 
held by the First Mortgage Trustee, upon delivery to the First Mortgage Trustee of an amount in 
cash equal to the amount, if any, by which sixty-six and two-thirds percent (66-213%) of the cost 
of the property to be released (or, if less, the fair value to the Company of such property at the 
time it becamefiindedproperty) exceeds the aggregate of: 

an amount equal to 66 213% of the aggregate principal amount of obligations secured by 
purchase money liens upon the property to be released and delivered to the First Mortgage 
Trustee; 

an amount equal to 66 213% of the cost or fair value to the Company (whichever is less) of 
certified property additions not constituting jiinded property after certain deductions and 
additions, primarily including adjustments to offset property retirements (except that such 
adjustments need not be made if such property additions were acquired or made within the 
90-day period preceding the release); 
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e the aggregate principal amount of first mortgage bonds the Company would be entitled to 
issue on the basis of retired seczirities (with such entitlement being waived by operation of 
such release); 

* the aggregate principal amount of first mortgage bonds delivered to the First Mortgage 
Trustee (with such first mortgage bonds to be canceled by the First Mortgage Trustee); 

e any amount of cash and/or an amount equal to 66 213% of the aggregate principal amount 
of obligations secured by purchase money liens upon the property released delivered to the 
trustee or other holder of a lien prior to the lien of the First Mortgage Indenture, subject to 
certain limitations described in the First Mortgage Indenture; and 

e any taxes and expenses incidental to any sale, exchange, dedication or other disposition of 
the property to be released. 

As used in the First Mortgage Indenture, the term purchase money lien means, generally, 
a lien on the property being released which is retained by the transferor of such property or 
granted to one or inore other persons in connection with the transfer or release thereof, or granted 
to or held by a trustee or agent for any such persons, and may include liens which cover property 
in addition to the property being released and/or which secure indebtedness in addition to 
indebtedness to the transferor of such property. 

Unless an event of default has occurred and is continuing, property which is not funded 
property may generally be released from the lien of the First Mortgage Indenture without 
depositing any cash or property with the First Mortgage Trustee as long as (a) the aggregate 
amount of cost orfair value to the Company (whichever is less) of all property additions which 
do not constitutefimded property (excluding the property to be released) after certain deductions 
and additions, primarily including adjustments to offset property retirements, is not less than zero 
or (b) the cost orfir” value (whichever is less) of property to be released does not exceed the 
aggregate amount of the cost or fair value to the Company (whichever is less) of property 
additions acquired or made within the 90-day period preceding the release. 

The First Mortgage Indenture provides simplified procedures for the release of minor 
properties and property taken by eminent domain, and provides for dispositions of certain 
obsolete property and grants or surrender of certain rights without any release or consent by the 
First Mortgage Trustee. 

If the Company retains any interest in any property released froin the lien of the First 
Mortgage Indenture, the First Mortgage Indenture will not become a lien on such property or 
such interest therein or any improvements, extensions or additions to such property or renewals, 
replacements or substitutions of or for such property or any part or parts thereof. 

Withdrawal of Cash 

Unless an event of defazilt has occurred and is continuing, and subject to certain 
limitations, cash held by the First Mortgage Trustee may, generally, (1) be withdrawn by the 
Company (a) to the extent of sixty-six and two-thirds percent (66-20%) of the cost orfair. value 
to the Company (whichever is less) of proper& additions not constituting firnded property, after 
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certain deductions and additions, primarily including adjustments to offset retirements (except 
that such adjustments need not be made if such property additions were acquired or made within 
the 90-day period preceding the withdrawal) or (b) in an amount equal to the aggregate principal 
amount of first mortgage bonds that the Company would be entitled to issue on the basis of 
retired securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding first 
mortgage bonds delivered to the First Mortgage Trustee; or (2) upon the Company’s request, be 
applied to (a) the purchase of first mortgage bonds in a manner and at a price approved by the 
Company or (b) the payment (or provision for payment) at stated maturity of any first mortgage 
bonds or the redemption (or provision for payment) of any first mortgage bonds which are 
redeemable; provided, however, that cash deposited with the First Mortgage Trustee as the basis 
for the authentication and delivery of first mortgage bonds may, in addition, be withdrawn in an 
amount not exceeding the aggregate principal amount of cash delivered to the First Mortgage 
Trustee for such purpose. 

Events of Default 

An “event of defnzrlt” occurs under the First Mortgage Indenture if 

* the Company does not pay any interest on any first mortgage bonds within 30 days of the 
due date: 

the Company does not pay principal or premium, if any, on any first mortgage bonds on the 
due date; 

* the Company remains in breach of any other covenant (excluding covenants specifically 
dealt with elsewhere in this section) in respect of any first mortgage bonds for 90 days after 
the Company receives a written notice of default stating the Company is in breach and 
requiring remedy of the breach; the notice must be sent by either the First Mortgage Trustee 
or holders of 25% of the principal amount of outstanding first mortgage bonds; the First 
Mortgage Trustee or such holders can agree to extend the 90-day period and such an 
agreement to extend will be automatically deemed to occur if the Company initiates 
corrective action within such 90 day period and the Company is diligently pursuing such 
action to correct the default; or 

* the Company files for bankruptcy or certain other events in bankruptcy, insolvency, 
receivership or reorganization occur. 

Remedies 

Acceleration ofMatzwitv. If an event of default occurs and is continuing, then either the 
First Mortgage Trustee or the holders of not less than 25% in principal amount of the outstanding 
first inortgage bonds may declare the principal amount of all of the first mortgage bonds to be 
due and payable immediately. 
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Rescission qf Acceleration. After the declaration of acceleration has been made and 
before the First Mortgage Trustee has obtained a judgment or decree for payment of the money 
due, such declaration and its consequences will be rescinded and annulled, if 

* the Company pays or deposits with the First Mortgage Trustee a suin sufficient to pay: 

* all overdue interest; 

* the principal of and premium, if any, which have become due otherwise than by such 
declaration of acceleration and interest thereon; 

* interest on overdue interest to the extent lawful; 

all amounts due to the First Mortgage Trustee under the First Mortgage Indenture; and 

all events of default, other than the nonpayment of the principal which has become due 
solely by such declaration of acceleration? have been cured or waived as provided in the 
First Mortgage Indenture. 

For inore inforination as to waiver of defaults, see “-Waiver of Default and of 
Compliance” below. 

Apaointnient of Receiver and Other Remedies. Subject to the First Mortgage Indenture, 
under certain circumstances and to the extent permitted by law, if an event of default occurs and 
is continuing, the First Mortgage Trustee has the power to appoint a receiver of the Mortgaged 
Property, and is entitled to all other remedies available to mortgagees and secured parties under 
the IJniforin Commercial Code or any other applicable law. 

Control bv Holders; Limitations. Subject to the First Mortgage Indenture, if an event of 
defazrlt occurs and is continuing, the holders of a majority in principal amount of the outstanding 
first mortgage bonds will have the right to 

direct the time, method and place of conducting any proceeding for any remedy available to 
the First Mortgage Trustee, or 

exercise any trust or power conferred on the First Mortgage Trustee. 

The rights of holders to make direction are subject to the following limitations: 

the holders’ directions may not conflict with any law or the First Mortgage Indenture; and 

the holders’ directions inay not involve the First Mortgage Trustee in personal liability 

The First Mortgage Trustee inay also take any other action it deems proper which is not 

where the First Mortgage Trustee believes indemnity is not adequate. 

inconsistent with the holders’ direction. 
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In addition, the First Mortgage Indenture provides that no holder of any first mortgage 
bond will have any right to institute any proceeding, judicial or otherwise, with respect to the 
First Mortgage Indenture for the appointment of a receiver or for any other remedy thereunder 
unless 

e that holder has previously given the First Mortgage Trustee written notice of a continuing 
event of default; 

e the holders of 25% in aggregate principal amount of the outstanding first mortgage bonds 
have made written request to the First Mortgage Trustee to institute proceedings in respect 
of that event of defazill and have offered the First Mortgage Trustee reasonable indemnity 
against costs, expenses and liabilities incurred in coinplying with such request; and 

e for 60 days after receipt of such notice, request and offer of indemnity, the First Mortgage 
Trustee has failed to institute any such proceeding and no direction inconsistent with such 
request has been given to the First Mortgage Trustee during such 60-day period by the 
holders of a majority in aggregate principal ainount of outstanding first mortgage bonds. 

Furthermore, no holder of any first mortgage bonds will be entitled to institute any such 
action if and to the extent that such action would disturb or prejudice the rights of other holders 
of first mortgage bonds. 

However, each holder of any first mortgage bonds has an absolute and unconditional 
right to receive payment when due and to bring a suit to enforce that right. 

Notice of Defazilt. The First Mortgage Trustee is required to give the holders of the first 
mortgage bonds notice of any default under the First Mortgage Indenture to the extent required 
by the Trust Indenture Act, unless such default has been cured or waived; except that in the case 
of an event of default of the character specified in the third bullet point under “-Events of 
Default” (regarding a breach of certain covenants continuing for 90 days after the receipt of a 
written notice of default), no such notice shall be given to such holders until at least 60 days after 
the occiirrence thereof. The Trust Indenture Act currently permits the First Mortgage Trustee to 
withhold notices of default (except for certain payment defaults) if the First Mortgage Trustee in 
good faith determines the withholding of such notice to be in the interests of the holders of the 
first mortgage bonds. 

The Company will furnish the First Mortgage Trustee with an annual statement as to its 
compliance with the conditions and covenants in the First Mortgage Indenture. 

Waiver o f  Default and o f  Comoliance. The holders of a majority in aggregate principal 
amount of the outstanding first mortgage bonds may waive, on behalf of the holders of all 
outstanding first mortgage bonds, any past default under the First Mortgage Indenture, except a 
default in the payment of principal, preinium or interest, or with respect to compliance with 
certain provisions of the First Mortgage Indenture that cannot be amended without the consent of 
the holder of each outstanding first mortgage bond affected. 
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Compliance with certain covenants in the First Mortgage Indenture or otherwise provided 
with respect to first mortgage bonds may be waived by the holders of a majority in aggregate 
principal amount of the affected first mortgage bonds, considered as one class. 

Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, the Company has agreed to preserve its 
corporate existence. 

The Company has agreed not to consolidate with or merge with or into any other entity or 
convey, transfer or lease the Mortgaged Property as or substantially as an entirety to any entity 
unless 

the entity formed by such consolidation or into which the Company merges, or the entity 
which acquires or which leases the Mortgaged Property substantially as an entirety, is an 
entity organized and existing under the laws of the United States of America or any State or 
Territory thereof or the District of Columbia, and 

* expressly assumes, by supplemental indenture, the due and punctual payment of the 
principal of, and premium and interest on, all the outstanding first mortgage bonds and 
the performance of all of the Company’s covenants under the First Mortgage 
Indenture, and 

* such entity confirms the lien of the First Mortgage Indenture on the Mortgaged Property, 
including property thereafter acquired by such entity which constitutes an improvement, 
extension or addition to the Mortgaged Property or a renewal, replacement or 
substitution thereof; 

in the case of a lease, such lease is made expressly subject to termination by (i) the 
Company or by the First Mortgage Trustee and (ii) the purchaser of the property so leased 
at any sale thereof, at any time during the continuance of an event of default; and 

immediately after giving effect to such transaction, no event of default, and no event which 
after notice or lapse of time or both would become an event of defadt, will have occurred 
and be continuing. 

In the case of the conveyance or other transfer of the Mortgaged Property as or 
substantially as an entirety to any other person, Lipon the satisfaction of all the conditions 
described above the Company would be released and discharged from all obligations under the 
First Mortgage Indenture and on the first mortgage bonds then outstanding unless the Company 
elects to waive such release and discharge. 

The First Mortgage Indenture does not prevent or restrict: 

any consolidation or merger after the consumination of which the Company would be the 
surviving or resulting entity; or 
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* any conveyance or other transfer, or lease, of any part of the Mortgaged Property which 
does not constitute the entirety or substantially the entirety thereof. 

If following a conveyance or other transfer, or lease, of any part of the Mortgaged Property, the 
fair value of the Mortgaged Property retained by the Company exceeds an amount equal to three- 
halves (3/2) of the aggregate principal ainount of all outstanding first mortgage bonds, then the 
part of the Mortgaged Property so conveyed, transferred or leased shall be deemed not to 
constitute the entirety or substantially the entirety of the Mortgaged Property. This fair value will 
be determined within 90 days of the conveyance or transfer by an independent expert that the 
Company selects and that is approved by the First Mortgage Trustee. 

Modification of First Mortgage Indenture 

Without Holder Consent. Without the consent of any holders of first inortgage bonds, the 
Company and the First Mortgage Trustee may enter into one or inore suppleinental indentures 
for any of the following purposes: 

* to evidence the succession of another entity to the Company; 

to add one or more covenants or other provisions for the benefit of the holders of all or any 
series or tranche of first mortgage bonds, or to surrender any right or power conferred upon 
the Company; 

to correct or amplify the description of any property at any time subject to the lien of the 
First Mortgage Indenture; or to better assure, convey and confirin unto the First Mortgage 
Trustee any property subject or required to be subjected to the lien of the First Mortgage 
Indenture; or to subject to the lien of the First Mortgage Indenture additional property 
(including property of others), to specify any additional Permitted Liens with respect to 
such additional property and to modify the provisions in the First Mortgage Indenture for 
dispositions of certain types of property without release in order to specify any additional 
iteins with respect to such additional property; 

to add any additional events of defnzdt, which may be stated to reinain in effect only so long 
as the first mortgage bonds of any one more particular series remains outstanding; 

to change or eliminate any provision of the First Mortgage Indenture or to add any new 
provision to the First Mortgage Indenture that does not adversely affect the interests of the 
holders in any material respect; 

to establish the form or terms of any series or tranche of first mortgage bonds; 

to provide for the issuance of bearer securities; 

* to evidence and provide for the acceptance of appointment of a successor First Mortgage 
Trustee or by a co-trustee or separate trustee; 
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0 to provide for the procedures required to permit the utilization of a noncertificated system 
of registration for any series or tranche of first mortgage bonds; 

0 to change any place or places where 

0 the Company may pay principal, premium and interest, 

0 first mortgage bonds inay be surrendered for transfer or exchange, and 

0 notices and demands to or upon the Company inay be served; 

0 to amend and restate the First Mortgage Indenture as originally executed, and as amended 
froin time to time, with such additions, deletions and other changes that do not adversely 
affect the interest of the holders in any material respect; 

0 to cure any ambiguity, defect or inconsistency or to make any other changes that do not 
adversely affect the interests of the holders in any material respect; or 

to increase or decrease the maximum principal amount of first mortgage bonds that inay be 

In addition, if the Trust Indenture Act is amended after the date of the First Mortgage 
Indenture so as to require changes to the First Mortgage Indenture or so as to perinit changes to, 
or the elimination of, provisions which, at the date of the First Mortgage Indenture or at any time 
thereafter, were required by the Trust Indenture Act to be contained in the First Mortgage 
Indenture, the First Mortgage Indenture will be deemed to have been amended so as to conform 
to such amendment or to effect such changes or elimination, and the Company and the First 
Mortgage Trustee may, without the consent of any holders, enter into one or inore supplemental 
indentures to effect or evidence such amendment. 

outstanding at any time. 

With Holder Consent. Except as provided above, the consent of the holders of at least a 
majority in aggregate principal amount of the first mortgage bonds of all outstanding series, 
considered as one class, is generally required for the purpose of adding to, or changing or 
eliminating any of the provisions of, the First Mortgage Indenture pursuant to a supplemental 
indenture. However, if less than all of the series of outstanding first mortgage bonds are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of 
the holders of a majority in aggregate principal amount of the outstanding first mortgage bonds 
of all directly affected series, considered as one class. Moreover, if the first mortgage bonds of 
any series have been issued in inore than one tranche and if the proposed supplemental indenture 
directly affects the rights of the holders of first mortgage bonds of one or more, but less than all, 
of such tranches, then such proposal only requires the consent of the holders of a majority in 
aggregate principal amount of the outstanding first mortgage bonds of all directly affected 
tranches, considered as one class. 

However, no amendment or modification may, without the consent of the holder of each 
outstanding first mortgage bond directly affected thereby, 
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* change the stated maturity of the principal or interest on any first mortgage bond (other than 
pursuant to the terms thereof), or reduce the principal amount, interest or preiniuin payable 
(or method of calculating such rates) or change the currency in which any first mortgage 
bond is payable, or impair the right to bring suit to enforce any payment; 

* create any lien (not otherwise permitted by the First Mortgage Indenture) ranking prior to 
the lien of the First Mortgage Indenture with respect to all or substantially all of the 
Mortgaged Property, or terminate the lien of the First Mortgage Indenture on all or 
substantially all of the Mortgaged Property (other than in accordance with the t e r m  of the 
First Mortgage Indenture), or deprive any holder of the benefits of the security of the lien of 
the First Mortgage Indenture; 

* reduce the percentages of holders whose consent is required for any supplemental indenture 
or waiver of compliance with any provision of the First Mortgage Indenture or of any 
default thereunder and its consequences, or reduce the requirements for quorum and voting 
under the First Mortgage Indenture; or 

* modi@ certain of the provisions of the First Mortgage Indenture relating to supplcinental 
indentures, waivers of certain covenants and waivers of past defaults with respect to first 
mortgage bonds. 

A Supplemental indenture which changes, modifies or eliminates any provision of the 
First Mortgage Indenture expressly included solely for the benefit of holders of first inortgage 
bonds of one or inore particular series or tranches will be deemed not to affect the rights under 
the First Mortgage Indenture of the holders of first mortgage bonds of any other series or tranche. 

Satisfaction and Discharge 

Any first inortgage bonds or any portion thereof will be deemed to have been paid and no 
longer outstanding for purposes of the First Mortgage Indenture and, at the Company’s election, 
the Company’s entire indebtedness with respect to those securities will be satisfied and 
discharged, if there shall have been irrevocably deposited with the First Mortgage Trustee or any 
Paying Agent (other than the Company), in trust: 

money sufficient, or 

* in the case of a deposit made prior to the maturity of such first inortgage bonds, non- 
redeemable eligible obligations (as defined in the First Mortgage Indenture) sufficient, or 

* a combination of the items listed in the preceding two bullet points, which in total are 
sufficient, 

to pay when due the principal of, and any preiniuin, and interest due and to become due on such 
first inortgage bonds or portions of such first mortgage bonds on and prior to their maturity. 

The Company’s right to cause its entire indebtedness in respect of the first mortgage 
bonds of any series to be deemed to be satisfied and discharged as described above will be 
subject to the satisfaction of any conditions specified in the instrument creating such series. 
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The First Mortgage Indenture will be deemed satisfied and discharged when no first 
mortgage bonds remain outstanding and when the Company has paid all other sums payable by it 
under the First Mortgage Indenture. 

All moneys the Company pays to the First Mortgage Trustee or any Paying Agent on 
First Mortgage Bonds that remain unclaimed at the end of two years after payments have become 
due may be paid to or upon the Company’s order. Thereafter, the holder of such First Mortgage 
Bond may look only to the Company for payment. 

Duties of the First Mortgage Trustee; Resignation and Removal of the First Mortgage 
Trustee; Deemed Resignation 

The First Mortgage Trustee will have, and will be subject to, all the duties and 
responsibilities specified with respect to an indenture trustee under the Trust Indenture Act. 
Subject to these provisions, the First Mortgage Trustee will be under no obligation to exercise 
any of the powers vested in it by the First Mortgage Indenture at the request of any holder of first 
mortgage bonds, unless offered reasonable indemnity by such holder against the costs, expenses 
and liabilities which might be incurred thereby. The First Mortgage Trustee will not be required 
to expend or risk its own funds or otherwise incur financial liability in the performance of its 
duties if the First Mortgage Trustee reasonably believes that repayment or adequate indemnity is 
not reasonably assured to it. 

The First Mortgage Trustee may resign at any time by giving written notice to the 
Company. 

The First Mortgage Trustee may also be removed by act of the holders of a majority in 
principal amount of the then outstanding first mortgage bonds. 

No resignation or removal of the First Mortgage Trustee and no appointment of a 
successor trustee will become effective until the acceptance of appointment by a successor 
trustee in accordance with the requirements of the First Mortgage Indenture. 

Under certain circumstances, the Company may appoint a successor trustee and if the 
successor accepts, the First Mortgage Trustee will be deemed to have resigned. 

Evidence to be Furnished to the First Mortgage Trustee 

Compliance with First Mortgage Indenture provisions is evidenced by written statements 
of the Company’s officers or persons selected or paid by the Company. In certain cases, opinions 
of counsel and certifications of an engineer, accountant, appraiser or other expert (who in some 
cases must be independent) must be fiirnished. In addition, the First Mortgage Indenture requires 
the Company to give to the First Mortgage Trustee, not less than annually, a brief statement as to 
the Company’s compliance with the conditions and covenants under the First Mortgage 
Indenture. 

48 



Miscellaneous Provisions 

The First Mortgage Indenture provides that certain first mortgage bonds, including those 
for which payment or redemption money has been deposited or set aside in trust as described 
under “- Satisfaction and Discharge” above, will not be deemed to be “outstanding” in 
determining whether the holders of the requisite principal amount of the outstanding first 
mortgage bonds have given or taken any demand, direction, consent or other action under the 
First Mortgage Indenture as of any date, or are present at a meeting of holders for quorum 
purposes. 

The Company will be entitled to set any day as a record date for the purpose of 
determining the holders of outstanding first mortgage bonds of any series entitled to give or take 
any demand, direction, consent or other action under the First Mortgage Indenture, in the manner 
and subject to the limitations provided in the First Mortgage Indenture. In certain circumstances, 
the First Mortgage Trustee also will be entitled to set a record date for action by holders. If such 
a record date is set for any action to be taken by holders of particular first mortgage bonds, such 
action may be taken only by persons who are holders of such first mortgage bonds on the record 
date. 

Governing Law 

The First Mortgage Indenture and the first mortgage bonds provide that they are to be 
governed by and construed in accordance with the laws of the State of New York except where 
the Trust Indenture Act is applicable or where otherwise required by law. The effectiveness of 
the lien of the First Mortgage Indenture, and the perfection and priority thereof, will be governed 
by Kentucky law. 

Summary of the Indentures 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief description of certain provisions of the Indenture. This description is only a 
suinmary and does not purport to be complete and definitive. Reference is made to the Indenture 
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 L,oan Agreement, including payments and other amounts due the Issuer thereunder, 
together with all moneys, property and securities froin 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 will be fiirther secured by the First Mortgage Bonds delivered to 
the Trustee (see “Summary of the Loan Agreements - Issuance and Delivery of First Mortgage 
Bonds”). The First Mortgage Bonds will be registered in the name of the Trustee and will be 
nontransferable, except to effect a transfer to any successor trustee. The Bonds will not be 
directly secured by the Project (although the Project is subject to the lien of the First Mortgage 
Indenture). 
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No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, will constitute or give rise to any pecuniary liability of the 
Issuer or any charge upon any of its assets or 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 are deposited into a Bond Fund that has 
been established pursuant to the Indenture (the “Bond Fund”) and is maintained in trust by the 
Trustee. Moneys in the Bond Fund are used solely and only for the payment of the principal of, 
preininm, if any, and interest on the Bonds, for the redemption of Bonds prior to maturity and for 
the payment of the reasonable fees and expenses to which the Trustee, Bond Registrar, Tender 
Agent, Authentication Agent, any Paying Agents and the Issuer are entitled pursuant to the 
Indenture or the Loan Agreement. Any moneys held in the Bond Fund are 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. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the “Rebate Fund”) and is maintained 
as a separate fbnd free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to comply 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 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 amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture will become null 
and void. The Bonds will be deemed to have been paid and discharged when there 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, Governmental Obligations have been deposited which 
mature in such amounts 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, the Tender Agent and the Paying Agent have been 
paid or provided for. 
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Surrender of First Mortgage Bonds 

Upon payment of any principal of, premium, if any, and interest on any of the Bonds 
which reduces the principal amount of Bonds outstanding, or upon provision for the payment 
thereof having been made in accordance with the Indenture (see “Discharge of Indenture” above), 
First Mortgage Bonds in a principal ainount 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 f3ly paid 
and the obligations of the Company thereunder terminated. 

Defaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(i) Failure to make payment of any installment of interest on any Bond, (a) if such 
Bond bears interest at other than the Long Term Rate, within a period of one Business Day froin 
the due date and (b) if such Bond bears interest at the Long Term Rate, within a period of five 
Business Days froin the date due; 

(ii) 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, provided that no event of default has occurred in respect of failure to receive 
such purchase price for any Bond if the Company has 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; 

(iii) 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; 

(iv) The occurrence of an “event of default” under the Loan Agreement (see 
“Suinmary of the Loan Agreements - Events of Default”); or 

(v) All first mortgage bonds outstanding under the First Mortgage Indenture, 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. 

Upon the occurrence of an Event of Default under the Indenture, the Trustee may, and 
upon the written request of the registered owners holding not less than 25% in aggregate 
principal amount of Bonds then outstanding and upon receipt of indemnity reasonably 
satisfactory to it will: (i) enforce each and every right of the Trustee as a holder of the First 
Mortgage Bonds under the Supplemental Mortgage Indenture (see “Suinmary of the First 
Mortgage Bonds”), (ii) declare the principal of all Bonds and interest accrued thereon to be 
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immediately due and payable and (iii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders. 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, and interest on the Bonds then outstanding and 
may also issue a Redemption Demand for such First Mortgage Bonds to the First Mortgage 
Trustee. 

If an Event of Default under paragraph (i), (ii), (iv) or (v) above shall occur and be 
continuing and the maturity date of the Bonds has been accelerated (to the extent the Bonds are 
not already due and payable) as a consequence of such event of default, the Trustee may, and 
upon the 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 it shall possess under the First Mortgage Indenture 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 interest on the Bonds shall be deemed to be paid solely to the extent of the moneys 
realized on the First Mortgage Bonds and any other moneys realized by the Trustee pursuant to 
any remedy exercised by it. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds has been declared due and payable, all such moneys will 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 the payment of any sums due and payable to the United States 
pursuant to Section 148(f) of the Code, (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 will 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. 

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 2340 in 
aggregate principal amount of Bonds then outstanding have inade 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 fails or refuses to exercise its powers within a reasonable time after 
receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise o f  rights under the Indenture 
will be enforceable only against specific assigned payments, fiinds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment will be authorized against the 
general credit of the Issuer. 

No default under paragraph 
notice is given to the Issuer and the 

(iii) above will constitute an Event of Default until actual 
Company by the Trustee or to the Issuer, the Company and 
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the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company has 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 by the Issuer or the Company within the applicable period and 
diligently pursued until the default is corrected. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and will 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 has 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 has been obtained or entered, 
(i) the Company will cause to be deposited with the Trustee a sum sufficient to pay all matured 
installments of interest upon all Bonds and the principal of and premium, if any, on any and all 
Bonds which have become due otherwise than by reason of such declaration (with interest 
thereon as provided in the Indenture) and the expenses of the Trustee in connection with such 
default and (ii) all Events of Default under the Indenture (other than nonpayment of the principal 
of Bonds due by said declaration) have been remedied, then such Event of Default will be 
deemed waived and such declaration and its consequences rescinded and annulled by the Trustee. 
Such waiver, rescission and annulment will be binding upon all Bondholders. No such waiver, 
rescission and annulment will extend to or affect any subsequent Event of Default or impair any 
right or remedy consequent thereon. 

Upon any waiver or rescission as described above or any discontinuance or abandonment 
of proceedings under the Indenture, the Trustee shall immediately rescind in writing any 
Redemption Demand of First Mortgage Bonds previously given to the First Mortgage Trustee. 
The rescission under the First Mortgage Indenture of a declaration that all first mortgage bonds 
outstanding under the First Mortgage Indenture are immediately due and payable shall also 
constitute a waiver of an Event of Default described in paragraph (v) under the subcaption 
“Defaults and Remedies” above and a waiver and rescission of its consequences, provided that 
no such waiver or rescission shall extend to or affect any subsequent or other default or impair 
any right consequent thereon. 

Notwithstanding the foregoing, nothing in the Indenture will 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. 

Voting of First Mortgage Bonds Held by Trustee 

The Trustee, as holder of the First Mortgage Bonds, shall attend any meeting 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, proportioilally in the way in which the Trustee reasonably believes will be the 
vote or consent of all other holders of first mortgage bonds outstanding under the First Mortgage 
Indenture then eligible to vote or consent. 
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Notwithstanding the foregoing, the Trustee shall not vote the First Mortgage Bonds in 
favor of, or give consent to, any action which, in the Trustee’s opinion, would materially 
adversely affect the First Mortgage Bonds in a manner not generally shared by all other series of 
first mortgage bonds, except upon notification by the Trustee to the registered owners of all 
Bonds then outstanding of such proposal and consent thereto of the registered owners of at least 
66 2/3% in principal amount of all Bonds then outstanding. 

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 or confer upon the Trustee, as may lawfully be 
granted, additional rights, remedies, powers or authorities for the benefit of the Bondholders, 
(iii) to subject to the Indenture additional revenues, properties or collateral, (iv) to perinit 
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, powers or authorities reserved to or conferred upon the Issuer, (vi) to make any 
other 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 other amendments not 
otherwise permitted 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 the exclusion of the interest on the Bonds 
from gross income for federal income tax purposes, (viii) to make any modification or change to 
the Indenture necessary to provide liquidity or credit support for the Bonds, or (ix) to perinit the 
issuance of the Bonds in other than book-entry-only form or to provide changes to or 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 aggregate principal amount of 
all Bonds then outstanding is required to approve any supplemental indenture, except no such 
supplemental indenture may perinit, 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 aggregate 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 requests 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 must set forth the nature of the proposed supplemental indenture and must 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 have consented to the execution thereof, no Bondholder will have any right to object 
or question the execution thereof. 
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No supplemental indenture may become effective unless the Company consents to the 
execution and delivery of such supplemental indenture. The Company will 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  p.m., 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. 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the L,oan Agreements, the Indentures or the First Mortgage Indenture are in many 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 
Agreements, the Indentures or the First Mortgage 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 instruments by limitations 
imposed by principles of equity, bankruptcy, reorganization, insolvency, moratorium or other 
similar laws affecting the rights of creditors generally. 

Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
dated as of January 7, 20 1 1 (the “Remarketing Agreement”), between the Company and Morgan 
Stanley & Co. Incorporated, as Representative of the Initial Co-Remarketing Agents, the Initial 
Co-Remarketing Agents have agreed to purchase and reoffer the Bonds delivered to the Paying 
Agent for purchase on January 13, 201 1, 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 $489,600, plus reimbursement of certain expenses. IJnder the terms of the 
Remarketing Agreement, the Company has agreed to indemnify the Initial Co-Remarketing 
Agents against certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of their business, the Initial Co-Remarketing Agents and certain of 
their affiliates, have engaged, and may in the future engage, in investment banking or 
commercial banking transactions with the Company. 

The Initial Co-Remarketing Agents and their respective affiliates are fiill service financial 
institutions engaged in various activities, which may include securities trading, commercial and 
investment banking, financial advisory, investment management, principal investment, hedging, 
financing and brokerage activities. Certain of the Initial Co-Remarketing Agents and their 
respective affiliates have, from time to time, performed, and may in the future perform, various 
investment banking services for the Company, for which they received or will receive customary 
fees and expenses. 

In the ordinary course of their various business activities, the Initial Co-Remarketing 
Agents and their respective affiliates may make or hold a broad array of investments and actively 
trade debt and equity securities (or related derivative securities) and financial instruments (which 
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may include bank loans and/or credit default swaps) for their own account and for the accounts 
of their customers and tnay at any time hold long and short positions in such securities and 
instruments. Such investment and securities activities tnay involve securities and instruments of 
the Company. 

Morgan Stanley, parent company of Morgan Stanley & Co. Incorporated, an Initial Co- 
Remarketing Agent of the Bonds, has entered into a retail brokerage joint venture. As part of the 
joint venture, Morgan Stanley & Co. Incorporated will distribute municipal securities to retail 
investors through the financial advisor network of a new broker-dealer, Morgan Stanley Smith 
Barney LLC. This distribution arrangement became effective on June 1, 2009. As part of this 
arrangement, Morgan Stanley & Co. Incorporated will compensate Morgan Stanley Smith 
Barney LLC for its selling efforts with respect to the Bonds. 

Tax Treatment 

On each of November 20, 2003, the date of original issuance and delivery of the 2003 
Series A Bonds, and April 26, 2007, the date of original issuance and delivery of the 2007 Series 
B Bonds, Bond Counsel (formerly Harper, Ferguson & Davis, a division of Ogden Newel1 & 
Welch PLLC, in the case of the 2003 Series A Bonds) deIivered 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 from 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 terms are used in Section 147(a) of the Code. 
Interest on the Bonds would not be an item of tax preference in determining alternative ininiinuin 
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 from 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 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 (i) is authorized or 
permitted by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised Statutes (the 
“Act”) and the related Indenture and (ii) will not adversely affect the validity of the Bonds or any 
exclusion from 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 

56 



Counsel did not independently verify the accuracy of the certifications and representations made 
by the Company and the Issuer. On the respective dates of the applicable opinions and 
subsequent to the original delivery of the 2003 Series A Bonds on November 20, 2003 and the 
2007 Series B Bonds on April 26, 2007, as applicable, such representations of facts and 
circumstances must 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 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 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 Issuer 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 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 will 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: 

(i) Provisions of the Code applicable to corporations (as defined for federal 
income tax purposes) which impose an alternative miniinurn tax on a 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 ininiinum tax. Such corporate alternative ininimuin tax does not 
apply to any S corporation, regulated investment company, real estate investment trust or 
REMIC. 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 IJnited 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. 

(ii) 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. 
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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 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 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 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 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 
forms in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendices B-3 and B-4. 

Legal Matters 

Certain legal matters in connection with the conversion and 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 Initial Co-Remarketing Agents. 

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 
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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 Agents to comply with the requirements of the Rule, 
the Company has covenanted in separate continuing disclosure undertaking agreements delivered 
to the Trustee for the benefit of the holders of the Bonds (each, a “Continuing Disclosure 
Agreement”) to provide certain continuing disclosure for the benefit of the holders of the Bonds. 
TJnder each Continuing Disclosure Agreement, the Company has covenanted to take the 
following actions: 

(i) The Company will provide to the Municipal Securities Rulemaking Board 
(“MSRB”) (in electronic format) (a) annual financial information of the type set forth in 
Appendix A to this Reoffering Circular (including any information incorporated by 
reference in Appendix A) and (b) 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. 

(ii) The Company will file in a timely manner not in excess of 10 business 
days after the occurrence of the event with the MSRB notice of the occurrence of any of 
the following events (if applicable) with respect to the Bonds: (a) principal and interest 
payment delinquencies; (b) non-payment related defaults, if material; (c) any 
unscheduled draws on debt service reserves reflecting financial difficulties; (d) 
unscheduled draws on credit enhancement facilities reflecting financial difficulties; (e) 
substitution of credit or liquidity providers, or their failure to perform; (f) adverse tax 
opinions, the issuance by the Internal Revenue Service of proposed or final 
determinations of taxability, Notices of Proposed Issue (IRS Form 5701 -TEB) or other 
inaterial notices or determinations with respect to the tax status of the Bonds, or other 
material events affecting the tax status of the Bonds; (g) modifications to rights of the 
holders of the Bonds, if material; (h) the giving of notice of optional or unscheduled 
redemption of any Bonds, if material, and tender offers; (i) defeasance of the Bonds or 
any portion thereof; (i) release, substitution, or sale of property securing repayment of the 
Bonds, if material; (k) rating changes; (I) bankruptcy, insolvency, receivership or similar 
event of the Company; (m) the consummation of a merger, consolidation or acquisition 
involving the Company, or the sale of all of substantially all of the assets of the Company, 
other than in the ordinary course of business, the entry into a definitive agreement to 
undertake such an action or the termination of a definitive agreement relating to any such 
actions, other than pursuant to its terms, if material; and (n) appointment of a successor or 
additional trustee or a change of name of a trustee, if material. 

(iii) The Company will file in a timely manner with the MSRB notice of a 
failure by the Company to file any of the notices or reports referred to in paragraphs (i) 
and (ii) above by the due date. 

The Company may amend a Continuing Disclosure Agreement (and the Trustee agrees to 
any amendment 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 
from a change in legal requirements, change in law, or change in the nature or status of the 
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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 coinplied 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 amendment 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 amount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this caption are intended to be for the benefit 
for the holders of the Bonds and will 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 related Indenture, the related Loan 
Agreement or the applicable series of Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

LOLJISVILLE GAS AND ELECTRIC 
COMPANY 

By: /s/  Daniel K. Arbough 
Daniel K. Arbough 
Treasurer 
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Appendix A 

Louisville Gas and Electric Company - 

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below relating to 
Louisville Gas and Electric Conzpany (“LG&E ’7, certain risk factors associated with LG&E, 
Pro Fornia Condensed Financial Inforniation fllnatidited), a description of the Business of 
LG&E, Managenient ’s Discussion and Analysis of Financial Condition and Results of 
Operations c‘ Managenzent 3 Discussion and Analysis”), the Consolidated Financial Statenients 
as of Deceniber 31, 2009 and 2008 and for the Years Ended December 31, 2009, 2008 and 2007 
(Audited) (the “Consolidated Financial Statements ’7 and the Condensed Financial Statements 
as of Septenzber 30, 2010 and December 31, 2009 and for the Three and Nine Months Ended 
Septenzber 30, 201 0 and 2009 (Unaudited) (the “Condensed Consolidated Financial 
Statenzents ’7. 

The infornzation contained in this Appendix A relates to and has been obtainedfr.on1 
LG&E and from other sozirces as shown herein. The delivev of the Reoffering Circular shall 
not create any iniplication that there has been no change in the aflairs of LG&E since the date 
hereoJ or that the inforriration contained or incorporated by reference in this Appendix A is 
correct at any tinze subsequent to its date. In this Appendix A, “LG&E ”, “the Conzpany ”, “we ”, 
“LIS” or “ozir ’’ re fr  to Loziisville Gas and Electric Company. 

Summary 

Louisville Gas and Electric Company 

LG&E, incorporated in Kentucky in 1913, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the storage, distribution and 
sale of natural gas. LG&E provides natural gas to approximately 320,000 customers and 
electricity to approximately 396,000 customers in Louisville and adjacent areas in Kentucky. 
LG&E’s electric service area covers approximately 700 square miles in 9 counties. LG&E 
provides natural gas service in its electric service area and 8 additional counties in Kentucky. 
LG&E’s coal-fired electric generating stations, all equipped with systems to reduce sulphur 
dioxide einissions, produce most of LG&E’s electricity. The remainder is generated by a 
hydroelectric power plant and natural gas and oil ftieled combustion turbines. Underground 
natural gas storage fields help LG&E provide economical and reliable natural gas service to 
customers. 

LG&E is a wholly-owned subsidiary of LG&E and KIJ Energy LLC. On November 1 ,  
2010, PPL Corporation purchased all of the interests of LG&E and KU Energy LLC and, 
indirectly, all of the stock of the Company from E.ON AG, making LG&E an indirect wholly- 
owned subsidiary of PPL Corporation. LG&E’s affiliate, Kentucky {Jtilities Company (“KU”), 
is a regulated public utility engaged in the generation, transmission, distribution and sale of 
electric energy in Kentucky, Virginia and Tennessee. 
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Selected Financial Data 

Nine Months Ended 
September 30, Years Ended December 3 1, 

(Millions of $) 

Operating Revenues $ 972 

Operating income $ 184 

Net income $ 107 

Total assets $3,641 

Long-term 
obligations 
(including amounts 
due within one year) $ 896 

Ratio of Earnings to 
Fixed Charges ( I )  5 . 0 6 ~  

Capitalization: 

Long-Term Debt and 
Notes Payable 
Common Equity 

Total Capitalization 

2009 

$ 981 

$ 139 

$ 76 

$3,548 

$ 896 

4 . 0 6 ~  

2009 

$1,272 

$ 167 

$ 95 

$3,567 

$ 896 

3 . 6 5 ~  

2008 

$1,468 

$ 219 

$ 90 

$3,653 

$ 896 

3.77x 

2007 2006 2005 

$1,285 $1,338 $1,424 

$ 229 $ 223 $ 230 

$ 120 $ 117 $ 129 

$3,313 $3,184 $3,146 

$ 984 $ 820 $ 821 

September 30, % of 
2010 Capitalization 

$1,018 43.6% 

1,315 56.4% 

$2,333 100.00% 

(1 )  For purposes of this ratio, “Earnings” consist of earnings (as defined below) from continuing operations 
plus fixed charges. Fixed charges consist of all interest on indebtedness, amortization of debt discount and 
expense and the portion of rental expense that represents an imputed interest component. Earnings from 
continuing operations consist of income before taxes and the mark-to-market impact of derivative 
instruments. 

Management’s Discussion and Analysis, the Notes to Financial Statements as of December 3 1, 
2009 and 2008 and the Notes to Condensed Financial Statements as of September 30, 2010 and 
December 3 1,2009 should be read in conjunction with the above information. 
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RISK FACTORS 

An iiivestnzent in the Bonds involves a nainiber of risks. Risks described below should be 
carejiilly considered together with the other inforniation included in this Reoffering Circular, 
including this Appendix A. Any of the events or circumstances described as risks below could 
result in a signiJcant or niaterial adverse effect on our business, results of operations, cash 
jlows orJivancial condition, and a corresponding decliiie in the price oJ; or our ability to repay, 
the Bonds. The risks and uncertainties described below niay not be the only risks and 
zincertainties thal w e  face. Additional risks and uncertainties not currently known or that we 
czirrently deem immaterial niay also result in a signijkant or niaterial adverse effect on our 
business, results of operations, cash flow or financial condition. 

Risks related to the Company 

Our business is subject to signijicartt and complex governmental regulation. 

Various federal and state entities, including but not limited to the Federal Energy 
Regulatory Coinmission (“FERC’’) and the Kentucky Public Service Coininission (the 
“Kentucky Commission”), regulate many aspects of our utility operations, including: 

the rates that we may charge and the t e r m  and conditions of our service and 
operations; 

financial and capital structure matters; 

siting and coristruction of facilities; 

mandatory reliability and safety standards, and other standards of conduct; 

accounting, depreciation, and cost allocation methodologies; 

tax matters; 

affiliate restrictions; 

acquisition and disposal of utility assets and securities; and 

various other matters. 

Such regulations or changes thereto may subject us 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 our rate requests and ultimately reduce, alter or limit the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing 
energy and utility services to our customers and earn an adequate return on our capital 
investments. We currently provide services to our retail customers at rates approved by one or 
more federal or state regulatory commissions, including those commissions referred to above. 
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While these rates are generally regulated based on an analysis of our costs incurred in a base year, 
the rates we are allowed to charge may or inay not match our costs at any given time. While rate 
regulation is premised on providing a reasonable opportunity to earn a reasonable rate of return 
on invested capital, there can be no assurance that the applicable regulatory coininissions will 
consider all of our costs to have been prudently incurred or that the regulatory process in which 
rates are determined will always result in rates that will produce full recovery of our costs or an 
adequate return on our capital investments. If our costs are not adequately recovered through 
rates, it could have an adverse affect on our business, results of operations, cash flows or 
financial condition. 

We have agreed, subject to certain limited exceptions such as fuel and environmental cost 
recoveries, that no base rate increase would take effect before January I ,  2013. 

Transmission mil interstate market activities of the Company, as well as other aspects of 
the business, are subject to signijicant FERC regulation. 

Our business is subject to extensive regulation by the FERC covering matters including 
rates charged to transmission users, market-based or cost-based rates applicable to 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, including but not limited to the areas of market-based tariff authority, Revenue 
Sufficiency Guarantee (“RSG”) resettlements in the Midwest Independent Transmission System 
Operator, Inc. market, mandatory reliability standards and natural gas transportation regulation 
can affect the earnings, operations or other activities of the Company. 

Cltartges in transntission and wliolesale power market structures could incrense costs or 
reduce revenues. 

Wholesale revenues fluctuate with regional demand, fhel prices and contracted capacity. 
Changes to transmission and wholesale power market structures and prices inay occur in the 
future, are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. These can include commercial or regulatory changes 
affecting power pools, exchanges or markets in which we participate. 

We undertake significant capital projects and these activities are scrbject to unforeseen 
costs, delays or failures, as well as risk of inadequate recovery of resulting costs. 

Our business is capital intensive and requires significant investments in energy 
generation and distribution and other infrastructure projects, such as projects for environmental 
compliance. The completion of these projects without delays or cost overruns is subject to risks 
in many areas, including: 

e approval, licensing and permitting; 

0 land acquisition and the availability of suitable land; 

e skilled labor or equipment shortages; 
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e construction problems or delays, including disputes with third party intervenors; 

e increases in commodity prices or labor rates; 

e contractor performance; 

e environmental considerations and regulations; 

e weather and geological issues; and 

0 political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could 
adversely affect our financial performance, operations and future growth. 

Our costs of compliance with, aizil liabilities under, environnzentai laws are significant and 
are subject to continuing cltanges. 

Extensive federal, state and local environmental laws and regulations are applicable to 
our 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 but could be material. In addition, our costs may increase significantly if the 
requirements or scope of environmental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the relevant agencies. Costs may take the form of increased 
capital or operating and maintenance expenses; monetary fines, penalties or forfeitures or other 
restrictions. Many of these environmental law considerations are also applicable to the 
operations of our key suppliers, or customers, such as coal producers, industrial power users, etc., 
and may impact the costs of their products or their demand for our services. 

Our operating results are affected by weatlier conditions, iiicluding storms and seasorzal 
temperature variations, as well as by signijicaizt man-made or accidental disturbances, 
iiiclucling terrorisnz or natural disasters. 

These weather or other factors can significantly affect our finances or operations by 
changing demand levels; causing outages; damaging infrastructure or requiring significant repair 
costs; affecting capital markets and general economic conditions or impacting fiiture growth. 

We are subject to operational and financial risks regarding potential developments 
concerning global climate change. 

Various regulatory and industry initiatives have been implemented or are under 
development to regulate or otherwise reduce emissions of greenhouse gases (“GHGs”), which 
are emitted from the combustion of fossil fiiels such as coal and natural gas, as occurs at our 
generating stations. Such developments could include potential federal or state legislation or 
industry initiatives allocating or limiting GHG emissions; establishing costs or charges on GHG 
emissions or on fuels relating to such emissions; requiring GHG capture and sequestration; 
establishing renewable portfolio standards or generation fleet-diversification requirements to 
address GHG emissions; promoting energy efficiency and conservation; changes in transmission 
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grid construction, operation or pricing to accommodate GHG-related initiatives; or other 
measures. Our generation fleet is predominantly coal-fired and may be highly impacted by 
developments in this area. Compliance with any new laws or regulations regarding the reduction 
of GHG emissions could result in significant changes to the Company’s operations, significant 
capital expenditures by the Company and a significant increase in our cost of conducting 
business. We inay face strong competition for, or difficulty in obtaining, required GHG- 
compliance related goods and services, including construction services, emissions allowances 
and financing, insurance and other inputs relating thereto. Increases in our costs or prices of 
producing or selling electric power due to GHG-related developments could materially reduce or 
otherwise affect the demand, revenue or margin levels applicable to our power, thus adversely 
affecting our financial condition or results of operations. 

We nre subject to pliysicnl, mnrket and econonzic risks relntittg to potentinl effects of 
climate cltntzge. 

Climate change may produce changes in weather or other environmental conditions, 
including temperature or precipitation changes, such as warming or drought. These changes may 
affect farin and agriculturally-dependent businesses and activities, which are an important part of 
Kentucky’s economy, and thus may impact consumer demand for electric power. Temperature 
increases could result in increased overall electricity volumes or peaks and precipitation changes 
could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power 
purchase costs by the Company. Conversely, climate change could have a number of potential 
impacts tending to reduce demand. Changes may entail inore frequent or more intense storm 
activity, which, if severe, could temporarily disrupt regional economic conditions and adversely 
affect electricity demand levels. As discussed in other risk factors, storin outages and damage 
often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHG regulation could increase the cost of electric power, 
particularly power generated by fossil-fuels, and such increases could have a depressive effect on 
the regional economy. Reduced economic and consumer activity in our service area both 
generally and specific to certain industries and consumers accustomed to previously low-cost 
power, could reduce demand for our electricity. Also, demand for our services could be similarly 
lowered should consumers’ preferences or market factors move toward favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. 

Our business is subject to risks associntecl with locnl, nntionnl ntzd worldwide economic 
conditions. 

The consequences of prolonged recessionary conditions inay include a lower level of 
economic activity and uncertainty or volatility regarding energy prices and the capital and 
commodity markets. A lower level of economic activity might result in a decline in energy 
consumption, unfavorable changes in energy and commodity prices and slower customer growth, 
which may adversely affect our future revenues and growth. Instability in the financial markets, 
as a result of recession or otherwise, also may affect the cost of capital and our ability to raise 
capital. A deterioration of economic conditions inay lead to decreased production by our 
industrial customers and, therefore, lower Consumption of electricity. Decreased economic 
activity may also lead to fewer coininercial and industrial customers and increased 
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unemployment, which may in turn impact residential customers’ ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for 
utility infrastructure. Changes in global demand may impact the ability to acquire sufficient 
supplies and the cost of those commodities may be higher than expected. 

Our business is concentrated in Kentucky. 

Our operations are concentrated in Kentucky. Local and regional economic conditions, 
such as population growth, industrial growth, expansion and economic development or 
employment levels, as well as the operational or financial performance of major industries or 
customers, can affect the demand for energy and our results of operations. Significant industries 
and activities in our service territory include airport and logistics activities; automotive; chemical 
and rubber processing; educational institutions; health care facilities; metal fabrication and water 
and sewer utilities. Any significant downturn in these industries or activities or in local and 
regional economic conditions in our service area may adversely affect the demand for electricity 
in our service territory. 

We are subject to operntionnl risks relating to our generating plnnts, transmission facilities, 
distribution equipment, in formation technology systems and other assets and activities. 

Operation of power plants, transmission and distribution facilities, information 
technology systems and other assets and activities subjects the Company to many risks, including 
the breakdown or failure of equipment; accidents; security breaches, viruses or outages affecting 
inforination technology systems; labor disputes; obsolescence; delivery/transportation problems 
and disruptions of fbel supply and performance below expected levels. Occurrences of these 
events may impact our ability to conduct our business efficiently or lead to increased costs, 
expenses or losses. 

Although we maintain customary insurance coverage for certain of these risks in common 
with some other utilities, we do not have insurance covering our transmission and distribution 
system, other than substations, because we have found the cost of such insurance to be 
prohibitive. If we are unable to recover the costs incurred in restoring our transmission and 
distribution properties following damage as a result of ice storms, tornados or other natural 
disasters or to recover the costs of other liabilities arising from the risks of our business, through 
a change in our rates or otherwise, or if such recovery is not received on a timely basis, we may 
not be able to restore losses or damages to our properties without an adverse effect on our 
financial condition, results of operations or our reputation. 

We are subject to liability risks relating to our generating, transmission, distribution and 
retail businesses. 

Conduct of our physical and commercial operations subjects us to many risks, including 
risks of potential physical injury, property damage or other financial affects, caused to or caused 
by employees, customers, contractors, vendors, contractual or financial counterparties and other 
third parties. 
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We could be negatively affected by rising interest rates, downgrades to our bond credit 
ratings or other negative developments in our ability to access capital ntarkets. 

In the ordinary course of business, we are reliant upon adequate long-term and short-term 
financing means to fund our significant capital expenditures, debt interest or maturities and 
operating needs. As a capital-intensive business, we are sensitive to developments in interest rate 
levels; credit rating considerations; insurance, security or collateral requirements; market 
liquidity and credit availability and refinancing steps necessary or advisable to respond to credit 
market changes. Changes in these conditions could result in increased costs and decreased 
liquidity to the Company. 

We are subject to commodity price risk, credit risk, counterparty risk and other risks 
associated with tlie energy business. 

General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, fbels, other commodities, goods, services or payments could result 
in potential increased costs to the Company. 

We are subject to risks associated with defined benefit retirement plans, health care plans, 
wages and other employee-related matters. 

We sponsor pension and postretirement benefit plans for our employees. Risks with 
respect to these plans include adverse developments in legislation or regulation, fbture costs or 
funding levels, returns on investments, market fluctuations, interest rates and actuarial matters. 
Changes in health care rules, market practices or cost structures can affect our current or future 
ftinding requirements or liabilities. Without sustained growth in our investments over time to 
increase the value of our plan assets, we could be required to fund our plans with significant 
amounts of cash. We are also subject to risks related to 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. 

We are siibject to risks associated with federal and state tax regulations. 

Changes in taxation as well as the inherent difficulty in quantifying potential tax effects 
of business decisions could negatively impact our results of operations. We are required to make 
judgments in order to estimate our obligations to taxing authorities. These tax obligations include 
income, property, sales and use and employment-related taxes. We also estimate our ability to 
utilize tax benefits and tax credits. Due to the revenue needs of the states and jurisdictions in 
which we operate, various tax and fee increases may be proposed or considered. We cannot 
predict whether legislation or regulation will be introduced or the effect on the Company of any 
such changes. If enacted, any changes could increase tax expense and could have a negative 
impact on our results of operations and cash flows. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNA UDITED) 

On November I , 20 IO,  PPL Corporation completed the purchase of all of the outstanding 
limited liability company interests of LG&E and KU Energy LLC, our parent, for cash 
consideration of $2,493 million. In addition, PPL Corporation assumed, through consolidation, 
$764 million of outstanding debt, net of $ I63 million repurchased and held for the reoffering of 
the Bonds described in this Reoffering Circular, and repaid all indebtedness owed by our parent 
and its subsidiaries to subsidiaries of E.ON AG. 

The Unaudited Pro Forma Condensed Financial Statements (“pro forma financial 
statements”) have been derived from our historical financial statements. 

The historical financial information has been adjusted in the pro forma financial 
statements to give effect to pro forma events that are: (1) directly attributable to the acquisition; 
(2) factually supportable; and (3) with respect to the statement of operations, expected to have a 
continuing impact on our results. Specifically, such pro forma adjustments include: 

0 Repayment of intercompany debt by us to E.ON AG and its affiliates, initially by 
intercompany loans from a subsidiary of PPL Corporation; 

0 Adjustments to push down the new basis of accounting recorded by PPL 
Corporation on the post-acquisition balance sheet of the Company; and 

0 The subsequent issuance of $535,000,000 of taxable first mortgage bonds by the 
Company assuming proceeds equal to the principal amounts thereof and the use of 
such proceeds thereafter to repay the intercompany debt. 

The IJnaudited Pro Forma Condensed Statements of Operations (“pro forma statements 
of operations”) for the nine months ended September 30, 2010 and for the year ended 
December 31, 2009 give effect to the adjustments as if they were completed on January 1, 2009. 
The Unaudited Pro Forma Condensed Balance Sheet (“pro forma balance sheet”) as of 
September 30, 2010 gives effect to the adjustments as if they were coinpleted on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the 
accompanying notes, which should be read in conjunction with the pro forma financial 
statements. Generally accepted accounting principles in the IJnited States permit up to one year 
from the date of acquisition to finalize all purchase accounting adjustments, therefore, the final 
amounts recorded as of the date of the acquisition may differ materially from the information 
presented in these pro forma financial statements. These estimates are subject to change pending 
further review of the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for illustrative purposes only and 
are not necessarily indicative of results of operations and financial position that would have been 
achieved had the pro forma events taken place on the dates indicated, or the future results of 
operations or financial position of the company. They should be read in conjunction with the 
accompanying notes to the pro forma financial statements, the 2009 Annual Financial Statements 
and the Third Quarter Financial Statements, contained elsewhere in this Appendix A. 
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Pro Forma Condensed Statement of Operations 

Nine Months Ended 
Sentember 30,2010 

Actual Adiustments Pro Forma 
(llnoudited) 

(Millions of dollars) 

Operating Revenues 
Electric utility ........................................................................................ $776 
Gas utility .............................................................................................. 196 

Total Operating Revenues ......................................................................... 972 

Operating Expenses 
Fuel for electric generation .................................................................... 277 
Power purchased .................................................................................... 4 1 
Gas supply expenses .............................................................................. 103 
Other operation and maintenance .......................................................... 
Depreciation, accretion, and amortization ............................................. 

263 
104 

Total Operating Expenses ......................................................................... - 788 

Operating Income .................................................................................... 184 

Other income, net .................................................................................. 17 

Interest Expense - Affiliates ................................................................ - 20 
Interest Expense ..................................................................................... 14 

Income from Continuing Operations Before Income Taxes ................ 

Income Taxes ............................................................................................. 60 

I67 

Income from Continuing Operations After Income Taxes .................. 107 

5 

3 

$776 
196 
972 
- - 

277 
41 

103 
263 
104 
788 

184 

17 
29 

- - 

- 

172 

62 

110 

- 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of 
these pro forma financial Statements. See Note 3 for information on pro forma adjustment 

references. 
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Pro Forma Condensed Statement of Operations 

Yesr Ended December 31.2009 
Actiisl Adiustments Pro Forms 

(Unaudited) 
(Millions of dollars) 

Operating Revenues 
Electric utility ................................................................................ $ 918 
Gas utility ...................................................................................... 354 

Total Operating Revenues ................................................................. 1.272 

Operating Expenses 
Fuel for electric generation ............................................................ 328 
Power purchased 59 
Gas supply expenses ...................................................................... 243 

339 
Depreciation. accretion. and amortization ..................................... 136 

Total Operating Expenses ................................................................. 1. 105 

............................................................................ 

Other operation and maintenance .................................................. 

Operating Income ............................................................................ 167 

Other income. net 19 
Interest Expense ............................................................................. 

.......................................................................... 
17 

Interest Expense - Affiliates 27 ........................................................ 

Income from Continuing Operations Before Income Taxes ........ 142 

.................................................................................... 47 Income Taxes 

Income from Continuing Operations After Income Taxes .......... 95 

. 

. 

$ 918 
354 

1, 272 
. 

328 
59 

243 
339 
136 

1, 105 

167 

19 
37 
. 

149 

50 

99 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of 
these pro forma financial statements . See Note 3 for information on pro forma adjustment 

references . 
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Pro Forma Condensed Balance Sheet 

Sentemher 30,2010 
Actual Adiustments Pro Forma Entity 

(Unaudited) 
(Millions of dollars) 

Assets: 
Current Assets: 

Cash and cash equivalents ............................................................. $ 4 $ 46(c) $ 50 
Accounts receivable ....................................................................... 13 1 
Accounts receivable - affiliate .................................................... 17 
Fuel, materials and supplies ........................................................... 161 
Regulatory assets 2 1 1 (dl 
Prepayments and other current assets ............................................ 14 - 211(e) - 

131 
17 

161 
........................................................................... 22 

225 
258 606 Total Current Assets .......................................................................... 348 - 

Property, Plant and Equipment, net .............................................. 2,888 15(r) 2,903 

Deferred Debits and Other Noncurrent Assets: 
409 
384 

Other intangibles ............................................................................ 190(h) 190 
Other noncurrent assets ................................................................. 26 26 (i) 

Total Deferred Debits and Other Noncurrent Assets ........................ 405 604 1,009 

........................................................................... Regulatory assets 379 30(0 
Goodwill ........................................................................................ 384W 

Total Assets ....................................................................................... LL.6d.d 877 4.518 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of 
these pro forma financial statements. See Note 3 for information on pro forma adjustment 

references. 
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Pro Forma Condensed Balance Sheet 

Sentemher 30.2010 
Actual Adiustments Pro Forma Entity 

(Unaudited) 
(Millions of dollars) 

Liabilities and Eauitv: 
Current Liabilities 

Current portion of long-term debt ................................................. $ 120 $( 120)u) 
Note payable . affiliate ................................................................ 122 5 (10 
Accounts payable ........................................................................... 82 
Accounts payable - affiliates ....................................................... 39 (W) 
Customer deposits .......................................................................... 25 . . . .  Regulatory liabilities ...................................................................... 13 48(1n) 
Other current liabilities .................................................................. 52 l(nl 

Total Current Liabilities .................................................................... 4.53 (71) 

Long-term Debt ................................................................................ 291 825(o) 

Long-term Debt . Affiliates .......................................................... 485 (485)(o) 

Deferred Credits and Other Noncurrent Liabilities 
Deferred incoine taxes and investment tax credit .......................... 462 W P )  
Accumulated provision for pensions and related benefits ............. 193 W q )  
Asset retirement obligations .......................................................... 62 (13)(r) 

Other deferred credits and noncurrent liabilities ........................... 71 2(t) 

. . . .  Regulatory liabilities ...................................................................... 309 189(s) 

Total Deferred Credits and Other Noncurrent Liabilities .......... 1. 097 228 

Commitments and Contingent Liabilities 

Total Equity ..................................................................................... 1. 3 15 380(u) 

Total Liabilities and Equity ............................................................ $3.641 $L.fiZZ 

$ -  
127 
82 
34 
25 
61 
53 

382 

1. 116 

. 

459 
246 

49 
498 

73 
1. 325 

1. 695 

$4.518 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of 
these pro forma financial statements . See Note 3 for information on pro forma adjustment 

references . 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(IJnaudited) 

Note 1. Basis of Pro Forma Presentation 

The pro forma statements of operations for the nine months ended September 30, 2010 
and for the year ended December 31, 2009 give effect to the adjustments as if they were 
completed on January I ,  2009. The pro forma balance sheet as of September 30, 2010 gives 
effect to the adjustments as if they were completed on September 30,2010. 

The pro forma financial statements have been derived from our historical financial 
statements. Assumptions and estimates underlying the pro forma adjustments are described in the 
accompanying notes, which should be read in conjunction with the pro forina financial 
statements. Since the pro forma financial statements have been prepared based upon preliminary 
estimates, the final amounts recorded subsequent to the date of the acquisition may differ 
materially from the information presented. These estimates are subject to change pending further 
review of the assets acquired and liabilities assumed. 

The pro forma financial statements reflect the push down of the new basis of accounting 
for our assets and liabilities arising from the acquisition by PPL, Corporation being accounted for 
based on the guidance provided by accounting standards for business combinations. In 
accordance with this accounting guidance, the assets acquired and the liabilities assumed have 
been measured at fair value by PPL, Corporation and the difference between these assets and 
liabilities and the purchase price has been recorded as goodwill (this process is generally referred 
to as a purchase price allocation). In accordance with SEC guidance for wholly-owned 
subsidiaries, these fair value measurements and an allocated portion of goodwill have been 
pushed down and recorded on our pro forma financial statements as presented in Note 2. The fair 
value measurements utilize estimates based on key assumptions of the acquisition, and historical 
and current market data. These fair value measurements and the related pro forma adjustments 
included herein may be revised as additional information becomes available and as additional 
analyses are performed. The final purchase price allocation may differ materially from the 
information presented. As noted above, the pro forma financial statements also include 
adjustments to reflect the issuance of the taxable first mortgage bonds, with proceeds assumed to 
equal the principal amount thereof and used to repay indebtedness owed by us to a subsidiary of 
PPL, Corporation. The indebtedness was incurred to repay loans from a subsidiary of E.ON AG 
in connection with the PPL Corporation acquisition. The preliminary result of all these 
adjustments is presented in Note 2. 

The amounts utilized in determining the pro forina adjustments presented on the 
Proforma Condensed Financial Statements are also set forth and described in Note 3. 

For the purpose of measuring the estimated fair value of the assets acquired and liabilities 
assumed, PPL, Corporation has applied the accounting guidance for fair value measurements. 
Fair value is defined as the price that would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date. For 
purposes of measuring the fair value of the majority of property, plant and equipment and 
regulatory assets acquired and regulatory liabilities assumed, as reflected in the pro forma 
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financial statements, PPL Corporation has determined that the fair value equaled their net book 
value, due to the regulatory environment in which they operate. The regulatory commissions 
allow for earning a rate of return on the book values of the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the 
expectation is that these operations will remain in a regulated environment for the foreseeable 
future and this presentation represents the highest and best use of these assets. In addition, 
certain fair value adjustments have been reflected on the balance sheet with an offsetting 
regulatory asset or liability based upon agreement with the regulatory commissions that purchase 
accounting adjustments will not impact customers. 

Note 2. Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The preliminary allocation of the purchase price to the fair value of assets acquired and 
liabilities assumed includes pro forma adjustments primarily related to the fair value of equity 
investments, contractual arrangements, goodwill, noncurrent liabilities and long-term debt. The 
preliminary allocation of the purchase price, including the replacement of debt is as follows (in 
millions): 

Current assets ................................................................................................................. $ 606 
Property, plant and equipment ....................................................................................... 2,903 
Goodwill ........................................................................................................................ 384 
Other intangibles ............................................................................................................ 190 
Regulatory assets and other noncurrent assets ............................................................... 435 

Deferred credits and noncurrent liabilities ..................................................................... (1,325) 
Long-term debt ............................................................................................................... (1.1 16) 
Total Equity .................................................................................................................. li-LLS5 

........................................................................................................... Current liabilities (3 82) 

Note 3. Pro Forma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Acljustnzents to Pro Forma Corzdensecl Statements of Operations 

(a) Interest expense - Reflects the change in interest expense from the extinguishment 
of indebtedness owed by us to a subsidiary of E.ON AG, and replacement with the taxable first 
mortgage bonds and the application of proceeds thereof. The interest expense was adjusted 
assuming a weighted-average interest rate of 3.6%. 

(b) Income taxes - Reflects the income tax effect of the pro forma adjustments, which 
was calculated using an estimated statutory income tax rate of 39%. Income tax expense includes 
adjustments for state taxes and certain federal income tax items that are calculated on a 
combined or consolidated basis. 
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Acljustments to Pro Formn Condensed Rnlnnce Sheet 

(c) Cash - Reflects $535 million of estimated proceeds from the taxable first mortgage 
bonds. This amount was offset by a $485 million estimated repayment of the indebtedness and 
payables owed to subsidiaries of E.ON AG and its affiliates, and approximately $4 million 
related to the payment of debt issuance costs. 

(d) Czirrent regzilatory assets - Reflects the offsetting regulatory asset related to the fair 
value adjustments of certain coal contracts. This fair value adjustment has been reflected on the 
liability section of the balance sheet with an offsetting regulatory asset based upon agreement 
with the regulatory commissions that purchase accounting adjustments will not impact customers. 

(e) Other current assets - Reflects the reclassification of reacquired pollution control 
Bonds of $163 million to provide a gross balance sheet presentation to be consistent with PPL’s 
accounting policy regarding reacquired bonds. These reacquired Bonds were previously netted 
against long-term debt. These Bonds are being remarketed pursuant to this Reoffering Circular. 
Also reflects the recognition of the current portion of the intangibles related to fair value 
adjustments related to emission allowances of $6 million and certain coal contracts of $42 
in i 1 I i on. 

(f?) Regzdatov assets - Reflects the offsetting regulatory asset related to the fair value 
adjustments associated with the fair value of pension and post-retirement benefits, certain coal 
contracts, net of asset retirement obligations and interest rate swaps, as well as a reclassification 
of unamortized debt issuance costs. These fair value adjustments have been reflected in liabilities 
on the balance sheet with offsetting regulatory assets based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers. 

(g) Goodwill - Reflects the preliminary estimate of the excess of the purchase price paid 
over the net fair value of our assets acquired and liabilities assumed. This excess is calculated as 
follows (in millions): 

Purchase price ................................................................................................................ $1,695 

Less: LG&E pre-existing goodwill - 

Less: Fair value of net assets acquired ........................................................................... 1.3 1 1 
Estimated goodwill resulting from the acquisition ........................................................ 384 

Pro forma goodwill adjustment ...................................................................................... $ 384 
................................................................................ 

(h) Other intangibles - Reflects the recognition of $99 million related to the fair value 
of certain coal contracts, $88 million related to the fair value of a power purchase contract and 
$3 million related to the fair value of emission allowances. 

(i) Other noncurrent assets - Reflects the capitalization of $4 million of estimated debt 
issuance costs incurred with the issuance of the first mortgage bonds, offset by $4 million of 
unamortized debt issuance costs from previous bonds that were reclassified to a regulatory asset 
due to the ability to continue to recover these costs. 

(j) Czirrent portion oflong-term debt - Reflects the reclassification of the bonds that are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase 

A-16 



upon the occurrence of certain events from current portion of long-term debt to long-term debt to 
be consistent with PPL’s accounting policy. 

(k) Notes payable afJiliate - Reflects borrowing from LG&E and KU Energy LLC to 
make the payment upon closing of affiliate accounts payable to E.ON AG. 

(I) Accounts payable - Reflects the payment of affiliate accounts payable to E.0N AG 
and its affiliates. 

(in) Current regzrlatory liabilities - Reflects the current portion of the offsetting 
regulatory liabilities related to the fair value adjustments related to certain coal contracts and 
emission allowances. These fair value adjustments have been reflected in assets on the balance 
sheet with an offsetting regulatory liability based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers. 

(n) Other czirrent liabilities - Reflects the adjustment for the fair value of certain coal 
contracts. 

(0) Debt - Reflects the adjustments to repay $485 million of indebtedness owed by us to 
a subsidiary of E.ON AG and its affiliates. This decrease is offset by the issuance of 
$535 million of the taxable first mortgage bonds at an assumed weighted-average interest rate of 
3.6%. In connection with the acquisition agreement, we continued to be obligated under 
$41 1 million, net, of outstanding pollution control bonds at closing. A $163 inillion 
reclassification was recorded for the Bonds that are the subject of this Reoffering Circular. 
These Bonds were previously reacquired and previously netted against long-term debt on 
L,G&E’s financial statements. The adjustment reflects a gross balance sheet presentation to be 
consistent with PPL’s accounting policy regarding reacquired bonds. A reclassification of $1 20 
inillion was recorded to provide a presentation of the bonds that are subject to tender for 
purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events as long-term debt to be consistent with PPL’s accounting policy. In addition, an 
increase of $7 million was recorded to reflect the fair value of the assumed debt. The ultimate 
fair value determination of the debt will be based on prevailing market interest rates at the 
completion of the acquisition and the adjustment will be amortized as an adjustment to interest 
expense over the remaining life of the individual debt issues. 

(p) Deferred income taxes and investment tax credit - Reflects the deferred income 
taxes on the adjustments for debt. 

(9) Accainiailated jwovision for pensions and related beneJits - Reflects the adjustment 
for the fair value of the accrued pension and post-retirement obligations. 

(r) Asset retirement obligations - Reflects a $13 inillion adjustment to record the fair 
value of asset retirement obligations. As a result, the associated regulatory assets of $28 inillion 
were written off, and $15 million related to property, plant and equipment, net, were reflected. 

(s) Regulatory liabilities - Reflects the long-term portion of the offsetting regulatory 
liability related to the fair value adjustments associated with the fair value of emission 
allowances, certain coal contracts and a power purchase contract. These fair value adjustments 
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have been reflected in assets on the balance sheet with an offsetting regulatory liability based 
upon agreement with the regulatory commissions that purchase accounting adjustments will not 
impact customers. 

(t) Other nonczirrent liabilities - Reflects the recognition of the fair value of certain 
contractual arrangements, primarily certain coal contracts. 

(u) Eqzrity - Reflects the net purchase accounting adjustments to increase our historical 
equity balance of $1,3 1 1  million to recognize the $1,695 inillion of equity from the purchase 
price, including the push down of $384 million of goodwill resulting from acquisition and other 
fair value adjustments previously discussed. 
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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 our results of operations and financial condition during the periods presented 
and should be read in connection with the financial statements and notes thereto included 
elsewhere in this Appendix A. The discussion contains certain forward-looking statements that 
involve risk and uncertainties. See “Risk Factors.” 

Years Ended December 31,2009,2008 and 2007 

Results of Operations 

The electric and gas utility business is affected by seasonal temperatures. As a result, 
operating revenues (and associated operating expenses) are not generated evenly throughout the 
year. 

We are regulated by the Kentucky Commission and file electric and natural gas financial 
information separately with the Kentucky Commission. The Kentucky Commission establishes 
rates specifically for the electric and natural gas business. Therefore, management analyzes 
financial performance based on the electric and natural gas segments of the business. 

Net Income 

Net income related to the electric business increased $3 million, while net income related 
to the natural gas business increased $2 million during 2009 compared to 2008, resulting in an 
overall $5 million net income increase. The increase was primarily the result of decreased 
operating expenses ($144 million), increased mark-to-market income - net ($55 million) and 
decreased interest expense ($14 million), partially offset by decreased electric and gas revenues 
($98 million each), decreased other income - net ($6 million) and increased income taxes 
($6 million). 

Net income related to the electric business decreased $30 million, while net income 
related to the natural gas business did not fluctuate during 2008 compared to 2007, resulting in 
an overall $30 million net income decrease. The decrease was primarily the result of increased 
operating expenses ($1 93 million), increased mark-to-market expense-net ($37 million) and 
increased interest expense ($8 million), partially offset by increased gas and electric revenues 
($99 million and $84 million, respectively), increased other income-net ($7 million) and 
decreased income taxes ($1 8 million). 

Revenues 

Electric Revenues 

Electric revenues in 2009 decreased $98 million compared to 2008 primarily due to: 

0 Decreased wholesale sales ($104 million) due to: 
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0 Decreased sales volumes with third parties ($95 million) primarily due to lower 
economic demand caused by lower spot market pricing during most of 2009 and 
due to scheduled coal-fired generation unit outages during 2009. 

0 Decreased sales to KU ($7 million) due to lower fuel costs 

0 Decreased third-party prices ($5 million) as a result of lower prices in the spot 
energy market 

a Decreased sales volumes to KU ($2 million) primarily due to scheduled coal-fired 
generation outages during the fourth quarter of 2009. Via a mutual agreement, we 
sell our excess lower cost electricity to K1.I to serve KU’s native load and 
purchase KU’s excess economic capacity for LIS to make wholesale sales. 

0 Increased gains in realized and unrealized energy marketing financial swaps 
($5 million) 

Partially offset by: 

Decreased retail sales volumes delivered ($43 million) due to reduced 
consumption as a result of milder weather and weakened economic conditions and 
due to significant 2009 storm outages 

Decreased merger surcredit (which originated as part of our merger with KU 
Energy Corporation in 1998) ($14 million) due to the surcredit termination in 
February 2009 

Increased fuel costs billed to customers through a fuel adjustment clause (“FAC”) 
($13 million) due to higher fuel prices 

Increased environmental cost recovery surcharge ($7 million) due to increased 
recoverable capital spending 

Increased DSM revenue ($7 million) due to increased recoverable spending 
program 

Decreased value delivery team (“VDT”) process surcredit ($4 million) due to its 
termination in August 2008 

Increased miscellaneous electric operating revenue ($4 million) primarily due to 
increased late payment charges resulting from weakened economic conditions 

Electric revenues in 2008 increased $84 million compared to 2007 primarily due to: 

0 Increased wholesale sales ($86 million) due to higher sales volumes with third 
parties ($60 million) and KIJ ($8 million), as a result of excess generation made 
available by KU via a mutual agreement. We sell our excess lower cost electricity 
to KU to serve KU’s native load and purchase KU’s excess economic capacity for 
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LIS to make wholesale sales. Both the Company and KU experienced lower native 
load requirements due to milder weather and the weakening economy resulting in 
higher volumes available for wholesale sales. Wholesale sales also increased due 
to higher fuel costs for sales to KU ($8 million) and gains in energy marketing 
financial swaps ($10 million). 

* Increased file1 costs billed to customers through the FAC ($16 million) due to 
higher fuel prices 

0 Increased environmental cost recovery surcharge ($6 million) due to increased 
recoverable capital spending 

0 Decreased merger surcredit ($3 million) due to a lower rate approved by the 
Kentucky Commission in June 2008 

0 Increased DSM revenue ($2 million) due to additional conservation program 

0 Decreased VDT surcredit ($2 million) due to its termination in August 2008 

Partially offset by: 

0 Decreased retail sales volumes delivered ($3 1 million) due to a 2 1% decrease in 
cooling degree days and weakening economic conditions 

Natural Gas Revenues 

Natural gas revenues in 2009 decreased $98 million compared to 2008 primarily due to: 

0 Decreased average cost of gas billed to retail customers through the gas supply 
clause (“GSC”) ($76 million) due to decreased natural gas supply costs 

0 Decreased retail sales volumes delivered ($35 million) due to reduced 
consumption as a result of milder weather and weakened economic conditions 
($36 million), partially offset by increased weather normalization adjustment 
revenues ($1 inillion) resulting from the lower retail sales volume 

0 Decreased off-system wholesale sales ($6 million) due to lower demand from 
wholesale customers 

Partially offset by: 

0 Increased base rates ($16 inillion) due to the application of the base rate case 
settlement in February 2009 

0 Decreased VDT surcredit ($1 million) due to its termination in August 2008 

0 Increased DSM revenue ($1 million) due to increased recoverable program 
spending 
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0 Increased miscellaneous gas operating revenues ($1 million) due to increased late 
payment charges resulting from weakened economic conditions 

Natural gas revenues in 2008 increased $99 inillion compared to 2007 primarily due to: 

0 Increased average cost of gas billed to retail customers through the GSC 
($76 million) due to increased natural gas supply costs 

0 Increased sales volumes delivered ($23 million) due to a 12% increase in heating 
degree days 

Expenses 

Fuel for electric generation and natural gas supply expenses comprise a large component 
of total operating expenses. Increases or decreases in the cost of fuel and natural gas supply are 
reflected in electric and natural gas retail rates through the FAC and GSC, subject to the approval 
of the Kentucky Commission. 

Electric Generation Expense 

Expenses related to fuel for electric generation decreased a net $18 inillion in 2009 
compared to 2008 primarily due to: 

0 Decreased volumes of fuel usage ($20 million) due to decreased native load and 
wholesale sales 

Partially offset by: 

0 Increased commodity and transportation costs for coal ($2 million) 

Expenses related to fuel for electric generation increased a net $28 inillion in 2008 
compared to 2007 primarily due to: 

0 Increased commodity and transportation costs for coal and natural gas 
($29 million) 

Partially offset by: 

0 Decreased volumes of natural gas usage ($1 million) due to decreased native load 
sales 

Power Pzirchased Expense 

Power purchased expense decreased $61 inillion in 2009 compared to 2008 primarily due 
to: 

0 Decreased purchase volumes from KU ($60 million). This was a result of the 
Company’s and KU’s scheduled coal-fired generation unit outages during 2009, 
and as a result of KT-J’s units held in reserve as a result of low spot market pricing 
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for the majority of 2009. Via a mutual agreeinent we purchase KU’s excess 
economic capacity for wholesale sales, and we sell our excess lower cost 
electricity to KU to serve KIJ’s native load. 

0 Decreased prices ($2 million) and volumes ($1 million) for third-party purchases 
due to lower spot market pricing and lower native load requirements, respectively 

Partially offset by: 

0 Increased demand payments for third-party energy purchases ($2 million) on 
long-term contracts 

Power purchased expense increased $38 inillion in 2008 compared to 2007 primarily due 
to: 

0 Increased purchase volumes from KU via a mutual agreement ($34 million) 
whereby we purchase KlJ’s excess economic capacity for us to make wholesale 
sales. KU experienced lower native load requirements as a result of milder 
weather and the weakening economy, and increased generation availability. 

0 Increased prices for third-party purchases used to serve native load ($4 million) 
during unit outages due to higher fbel costs 

0 Increased expenses ($2 million) due to activities in the PJM Interconnection LLC 
market for the entire year of 2008 compared to only one quarter in 2007 

Partially offset by: 

0 Decreased demand costs ($3 million) for energy purchased on a long-term 
contract 

Gas Szyplv Expenses 

Gas supply expenses decreased $104 inillion in 2009 compared to 2008 drre to: 

0 Decreased cost of net gas supply billed to custoiners ($99 million) resulting from 
lower cost per thousand cubic feet (“Mcf”) ($73 million) and lower purchased 
volumes ($26 million) 

0 Decreased wholesale expense ($5 million) due to a decline in volume of 
wholesale sales of purchased gas 

Gas supply expenses increased $93 inillion in 2008 compared to 2007 due to: 

0 Increased cost of net gas supply billed to customers ($97 million) due to higher 
purchased volumes and cost per Mcf 
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Partially offset by: 

e Decreased expense ($4 million) due to a decline in volume of wholesale sales of 
purchased gas 

Other Operation and Maintenance Expenses 

Other operation and maintenance expenses increased $30 million in 2009 compared to 
2008 primarily due to increased other operation expenses ($28 million) and increased other 
maintenance expenses ($2 million). 

Other operation expenses increased $28 million in 2009 coinpared to 2008 primarily due 
to: 

0 Increased pension expense ($24 million) due to lower 2008 pension asset 
investment performance 

0 Increased administrative and general expense ($12 million) due to increased DSM 
prograin spending as well as consulting fees for software training and increased 
labor and benefit costs 

Partially offset by: 

0 Decreased other power supply expense ($4 million) due to a FERC order resulting 
in decreased Midwest Independent Transmission System Operator, Inc. (“MISO’) 
RSG costs ($3 million) and decreased operating reserve charges in the PJM 
Interconnection market due to lower rates and sales volumes ($1  million) 

0 Decreased transmission expense ($3 million) due to the establishment of 
regulatory assets approved by the Kentucky Commission for the East Kentucky 
Power Cooperative settlement and MISO refund and lower off-system 
transmission purchases froin KU resulting from units held in reserve as a result of 
low spot market pricing which reduced excess generation 

0 Decreased distribution expense ($1 million) due to higher storm and outage 
related expense in 2008 

Other maintenance expenses increased $2 million in 2009 compared to 2008 primarily 
due to: 

0 Increased steam maintenance expense ($3 million) due to timing of scheduled unit 
outages and routine maintenance 

0 Increased administrative and general expense ($1 million) due to increased labor 
and system maintenance contracts resulting from completion of a significant in- 
house customer information system project 
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Partially offset by: 

8 Decreased distribution expense ($2 million) due to lower storm and outage related 
expense and gas main maintenance in 2009 

Other operation and maintenance expenses increased $33 inillion in 2008 compared to 
2007 primarily due to increased other operation expenses ($21 million) and increased 
maintenance expenses ($12 million). 

Other operation expenses increased $21 million in 2008 compared to 2007 primarily due 
to: 

8 Increased steam expense ($5 million) due to a non-recurring capital lease 
adj ustin en t in 2007 

0 Increased cost of consurnables ($4 million) due to contract pricing 

8 Increased other power supply expense ($3 million) due to a FERC order resulting 
in additional MIS0 RSG resettlement costs 

8 Increased transmission expense paid to KU ($3  million) due to increased firm 
transmission purchases and increased transmission rates 

0 Increased distribution expense ($2 million) due to storm restoration 

0 Increased uncollectible accounts ($2 million) due to the weakening economy 

Increased property taxes ($2 million) due to net decrease in expense in 2007 as a 
result of the application of coal tax credits 

Maintenance expenses increased $12 million in 2008 compared to 2007 primarily due to: 

0 Increased scheduled outage expense ($3 million) 

0 Increased maintenance of overhead conductors and devices ($3  million) due to 
storm restoration 

0 Increased gas distribution expense ($2 million) due to gas main maintenance 

. Increased cost for other indirect maintenance ($2 million) due to increased 
software maintenance lease cost, maintenance fees and labor support 

8 Increased steam and boiler plant maintenance expense ($2 million) due to 
increased high energy piping inspections and repairs, scheduled outages, mill 
overhauls and barge unloading maintenance 
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Mark-to-Market Expenses - Net 

Mark-to-market income - net increased $55 million in 2009 compared to 2008 due to a 
gain from the change in the value of ineffective swaps ($57 million), partially offset by related 
interest expense ($2 million). 

Mnrk-to-market expense - net increased $37 million in 2008 compared to 2007 due to 
increased expense related to ineffective interest rate swaps. 

Other Income -Net 

Other income - net decreased $6 million in 2009 compared to 2008 primarily due to 
decreased gains on the sale of company property. 

Other income - net increased $7 inillion in 2008 compared to 2007 primarily due to a 
gain on the sale of our Waterside property to the Louisville Arena Authority ($9 million), 
partially offset by other miscellaneous non-operating expenses ($2 million). 

Interest Expense 

Interest expense decreased $14 inillion in 2009 compared to 2008 primarily due to: 

* Decreased net gain ($8 million) on the ineffective portion of the effective interest 
rate swap 

0 Decreased interest expense to affiliated companies ($6 million) as a result of 
lower interest rates on short-term borrowings 

Decreased interest rates on bonds and lower interest expense due to bonds 
repurchased during 2008 ($4 inillion) 

Partially offset by: 

0 Increased interest expense to affiliated companies ($4 million) as a result of 
additional debt issued during 2008 

Interest expense increased $8 million in 2008 coinpared to 2007 primarily due to 
increased interest expense to affiliated companies due to additional debt. 

Deweciation 

Depreciation expense increased $9 inillion in 2009 compared to 2008, primarily due to an 
increase in the depreciation rates that became effective in February 2009, mainly related to a 
decrease in the useful lives on generation and coininon assets, partially offset by an increase in 
the estimated useful lives on transmission and distribution assets, as well as increases in capital 
assets that were placed in service in 2009. 

Depreciation expense increased $1 inillion in 2008 coinpared to 2007, primarily due to an 
increase in capitalized assets that were placed in service in 2008. 
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Income Tnx Expense 

Components of income tax expense are shown in the table below: 

2009 2008 2007 
(In millions) 
--- 

Current - federal .................................................................................................... $ 26 $ 37 $ 34 
__ state .................................................................................................................. 4 4 8 

- state - net ....................................................................................................... 2 (2) 2 
Investment tax credit - deferred ............................................................................ 4 8 9 
Amortization of investment tax credit ..................................................................... (3 )  (4) (4) 
Total incoine tax expense ......................................................................................... $ 47 $ 41 $ 59 

Deferred - federal - net ....................................................................................... 14 (2) 10 

Deferred federal income tax expense increased in 2009 compared to 2008, primarily due 
to temporary differences related to storm costs and interest rate swaps. The offsetting decrease in 
federal current income tax expense was partially offset by higher pretax income in 2009. Current 
state tax expense decreased due to an increase in coal and recycle credits in 2008. Deferred 
federal income tax expense decreased in 2008 compared to 2007, primarily due to temporary 
differences for mark-to-market interest rate swaps and GSC. 
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Cash Flows from Operating Activities 

Cash provided by operations in 2009 was $I  12 inillion greater than cash provided by 
operations in 2008 and was primarily the result of increases in cash due to changes in: 

P Materials and supplies ($82 million) due to lower gas cost per Mcf for inventory 
during 2009 

0 Accounts receivable ($70 million) primarily due to higher heating degree days in 
2008, decreased gas costs at December 3 1, 2009 and payments received in 2009 

0 Gas supply clause receivable ($16 million) due to the timing of GSC collections 

0 Change in collateral deposit ($15 million) due to a decrease in the derivative 
liability during 2009 compared to an increase during 2008 

0 Change in other comprehensive income ($14 million) 

These increases were partially offset by decreases in cash due to changes in: 

0 Earnings, net of non-cash items ($27 million)( 1) 

Storm restoration expenses ($20 million) deferred for future recovery as 
regulatory assets 

0 Accounts payable ($14 million) due to gas purchases and timing of payments 

0 Other, including other ciirrent assets and liabilities ($1 0 million) 

0 Pension and postretirement fhding ($8 million) due to increased contributions 
made in 2009 

0 Accrued income taxes ($6 million) primarily due to the timing of tax payments 

(1) Management uses the term “earnings, net of non-cash items” in its discussion of cash 
flows froin operating activities to describe net income adjusted by income or 
expenses not requiring cash currently, including depreciation, accretion, amortization, 
deferred income taxes, investment tax credits, provision for pension and 
postretirement benefits and other non-cash items. Although “earnings, net of non-cash 
items” may not be a measure determined in accordance with accounting principles 
generally accepted in the LJnited States, the measure facilitates the analysis by 
management and investors of the Companies’ cash flows from operating activities. 

Cash provided by operations in 2008 was $54inillion greater than cash provided by 
operations in 2007 and was primarily the result of increases in cash due to changes in: 

0 Pension and postretirement funding ($56 million) due to a contribution made in 
2007 
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e Accrued income taxes ($34 million) primarily due to the timing of tax payments 

6 Gas supply clause receivable ($34 million) due to the timing of GSC collections 

e Change in collateral deposit ($2 million) 

e Earnings, net of non-cash items ($1 million)(l) 

These increases were partially offset by decreases in cash due to changes in: 

e Materials and supplies ($29 million) due to higher gas cost per Mcf 

e Wind storm regulatory asset ($24 million) due to new regulatory asset for 
Hurricane Ike restoration expenses 

e Accounts payable ($4 million) 

e Accounts receivable ($9 million) primarily due to increased heating degree days 

e Other, including other current assets and liabilities ($5 million) 

e Change in other comprehensive income ($2 million) 

Cash Flows from Investing Activities 

The primary use of fiinds for investing activities continues to be for capital expenditures. 
Net cash used for investing activities decreased $56 million in 2009 compared to 2008, primarily 
due to decreased capital expenditures of $57 million and increased changes in non-hedging 
derivatives of $15 million. This decrease was partially offset by assets sold to KU of $10 million 
in 2008 and decreased proceeds from the sale of company property of $6 million. 

Net cash used for investing activities increased $31 million in 2008 compared to 2007, 
primarily due to increased capital expenditures of $38 million, decreased restricted cash of 
$9 million and decreased non-hedging derivative liability of $3 million, partially offset by assets 
sold to KU of $10 million and proceeds from the sale of the Waterside property of $9 million. 

Cash Flows from Financing Activities 

Net cash provided by financing activities decreased $167 million, due to net decreased 
short-term borrowings from an affiliated company of $196 million, the reissuance of reacquired 
bonds of $95 million in 2008, long-term borrowings from affiliated company of $75 million in 
2008, increased dividends of $40 million in 2009 and an infusion from our Parent of $20 million 
in 2008, partially offset by reacquiring tax-exempt bonds totaling $259 million in 2008. 

Net cash provided by financing activities decreased $20 million in 2008 compared to 
2007, due to the reacquisition of bonds of $259 million, an issuance of pollution control bonds in 
2007 of $125 million and lower long-term borrowings from an affiliated company of 
$1 10 million, partially offset by net increased short-term borrowings from an affiliated company 
of $134 million, the retirement of first mortgage bonds in 2007 of $126 million, the reissuance of 
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reacquired bonds of $95 million, the retirement of preferred stock of $90 million in 2007 and 
decreased dividend payments of $29 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A, for information of 
redemptions, maturities and issuances of long-term debt. 

Three Months Ended September 30,2010, Compared to 
Three Months Ended September 30,2009 

Results of Operations 

Net Income 

Net incoine was $60 million for the three months ended September 30, 2010, compared 
to $SO inillion for the same period in 2009. The increase was primarily the result of the following 
(in inillions of $): 

TIiree Months 
Ended 

Sentemher 30. Increase 
2010 2009 (Decrease). 

Total operating revenues .............................................................................. $327 $276 $ 5 1 
Total operating expenses .............................................................................. 250 - 182 - 68 
Operating incoine ......................................................................................... 77 94 (17) 
Derivative gain (loss) ................................................................................... 29 (4) 33 
Interest expense. ........................................................................................... S S 
Interest expense to affiliated companies ...................................................... 6 6 - 
Income before income taxes ........................................................................ 95 79 16 
Income tax expense ...................................................................................... 35 29 - 6 
Net incoine ................................................................................................... $ 60 $ SO 

___ 
___ 

Net incoine attributable by segment was: 

Three Months 
Ended 

Sentemher 30, Increase 
2010 2009 (Decrease) 

(In millions) 
Electric ......................................................................................................... $ 59 $ 55 $ 4 

............................................................................................................... 6 Gas 1 (5) - 
Total ............................................................................................................. $ h Q m  $10 
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Revenues 

Operating revenues follow: 

Three Months 
Ended 

Sentemher 30. Increase 
2010 2009 IDecreasel 

(In millions) 
Electric revenues ............................................................................................ $297 $248 $ 49 
Gas revenues .................................................................................................. 30 2 28 - 
Total operating revenues ................................................................................ $327 $276 $51 

Revenues 

The $5 1 million increase in revenues in the three months ended September 30, 201 0, was 
primarily due to: 

Increase 
JDccreasel 
(In millions) 

Retail sales volumes(a) .................................................................................. $ 29 
16 

Retail FAC costs billed to customers due to higher fuel price ...................... 6 
Retail electric base rates(b) ............................................................................ 

$51 

(a) Primarily due to increased consumption by residential customers as a result of increased 
cooling degree days and higher energy usage by industrial customers as a result of improved 
economic conditions and increased cooling degree days. 

(b) Due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial 
Statements for further discussion of the 201 0 electric and gas rate cases 

Expenses 

Fuel for electric generation and natural gas supply expense comprise a large coinponent 
of total operating expenses. Increases or decreases in the costs of fuel and natural gas supply are 
reflected in retail rates through the FAC and GSC, subject to the approval of the Kentucky 
Commission. Operating expenses follow (in millions of $): 

Three Months 
Ended 

Sentember 30. Increase 
2010 2009 (Decrease) 

Fuel for electric generation ................................................................ $ 104 $ 83 $ 21 
Power purchased ................................................................................ 12 10 2 
Gas supply expenses .......................................................................... 10 10 
Other operation and maintenance expenses ....................................... 89 44 45 
Depreciation, accretion and amortization - .......................................... 35 35 - 
Total operating expenses .................................................................... $250 $ 182 

___ 
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Electric Generation Expense 

The $21 million increase in fuel for electric generation in the three months ended 
September 30, 2010 was primarily due to: 

Increase 
JDeereasel 
(In millions) 

Commodity and transportation costs for coal .......................................................................... $ 14 
Fuel usage due to increased retail sales volumes ..................................................................... 7 

$21 
Other ODeration and Maintenance Expenses 

Other operation and maintenance expenses increased $45 million in the three months 
ended September 30,2010, due to $43 million of increased maintenance expenses and $2 million 
of increased other operation expenses. These increases were primarily due to distribution 
expenses ($42 million related to maintenance and $2 million related to other operations) incurred 
in the first quarter of 2009 for wind and ice storm restoration that were reclassified to a 
regulatory asset in the third quarter of 2009. 

Derivative Gain floss) 

The $33 million increase in derivative gain (loss) in the three months ended 
September 30,2010 was primarily due to: 

Inerease 
(Decrease1 
(In millions) 

Reclassification of ineffective interest rate swap loss to a regulatory asset in 2010(a) ........... $21  
Reclassification of terminated interest rate swap loss to a regulatory asset in 2010(a) ........... 9 
Loss on ineffective interest rate swaps in 2009 ....................................................................... -3 

$33 

(a) See Note 2 to our Third Quarter Financial Statements for fbrther discussion of the interest 
rate swap regulatory assets. 

Income Tax Expense 

See Note 7 to our Third Quarter Financial Statements for a reconciliation of differences 
between the 1J.S. federal income tax expense at statutory rates and LG&E’s income tax expense. 
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Nine Months Ended September 30,2010, Compared to 

Nine Months Ended September 30,2009 

Results of Operations 

Net Income 

Net income was $107 million for the nine months ended September 30, 2010, compared with 
$76 million for the same period in 2009. The increase was primarily the result of the following 
(in millions of $): 

Nine Months 
Ended 

Sentemher 30,- Increase 
- 2010 -. 2009 (Decressel 

Total operating, revenues .......................................................................... $972 $981 $ (9) - 
Total operating expenses .......................................................................... 788 
Operating income .................................................................................... 184 
Derivative gain (loss) ............................................................................... 18 
Interest expense ........................................................................................ 14 
Interest expense to affiliated companies .................................................. 20 

Income before income taxes .................................................................... I67 
Income tax expense .................................................................................. 60 
Net income .............................................................................................. $ 107 

................................................................ Other income (expense) - net (I) 

842 (54) 
139 45 
12 6 

20 
13 (1)  

(I> - 
117 50 

___ 
___ 

Net income attributable by segment was: 

Nine Months 
Ended 

Sentemher 30, Increase 
-- 2010 2009 (Decrease1 

Electric $ 7 0  $ 2 2  ..................................................................................................... $ 92 
Gas ........................................................................................................... 15 6 -  9 
Total ........................................................................................................ $ 107 $ _ ; r c i $ 3 1  

Revenues 

Operating revenues follow: 

Nine Months 
Ended 

Sentemher 30, Increase 
-- 2010 2009 jDecreasej, 

Electric ..................................................................................................... $776 $711 $ 65 
Gas ........................................................................................................... 196 270 (74) 
Total operating revenues ......................................................................... $p22 $981 $0 
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Electric Revenues 

The $65 million increase in electric revenues in the nine months ended September 30, 
2010 was primarily due to (in millions of $): 

Increase 
jDecrease) 

Retail sales volumes(a) ................................................................................................................ $ 55 
Retail base rates(b) ....................................................................................................................... 13 
Retail FAC costs billed to customers due to higher fuel price .................................................... 11 
DSM revenue due to increased recoverable program spending ................................................... 6 
Wholesale sales to KU due to volume(c) ..................................................................................... 
Wholesale sales to third parties due to volume(d) 

(13) 
(7) rn ....................................................................... 

Primarily due to increased consumption by residential customers as a result of increased 
cooling and heating degree days and higher energy usage by industrial customers as a result 
of improved economic conditions and increased cooling and heating degree days. 

Primarily due to higher rates effective August I, 2010. See Note 2 to our Third Quarter 
Financial Statements for fL1rther discussion of the 201 0 electric and gas rate cases. 

Primarily due to increased consumption by residential customers as a result of increased 
cooling and heating degree days and increased coal-fired generation outages in the first six 
months of 20 10 and higher energy usage by industrial customers as a result of improved 
economic conditions and increased cooling and heating degree days. See Note 11 to our 
Third Quarter Financial Statements for fiirther discussion of the mutual agreement for 
wholesale sales and purchases between the Companies. 

Primarily due to increased consumption by residential customers as a result of increased 
cooling and heating degree days, increased coal-fired generation outages in the first six 
months of 2010 and higher energy usage by industrial customers as a result of improved 
economic conditions and increased cooling and heating degree days. 
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Gas Revenues 

The $74 million decrease in gas revenues in the nine months ended September 30, 2010 
was primarily due to (in millions of $): 

Increase 
JDecrease) 

Retail average cost billed through GSC(a) ...................................................................... $ (87) 

Retail sales volumes(b) .................................................................................................... 10 

m 

WNA revenues ................................................................................................................. (3) 

Retail base rates(c) ........................................................................................................... ___ 6 

(a) Due to reductions in gas prices as a result of lower fuel costs. 

(b) Primarily due to increased consumption by residential customers as a result of increased 
heating degree days. 

(c) Primarily due to higher rates effective August 1 , 201 0. See Note 2 to our Third Quarter 
Financial Statements for further discussion of the 201 0 electric and gas rate cases. 

Expenses 

Fuel for electric generation and gas supply expenses comprise a large component of total 
operating expenses. Increases or decreases in the costs of fuel and gas supply are reflected in 
retail rates through the FAC and GSC, subject to the approval of the Kentucky Commission. 
Operating expenses follow: 

Nine Months 
Ended 

Sentember 30. 
2010 2009 

(In millions) 
Fuel for electric generation .......................................................... $277 $257 

Gas supply expenses .................................................................... 103 189 
25 1 

Power purchased .......................................................................... 4 1 43 

Other operation and maintenance expenses ................................. 
Depreciation, accretion and amortization .................................... 104 102 
Total operating expenses ............................................................. $ 788 $842 

263 
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Electric Generation Expense 

The $20 inillion increase in fuel for electric generation in the nine months ended 
September 30, 2010 was primarily due to: 

Increase 
(Decrease) 

(In millions) 
Commodity and transportation costs for coal .................................................................. $ 15 
Fuel usage volumes due to increased native load sales ................................................... __ 5 

Gas Szcuplv Expenses 

The $86 million decrease in gas supply expenses in the nine months ended September 30, 
2010 was primarily due to: 

Increase 
(Decrease) 

(In millions) 

Cost of gas supply billed to customers ............................................................................ $ (96) 
Natural gas volumes delivered to retail customers(a) ...................................................... 9 
Wholesale sales - I 

$Ish> 
................................................................................................................ 

(a) Primarily due to increased consumption by residential customers as a result of increased 
heating degree days. 

Other Oueration and Maintenance Expenses 

Other operation and maintenance expenses increased $12 million in the nine months 
ended September 30, 2010, primarily due to $ 1  1 inillion of increased boiler and electric 
maintenance expenses mainly related to outage work and $1 million of increased other operation 
expenses. 
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Derivative Gain f loss) 

The $6 million increase in derivative gain (loss) in the nine months ended September 30, 
20 10, was primarily due to: 

Increase 
f Decrease) 

(In millions) 
Reclassification of ineffective interest rate swap loss to a regulatory asset in 2010(a) ....... $ 21 

9 Reclassification of terminated interest rate swap loss to a regulatory asset in 20 1 O(a) ....... 
Loss on ineffective interest rate swaps(b) ............................................................................ (24) u 
(a) See Note 2 to our Third Quarter Financial Statements for further discussion of the interest 

rate swap regulatory assets. 

(b) Primarily due to a loss in 2010, versus a gain in 2009. 

Inconze Tax Expense 

See Note 7 to our Third Quarter Financial Statements for a reconciliation of differences 
between the U S .  federal income tax expense at statutory rates and LG&E’s income tax expense. 

Liquidity and Capital Resources 

September 30, December 31, 
2010 2009 

(In millions) 
Cash and cash equivalents ....................................................................... $ 4 $ 5  
Current portion of long-term bonds ......................................................... 
Notes payable to affiliated company ........................................................ 

120 120 
122 170 

Activity in L,G&E’s cash and cash equivalents in the nine months ended September 30, 
20 10, included the following: 

Increase 
(Deerease) 

(In millions) 
Cash provided by operating activities ...................................................................... $ 162 

Proceeds from assets sold to affiliate ....................................................................... 48 
Construction expenditures ....................................................................................... (1 08) 

A net decrease in short-term borrowings from affiliated company ......................... (48) 
Payments of dividends ............................................................................................. (55) 

u 
We use net cash generated from our operations, external financing, financing from 

affiliates and/or infbsions of capital from our Parent mainly to fund construction of plant and 
equipment and the payment of dividends. As of September 30, 2010, we had a working capital 
deficiency of $105 million, primarily due to short-term debt to affiliates associated with the 
repurchase of certain of our tax-exempt bonds totaling $163 million, and $120 million of tax- 
exempt bonds which allow the investors to put the bonds back to the Company causing them to 
be classified as current portion of long-term debt. The repurchased bonds are being held by the 
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Company until they can be remarketed, refinanced or restructured. Working capital deficiencies 
can be funded through an intercompany money pool agreement or through a syndicated credit 
facility as described below. We believe that our sources of funds will be sufficient to meet the 
needs of our business in the foreseeable fbture. 

On November 1, 2010, we entered into a new $400 million unsecured Revolving Credit 
Agreement, expiring December 3 1 , 20 14. Under this credit facility, we have the ability to make 
cash borrowings and to request the lenders to issue letters of credit. Borrowings will generally 
bear interest at LIBOR-based rates plus a spread, depending upon our senior unsecured long- 
term debt rating. The new credit facility contains a financial covenant requiring our debt to total 
capitalization to not exceed 70% and other customary covenants. Under certain conditions, we 
may request that the facility’s capacity be increased by up to $100 million. This new credit 
facility replaced three bilateral credit facilities totaling $125 million that were terminated on the 
effective date of the new facility. 

We also participate in an intercompany money pool agreement wherein our Parent and/or 
KU make funds available to us at market-based rates (based on highly rated commercial paper 
issues) np to $400 million. 

Our Parent and the Company sponsor pension plans and our Parent sponsors a 
postretirement benefit plan for its employees. The performance of the capital markets affects the 
values of the assets that are held in trust to satisfy fiiture obligations under the defined benefit 
pension plans. The market value of the combined investments, including the impact of benefit 
payments, within the plans increased by approximately 15% for the year ended December 3 1 , 
2009. The benefit plan assets and obligations of our Parent and the Company are remeasured 
annually using a December 31 measurement date. Investment gains in 2009 resulted in a 
decrease to the plans’ unfiinded status upon actuarial revaluation of the plans, while investment 
losses in 2008 had the opposite effect. Our 2009 pension cost was approximately $24 million 
higher than 2008. We anticipate our 2010 pension cost will be approximately $6 million less than 
the 2009 expense. The amount of future funding will depend upon the actual return on plan 
assets, the discount rate and other factors, but we fund our pension obligations in a manner 
consistent with the Pension Protection Act of 2006. In January 2010, we made a voluntary 
contribution to our pension plan of $20 million. 

Future Capital Requirements 

Our construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric and gas needs of our service area and to comply with 
environmental regulations. These needs are continually being reassessed and appropriate 
revisions are made, when necessary, in construction schedules. At September 30, 2010, we 
estimated our capital expenditures for the three-year period ending December 31, 2012 to total 
approximately $8 15 million, consisting primarily of on-going construction related to distribution 
assets totaling approximately $355 million, on-going construction related to generation assets 
totaling approximately $330 million, redevelopment of the Ohio Falls hydroelectric facility 
totaling approximately $60 million, information technology projects totaling approximately 
$35 million, other projects totaling approximately $30 million and construction of Trimble 
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County IJnit 2 (“TC2”) totaling approximately $5 million (including $2 million for 
environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase 
the level of capital expenditures above the amounts currently expected over the next several 
years. With respect to NAAQS, CATR, CAMR (each as defined and described under 
“Business- Environmental Matters”) replacement and coal combustion byproducts 
developments, based on a preliminary analysis of proposed regulations, we may be required to 
consider actions such as upgrading existing emissions controls, installing additional emissions 
controls, upgrading byproducts disposal and storage and possible early replacement of coal-fired 
units. Our capital expenditures associated with such actions are preliminarily estimated to be in 
the $2.3 billion range over the next 10 years, although final costs may substantially vary. With 
respect to potential developments in water discharge, revised PCB standards, or GHG initiatives, 
costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of 
such developments, but would be in addition to the above amounts and could be substantial. See 
Note 9 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for 
further discussion of environmental matters. 

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. Credit market conditions can affect 
aspects of the availability, terms or methods in which we fund our capital requirements. We 
anticipate funding future capital requirements through operating cash flow, issuance of debt 
(including issuance of first mortgage bonds) and/or infiisions of capital from our Parent. 

We have a variety of funding alternatives available to meet our capital requirements. We 
maintain a $400 million unsecured revolving credit facility with a maturity date of December 3 1 , 
2014, and we participate in an intercompany money pool arrangement wherein our Parent and/or 
KIJ make funds of up to $400 million available to the Company at market-based rates. 

Regulatory approvals are required for the Company to incur additional debt. The FERC 
authorizes the issuance of short-term debt while the Kentucky Commission authorizes issuance 
of long-term debt. In November 2009, we received a two-year authorization from the FERC to 
borrow up to $400 million in short-term funds. We currently believe this authorization provides 
the necessary flexibility to address any liquidity needs. As of September 30, 2010, we have 
borrowed $122 million of this authorized amount. 

On September 30, 2010 the Kentucky Commission issued an order in the Company’s 
financing case associated with the PPL acquisition. The order authorized the Company to: 

. issue notes to a PPL, affiliate to repay previously outstanding debt with an affiliate 
of E.ON AG; 

0 issue first mortgage bonds up to $535 million to refund notes due to affiliates and 
fund our cash needs; 
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0 issue first mortgage bonds to secure and collateralize existing pollution control 
debt obligations; 

0 enter into and perform obligations under hedging agreements in connection with 
the issuance of the above first mortgage bonds; and 

0 enter into a multi-year revolving credit facility in an amount not to exceed 
$400 million. 

A significant portion of our short-term debt balance is for borrowings incurred to 
repurchase $1 63 million of our auction rate tax-exempt bonds. Following the repurchase, the 
auction rate tax-exempt bonds have been removed from the balance sheet. However, these bonds 
are being held until they can be refinanced or restructured. 

See Notes 7, 8 and 9 to our 2009 Annual Financial statements and Notes 8 and 9 to our 
Third Quarter Financial Statements, each included elsewhere in this Appendix A, for additional 
information. 

Contractual Obligations 

The following table is provided to summarize contractual cash obligations, as estimated 
by the Company at December 3 1 ,  2009. We anticipate cash from operations and external 
financing will be sufficient to fund future obligations. 

Pavments DIIC hv Period 
2010 2011 2012 2013 2014 Tliereafter Total Contractual Cash Ohlimtions --- 

(In millions) 
Short-term debt(a) ........................................................... $ 170 $ - $ - $ - $ - $ -$ 170 

___ __ 2.5 200 - 671 896 
Interest on long-term debt to affiliated company(c)(k) ... 27 27 26 23 16 191 310 
Interest on fixed rate bonds(d) ........................................ 8 8 7 5 3 52 83 

Unconditional power purchase obligations(f) ................. 21 22 24 2.5 26 398 516 
Coal and gas purchase obligations(g) ............................. 386 330 11.5 136 13 1 39 1,137 
Postretirement benefit plan obligations(l1) ...................... 7 7 7 7 8 36 72 

14 Other obligations(i) ......................................................... 14 - 
Total contractual cash obligations ................................... lLfi3.3 $_3pB lL2.04 $_199 SW 

- 

Long-term debt(b)(j) ....................................................... 

Operating leases(e) .......................................................... 5 4 4 3 3 2 21 

___ - __ - 

(a) Represents borrowings from affiliated company due within one year including $163 inillion used to 
acquire bonds issued by the Company. 

(b) Includes $120 million of pollution control bonds classified as current liabilities, which bonds are 
subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon 
the occiirrence of certain events. Maturity dates for these bonds range from 2026 to 2027. 
Reacquired bonds totaling $163 million are excluded. 

(c) Represents future interest payments on long-term debt to affiliated company. 

(d) Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long- 
term bonds cannot be quantified. 
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Represents future operating lease payments. 

Represents future minimuin payments under Ohio Valley Electric Corporation power purchase 
agreements through 2026. 

Represents contracts to purchase coal, natural gas and natural gas transportation. Obligations for 
2015 and 2016 are indexed to fiiture market prices and are not included above, since prices will be 
set in  the future using the contracted methodology. 

Represents currently projected cash flows for the postretirement benefit plan as calculated by the 
actuary. 

Represents construction commitments, including commitments for TC2. 

Includes long-term debt to affiliate of $485 million, which was replaced with other affiliate 
borrowings at the time of the PPL acquisition of our Parent, and will be repaid with proceeds of the 
Bonds. 

Debt to affiliate will be repaid with the proceeds of the Bonds, thereby modifying fiitiire interest 
obligations. 

Off-Balance Sheet Arrangements 

We have very limited off-balance sheet activity. See Note 9 to our 2009 Annual Financial 
Statements, included elsewhere in this Appendix A, for more information. 

Climate Change 

As a company with significant coal-fired generating assets, we could be substantially 
impacted by pending or future environmental rules or legislation requiring mandatory reductions 
in GHG emissions or other air emissions, imposing more stringent standards on discharges to 
waterways, establishing additional requirements for the handling or disposal of coal combustion 
byproducts, or addressing other environmental matters. However, the precise impact on our 
operations, including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the finalization of such requirements. 

The cost to the Company and the effect on our business of complying with potential 
GHG restrictions will depend upon the details of the programs ultimately enacted. Some of the 
design elements which may have the greatest effect on the Company include (a) the required 
levels and timing of any carbon caps or limits, (b) the emission sources covered by such caps or 
limits, (c) transition and mitigation provisions, such as phase-in periods, free allowances or price 
caps, (d) the availability and pricing of relevant GHG-reduction technologies, goods or services 
and (e) economic, market and customer reaction to electricity price and demand changes due to 
GHG limits. While the costs to comply with fbture GHG developments are not currently 
determinable, such costs could be significant. 

Ultimately, environmental matters or potential environmental matters represent an 
important element of current or future potential capital requirements, future unit retirement or 
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replacement decisions, supply and demand for electricity, operating and maintenance expenses 
or compliance risks for the Company. While we currently anticipate that many of such direct 
costs or effects may be recoverable through rates or other regulatory mechanisms, particularly 
with respect to coal-related generation, the availability, timing or completeness of such rate 
recovery cannot be assured. tJltimately, climate change matters could result in material effects 
on our results of operations, liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the 
development of various international, federal, regional and state laws and regulations directly or 
indirectly relating to emissions of GHGs, including carbon dioxide, which is emitted from the 
combustion of fossil fuels such as coal and natural gas, as occurs at our generating stations. In 
particular, beginning in January 201 1 , GHG emissions from stationary sources, including our 
generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Act through the GHG “tailoring” 
rule. Other developing laws and regulations include a variety of mechanisms and structures to 
regulate GHGs, including direct limits or caps, emission allowances or taxes, renewable 
generation requirements or standards and energy efficiency or conservation measures, and may 
require investments in transmission, alternative fuel or carbon sequestration or other emission 
reduction technologies. See “Business - Environmental Matters,” Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Quarter Financial Statements, each included 
elsewhere in this Appendix A, for additional information. 

Quantitative and Qualitative Disclosures about Market Risk 

We conduct energy trading and risk management activities to maximize the value of 
power sales from physical assets we own. Energy trading activities are principally forward 
financial transactions to manage price risk and are accounted for as non-hedging derivatives on a 
mark-to-market basis in accordance with the derivatives and hedging topic of the Financial 
Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”). 

We manage our cost of borrowing by utilizing both fixed and floating rate debt. The 
exposure to floating rate debt can be mitigated through the use of interest rate swaps. We 
currently have interest rate swaps with notional amounts totaling approximately $179 million in 
place that convert floating rate payments to fixed rate payments. Periodic settlements under the 
swaps are booked as interest expense and treated the same as other interest expense with respect 
to rate recovery. Pursuant to company policy, use of these financial instruments is intended to 
mitigate risk, earnings and cash flow volatility and is not speculative in nature. 

For more information, see Note 3 to our 2009 Annual Financial Statements and Note 4 to 
our Third Quarter Financial Statements, each included elsewhere in this Appendix A. 

Critical Accounting Policies/Estimates 

Preparation of financial statements and related disclosures in compliance 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 
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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, not only on the operation 
of the business, but on the results reported through the application of accounting ineaswes 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 our audited financial statements included elsewhere in this Appendix A. 
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. 

Recent accounting pronouncements and critical accounting policies and estimates 
including unbilled revenue, allowance for doubtful accounts, regulatory mechanisms, pension 
and postretirement benefits and income taxes are detailed in Notes 1, 2, 5 ,  6 and 9 to our 2009 
Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A. 

Controls and Procedures 

Management 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, me 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. 

As of December 31, 2009, we are not subject to the internal control and other 
requirements of the Sarbanes-Oxley Act of 2002 and associated rules (“Sarbanes-Oxley”) and 
consequently are not required to evaluate the effectiveness of our internal control over financial 
reporting pursuant to Section 404 of Sarbanes-Oxley. However, management has assessed the 
effectiveness of our internal control over financial reporting as of December 3 1 , 2009, using the 
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in 
Internal Control - Integrated Franieiwork. Management has concluded that, as of December 3 1 , 
2009, our internal control over financial reporting was effective based on those criteria. There 
have been no changes in our internal control over financial reporting that occurred during the 
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twelve months ended December 3 1, 2009, or during the nine months ended September 30, 2010, 
that have materially affected, or are reasonably likely to materially affect our internal control 
over financial reporting. 

The effectiveness of our internal control over financial reporting as of December 31, 
2009, has been audited by PricewaterhouseCoopers LLP, an independent accounting firm, as 
stated in its report which is included within the 2009 Annual Financial Statements, included 
elsewhere in this Appendix A. 

BUSINESS 

Overview 

Louisville Gas and Electric Company, incorporated in Kentucky in 1913, is a regulated 
public utility engaged in the generation, transmission, distribution and sale of electric energy and 
the storage, distribution and sale of natural gas. We provide electric service to approximately 
396,000 customers in Louisville and adjacent areas in Kentucky covering approximately 700 
square iniles in 9 counties. Natural gas service is provided to approximately 320,000 customers 
in our electric service area and 8 additional counties in Kentucky. During the first three quarters 
of 20 10, approximately 94% of the electricity generated by us was produced by our coal-fired 
electric generating stations, all equipped with systems to reduce SO2 emissions. The remainder 
is generated by a hydroelectric power plant and natural gas and oil fueled combustion turbines 
(“CTs”). Underground natural gas storage fields help us provide economical and reliable natural 
gas service to customers. 

Our affiliate, Kentucky Utilities Company (,cKU”), is a regulated public utility engaged in 
the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and 
Tennessee. We and KU became indirect wholly-owned subsidiaries of PPL, Corporation on 
November 1,2010. 

Operations 

Electric Operations. For the year ended December 3 1, 2009, 72% of total operating 
revenues were derived from electric operations. The sources of our electric operating revenues 
and voluine of sales for the year ended December 3 1, 2009 were as follows: 

2009 
R e v e n u e o V o l u m e u m e  

Residential .......................................................................... $ 3 10 34% 4,096 24% 
Industrial & Commercial ................................................... 377 41% 6,029 35% 
Other Retail ........................................................................ 89 10% 1,280 8% 
Wholesale( 1) ...................................................................... 142 - 15% 5.711 __ 33% 

(% in millions. Volume in GWH) 

Total .................................................................................. $9Ls 1IIQ% 17.116 m% 
(1) Includes transactions between the Company and KU 
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Our electric business is affected by seasonal temperatures. As a result, operating revenues 
(and associated operating expenses) are not generated evenly throughout the year. We are 
typically a summer-peak company in our electric business. Our new peak electric load of 2,852 
megawatts (“Mw”) occurred on August 4,20 10. 

Our retail electric rates contain a fuel adjustment clause (“FAC”), whereby increases and 
decreases in the cost of fiiel for electric generation are reflected in the rates charged to retail 
electric customers. The FAC allows us 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. 

Kentucky law permits LIS 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 
environmental cost recovery (“ECR’) mechanism. Pursuant to this mechanism, a regulatory asset 
or liability is established in the amount that has been under- or over-recovered due to timing or 
adjustments to the mechanism. This mechanism includes construction work in progress and a 
return on equity, currently set at 10.63%. 

We have contracts with the Tennessee Valley Authority (“TVA”) to act as our 
transmission Reliability Coordinator and Southwest Power Pool, Inc. (,‘SPP”) to function as our 
independent transmission operator, pursuant to FERC requirements. We have submitted filings 
with the FERC and the Kentucky Commission proposing to approve agreed-upon continuations 
of these arrangements beyond their previous September 201 0 expiration dates. The Kentucky 
Commission approved the continuation of this arrangement on October 27, 2010, and FERC 
approval is anticipated in 2010. 

We and KU jointly dispatch our generation units with the lowest cost generation used to 
serve retail native load. When we have excess generation capacity after serving our own retail 
native load and our generation cost is lower than that of KLJ, KU purchases electricity from LIS. 

When KIJ has excess generation capacity after serving its own retail native load and its 
generation cost is lower than that of ours, we purchase electricity from KU. These transactions 
are recorded as intercompany wholesale sales and purchases and are recorded by each company 
at a price equal to the seller’s fiiel cost. Savings realized from purchasing electricity 
intercompany instead of generating from their own higher costs units or purchasing from the 
market are shared equally between the two companies. The volume of energy each company has 
to sell to the other is dependent upon its native load needs and its available generation. See Note 
12 to our 2009 Annual Financial Statements and Note 11 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A. 
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Gas Operations. For the year ended December 3 1 , 2009, 28% of total operating revenues 
were derived fioin natural gas operations. The sources of our natural gas operating revenues and 
volume of sales for the year ended December 3 1 , 2009 were as follows: 

Revenue O h  Revenue Volume YO Vnliime 
(% in millions. Volume in Mef) 

Residential ........................................................................ $ 230 65% 19,742 47% 
Industrial & Coinmercial ................................................. 98 28% 9,600 23% 
Other Retail ...................................................................... 20 5% 1,568 4% 
Wholesale ......................................................................... 6 2% 10.866 ~ 26% 
Total ................................................................................ $354 m! 41.776 6411% 

Our gas business is also affected by seasonal temperatures, with operating revenues and 
expenses not generated evenly throughout the year. During 2009, our maximuin daily gas 
sendout was approximately 484,000 Mcf, occurring on January IS, 2009, when the average 
temperature for the day in Louisville was 6 degrees Fahrenheit. Supply on that day consisted of 
approximately 234,000 Mcf from pipeline deliveries, approximately 176,000 Mcf delivered from 
underground storage and approximately 74,000 Mcf transported for large commercial and 
industrial customers. Our peak gas load in 20 10 through September 30, 20 10 was 409,164 Mcf 
occurring on January 7, 20 10. 

Our gas billings include a Weather Normalization Adjustment (“WNA”) mechanism 
which adjusts the distribution cost component of the natural gas billings of residential and 
commercial customers to normal temperatures during the heating season months of November 
through April, somewhat mitigating the effect of above- or below-normal weather on residential 
and commercial revenues. 

Our natural gas rates contain a GSC, whereby increases or decreases in the cost of natural 
gas supply are reflected in our rates, subject to approval by the Kentucky Commission. The GSC 
procedure prescribed by an order of the Kentucky Commission provides for quarterly rate 
adjustments to reflect the expected cost of natural gas supply in that quarter. In addition, the GSC 
contains a mechanism whereby any over- or under-recoveries of natural gas supply cost from 
prior quarters is to be refbnded to or recovered froin customers through the adjustment factor 
determined for subsequent quarters. 

Five underground natural gas storage fields, with a current working gas capacity of 
approximately IS million Mcf, help provide economical and reliable natural gas service to 
ultimate consumers. By using natural gas storage facilities, we avoid the costs associated with 
typically inore expensive pipeline transportation capacity to serve peak winter heating loads. 
Natural gas is stored in the summer season for withdrawal in the subsequent winter heating 
season. Without our storage capacity, we would be forced to buy additional natural gas and 
pipeline transportation services during the winter months when customer demand increases and 
when the prices for natural gas supply and transportation services are typically at their highest. 
Several suppliers under contracts of varying duration provide competitively priced natural gas. 
The underground storage facilities, in combination with our purchasing practices, enable us to 
offer natural gas sales service at competitive rates. At December 31, 2009, we had a 12 million 
Mcf inventory balance of natural gas stored underground valued at $56 million. 
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The estimated rnaxiinuin deliverability from storage during the early part of the heating 
season is expected to be in excess of 350,000 Mcflday. Under mid-winter design conditions, we 
expect to be able to withdraw about 300,000 Mcf/day from our storage facilities. The 
deliverability of natural gas from the storage facilities decreases as storage inventory levels are 
reduced by seasonal withdrawals. 

A number of large commercial and industrial customers purchase their natural gas 
requirements directly from alternate suppliers for delivery through our distribution system. These 
large commercial and industrial customers account for approximately one-fourth of our annual 
throughput. 

Properties 

Our power generating system includes coal-fired units operated at our three steam 
generating stations. Natural gas and oil fueled CTs supplement the system during peak or 
emergency periods. As of December 3 1, 2009, we owned all or a portion of, and operated the 
following generating stations” while targeting a 13%-15% reserve margin: 

Plant Location - 
Steam Turbines 
Mill Creek - Units 1-4 ................. Jefferson County, KY 
Cane R ~ i i  - Units 4-6 ................... Jefferson County, KY 
Triinble County - LJnit 1 .............. Trimble County, KY 
Total Coal-fired Generation ......... 
Combustion Turbines 
Triinble County - IJnits 5-10 ....... Triinble County, KY 
E.W. Brown - Units 5-1 1 *...........Mercer County, KY 
Secondary CTP ............................. Jefferson County, KY 
Total Gas-fired Generation .......... 
Hydroelectric Stations 
Ohio Falls ....................................... Jefferson County, KY 
Total Hydroelectric Generation ... 
In Construction 
Triinble Couiity - Unit 2** .......... Triinble County, KY 
Grand Total ................................... 

2009 Heat 
Rate 

JBtulKWlil 

10,503 
10,678 
10,310 

1 1,565 
13,594 
12,978 

NA 

NA 

Plant Tvne 

ST 
ST 
ST 

CT 
CT 
CT 

NA 

ST 

Summer 
Capability 

Rating 
Fuel (Mw) 

Coal 1,472 
Coal 563 
Coal 383 

2,418 

Gas 328 
Gas I90 
Gas ___ 147 

665 

Hydro -52 
52 

Coal 3 

2009 
Generation 

GWll 

10,374 
3,248 
3.134 

16,756 

67 
26 

1 
94 

23 0 
230 

NA 
17.080 

* Some of these units are jointly owned with KIJ and others (capability ratings reflect our 
ownership share). See Note 10 to our 2009 Annual Financial Statements, included elsewhere 
in this Appendix A, for information regarding jointly-owned units. 

** At November 1, 2010, TC2, a new 760-Mw capacity base-load, coal fired unit that will be 
jointly owned by KIJ (60.75%) and the Company (14.25%) and unrelated third parties 
remains under construction with completion expected by year-end 20 10. 

At December 3 I ,  2009, our transinission system included 44 substations ( 3  1 of which are 
shared with the distribution system) with a total capacity of approximately 6,760 Megavolt- 
ampere (“MVA”) and approximately 904 miles of lines. The electric distribution system 
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included 94 substations (31 of which are shared with the transmission system) with a total 
capacity of approximately 5,179 MVA, 3,923 miles of overhead lines and 2,347 miles of 
underground conduit. 

Our natural gas transmission system includes 255 miles of transmission mains and the 
natural gas distribution system includes 4,249 miles of distribution mains. Five underground 
natural gas storage fields, with a current working gas capacity of approximately 1.5 million Mcf, 
help provide economical and reliable natural gas service to ultimate consumers. 

Substantially all of our real and tangible personal property located in Kentucky and used 
or to be used in connection with the generation, transmission and distribution of electricity and 
the storage and distribution of natural gas, subject to certain exclusions and exceptions, is subject 
to the lien of the Mortgage, as described in “Description of the Bonds - Security; Lien of the 
Mortgage.” 

Additional inforination regarding our property and investments is provided in Notes 1 , 9 
and 10 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A. 

Construction and Future Capital Requirements 

The Company and KU are currently constructing a new 760-Mw capacity base-load, coal 
fired unit, TC2, which will be jointly owned by KIJ (60.75%) and the Company (14.25%), 
together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency. 
Each owner is responsible for its proportionate share of the capital cost during construction, and 
fuel, operation and maintenance cost when TC2 begins operation, which is scheduled to occur by 
year-end 20 10. The contract price and its components attributable to us, currently approximating 
$180 million (including $45 million for environmental controls) 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. 

Our construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the needs of our service area and to comply with environmental regulations. 
These needs are continually being reassessed, and appropriate revisions are made, when 
necessary, in construction schedules. At September 30, 201 0, we estimated our capital 
expenditures for the three-year period ending December 31, 2012, including those for TC2, to 
total approximately $8 15 million, consisting primarily of the following: 

($ in millions) 
Construction of distribution assets ......................................................... 
Construction of generation assets .......................................................... 
Redevelopment of Ohio Falls hydroelectric facility .............................. 

$355 
330 

60 
Information technology projects ............................................................ 35 
Other projects ......................................................................................... 30 
Construction of TC2 .............................................................................. 5 

$815 
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In addition to the amounts above, evolving environmental regulations will likely increase 
the level of capital expenditures over the next several years. See “Business - Environmental 
Matters.” 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, fiirther 
changes in environmental regulations and other regulatory requirements. Credit market 
conditions can affect aspects of the availability, terms or methods in which we fund our capital 
requirements. We anticipate funding fiiture capital requirements through operating cash flow, 
debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see 
“Management’s Discussion and Analysis.” 

Coal Supply 

Coal-fired generating units provided approxiinately 98% of our net kilowatt-hours 
generation for 2009. The remaining net generation for 2009 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 us in the foreseeable future, with natural gas and oil being used for peaking capacity and 
fl aine stabilization in coal-fired boilers or in emergencies. We have no nriclear generating units 
and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational 
disruptions at the 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. 

We have entered into coal supply agreements with various suppliers for coal deliveries 
for 2010 and beyond, and normally augment our coal supply agreements with spot market 
purchases. We have a coal inventory policy which we believe provides adequate protection under 
most contingencies. 

For our existing units, we expect to continue purchasing coal froin western Kentucky, 
southern Indiana, southern Illinois, Ohio and West Virginia for the foreseeable future. Following 
commercial operation of the new TC2 unit, we may purchase sinall quantities of ultra low sulfur 
content coal from Wyoming for blending. Coal is delivered to our generating stations by a mix of 
transportation modes, including rail and barge. 

Gas Supply 

We purchase natural gas supplies from multiple sources under contracts for varying 
periods of time, while transportation services are purchased from Texas Gas Transmission LLC 
(“Texas Gas”) and Tennessee Gas Pipeline Company ((‘Tennessee Gas”). 

We currently transport natural gas on the Texas Gas system under Rate Schedules No- 
Notice Service (c‘NNS”) and Short-Term Firm (“STF”). Our total winter season NNS capacity is 
184,900 inillion British thermal units ((‘MMBtu”) per day and our total suininer season NNS 
capacity is 60,000 MMBtu/day. There are three separate NNS agreements which are subject to 
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termination by the Company in equal amounts during 2015, 2016 and 2018. Our firm 
transportation (“FT”) capacity is 10,000 MMRtu/day throughout the year (winter and summer 
seasons). The FT agreement is subject to termination by the Company during 201 1. Our winter 
season STF capacity is 100 MMBtdday, and our summer season capacity is 18,000 MMBtu/day. 
The STF agreement is subject to termination by the Company during 2013. We also transport on 
the Tennessee Gas system under Rate Schedule Firm Transportation (“FT-A”). Our FT-A 
capacity is 51,000 MMBtu/day throughout the year (winter and summer seasons). The FT-A 
agreement with Tennessee Gas expires during 20 12. 

We participate in rate and other proceedings affecting the regulated interstate natural gas 
pipelines that provide us service. Both Texas Gas and Tennessee Gas have active proceedings at 
the FERC in which we are participating. However, neither pipeline is currently billing charges 
subject to refund, and neither currently has rate case or other proceedings before the FERC that 
would reasonably be expected to materially change the pipeline’s base transportation rates under 
which we receive service. 

We also have a portfolio of supply arrangements of various terms with a number of 
suppliers designed to meet our firm sales obligations. These natural gas supply arrangements 
include pricing provisions that are market-responsive. In tandem with pipeline transportation 
services, these natural gas supplies provide the reliability and flexibility necessary to serve our 
natural gas customers. 

Rates and Regulation 

We are subject to the jurisdiction of the Kentucky Commission and the FERC in virtually 
all matters related to electric and gas utility regulation, and as such, our accounting is subject to 
the regulated operations guidance of the FASB ASC. Given our competitive position in the 
marketplace and the status of regulation in Kentucky, there are no plans or intentions to 
discontinue the application of the regulated operations guidance of the FASB ASC. 

Our base rates are calculated based on a return on capitalization (common equity, long- 
term debt and notes payable) including certain regulatory adjustments to exclude non-regulated 
investments and environmental compliance plans recovered separately through the ECR 
mechanism. Currently, none of the regulatory assets or regulatory liabilities are excluded from 
the return on capitalization utilized in the calculation of base rates; therefore, a return is earned 
on all regulatory assets. 

PPL Acquisition. In September 201 0, the Kentucky Commission approved the 
September 2010 settlement agreement among PPL and all of the intervening parties to PPL’s 
joint application to the Kentucky Commission for approval of its acquisition of ownership and 
control of our Parent, the Company and KU. In the settlement, the parties agreed that we and KU 
would commit that no base rate increases would take effect before January 1, 2013. The 
Company’s rate increase that took effect on August 1, 2010 (as described below) will not be 
impacted by the settlement. Under the terms of the settlement, we retain the right to seek 
approval for the deferral of “extraordinary and uncontrollable costs.” Interim rate adjustments 
will continue to be permissible during that period for existing fiiel, environmental and DSM 
recovery mechanisms. The agreement also substitutes an acquisition savings shared deferral 
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mechanism for the requirement that the Company file a synergies plan with the Kentucky 
Commission. This mechanism, which will be in place until the earlier of five years or the first 
day of the year in which a base rate increase becomes effective, permits the Company to earn up 
to a 10.75% return on equity. Any earnings above a 10.75% return on equity will be shared with 
customers on a 50%/50% basis. The Kentucky Commission order and the settlement agreement 
contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In October 2010, the FERC approved the September 2010 settlement agreement among 
the Company, KU, other applicants and protesting parties. The settlement agreement includes 
various conditional commitments, such as a continuation of certain existing undertakings with 
protesters in prior cases, an agreement not to terminate certain KU municipal customer contracts 
prior to January 20 1 7, an exclusion of any transaction-related costs from wholesale energy and 
tariff customer rates to the extent that we have agreed to not seek the same transaction-related 
cost from retail customers and agreements to coordinate with protesters in certain open or on- 
going matters. 

Electric and Gas Rate Cases. In January 20 10, we filed an application with the Kentucky 
Commission requesting an increase in electric base rates of approximately 12%, or $95 million 
annually, and our gas base rates of approximately 8%, or $23 million annually, including an 
11.5% return on equity for electric and gas. We requested the increase, based on the twelve 
month test year ended October 31, 2009, to become effective on and after March I ,  2010. The 
requested rates were suspended until August I ,  2010. A number of intervenors entered the rate 
case, including the office of the Attorney General of Kentucky (the “A,,’) Kentucky Attorney 
General’s office, certain representatives of industrial and low-income groups and other third 
parties, and submitted filings challenging our requested rate increases, in whole or in part. A 
hearing was held on June 8, 2010. We and all of the intervenors except the AG agreed to a 
stipulation providing for an increase in electric base rates of $74 inillion annually and gas base 
rates of $17 inillion on an annual basis, and filed a request with the Kentucky Coininission to 
approve such stipulation. In JUIY 2010, the Kentucky Coinmission issued an order in the 
proceeding approving all the provisions of the stipulation, with rates effective on and after 
August 1 , 201 0. 

Refirnd of Over-Collected Aniozints. On July 15, 2010, our Parent, on behalf of the 
Company and KU, submitted an informational filing indicating it had inadvertently over- 
collected certain costs related to the independent transmission organization and reliability 
coordinator in rates charged pursuant to the Attachment 0 formula rate included in the 
companies’ open access transmission tariff. Total refunds being issued in connection with the 
inadvertent recovery are approximately $1.2 million. No action has been taken by FERC with 
respect to this informational filing. 

Storm Restoration. In January 2009, a significant ice storm passed through our service 
territory causing approximately 205,000 customer outages and was followed closely by a severe 
wind storin in February 2009 that caused approximately 37,000 custoiner outages. We incurred 
$44 million in incremental operation and maintenance expenses and $10 million in capital 
expenditures related to the restoration following the two storms. We filed an application with the 
Kentucky Coinmission in April 2009, requesting approval to establish a regulatory asset and 
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defer for future recovery approximately $45 inillion in incremental operation and maintenance 
expenses related to the storm restoration. In September 2009, the Kentucky Commission issued 
an order allowing us to establish a regulatory asset of rip to $45 million based on our actual costs 
for storm damages and service restoration due to the January and February 2009 storms. In 
September 2009, we established a regulatory asset of $44 million for actual costs incurred. We 
received approval in our current base rate case to recover this asset over a ten year period 
beginning August 1 , 20 IO.  

In September 2008, high winds from the remnants of Hurricane Ike passed through the 
service territory causing significant outages and system damage. In October 2008, we filed an 
application with the Kentucky Coinmission requesting approval to establish a regulatory asset, 
and defer for fLiture recovery, approximately $24 million of expenses related to the storm 
restoration. In December 2008, the Kentucky Coinmission issued an order allowing us to 
establish a regulatory asset of up to $24 million based on our actual costs for storm damages and 
service restoration due to Hurricane Ike. In December 2008, we established a regulatory asset of 
$24 million for actual costs incurred. We received approval in our current electric base rate cases 
to recover this asset over a ten year period beginning August 1 , 20 10. 

2008 Electric and Gas Rate Cases. In July 2008, we filed an application with the 
Kentucky Coinmission requesting an increase in base electric and gas rates. 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 among all interested parties, the VDT surcredit 
terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as 
the result of changes made to reduce operating costs following a previous acquisition transaction 
involving our Parent. In February 2009, the Kentucky Commission issued an order approving a 
settlement agreement among us, the AG, the Kentucky Industrial Utility Consumers, Inc. and all 
other parties to the rate case, under which our base electric rates decreased by $13 million 
annually effective February 6, 2009, at which time the merger surcredit (which originated as part 
of our Parent’s merger with KU Energy Corporation in 1998) terminated. In addition, base gas 
rates increased by $22 million annually effective February 6,2009. 

Rate Mechanisms 

W A .  Our gas billings include a WNA mechanism which adjusts the distribution cost 
component of the natural gas billings of residential and commercial customers to normal 
temperatures during the heating season months of November through April, somewhat mitigating 
the effect of above- or below-normal weather on residential and coinmercial revenues. 

GSC. Our natural gas rates contain a GSC, whereby increases or decreases in the cost of 
natural gas supply are reflected in our rates, subject to approval by the Kentucky Commission. 
The GSC procedure prescribed by an order of the Kentucky Coinmission provides for quarterly 
rate adjustments to reflect the expected cost of natural gas supply in that quarter. In addition, the 
GSC contains a mechanism whereby any over- or under-recoveries of natural gas supply cost 
from prior quarters is to be refunded to or recovered from customers through the adjustment 
factor determined for subsequent quarters. 
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FAC. Our retail electric rates contain a FAC, whereby increases and decreases in the cost 
of fuel for electric generation are reflected in the rates charged to retail electric customers. The 
FAC allows us to adjust c~istomers’ accounts for the difference between the fuel cost component 
of base rates and the actual fiiel cost, including transportation costs. Credits 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. A regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean 
Air Act and those federal, state and local environmental regulations that apply to coal 
combustion wastes and by-products from facilities utilized for production of energy from coal, 
including a return of operating expenses, and a return of and on capital invested, through the 
ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the 
amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a return on equity currently set at 
10.63%. 

DSM. Our rates contain a DSM provision which includes a rate mechanism that provides 
for concurrent recovery of DSM costs and provides an incentive for implementing DSM 
programs. The provision allows us to recover revenues from lost sales associated with the DSM 
programs based on program plan engineering estimates and post-implementation evaluations. 

For a fiirther discussion of current rates and regulatory matters, see Notes 2, 9 and 14 to 
our 2009 Annual Financial Statements and Notes 2 and 9 to our Third Quarter Financial 
Statements, included elsewhere in this Appendix A. 

Environmental Matters 

General. Protection of the environment is a major priority for us and a significant 
element of our business activities. Our properties and operations are subject to extensive 
environmental-related oversight by federal, state and local regulatory agencies, including via air 
quality, water quality, waste management and similar laws and regulations. Therefore, we inust 
conduct our operations in accordance with numerous permit and other requirements issued under 
or contained in such laws or regulations. 

Climate Change. Growing global, national and local attention to climate change matters 
has led to the development of various international, federal, regional and state laws and 
regulations directly or indirectly relating to emissions of GHGs, including carbon dioxide, which 
is emitted from the combustion of fossil fuels such as coal and natural gas, as occurs at our 
generating stations. In particular, beginning in January 201 1 , GHG emissions from stationary 
sources, including our generating assets, will be subject to regulation by the EPA under the 
Prevention of Significant Deterioration and Title V provisions of the federal Clean Air Act 
through the GHG “tailoring” rule. Other developing laws and regulations include a variety of 
mechanisms and structures to regulate GHGs, including direct h i t s  or caps, emission 
allowances or taxes, renewable generation requirements or standards and energy efficiency or 

A-53 



conservation measures, and may require investments in transmission, alternative fuel or carbon 
sequestration or other einission reduction technologies. 

While the final terms and impacts of such developments cannot be estimated, we, as a 
primarily coal-fired utility, could be adversely affected. Among other einissions, GHGs include 
carbon-dioxide, which is produced via the combustion of fossil-fuels such as coal and natural gas. 
Our generating fleet is approximately 76% coal-fired, 23% oil/gas-fired and less than 1% 
hydroelectric based on capacity. During 2009, we produced approximately 98% of our electricity 
from coal and 2% from natural gas combustion, on a megawatt-hours basis. During 2009, our 
emissions of GHGs were approximately 15.7 inillion metric tons of carbon-dioxide equivalents 
from our owned or controlled generation sources. While our generation activities account for the 
bulk of our GHG emissions, other GHG sources at the Company include operation of motor 
vehicles and powered equipment, evaporation associated with gas pipelines, refrigerating 
equipment and similar activities. 

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 state implementation plan (“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 
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 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 in order to mitigate ozone transport from the midwestern 1J.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 einissions to 0.15 pounds weight per MMRtu on a 
coinpany-wide basis. In 2005, the EPA issued the Clean Air Interstate Rule (“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. 

In JUIY 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and 
vacating it. In December 2008, the Court amended its previous order, directing the EPA to 
promulgate a new regulation, but leaving the CAIR in place in the interim. The reinand of the 
CAIR results in some uncertainty with respect to certain other EPA or state program and 
proceedings and our compliance plans relating thereto, due to the interconnection of the CAIR 
with such associated programs. 
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In January 2010, the EPA proposed a revised NAAQS for ozone which would increase 
the stringency of the standard. In addition, the EPA published final revised NAAQS for nitrogen 
dioxide (“NO2”) and SO2 in February 2010 and June 2010, respectively, which are more 
stringent than previous standards. Depending on the level of action determined necessary to 
bring local nonattainment areas into compliance with the revised NAAQS, our power plants are 
potentially subject to requirements for additional reductions in SO2 and NOx emissions. 

In July 2010, the EPA issued the proposed the Clean Air Transport Rule (“CATR’), 
which serves to replace the CAIR. The CATR provides for a two-phase SO2 reduction program 
with Phase I reductions due by 2012 and Phase I1 reductions due by 2014. The CATR provides 
for NOx reductions in 2012, brit the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as it 
accelerates certain Compliance dates and provides for only intrastate and limited interstate 
trading of emission allowances. In addition to its preferred approach, the EPA is seeking 
comment on alternative approaches, including one which would provide for individual emission 
limits at each power plant. The EPA has announced that it will propose additional “transport” 
rules to address compliance with revised NAAQS for ozone and particulate matter which will be 
issued by the EPA in the future, as discussed below. 

Hazardozw Air Pollutants. As provided in the Clean Air Act, the EPA investigated 
hazardous air pollutant emissions from electric utilities and submitted a report to Congress 
identifying mercury emissions from coal-fired power plants as warranting hrther study. In 2005, 
the EPA issued the Clean Air Mercury Rule C‘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 compliance with the CAIR. In addition, in 2006, 
the Metro Louisville Air Pollution Control District adopted rules aimed at regulating additional 
hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The 
EPA has entered into a consent decree requiring it to promulgate a utility Maximum Achievable 
Control Technology rule to replace the CAMR, with a proposed rule due by March 201 1 and a 
final rule due by November 201 I .  Depending on the final outcome of the rulemaking, the CAMR 
could be replaced by new rules with different or more stringent requirements for reduction of 
mercury and other hazardous air pollutants. Kentiicky has also repealed its corresponding state 
mercury regulations. 

Ash Ponds and Coal-Conibzution Byl7roducts. The EPA has undertaken various 
initiatives in response to a December 2008 impoundment failure at the TVA’s Kingston power 
plant, which resulted in a major release of coal combustion byproducts into the environment. The 
EPA issued information requests to utilities throughout the country, including the Company, to 
obtain information on their ash ponds and other impoundments. In addition, the EPA inspected a 
large number of impoundments located at power plants to determine their structural integrity. 
The inspections included several of our impoundments, which the EPA found to be in 
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satisfactory condition except for certain iinpoundinents at the Mill Creek and Cane Run stations, 
which were determined to be in fair condition. In June 2010, the EPA published proposed 
regulations for the management of coal coinbitstion byproducts. The EPA has proposed two 
alternatives: (1) regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum 
national standards. Under both alternatives, the EPA has proposed safety requireinents to address 
the structural integrity of ash ponds. In addition, the EPA will consider potential refinements of 
the provisions for beneficial reuse of coal combustion byproducts. 

Water Discharges and PCB Regulations. The EPA has also announced plans to develop 
revised effluent limitation guidelines governing discharges from power plants and standards for 
cooling water intake structures. The EPA has further announced plans to develop revised 
standards governing the use of polychlorinated biphenyls (“PCBs”) in electrical equipment. The 
Company is monitoring these ongoing regulatory developments, but will be unable to determine 
the impact until such time as new rules are finalized. 

Impact of Pending and Future Environmental Developments. As a company with 
significant coal-fired generating assets, we will likely be substantially impacted by pending or 
future environmental rules or legislation requiring mandatory reductions in GHG emissions or 
other air emissions, imposing inore stringent standards on discharges to waterways, or 
establishing additional requirements for handling or disposal of coal combustion byproducts. 
These evolving environmental regulations will likely require an increased level of capital 
expenditures and increased incremental operating and maintenance costs by us over the next 
several years. Due to the uncertain nature of the final regulations that will ultimately be adopted 
by the EPA, including the reduction targets and the deadlines that will be applicable, we cannot 
finalize estimates of the potential compliance costs, but should the final ruIes incorporate 
additional emission reduction requirements, require inore stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion 
byproducts developments, based on a preliminary analysis of proposed regulations, we may be 
required to consider actions such as upgrading existing emissions controls, installing additional 
emissions controls, upgrading byproducts disposal and storage and possible early replacement of 
coal-fired units. Our capital expenditures associated with such actions are preliminarily estimated 
to be in the $2.3 billion range over the next 10 years, although final costs may substantially vary. 
With respect to potential developments in water discharge, revised PCB standards or GHG 
initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain 
outcome of such developments, but would be in addition to the above amount and could be 
substantial. IJltimately, the precise impact on our operations of these various environmental 
developments cannot be determined prior to the finalization of such requirements. Based on prior 
regulatory precedent, we believe that many costs of complying with such pending or future 
requirements would likely be recoverable under the ECR or other potential cost-recovery 
mechanisms, but we can provide no assurance as to the ultimate outcome of such proceedings 
before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among 
other things, air emissions, wastewater discharges, the use, handling and disposal of hazardous 
substances and wastes, soil and groundwater contaminants and employee health and safety are 
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discussed in Notes 2 and 9 to our 2009 Annual Financial Statements and Notes 2 and 9 to our 
Third Quarter Financial Statements, each included elsewhere in this Appendix A. 

State Executive or Legislative Matters 

In November 2008, the Governor of Kentucky issued an action plan to create efficient, 
sustainable energy solutions and strategies and move toward state energy independence. The 
plan outlines the following seven strategies to work toward these goals: 

0 Improve the energy efficiency of Kentucky’s homes, buildings, industries and 
transportation fleet 

0 Increase Kentucky’s use of renewable energy 

e Sustainably grow Kentucky’s production of biofuels 

0 Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 

0 Implement a major and comprehensive effort to increase gas supplies, including 
coal-to-gas in Kentucky 

0 Initiate aggressive carbon capture/sequestration projects for coal-generated 
electricity in Kentucky 

0 Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of Kentucky’s Executive Task Force on Biomass and 
Biofuels issued a final report to establish potential strategic actions to develop biomass and 
biofiiels industries in Kentucky. The plan noted the potential importance of biomass as a 
renewable energy source available to Kentucky and discussed various goals or mechanisms, such 
as the use of approximately 25 million tons of biomass for generation fiiel annually, allotment of 
electricity and gas taxes and state tax credits to support biomass development. 

In January 20 10, a state-established Kentucky Climate Action Plan Council commenced 
formal activities. The council, which includes governmental, industry, consumer and other 
representatives, seeks to identify possible Kentucky responses to potential climate change and 
federal legislation, including increasing statewide energy efficiency, energy independence and 
economic growth. The council has established various technical work groups, including in the 
areas of energy supply and energy efficiency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, various bills have been introduced in the Kentucky 
General Assembly with respect to environmental or utility matters, including potential renewable 
energy portfolio requirements, energy conservation measures, coal mining or coal byproduct 
operations and other matters. It is expected that similar legislation will be introduced in 
upcoming sessions, but the prospects and final terms of any such legislation cannot be 
determined. 

A-5 7 



Legislative and regulatory actions as a result of these proposals and their impact on the 
Company, which may be significant, cannot currently be predicted. 

Competition 

There are currently no other electric public utilities operating within our service area. 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 us, which may be significant, cannot currently be predicted. 

Our gas business competes indirectly with alternate energy sources such as electricity, oil, 
propane and other fuels. Marketers may also compete to provide gas sales to certain large end- 
users. Approximately one-fourth of our annual throughput is purchased by large commercial and 
industrial customers directly from alternate suppliers for delivery through our distribution system. 
In addition, some large industrial and commercial customers may be able to physically bypass 
our facilities and seek delivery service directly from interstate pipelines or other gas distribution 
systems. 

In April 2010, the Kentucky Commission commenced a proceeding to investigate natural 
gas retail competition programs, their regulatory, financial and operational aspects and potential 
benefits, if any, of such programs to Kentucky consumers. A number of entities, including us, are 
parties to the proceeding. During 2010, the proceedings included data requests, a public hearing 
and submission of briefs. An order in this proceeding is anticipated by year end. 

Employees and Labor Relations 

We had 998 full-time regular employees at December 31, 2009, 671 of which were 
operating, maintenance and construction employees represented by the IBEW (“International 
Brotherhood of Electrical Workers”) Local 2 100. The Company and employees represented by 
the IBEW Local 2100 signed a three-year collective bargaining agreement in November 2008. 
This agreement provides for negotiated increases or changes to wages, benefits or other 
provisions. 

Related Party Transactions 

We, our Parent and subsidiaries of our Parent engage in related party transactions. See 
Note 12 to our 2009 Annual Financial Statements and Note 11  to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A, for more inforination. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, certain 
rates and regulatory, environmental, climate change and litigation matters, involving the 
Company, reference is made to the information in Note 9 to our 2009 Annual Financial 
Statements and Note 9 to our Third Quarter Financial Statements, each included elsewhere in 
this Appendix A. 
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In connection with an administrative proceeding alleging a violation by a former 
Argentine subsidiary of our Parent under that country’s 2002-2003 emergency currency 
exchange laws, claims are pending against the subsidiary’s then directors, including two 
individuals who are executive officers of the Company, in a specialized Argentine financial 
criminal court. Under applicable Argentine laws, directors of a local company may be liable for 
monetary penalties for a subject company’s violations of the currency laws. The subsidiary and 
the relevant executive officers believe their actions were in compliance with the relevant laws 
and have presented defenses in the administrative and criminal proceedings. Our Parent has 
standard indemnification arrangements with its executive officers. The former subsidiary is now 
owned by a third-party, which has agreed to indemnify our Parent and the relevant executive 
officers. 

In the normal course of business from time to time, other lawsuits, claims, environmental 
actions and other governmental proceedings arise against the Company. To the extent that 
damages are assessed in any of these actions or proceedings, the Company believes that its 
insurance coverage is adequate. Although we cannot accurately predict the amount of any 
liability that may ultimately arise with respect to such matters, management, after consultation 
with legal counsel, does not currently anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company’s 
financial condition or results of operations. 
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Louisville Gas and Electric Company 

Statements of Income 

OPERATING REVENUES: 
Electric (Note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  
Gas . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
OPERATING EXPENSES: 

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Power purchased (Notes 9 and 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas supply expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Depreciation and amortization (Note I )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other operation and maintenance expenses . . . . . . . . . . . . . . .  . . . . . . . . .  

Net operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mark-to-market expense/(income) - net (Note 3). . . . . . . . . . . . . . . . . . . . . . . .  
Other income - net (Note 3).  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense (Notes 3, 7 and 8) 
Interest expense to affiliated companies (Notes 8 and 12) . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Federal and state income taxes (Note 6 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Years Ended December 31 
2009 2008 2007 

(Millions of $) 
- -- 

$ 918 $1,016 $ 932 
354 452 353 

1,272 1,468 1,285 
- -.- - 
-- - - 

328 
59 

243 
339 
136 

1,105 

167 
(18) 

(1 )  
17 
27 

142 
47 

$ 95 

346 
120 
347 
309 
127 

1,249 

219 
37 
(7) 
29 
29 

-- 

318 
82 

254 
276 
126 

1,056 

229 
- 
- 
29 
21 

131 
41 

$ 90 

179 
59 

$ 120 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 

Statements of Retained Earnings 
Years Ended December 31 
2009 2008 2007 

(Millions of I) 
- - -  

Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $740 $690 $639 

(4) Preferred stock buyback. -~ - - 
Addnet iiicome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  95 90 120 

__ __ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
835 780 755 

Deduct cash dividends declared on common stock (Note 12). . . . . . . . . . . . . . . . . . . .  SO 40 65 
- - -  
- - ._”.____ 

Balance December 31 . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $755 $740 - $690 - - -  

The accompanying notes are an integral part of these Financial statements. 
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Louisville Gas and Electric Company 

Statements of Comprehensive Income 
Years Ended December 31 
- 2009 2008 2007 

(Mil& of $) 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $95 $90 $120 - - -  
Gain (loss) on derivative instruments and hedging activities, net of tax benefit 

(expense) of $(l), less than $1 and $2 for 2009, 2008 and 2007, respectively 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( N o t e s l a n d 3 )  - 4 - (1) - (4) 

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $99 $89 $116 - -  - - 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 

Balance Sheets 

D e c e m b e r 3 1  

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable, net: (Note 1) 

Customer - less reserves of $1 million as of December 31, 2009 and 2008 . . . . . . . .  
Other - less reserves of $1 million as of December 31, 2009 and 2008 . . . . . . . . . . .  

Accounts receivable From associated companies (Note 12) . . . . . . . . . . . . . . . . . . . . . . .  
Materials and supplies (Note 1): 

Fuel (predominantly coal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes - net (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Utility plant, at original cost (Note 1): 

Other materials and supplies . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  

Regulatory assets (Note 2) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  

Electric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Common . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total utility plant, at original cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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: 

Collateral deposit (Note 3).  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets (Note 2): 

Pension and postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred debits and other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 5 $ 4  

131 180 
12 22 
53 1 

61 51 
56 112 
33 32 
4 14 

14 43 
13 11 

382 470 
-- - 
--  

3,334 3,343 
640 599 
226 190 

4,200 4,132 
1,708 1,690 

2,492 2,442 
342 374 

2,834 2,816 

-- 

-- 

- _ . ~  

- -  

17 22 

204 250 
I25 89 

5 6 

35 1 367 

$3,567 $3,653 

-- 
-- 
-- - _ _ _  

The accompanying notes are an integral part of these Financial statements. 
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Louisville Gas and Electric Company 

Balance Sheets - (continued) 

December 31 
2009 2008 

(Millions of $) 
- - 

LIABILITIES AND EQUITY 
Current liabilities: 

Current portion of long-term debt (Note 7). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Notes payable to affiliated companies (Notes 8 and 12) . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated compa (Note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accrued income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
L,ong-teim debt: 

Long-term bonds (Note 7 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to affiliated company (Note 7 and 12) . . . . . . . . . . . . . . . . . . . . . . . . . .  

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) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  

Derivative liability (Note 3 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total deferred credits and other liabilities . . . . . . . . . . . . . . . . .  
Commitments and contingencies (Note 9) 
COMMON EQIJITY 

Common stock, without par value - 
Authorized 75,000,000 shares, outstanding 21,294,223 shares . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital (Note 12).  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive income (Note 1.3) . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Liabilities and Equity. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 120 $ 120 
170 222 
97 10.5 
28 3 8 
1.5 7 
22 22 
38 3.5 
42 39 

532 588 
-- 
-- 

29 1 29 1 
485 485 

776 776 
-- 
-- - 

37.3 360 
198 225 
48 5 0 
31 31 

256 25 1 
41 45 

6 11  
28 5.5 
25 27 

1,006 1,055 
- -- 
- -  

424 424 
84 84 

(10) (14) 
755 740 

1,253 1,234 

-- $3,567 $3,653 

-- 
-- 
-- 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 

Statements of Cash Flows 

Years Ended December 31 
2009 2008 2007 

(Millions of $) 
- - "-I 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Items not requiring cash currently: 

Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes - net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment tax credit - net. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gain from disposal of asset. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provision for pension and postretirement plans. . . . . . . . . . . . . . . . . . . . . . . . .  
Derivative liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas supply clause receivable, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accrued income taxes. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current assets and lia es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Change in collateral deposit - interest rate swap . . . . . . . . . . . . . . . . . . . . . . . .  
Pension and postretirement funding. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Storm restoration regulatory asset (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . .  

Change in certain current assets and liabilities: 

Accounts payable . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Change in other comprehensive income. . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

Net cash provided by operating activities. . . . . . . . . . . . . . . . . .  
CASH FLOWS FROM INVESTING ACTIVITIES: 

Construction expenditures I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets sold to affiliate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Proceeds from sale of assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in non-hedging derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used for investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
CASH FLOWS FROM HNANCING ACTIVITES: 

Long-term borrowings from affiliated company (Note 7) I . . 
Short-term borrowings from affiliated company - net (Note 8) . . . . . . . . . . . . . .  
Retirement of first mortgage bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of pollution control bonds . . I . . 

Reissuance of reacquired bonds. . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  . . "  

I . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  
Retirement of preferred stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Acquisition of outstanding bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Payment of dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash (used for)/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: 
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest to affiliated companies on borrowed money . . . . . . . . . . . . . . . . . . . . .  
Interest on borrowed money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 95 $ 90 $ 120 

136 127 126 
17 (5) 12 
(2) 4 5 
( 3 )  (9) - 
3 3 13 ( 3 )  

(33) 48 11  
2 (2) - 

56 
45 
29 

(15) 
7 

197 - 

75 
144 

__ 
(259) 

95 
(40) 
20 
35 

4 
- (3 )  

7 - 

$ 23 $ 24 $ 62 
9 16 24 

27 22 15 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 

Statements of Capitalization 
December 31 

2009 2008 
(Millions of 5) 
~- 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

Jefferson Co . 2000 Series A. due May 1. 2027. 5.375 % . . . . . . . . . . . . . . . . . . . . . . .  
Trimble Co . 2000 Series A. due August 1.2030. variable % . . . . . . . . . . . . . . . . . . . .  
Jefferson Co . 2001 Series A. due September 1. 2027. variable % . . . . . . . . . . . . . . . . .  
Jefferson Co . 2001 Series A. due September 1. 2026. variable % . . . . . . . . . . . . . . . . .  
Trimble Co . 2001 Series A. due September 1. 2026. variable % . . . . . . . . . . . . . . . . .  
Jefferson Co . 2001 Series B. due November 1. 2027. variable % . . . . . . . . . . . . . . . . .  
Trimble Co . 2001 Series B. due November 1. 2027. variable % . . . . . . . . . . . . . . . . . .  
Trimble Co . 2002 Series A. due October 1. 2032. variable % . . . . . . . . . . . . . . . . . . .  
Louisville Metro 200.3 Series A. due October 1. 2033. variable % . . . . . . . . . . . . . . . .  
Louisville Metro 2005 Series A. due February 1. 203.5, 5.75 % . . . . . . . . . . . . . . . . . .  

Louisville Metro 2007 Series A. due June 1. 2033. 5.625 % . . . . . . . . . . . . . . . . . . . .  
Louisville Metro 2007 Series B. due June I .  2033. variable % . . . . . . . . . . . . . . . . . .  

Trimble Co . 2007 Series A. due June 1 .  2033,4.60 % . . . . . . . . . . . . . . . . . . . . . . . .  

Total pollution control series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Due January 16. 2012. 4.33%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due April 30. 2013,4.55%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due August 15. 2013. 5.31%, unsecured . . . . . . . . . . . .  
Due November 23. 2015. 6.48%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Due November 26. 2022. 5.72%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due April 13. 2031. 5.93%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due April 13. 2037. S.98%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total notes payable to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total long-term debt outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Less reacquired debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Less current portion of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Notes payable to Fidelia: 

. . . . . . . . . . . . . . . . . . . .  

Due J u I ~  25. 2018. 6.21%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
COMMON EQIJITY 

Common stock. without par value - 
Authorized 75.000. 000 shares. outstanding 21.294. 223 shares . . . . . . . . . . . . . . . . . . .  
Additional paid-in capital (Note 12) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated other comprehensive income (Note 13) . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . .  
Total capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

LG&E, incorporated in Kentucky in  191.3, is a regulated public utility engaged in the generation, transmission, 
distribution and sale of electric energy and the storage, distribution and sale of natural gas. L,G&E provides electric 
service to approximately 396,000 customers in  L.ouisville and adjacent areas in Kentucky covering approximately 
700 square miles in 9 counties. Natural gas service is provided to approximately 321,000 customers in its electric 
service arca and 8 additional counties in  Kentucky. Approximately 98% of the electricity generated by LG&E is 
produced by its coal-fired electric generating stations, all equipped with systems to reduce SO1 emissions. The 
remainder is generated by a hydroelectric power plant and natural gas and oil fueled CTs. 

LG&E is a wholly-owned subsidiary of E.ON ‘IJ.S., an indirect wholly-owned subsidiai-y of E.ON, a Gelinan 
corporation. L,G&E’s affiliate, KU, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electric energy in Kentucky, Virginia and Tennessee. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2009 presentation with no impact on net assets, liabilities and capitalization or previously reported net income. 
However, for 2008 cash from operations was increased by $36 inillion and cash flows from investing decreased by 
$36 million and for2007, cash from operations increased by $7 million and cash flows from investing decreased by 
$7 million. 

Regiilrifory Accoitritirig. L,G&E is subject to the regulated operations guidance of the FASB ASC, under 
which regulatory assets are created based on expected recovery from customers in 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 liab es is based on specific ratemaking decisions or precedent for each item as prescribed by 
the FERC or the Kentucky Commission. See Note 2, Rates and Regulatory Matters, for additional detail regarding 
regulatory assets and liabilities. 

Cash cu7d Ciish Eqirivale/zfs. 
months or less to be cash equivalents. 

LG&E considers all highly liquid investments with an original maturity of three 

Allownme for  Doirbfjirl Accoimfs. The allowance for doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts 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. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months. 
Accounts are written off as management determines them uncollectible. 

Mriterinls ivid Sirpplks. Fuel, natural gas stored underground and other materials and supplies inventories 
are accounted for using the average-cost method. Emission allowances are included in other materials and supplies. 
At December 31, 2009 and 2008, the emission allowances inventory was less than $1 million. 

Ofher Property cuid I/7vestinerifs. Other property and investments, included in other assets on the balance 
sheets, consists of LG&E’s investment in  OVEC and non-utility plant. L,G&E and 10 other electric utilities are 
owners of OVEC, located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek 
Station in Ohio and Clifty Creek Station in Indiana. OVEC’s power is currently supplied to LG&E and 12 other 
companies affiliated with the various owners. Pursuant to current contractual agreements, LG&E owns 5.63% of 
OVEC’s coinpany stock and is contractually entitled to receive 5.63% of OVEC’s output, approximately 124 Mw of 
generation capacity. 

As of December 31, 2009 and 2008, LG&E’s investment in OVEC totaled less than $1 million. LG&E is not 
the primary beneficiary of OVEC; therefore, it is not consolidated into the Company’s financial statements and is 
accounted for under the cost method of accounting. The direct exposure to loss as a result of its involvement with 
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Louisville Gas and Electric Company 

Notes to Financial Statements - (Continued) 

OVEC is generally limited to the value of its investment. See Note 9, Commitments and Contingencies, for further 
discussion of developments regarding LG&E’s ownership interest and power purchase rights. 

[Jtilify Plnr7t. TJtility 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. L.G&E has not recorded any allowance for funds used during construction, in 
accordance with Kentucky Commission regulations. 

The cost of plan1 retired or disposed of in  the normal course of business is deducted from 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. 

Deprecicrtion ~ i 7 c l  hizurtix~tiun. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 3.1 % in 2009 (3.0% electric, 2.3% gas 
and 5.8% common); 3.1 % in 2008 (2.9% electric, 2.7% gas and 7.3% common); and 3.2% in 2007 (3.0% electric, 
2.8% gas and 7.7% common) of average depreciable plant. Of the amount provided for depreciation, at 
December 31, 2009, approximately 0.6% electric, 0.5% gas and 0.1 % common were related to the retirement, 
removal and disposal costs of long lived assets. Of the amount provided for depreciation, at December 3 1, 2008, 
approximately 0.4% electric, 0.9% gas and 0.1 % common were related to the retirement, removal and disposal costs 
of long lived assets. Of the amount provided for depreciation, at December 31, 2007, approximately 0.4% electric, 
0.8% gas and 0.1 % common were related to the retirement, removal and disposal costs of long lived assets. 

Urinrriortized Debt Espeme. 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. 

Ztzcorne Rixes. In accordance with the guidance of the FASB ASC, clefei-red 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 liab es are expected to be settled or 
realized. Significant judgment is required in delermining the provision for income taxes, and there are transactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. TJncertain tax positions are analyzed periodically and 
adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Lkfer-red Zrzcoine Erses. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial i-eporting and income tax bases of assets and liabilities. 

Zm~esfriierzt EIX Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. LG&E and KU received an investment tax credit related to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of LG&E’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. 

Reverizie Recognitioii. Revenues are recorded based on service rendered to customers through month-end. 
LG&E accrues an estimate for unbilled revenues from 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 iinbilled volume for each day of the accounting period. The unbilled revenue estimates 
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Louisville Gas and Electric Company 

Notes to Financial statements - (Continued) 

included in accounts receivable were $64 million, $73 million and $65 million at December 31, 2009, 2008 and 
2007, respectively. 

Fuel arid Gas Costs. The cost of fuel for electric generation is charged to expense as used, and the cost of 
natural gas supply is charged to expense as delivered to the distribution system. LG&E operates under a Kentucky 
Commission-approve(1 performance-based ratemaking mechanism related to natural gas procurement activity. See 
Note 2, Rates and Regulatory Matters, for a description of the FAC and GSC. 

Mrrriageinerit’s [Jse cf Estirimtes. 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 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ- 
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recerit Aceomtirig Plariorrr7ce/~zer7ts. The following are recent accounting pronouncements affecting L,G&E: 

Hierarchy of Generally Accepted Accoiiiitirig Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15, 2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental 1J.S. generally accepted accounting principles. It had no 
effect on the Company’s results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subsealleiit Everits 

The guidance related to subsequent events was issued in  May 2009, and is effective for interim and annual 
periods ending after June 15,2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company’s results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. See Note 14, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Vahe of Firiaricial I t i s t r i i r s  

The guidance related to interim disclosures about fair value of financial instruments was issued in April 2009, 
and is effective foi interim and annual peiiods ending after June 15, 2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company’s results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

Eniployers ’ Disclosures about Postretirentelit Benefit Plan Assets 

The guidance related to employers’ disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31, 2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision-making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company’s results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5 ,  Pensioii and Other postretirement Benefit Plans, for additional 
disclosures. 
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Louisville Gas and Electric Company 

Notes to Financial Statements - (Continued) 

Disclosures about Derivative Instruments arid Hedging Activities 

The guidance related to disclosures about clerivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 1.5, 2008. The objective of this guidance is to enhance the current disclosure framework. The adoption 
had no impact on L,G&E’s results of operations, financial position or liquidity; however, additional disclosures 
relating to derivatives were required with the adoption effective January 1,2009. See Note 3, Financial Instruments, 
for additional disclosures. 

Noncoiitrolling Interests in Consolidated Financial Stateineats 

The guidance related to noncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15,2008. The objective of this guidance is to improve the relevance, comparability and transparency of 
financial information in  a reporting entity’s consolidated financial statements. The Company adopted this guidance 
effective January 1, 2009, and it had no impact on its results of operations, financial position or liquidity. 

Fair Value Measurenients 

In January 20 10, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have no impact on the Company’s results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liabilities measured at fair value. The 
adoption had no impact on the Company’s results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November 1.5, 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. This guidance does not expand the application of fair value accounting 
to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date 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 1.5, 2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company’s 
financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial assets 
and liabilities, and i t  had no impact on the results of operations, financial position or liquidity, however, additional 
disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now provided. Fair 
value accounting for all nonrecurring fair value measurements of nonfinancial assets and liabilities was adopted 
effective January 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 31, 2009, no additional disclosures were required as LG&E did not have any nonfinancial assets or 

es measured at fair value subsequent to initial measurement. 
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Notes to Financial Statements -- (Continued) 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and annual 
periods ending aftei June 15,2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company’s results of opeiations, financial position or liquidity. 

Note 2 - Rates and Regulatory Matters 

The Company is subject to the jurisdiction of the Kentucky Commission and the FERC in virtually all matters 
related to electric and gas utility regulation, and as such, its accounting is subject to the regulated operations 
guidance of the FASB ASC. Given its position in the marketplace and the status of regulation in Kentucky, there are 
no plans or intentions to discontinue the application of the regulated operations guidance of the FASB ASC. 

2010 Electric arid Gas Rate Cases 

In Januaiy 2010, LG&E filed an application with the Kentucky Commission requesting an increase in electric 
base rates of approximately 12%, or $9.5 million annually, ancl its gas base rates of approximately 8%, or $23 million 
annually, including an 1 1.5% return on equity for electric ancl gas. LG&E has requested the increase, based on the 
twelve month test year ended October 3 1,2009, to become effective on and after March 1,201 0. The requested rates 
have been suspended until August 1, 2010, at which time they may be put into effect, subject to refund, i f  the 
Kentucky Commission has not issued an order in the proceeding. The parties are currently exchanging data requests 
in the proceedings and a hearing date has been scheduled for June 2010. An order in the proceeding may occur 
during the third 01 fourth quarters of 2010. 

, 

2008 Electric arid Gas Rate Cases -- 
In July 2008, LG&E filed an application with the Kentucky Commission requesting increases in base electric 

and gas rates. In January 2009, LG&E, the AG, the KIUC and all other parties to the rate cases filed a settlement 
agreement with the Kentucky Commission, under which LG&E’s base gas rates will increase by $22 million 
annually, and base electric rates will decrease by $1 3 million annually. An Order approving the settlement 
agreement was received in February 2009. The new rates were implemented effective February 6, 2009, at which 
time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $2.5 million from the VDT initiative with 
customers over five years. In February 2006, LG&E and all parties to the proceeding reached a unanimous 
settlement agreement on the future ratemaking treatment of the VDT surcredit which was approved by the Kentucky 
Commission i n  March 2006, at an annual rate of $9 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as LG&E filed for a change in electric or natural gas base 
rates. In accordance with the Order, the VDT surcredit terminated in August 2008, the first billing month after the 
July 2008 filing for a change in base rates. 

In December 2007, L,G&E subrnitted its plan to allow the merger surcredit to terminate as scheduled on 
June 30,2008. The merger surcredit originated as part of the LG&E Energy merger with KIJ Energy Corporation in 
1998. In June 2008, the Kentucky Commission issued an Order approving a unanimous settlement agreement 
reached with all parties to the case which provided for a reduction in the merger surcredit to approximately 
$6 million for a 7-month period beginning July 2008, termination of the merger surcredit when new base rates went 
into effect on or after January 3 1, 2009, and that the merger surcredit be continued at an annual rate of $12 million 
thereafter should the Company not file for a change in base rates. In accordance with the Order, the merger surcredit 
was terminated effective February 6, 2009, with the implementation of new base rates. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 

2009 2008 
(In millions) 
- .- 

Current regulatory assets: 
GSC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  $ 3 $ 2 8  

4 ECR . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
7 FAC . . . . . . . . . . .  . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net MISOexit 1 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 3 

___ 

___ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- -- 

Total current regulatory assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 14 $ 43 

Non-current regulatory assets: 
Storm restoration. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 67 $ 24 
ARO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30 29 
Unamortized loss on bonds. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22 23 

1 .  4 12 Net MISO exit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 2 

Subtotal non-current regulatory assets . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  125 89 
Pension and postretirement benefits . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  204 250 

Total non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $329 $339 
Current regulatory liabilities: 
GSC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 34 $ 30 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 4 . , 5  DSM 

- -  

- -  

- -  

-- - 
\ 

Total current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 38 $’ 35 - -  
Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $256 $2.51 
Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41 4.5 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 11 - -  

Total non-current regulatory liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $303 $307 - -  
LG&E does not currently earn a rate of return on the ECR, FAC, GSC and gas performance-based rateinaking 

(included in “GSC” above) regulatory assets which are separate recovery mechanisms with recovery within twelve 
months. No return is eai-lied on the pension and postretirement benefits regulatory asset that repiesents the changes 
in funded status of the plans. L.G&E will recover this asset through pension expense included in the calculation of 
base rates. No return is currently earned on the ARO asset. When an asset with an ARO is retired, the related ARO 
regulatoiy asset will be offset against the associated ARO regulatory liability, ARO asset and ARO liability. A return 
is earned on the unamortized loss on bonds, and these costs ale recovered through amortization over the life of the 
debt. LG&E currently earns a rate of return on the balance of Mill Creek Ash Pond costs included in other regulatory 
assets, as well as recovery of these costs. The Company is seeking recovery of the Storm restoration regulatory asset 
and CMRG and KCCS contributions, included in other regulatory assets, in  the current base rate case. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset 
incurred through April 30,2008, and other regulatory assets including the East Kentucky Power Cooperative FERC 
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transmission settlement agreement and rate case expenses. Other regulatory liabilities include DSM and MISO 
administrative charges collected via base rates from May 2008 through February 5, 2009. The MISO regulatory 
liability will be netted against the remaining costs of withdrawing from the MISO, per a Kentucky Commission 
Order, in the current Kentucky base rate case. 

ARO. A summary of LG&E’s net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and 
cost of removal established under the asset retirement and environmental obligations guidance of the FASB ASC, 
follows: 

As of December 31, 2006 . . . . . . .  
ARO accretion . . . . . . . . . . . . . . .  
Removal cost incurred. . . . . . . . . .  
As of December 31, 2007 . . . . . . .  
ARO accretion . . . . . . . . . . . . . . .  
Removal cost reclass . . . . . . . . . . .  
As of December 31, 2008 . . I . I . 
ARO accretion . . . . . . . . . . . . . . .  

ARO settlements. . . . . . . . . . . . . .  
Removal cost incurred. . . . . . . . . .  
As of December 31, 2009 . . . . . . .  

ARO depreciation . . . . . . . . . . . . .  

Regulatory Regulatory 
Assets Liabilities 

(In millions) 

$22 $- 
- 2 

_. __ - 
$24 $- 

3 __. (3)  

29 ( 3 )  

- 2 

__ 2 
1 

(2) 

- 
___ 

Accumulated 
Cost of Removal 

$ 3  
___ 

__. - 
$ 3  
- 
- 
_. 

3 
- 
- 
- 
__ - 
- $ 3  - 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million in 
2009, 2008 and 2007 for the ARO accretion and depreciation expense. LG&E AROs are primarily related to the 
final retirement of assets associated with generating units and natural gas wells. 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 the regulated operations guidance of the FASB ASC. For the year 
ended Decembei 31, 2008, removal costs incurred were less than $1 million. For the years ended December 31, 
2009,2008 and 2007, LG&E recorded less than $1 million 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 the regulated operations guidance of the FASB ASC. 

L,G&E transmission and distribution lines largely operate under perpetual property easement agreements 
which do not generally require restoration upon removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB ASC, 110 material asset retirement obligations are recorded for 
transmission and distribution assets. 

GSC. LG&E’s natural gas rates contain a GSC, whereby increases or decreases in the cost of natural gas 
supply are reflected in LG&E’s rates, subject to approval by the Kentucky Commission. The GSC procedure 
prescribed by Order of the Kentucky Commission provides for quarterly rate adjustments to reflect the expected 
cost of natural gas supply in that quarter. In addition, the GSC contains a mechanism whereby any over- or under- 
recoveries of natural gas supply cost from prior quarters is to be refunded to or recovered from customeis through 
the adjustment factor determined for subsequent quarters. 

LG&E’s GSC was modified in 1997 to incorporate a natural gas procuiement incentive mechanism. Since 
November 1, 1997, LG&E has opeiated under this Perfonnance Based Ratemaking (“PBR’) mechanism related to 
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its natural gas procurement activities. LG&E’s rates are adjusted annually to recover (or refund) its portion of the 
expense (or savings) incurred during each PBR year (12 months ending October 3 1). During the PBR years ending 
in 2009,2008 and 2007, LG&E achieved $7 million, $ I  1 million and $10 million in  savings, respectively. In 2009, 
2008 and 2007, of the total savings amount, L.G&E’s portion was approximately $2 million, $3 inillion and 
$2 million, respectively, and the customers’ portion was approximately $5 million in 2009, and $8 million in  both 
2008 and 2007. Pursuant to the extension ofLG&E’s natural gas supply cost PBR mechanism effective November 1, 
2001, the sharing mechanism under the PBR requires savings (and expenses) to be shared 2.5% with shareholders 
and 75% with customers up to 4.5% of the benchmarked natural gas costs. Savings (and expenses) i n  excess of 4.5% 
of the benchmarked natural gas costs are shared SO% with Shareholders and 50% with custoiners. The current 
natural gas supply cost PBR mechanism was extended through 2010 without further modification. In December 
2009, LG&E filed with the Kentucky Cominission for an extension of LG&E’s natural gas supply cost PBR 
mechanism through 201 5 with certain modifications. 

MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, LG&E withdrew froin the MISO effective September I ,  2006. 
Since the exit froin the MISO, LG&E has been operating under a FERC-approved open access-transmission tariff. 
LG&E 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 Organization, pursuant to FERC 
requirements. 

L,G&E 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, the Company paid $13 million to the MISO and made 
related FERC compliance filings. The Company’s payment of this exit fee was with reservation of its rights to 
contest the amount, or components thereof, following a continuing review of its calculation and supporting 
documentation. LG&E and the MISO resolved their dispute regarding the calculation of the exit fee and, in 
November 2007, filed ai1 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 L.G&E with an 
immediate recovery of less than $1 million and an estimated $2 million over the next seven years for credits realized 
from other payments the MISO will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, L,G&E has established a 
regulatory asset for the MISO exit fee, net of former MISO administrative charges collected via base rates 
through the base rate case test year ended April 30,2008. The net MISO exit fee is subject to adjustment for possible 
future MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative 
charges, which were collected via base rates until February 6, 2009. The approved 2008 base rate case settlement 
provided for MISO administrative charges collected through base rates from May 1,2008 to February 6,2009, and 
any future adjustments to the MTSO exit fee, to be established as a regulatory liability until the amounts can be 
amortized in future base rate cases. This regulatory liability balance as of October 3 I ,  2009 has been included in the 
base rate case application filed on January 29,2010. MISO exit fee credit ainounts subsequent to October 3 I ,  2009, 
will continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in  industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles, each of which 
the FERC applied differently to calculate RSG charges for various historical and future periods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarter of 2008 of $2 million relating to 
potential RSG resettleinent costs for the period ended December 3 I ,  2008. However, in  May 2009, after a portion of 
the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
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I-esettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of $1 million, which the MISO began refunding back to the Company in June 2009, and which were fully collected 
by September 2009. In Julie 2009, the FERC issued an Order in the rate mismatch RSG proceeding, stating it will 
not require resettlements of the rate mismatch calculation from April 1,2005 to November 4,2007. An accrual had 
previously been recorded in 2008 for the rate mismatch issue for the time period April 25,2006 to August 9,2007, 
but no accrual had been recorded for the time period November 5, 2007 to November 9, 2008 based on the prior 
Order. Accordingly, the accrual for tlie former time period was reversed and an accrual for the latter time period was 
recorded in  June 2009, with a net effect of less than $1 million of expense, substantially all of which was paid by 
September 2009. 

In August 2009, the FERC determined that the MISO had failed to demoiistrate that its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the rulings of the FERC orders and a related task-force, with a primary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6, 2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 

In November 2009, LG&E and KIJ filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with Southwest 
Power Pool, Inc. in September 2010. The application seeks authority for LG&E and KIJ to function after such date 
as the administrators of their own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator, would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matter and initial stages of data response proceedings have 
occurred. The application is subject to continuing FERC proceedings, including further submissions or filings by, 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order generally authorizing relevant state regulatory aspects of tlie proposed arrangements. 

Unnmorti?ed L,oss 011 B o d s .  The costs of early extinguishment of debt, inclurliiig 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 the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. LG&E’s retail electric rates contain an FAC, whereby increases and decreases in the cost of fuel for 
electric generation are reflected in the rates charged to retail electric 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 fuel adjustment 
charge or credit to the base charges. In November 2009, January 2009, May 2008 and January 2008 the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
eliding Aptil2009, April 2008, October 2007 and April 2007, respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November I ,  2006 
through October 3 1, 2008 and November 1, 2004 through October 3 I ,  2006. The Kentucky Commission issued 
Orders in .June 2009 and November 2007 approving the charges and credits billed through tlie FAC during the 
review periods. 

ECR. Kentucky law permits LG&E to recover the costs or 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 
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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 reviews of the past operations of the environmental surcharge for six- 
month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October 2008, as well as approving billing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustinelits to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 20 IO,  the Kentucky Commission initiated a six-month review of LG&E’s environinental surcharge 
for the billing period ending October 2009. The proceeding will progress throughout the first half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company’s 
generating facilities. During 2009, LG&E reached a unanimous settlement with all parties to the case and the 
Kentucky Commission issued an Order approving LG&E’s application. Recovery on customer bills through the 
monthly ECR surcharge Tor these projects began with the February 2010 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which i-epresents a slight increase over the previously authorized 10.50%. 

Storm Restorntiori. In January 2009, a significant ice storin passed through LG&E’s service territory causing 
approximately 205,000 customer outages, followed closely by a severe wind storm in Febi uary 2009, causing 
approximately 37,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defei for future recovery, appioximately $4.5 million in 
incremental operation and maintenance expenses related to the storm restoration. In September 2009, tlie Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $45 million based on its 
actual costs for storm damages and service iestoration due to the January and February 2009 storms. In September 
2009, tlie Company established a regulatory asset of $44 million Tor actual costs incurred, and tlie Company is 
seeking recoveiy of this asset in  its current base rate case. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territoiy 
causing significant outages and system damage. In October 2008, L,G&E filed an application with the Kentucky 
Commission iequesting appioval to establish a regulatory asset, and defer for future recovery, approximately 
$24 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $24 million based on its actual costs for storin 
damages and sei vice iestoration due to Hurricane Ike. In Decembei 2008, the Company established a regulatory 
asset of $24 million for actual costs incurred, and the Company is seeking recovery of this asset in its current base 
late case. 

Mill Creek Ash Pord Co.it5. In June 200.5, the Kentucky Commission issued an Order approving the 
establishment of a regulatory asset for $6 million in costs related to the removal of ash from the Mill Creek ash pond, 
and authorized amortization over four years beginning in May 2006. 
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Rote Cnse Experrses. LG&E incurred $ I  million in expenses related to the development and support of the 
2008 Kentucky base rate case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

In July 2008, LG&E and KU, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission 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. L,G&E and KU 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 establishment of the requested regulatory assets was received and L,G&E is 
seeking rate recovery in the Company’s 2010 base rate case. 

L.G&E accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASC. This guidance requires employers to 
recognize the over-funded or under-fiinded status of a defined benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes occur. Under the regulated operations guidance ofthe FASB ASC, LG&E can defer 
recoverable costs that would otherwise be charged to expense 01‘ equity by non-regulated entities. Current rate 
recovery in Kentucky is based on the compensation - retirement benefits guidance of the FASB ASC. Regulators 
have been clear and consistent with their historical treatment of such rate recovery, therefore, the Company has 
recorded a regulatory asset representing 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. 

As of December 3 1, 2009 and 2008, L,G&E has segregated 
the cost of removal, previously embedded in accumulated depreciation, of $256 million and $25 1 inillion, 
respectively, in accordance with FERC Order No. 63 1 I This cost of removal component is [or assets that do 
not have a legal ARO under the asset retirement and environmental obligations guidance of the FASB ASC. For 
reporting purposes i n  the balance sheets, LG&E has presented this cost of removal as a regulatory liability pursuant 
to the regulated operations guidance of the FASB ASC. 

CMRG crricl KCCS Corztribirtiorr,s. 

Per7,sion arid Postretireriierrl Berrefits. 

Acciiriiiilated Cost of Reiiioval of Iltilit)) Plarit. 

Deferred hicurire TNxes -Net. These regulatory liabilities represent the future revenue impact from the 
reversal of deferred income taxes required for unamortized investment tax credits and deferred taxes provided at 
rates in excess of currently enacted rates. 

DSM. LG&E’s tales contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows LG&E to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

In July 2007, LG&E and KU filed an application with the Kentiicky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
pi-ograms. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. LG&E and K‘IJ filed revised 
tariffs in April 2008, under authority of this Order, which were effective in  May 2008. 

Otlier Regulatory Matters 

Kerztiicky Cori?rizis~iorr Report on Stolriis. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind storm and the January 
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2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended preventative or responsive measures, including consideration of selective hardening 
of facilities, altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Coinpanies filed a joint response reporting on their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen- 
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test or pilot prograins i n  such areas, and fielding of enhanced operational and customer outage- 
related systems. 

Wiricl Power Agrsernerzts. In August 2009, LG&E and KU filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon LG&E and 
KIJ receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, LG&E and KU would 
jointly purchase respective assigned portions of the output of two Illinois wind farms totaling an aggregate 
109.5 Mw. In September 2009, the Companies filed an application and supporting testimony with the Kentucky 
Commission. In October 2009, the Kentucky Commission issued an Order denying the Companies’ request to 
establish a surcharge for recovery of the costs of purchasing wind power. The Kentucky Commission stated that 
such recovery constitutes a general rate adjustment and is subject to the regulations of a base rate case. The 
Kentucky Commission Order currently provides for the request for approval of the wind power agreements to 
proceed independently from the request to recover the costs thereof via surcharges. In November 2009, L,G&E and 
KU filed for rehearing of the Kentucky Commission’s Order and requested that the matters of approval of the 
contract and recovery of the costs thereof remain the subject of the same proceeding. During December 2009, the 
Kentucky Commission issued data rcquests on this matter. In March 2010, the Coinpanies filed a motion requesting 
a ruling on this matter during the second quarter of 2010. The Companies cannot currently predict the timing or 
outcome of this proceeding. 

Triinble Couriy Asset Sale urid Depreciatiori. LG&E and KU are currently constructing a new base-load, 
coal fired unit, TC2, which will bejointly owned by the Companies, together with the M E A  and the IMPA. In July 
2009, the Companies notified the Kentucky Commission of the proposed sale from LG&E to KU of certain 
ownership interests in  certain existing Triinble County generating station assets which are anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under construction at the station. The 
undivided ownership interests being sold are intended to provide KU an ownership interest i n  these common assets 
that is proportional to its interest i n  TC2 and the assets’ role in supporting both TCI and TC2. In December 2009, 
LG&E and KIJ completed the sale transaction at a price of $48 million, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in  a separate proceeding, LG&E and KU jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pollution control and other 
plant equipment and assets. The filing requests coininon depreciation rates for the applicable jointly-owned 
TC2-related assets, rather than applying differing depreciation rates in place with respect to LG&E’s and KIJ’s 
separately-owned base-load generating assets. During December 2009, the Kentucky Coinmission extended the 
data discovery process through January 2010 and authorized LG&E and KU on an interim basis to begin using the 
depreciation rates forTC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a permanent basis. 

An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 2005. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in  September 2005 and May 2006. All regulatory approvals and rights of 
way for one transmission line have been obtained. 

TC2 CCN Applicniiori arid ficmnzissioii Matters. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, LG&E and KU obtained a successful dismissal of the challenge at the Franklin County Circuit 
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Court, which ruling was reversed by the Kentucky Court of Appeals in December 2007, and the proceeding 
reinstated. A motion for discretionary review of that reversal was filed by LG&E and KU with the Kentucky 
Supreme Coiirt and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. A ruling on 
the matter could occur by inid 2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental autho- 
rization and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission line in some of these forums as well. 

During 2008, LG&E’s affiliate, KU obtained various successful rulings at the Hardiii County Circuit Court 
confirming its condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky 
Court of Appeals and received a temporary stay preventing KU from accessing their properties. In April 2009, that 
appellate court denied KU’s motion to lift the stay and issued an Order retaining the stay until a decision on the 
inerits of the appeal. Efforts to seek reconsideration of that ruling, or to obtain intermediate review of the ruling by 
the Kentucky Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KU’s 
right to condemn remains pending before the Court of Appeals and oral argument on the matter is scheduled to 
occur during late March 201 0. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the fourth quarter of 2008, LG&E and KU entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU has obtained easements to allow construction of temporary transmission facilities 
bypassing those properties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary facilities. In 
December 2009, the Kentucky Commission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission’s recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owners’ request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, KTJ is 
conducting appropriate real estate acquisition and construction activities with respect to these temporary trans- 
mission facilities. 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in L,ouisville, Kentucky. In that action, the landowners claim that the IJS. Army failed to 
comply with certain National Historic Preservation Act requirements relating to easements for the line through 
Fort Knox. LG&E and KIJ are cooperating with the U.S. Army in its defense in this case and in October 2009, the 
federal court granted the defendants’ motion for summary judgment and dismissed the plaintiffs’ claims. During 
November 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Court of Appeals. 

LG&E and KIJ are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting proceedings. 

A r e m  In August 2006, LG&E filed an application with the Kentucky Coniinission requesting approval for 
the sale of property to the Louisville Arena Authority which was granted in a September 2006 Order. In November 
2006, LG&E completed certain agi’eeinents pursuant to its August 2006 Memorandum of Understanding with the 
Louisville Arena Authority regarding the proposed construction of an arena in downtown Louisville. L,G&E entered 
into a relocation agreement with the Louisville Arena Authority providing for the reimbursement to LG&E of the 
costs lo be incurred in relocating certain LG&E facilities related to the arena transaction of approximately 
$63 million. As of December 31, 2009, approximately $62 inillion of the total costs have been received. The 
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relocation work was substantially cotnpleted (I~it-iiig 2009, with follow up work continuing in 2010 and 201 1. The 
parties further entered into a property sale contract providing for LG&E’s sale of a downtown site to the Louisville 
Arena Authority which was completed for $9 million in September 2008. 

Mar-ket-Based Rate Airthol-i~~ In July 2006, the FERC issued an Order in LG&E’s market-based rate 
proceeding accepting the Company’s further proposal to address certain market power issues the FERC had claimed 
would arise upon an exit from the MISO. In particular, the Company received permission to sell power at market- 
based rates at the interface of control areas in  which i t  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 
LG&E of power at market-based rates in the L.G&E/KU 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 the Company’s power sales at control area interfaces. In 
December 2008, the FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales 
involving areas where market power is deemed to exist. As a condition of receiving and retaining market-based rate 
authority, L.G&E must comply with applicable affiliate restrictions set forth in  the FERC regulation. During 
September 2008, the Company submitted a regular tri-annual update filing under market-based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sales and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
FERC issued an order approving the Company’s September 2008 application for market-based rate authority. 
During July 2009, affiliates of LG&E completed a transaction terminating certain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in  such control area. 

L,G&E conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company’s sales under 
market-based rate authority totaled $27 million for the year ended December 31, 2009. 

M m d u t o r y  Relicibility Srandmds. As a result of the EPAct 2005, certaiii formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi- 
zations (“RROs”) by the North American Electric Reliability Corporation (“NERC”), which was authorized by the 
FERC to enforce compliance with such standards, including promulgating 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 well as non-monetary penalties, depending upon the circumstances ofthe violation. LG&E is 
a ineinber of the SERC Reliability Corporation (“SERC”), which acts as LG&E’s RRO. During May 2008, the 
SERC and LG&E agreed to a settlement involving penalties totaling less than $1 million related to LG&E’s 
February 2008 self-report concerning possible violations of certain existing mitigation plans relating to reliability 
standards. During December 2009, the SERC and L.G&E agreed to a settlement involving penalties totaling less 
than $1 inillion concerning a June 2008 self-report by LG&E relating to three other standards and an October 2008 
self-report relating to an additional standard. During December 2009, LG&E submitted a self-report relating to an  
additional standard. SERC proceedings for the December self-report are in the early stages and therefore the 
outcome is unable to be determined. Mandatory reliability standard settlements commoiily include other non- 
penalty elements, including compliance steps and mitigation plans. Settlements with the SERC proceed to NERC 
and FERC review before becoming final. While LG&E believes itself to be in compliance with the mandatory 
reliability standards, the Company cannot predict the outcome of other analyses, including on-going SERC or other 
reviews described above. 

Integt ared Re.\oime P/rrrzriit7g. Integrated resource planning (“IRP”) regulations in Kentucky require major 
utilities to make triennial IRP filings with the Kentucky Commission. In April 2008, L,G&E and KU filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
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data, and other operating performance and system information. The Kentucky Cornmission issued a staff report and 
Order closing this proceeding in  December 2009. 

PlJHCA 200.5. E.ON, L,G&E’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, 
its utility subsidiaries, including L.G&E, 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 surplus, financial matters 
and inter-system sales of non-power goods and services. LG&E 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. Amoiig other matters, this comprehensivc 
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 PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and P‘IJHCA 2005. 

In February 2006, the Kentucky Commission initiated an  administrative proceeding to consider the require- 
ments 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 implement certain 
Section 1252 standards within eighteen months after the enactment of EPAct 2005 and to commence consideration 
of Section 1254 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 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission ,jurisdictional utilities are required to file real-time pricing pilot program 
for their large commercial and industrial customers. LG&E 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 2005, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed 
by LG&E for implementation within approximately eight months, for its large commercial and industrial 
customers. The tariff was filed in October 2005, with an effective date of December I ,  2008. LG&E files annual 
reports on the program within 90 clays of each plan year-end for the 3-year pilot period. 

Pursuant to a LG&E 2004 rate case settlement agreement, and as rderrcd to in the Kentucky Commission 
EPAct 2005 Administrative Order, L,G&E made its responsive pricing and smart metering pilot program filing, 
which addresses real-time pricing for residential and general service customers, in  March 2007. In July 2007, the 
Kentucky Commission approved the application as filed, for 100 residential customers and a sampling of other 
customers, and authorized LG&E to establish the responsive pricing and smart metering pilot program, recovery of 
non-specific customer costs through the DSM billing mechanism and the filing of annual reports by April I ,  2009, 
2010 and 201 1. LG&E must also file an evaluation of the program by July 1,  201 I .  

Hylro Upgrode. In October 2005, LG&E received from the FERC a new license to upgrade, operate and 
maintain the Ohio Falls Hydroelectric Project. The license is for a period of 40 years, effective November 2005. 
LG&E began refurbishing the facility to add approximately 20 Mw of generating capacity in 2004, and plans to 
spend approximately $55 million from 2010 to 2012. 

Greeti Energy Riders. In February 2007, LG&E and KU filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing LG&E to 
establish Small and Large Green Energy Riders, allowing customers to contribute funds to be used for the purchase 
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of renewable energy credits. During November 2009, LG&E and KTJ filed an application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Home Energy Assistrrrzce Progrurn. In July 2007, LG&E filed an application with the Kentucky Commission 
for the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Cornmission 
approved the five-year program as filed, effective in  October 2007. The program terminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Colleclior? Cycle Reiision. As part of its base rate case filed on July 29,2008, LG&E proposed to change the 
due date for customer bill payments from 1.5 days to 10 days to align its collection cycle with KU. In addition, KU 
proposed to include a late payment charge if  payment is not received within 1.5 days from the bill issuance date to 
align with L,G&E. The settlement agreement approved in the rate case in February 2009, changed the clue date for 
customer bill payments to 12 clays after bill issuance for both L,G&E and KU. 

Deprecirrtiorz Stuci’y. In December 2007, LG&E filed a depreciation study with the Kentucky Cominission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. 

Browr$elcl Deileloprnerzt Rider Tar$ 111 March 2008, LG&E received Kentucky Commission approval for a 
Brownfield Development 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 permits 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 to promote local 
economic redevelopinent and efficient usage of utility resources by aiding potential reuse of vacant brownfield sites. 

In May 2008, the Kentucky Commission 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 proposed interconnection guidelines to the Kentucky Commission in October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
were developed by all parties to the proceeding. LG&E does not expect any financial or other impact as a result of 
this Order. In April 2009, LG&E filed revised net metering tariffs and application forms pursuant to the Kentucky 
Commission’s Order. The Kentucky Coinmission issued an Order in  April 2009, which suspended for five months 
all net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. In .June 2009, the 
Kentucky Commission Staff held an informal conference with the parties to discuss issues related to the net 
metering tariffs filed by LG&E. Following this conference, the intervenors and LG&E resolved all issues and 
LG&E filed revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Coin- 
mission issued an Order approving the revised tariffs. 

Irifercort~zectiorz orid Net Meteririg Giricle.lirieu. 

EISA 2007 Sfm~durds.  In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Security Act of 2007 (“EISA 2007”), part of 
which amends the Public IJtility Regulatory Policies Act of 1978 (“PIJRPA”). There are four new PURPA standards 
and one non-P‘IJRPA standai-d applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration ofthe rate design and smart grid investments no later than December 19,2008, and to 
complete the consideration by December 19, 2009. The Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not been scheduled i n  this 
matter. In October 2009, the Kentucky Commission held an infonnal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 
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Note 3 - Financial Instruments 

The cost and estimated fair values of LG&E’s non-trading financial instruments as of December 31 follow: 

2009 2008 
Carrying Fair Carrying Fair 

Value Value Value Value -- - - -- 
(In millions) 

Long-term debt (including current portion of $120 million). . . $41 1 $41 1 $41 1 $392 
L,ong-term debt from affiliate. , . . . . . . . I . . I . . . . . . . . . . . . $512 $485 $458 
Interest-rate swaps - liability. , . . $ 28 $ 28 $ 55 $ 55 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at current 
market rates. The current market values are determined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in LG&E’s credit ratings and default iisk. The fair values of the 
swaps reflect price quotes from dealers, consistent with the fair value measurements and disclosures guidance of the 
FASB ASC. The fair values of cash and cash equivalents, accounts receivable, accounts payable and notes payable 
are substantially the same as their cairying values. 

$485 

LG&E is subject to the risk of fluctuating interest rates in the normal course of business. The Company’s 
policies allow for the interest rate risk to be inanaged through the use of fixed late debt, floating rate debt and 
interest rate swaps. At December 31,2009, a 100 basis point change in the benchmark rate on LG&E’s variable rate 
debt, not effectively hedged by an interest rate swap, would impact pre-tax interest expense by $2 million annually. 

The Company is subject to inteiest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative financial instruments, including swaps and forward contracts. 

LG&E has classified the applicable financial assets and liabilities that are accounted for at fair value into the 
three levels of the fail value hierarchy, as defined by the fair value measurements and disclosures guidance of the 
FASB ASC, as follows: 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liab 
markets. 

0 Level 2 - Include other inputs that are directly or indirectly observable in the marketplace. 

Level 3 - Unobservable inputs which are supported by little or no market activity 

I~ilere~I Rate Swrrps. LG&E uses over-the-counter interest rate swaps to hedge exposure to market fluc- 
tuations in certain of its debt instruments Pursuant to Company policy, use of these financial instruments is intended 
to mitigate risk, earnings and cash flow volatility and is not speculative in nature. 

The fair value of the interest rate swaps is determined by a quote from the counterparty. This value is verified 
monthly by LG&E using a model that calculates the present value of future payments under the swap utilizing 
current swap market rates obtained fiom another dealer active in  the swap market and validated by market 
tiansactions Market liquidity is considered, however the valuation does not require an adjustment for market 
liquidity as the market is very active for the type of swaps used by the Company. LG&E considered the impact of 
counterparty credit risk by evaluating credit ratings and financial information. All counterpai ties had strong 
investment grade ratings at December 3 I ,  2009. LG&E did not have any credit exposure to the swap counterparties, 
as it was in a liability position at December 31, 2009, therefore, the market valuation required no adjustment for 
counterparty credit risk. In addition, the Company and certain counterparties have agreed to post margin i f  the credit 
exposure exceeds certain thresholds. Using these valuation methodologies, the swap contracts are considered 
level 2 based on measurement criteiia in the fair value measuiements and disclosures guidance of the FASB ASC. 
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Cash collateral for interest late swaps is classified as a collateral deposit which is a long-term asset and is a level 1 
measurement based on the funds being held in a demand deposit account. 

LG&E was party to various inteiest rate swap agreements with aggregate notional amounts of $179 million as 
of December 31, 2009 and 2008. Undei these swap agreements, LG&E paid fixed rates averaging 4.52% and 
received variable rates based on LIBOR or the Securities Industry and Financial Markets Association’s municipal 
swap index averaging 0.2096, 1.27% and 3.5% at Deceinbei 31, 2009, 2008 and 2007, respectively. One swap 
hedging the Company’s $83 million Trimble County 2000 Series A bond has been designated as a cash flow hedge 
and continues to be highly effective. One swap designated to hedge the Company’s $128 million Jefferson County 
2003 Series A bond with a notional value of $32 million was terminated in December 2008. See Note 7, Long-Teiin 
Debt. The remaining three interest rate swaps designated to hedge the same bond became ineffective during 2008 as 
a result of the impact of downgrades of the bond insurers of the underlying debt. 

The interest rate swaps are accounted for on a mark-to-market basis in accordance with the derivatives and 
hedging guidance of the FASB ASC. Financial instruments designated as effective cash flow hedges have resulting 
gains and losses recorded within other comprehensive income and common equity. The ineffective portion of 
financial instruments designated as cash flow hedges is recorded to earnings monthly as is the entire change in the 
market value of the ineffective swaps. The table below shows the pre-tax amount and income statement location of 
gains and losses from interest rate swaps for the years ended December 31, 2009 and 2008: 

Location of Gain Amount of Gain 
(Loss) Recognized (Loss) Recognized 

in Income on Derivatives in Income on Derivatives 
(In millions) 

December 3 1, 2009 
Interest rate swaps - change i n  the 

mark-to-market of ineffective swaps . . . .  Other income (expense) - net $ 2 1  
Interest rate swaps -change in the 

ineffective portion of swaps deemed 

Total . . . . . . . . . . . . . . . . . . . . . . . . .  
highly effective . . . . . . . . . . . . . . . . . . .  

December 31, 2008 

Interest Expense 1 - 
$22 - 

Interest rate swaps - change in the 

Interest rate swaps - change in the 
mark-to-market of ineffective swaps . . . .  Othei income (expense) - net $(36) 

highly effective Interest Expense - (8) 
ineffective portion of swaps deemed 

. . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . .  . .  

The interest rate swaps were deemed to be highly effective in 2007, resulting in a pre-tax loss of $6 million for 
the year ended December 3 1 ,  2007, recorded in other compiehensive income; therefore, there was no income 
statement impact in 2007. 

Amounts recorded in accumulated other comprehensive income will be reclassified into earnings in the same 
period during which the hedged forecasted ti ansaction affects earnings. The amount amortized from other 
compiehensive income to income in the yeais ended Decembei 31,2009,2008 and 2007 was less than $1 million. 
The amount expected to be reclassified from other comprehensive income to earnings in the next twelve months is 
less than $1 million. A deposit in the amount of $17 million, used as collateral for one of the interest rate swaps, is 
classified as a collateial deposit which is a long-term asset on the balance sheet. The amount of the deposit required 
is tied to the market value of the swap. 
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A decline of 100 basis points in  the ciirrent market interest rates would reduce the fair value of LG&E’s interest 
rate swaps by approxiinately $28 million. Such a change could affect other comprehensive income if the hedge is 
effective, or the income statement if the hedge is ineffective. 

Eiiergy Tmding nncf Risk Mnungerneri/ Activities. LG&E 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 manage price risk and are accounted for as non-hedging derivatives on a 
mark-to-market basis in accordance with the derivatives and hedging guidance of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offcrs as of the balance sheet date. 
IJsing these valuation methodologies, these contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend timeframes are 
allocated between the two timeframes based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
inanagement activities occurred during 2009, 2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, LG&E seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength ol‘counterparties on an on-going basis. If no external rating exists, 
LG&E assigns an internally generated rating for which it sets appropriate risk parameters. As risk manageinent 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 31, 2009, 100% of the trading and risk management commitments 
were with counterparties rated BBB-Baa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 3 I ,  2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009, will settle in 
2010” 
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The following tables set forth by level within the fair value hierarchy, LG&E’s financial assets and liabilities 
that were accounted for at fair value on a recurring basis as of December 31,2009 and 2008. Cash collateral related 
to the energy trading and risk management contracts was less than $1 million at December 3 1,2008. Cash collateral 
is categorized as other accounts receivable and is a level 1 measurement based on the funds being held in liquid 
accounts. Energy trading and risk management contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Liabilities arising from energy trading and 
risk management contracts accounted for at fair value at December 31, 2008 total less than $1 million and use 
level 2 measurements. There are no level 3 measurements for the periods ending December 3 1, 2009 and 2008. 

Recurring Fair Value Measurements (In millions) 

December 3 1, 2009 
Financial Assets: 

Energy trading and risk management contract cash collateral . . . . . . . . .  
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  
Interest rate swap cash collateral . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total Financial Assets . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

Financial Liabilities: 
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  
Interest rate swaps . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total Financial Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
December 31, 2008 
Financial Assets: 

Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  
Interest rate swap cash collateral . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total Financial Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Financial Liabilities: 

Interest rate swaps . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Financial Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Level 1 - 

$ 2  

17 - 
$19 - 

$-- 
__. 

$- 
22 - 

$22 - - 

Level 2 

$-- 
2 

$ 2  
28 

$55 - 
- $55 - 

$ 2  
2 

17 

$2 1 - - 

The Company does not net collateral against derivative instruments. 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based upon the 
Company’s credit ratings from each of the major credit rating agencies. At December 3 1,2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
no collateral posted in the normal course of business. The aggregate mark-to-market value of all interest rate swaps 
with credit risk related contingent features that are in a liability position on December 31, 2009 is $22 million, for 
which the Company has posted collateral of $17 million in the normal course of business. If the Company’s credit 
rating had been one notch lower at December 31,2009, the credit risk related contingent features underlying these 
agreements would have been triggered and the Company would have been required to post an additional $2 million 
of collateral to its counterparties for the interest rate swaps. There would have been no effect on the energy trading 
and risk management contracts or collateral requircd as a result of a one notch lower credit rating at December 31, 
2009. 
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The table below shows the fair value and balance sheet location of derivatives designated as hedging 
instruments as of December 31, 2009 and 2008: 

Asset Derivatives Liability Derivatives 
Balance Balance 

Location Location 
Sheet Pair Sheet Fair 

Value . -  
(In millions) 

December 3 1, 2009 
Interest rate swaps . . . . .  Other assets e Long-term derivative liability 

. . . . . . . . . . . . . . . . . . .  $- $19 Total - - - - 
December 3 1 ,  2008 
Interest rate swaps. I ~ Other assets $E Long-term derivative liability $24 

. . . . . . . . . . . . . . . . . . .  $- $24 Total - - - - 
The table below shows the fair value and balance sheet location of derivatives not designated as hedging 

instruments as of December 31, 2009 and 2008: 
Asset Derivatives Liability Derivatives 
Balance Balance 

Value Location Location 
Sheet Fair Slieet Fair 

Value -- .- 
(In millions) 

December 3 1 ,  2009 
Interest rate swaps . . . . . . . .  Other assets $- Long-term derivative liability $ 9 
Energy trading and risk 

management contracts 

Total 

2 (current) Other current assets __ 2 Other current liabilities - 
. . . . . . . . . . . . . . . .  $1 1 $ 2  - - - - 

December 31, 2008 
Interest rate swaps , . Other assets $- Long-tenn derivative liability $3 1 
Energy trading and risk 

management contracts 

. . . . . .  $ 1  $3 1 Total . " .  
- . . . . . . . . . . . . . .  (current) Other current assets ___ 1 Other current liab - 
- - - - 

The gain or loss on hedging interest rate swaps recognized in other comprehensive income for the year ended 
December 3 1,2009,2008 and 2007, was a $5 million gain, a $1 million loss and a $6 million loss, respectively. The 
gain or loss on derivatives reclassified from accumulated other comprehensive income to income was a gain of less 
than $1 niillion in 2009 and a loss of $7 million in 2008, and was recorded in other income (expense) - net. There 
was no gain or loss on derivatives reclassified from accumulated other comprehensive income in 2007. 

LG&E manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

F-28 



Louisville Gas and Electric Company 

Notes to Financial Statements _- (Continued) 

The following tables present the effect of derivatives not designated as hedging instruments on income for the 
years ended December 31, 2009, 2008 and 2007: 

Location of Gain 
(Loss) Recognized (Loss) Recognized 

in Income on Derivatives 

Amount of Gain 

in Income on Derivatives 
(In millions) 

December 3 1, 2009 
Energy trading and risk management 

contracts (realized). . . . . . . . . . . .  
Energy trading and risk management 

contracts (unrealized) . . . . . . . . . .  
Interest rate swaps (realized) . . . . . .  
Interest rate swaps (unrealized) . . . .  

Total . . . . . . . . . . . . . . . . . . . . . .  
December 3 1, 2008 
Energy trading and risk management 

contracts (realized). . . . . . . . . . . .  
Energy trading and risk management 

contracts (unrealized) . . . . . . . . . .  
Interest rate swaps (realized) . . . . . .  
Interest rate swaps (unrealized) . . . .  

Total . . . . . . . . . . . . . . . . . . . . . .  
December 31, 2007 
Energy trading and risk management 

contracts (realized), . . . . . . . . . . .  
Energy trading and risk management 

contracts (unrealized) . . . . . . . . . .  
Interest rate swaps (realized) . . . . . .  
Interest rate swaps (unrealized) . . . .  

Total . . . . . . . . . . . . . . . . . . . . . .  

Electric revenues $ 1 0  

Electric revenues $ ( 1 )  
(3 )  
21 

- $ 2 7  

Other income (expense) - net 
Other income (expense) - net - 

- 

Electric revenues $ 3  

Electric revenues $ 1  
(2) 

(36) 
- $(34) 

Other income (expense) - net 
Other income (expense) - net 

- 

Electric revenues 

Electric revenues 
Other income (expense) - net 
Other income (expense) - net 

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 contractcd. Concentiations 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. 

LG&E’s customer receivables and natural gas and electric revenues arise from deliveries of natural gas to 
approximately 321,000 customers and electricity to approximately 396,000 customers in Louisville and adjacent 
areas in Kentucky. For the year ended December 31, 2009, 72% of total revenue was derived From electric 
operations and 28% from natural gas operations. For the year ended December 31,2008,69% of total revenue was 
derived from electric operations and 31 % from natural gas operations. For the year ended December 31,2007,73% 
of total revenue was derived from electiic operations and 27% from natural gas operations. During 2009, the 
Company’s 10 largest electric and gas customers accounted for less than 1.5% and less than 10% of total volumes, 
respectively. 
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Effective November 2008, LG&E and employees reprcsented by the IBEW Local 2100 signed a threc-year 
collective bargaining agreement. This agreement provides for negotiated increases or changes to wages, benefits or 
other provisions. The employees represented by this bargaining agreement comprise approximately 67% of the 
Company’s workforce at December 3 1, 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

LG&E employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover employees hired by December 3 1, 200.5. Employees hired 
after this date participate in the Retirement Income Account (“RIA”), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants’ contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

The following tables provide a reconciliation of the changes in the defined 
benefit plans’ obligations and the fair value of assets for the two-year period ending December 3 I ,  2009, and the 
funded status for the plans as of December 31 : 

Obligations arid Fwrcled Sfatus. 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 
- - - -  

Change in benefit obligation 
Benefit obligation at beginning of year. . . . . . . . . . . . . . . . . . . .  $ 429 9; 408 $ 88 $ 89 

Service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 4 1 1 
Interest cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26 26 5 5 

2 Plan amendments. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Benefits paid, net of retiree contributions . . . . . . . . . . . . . . . .  (27) (28) (6) (9) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 19 2 -  Actuarial loss and other 

- - - 

- - - -  
Benefit obligation at end of year . . . . . . . . . . . . . . . . . . . . . . . .  $ 441 $ 429 $ 90 $ 88 - - - -  - - - -  

Change in plan assets 
Fair value of plan assets at beginning of year. . . . . . . . . . . . . . .  $ 286 $ 409 $ 3 $ 5 

Actual return on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . .  59 (94) - 
Employer contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 8 7 
Benefits paid, net of retiree contributions . . . . . . . . . . . . . . . .  (27) (28) (6) (9) 
Administrative expenses and other . . . . . . . . . . . . . . . . . . . . .  (1) (1) - - 

- 
I_ 

- - 
Fair value of plan assets at end of year. . . . . . . . . . . . . . . . .  $ 325 - 

Funded status at end of year. . . . . .  . . . . . . . . . . . . . . . . . . . . . .  $(116) $(143) $(85) $(85) - - - -  
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Arizoiirits Recogiiizerl in Stciteinelit of Firzaricial Positiori. The following tables provide the amounts recog- 
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 3 1 : 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 
- - - - ~  

Regulatory assets“ I . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 188 $ 2 3 3  $ 16 $ 17 
(3) (3) Accrued benefit liability (current) - - .. . . . . . . . . . . . . . . . . . . . . . . .  

Accrued benefit liability (non-current) . . . . . . . . .  (116) (143) (82) (82) 

Amounts recognized in regulatory assets consist of 
Other 

Postretirement 
Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 
- - - _ _  

Transition obligation . I . . . . . . . . . . . . . . . . . . .  $ - -  $ -  $ 2  $ 3  
Prior service cost . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32 38 6 8 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  156 195 8 6 Accumulated loss. 

$188 $233 $16 - $17 Total regulatory assets 

Additional year-end information for plans with accumulated benefit obligations in  excess of plan assets: 

- - -  - 
- - - -  - - -  

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 

Benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $441 $429 $90 $88 

- - - -  

Accumulated benefit gation 408 396 - __ 

Fair value of plan assets. . . . . . . .  325 286 5 3 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets for the years ended December 3 1, are composed of the following: 
Other 

Postretirement 
Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 

Prior service cost arising during the period . . . . . . . . . . . . . . . . . . .  $ - $ - $-- $ 2 

- - - -  

Net loss/(gain) arising during the period . . . . . . . . .  (27) 147 1 1 
Amortization of prior service (cost)/credit . . . . . . . .  (6) (6) (2) (2) 

(1) (1) Amortization of transitional (obligation)/asset __ 

Amortization of gain/(loss) (12) -(1) _-_, 1 

Total amounts recognized in regulatory assets . . . .  ” . . - $(45) $140 $(I) & 

__ . . . . . . . . . . . . . . . . .  
__ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -- 

- - - -  
Corizporierits of Net Periodic Beriefit Cost. 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 
LG&E employees and E.ON U.S. Services’ employees, who provide services to the utility. The E.ON IJS. Services’ 
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costs that are allocated to LG&E are approximately 43% of E.ON 1J.S. Services’ total cost for 2009, and 42% for 
both 2008 and 2007. 

.- Pension Benefits 
E.ON U.S. E.ON U.S. E.ON U.S. 
Services Services Services 

Allocation Total Allocation Total Allocation Total 
LG&E toLG&E LG&E LG&E toLG&E LGleE LG&E toLG&E LG&E 
2009 2UUY 2009 2008 2008 2008 2007 2007 2007 

(In millions) 

-------- - 
------- -- 

Servicecost . . . . . . . . . . . . . . . . . . . . .  $ 4 $ 4  $ 8 $ 4 $ 4 $ 8 $ 4 $ 4  $ 8 
Interest cost . . . . . . . . . . . . . . . . . . . . .  26 6 32 26 5 31 24 5 29 
Expected return 011 plan assets. . . . . . . . .  (23) (4) (27) (32) (5) (37) (32) (5) (37) 
Amortization of prior service costs. . . . . .  6 1 7 6  1 7 5  1 6 
Amortization of actuarial loss . . . . . . . . .  -12 - 2 - 14 .___ 1 -  - - 1 ,__- 2 - 1 - 3 

Benefit cost at end of year . I . . 

E.ON U.S. 
Services 

Allocation 
I,G&E lo LG&E 
2009 2009 
-- 
-- 

Service cost . . . . . . . . . . . . . . . . . . . . .  $ I  $ I 
Interest cost __ . . . . . . . . . . . . . . . . . . .  5 
Amortization of prior service costs. . . . . .  - - - 2 
Benefit cost at end of year . I I . I , . . I . $8 - $ I - - - 

Other Postretiremenl Bcnefils 
E.ON US. 
Services 

-1.- 

Total Allocntion Total 
LG&E LG&E toLG&R LG&E LG&E 
2009 2008 2008 2008 2007 
----- 

E.ON US. 
Services 

Allocation Total 
to LG&E IG&E 

2007 2007 
-- 
- 

The estimated amounts that will be amortized from regulatory assets into net periodic benefit cost in 2010 are 
shown in the following table: 

Other 
Postretirement 

Pension Benefits Benefits 
(In millions) 

Regulatory assets: 
Net actuarial loss. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $10 $-- 
Prior service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 1 

1 - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Transition obligation - - 
. . . . . . . . . . . . . . . . .  $ 2  $15 Total regulatory assets amortized during 2010 - - - - 

The assumptions used in the measurement of LG&E’s pension benefit obligation are shown in the following 
table: 

2009 2008 - -  
Weighted-average assumptions as of December 3 1 : 
Discount rate - Union plan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.08% 6.33% 
Discount rate - Non-union plan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.13% 6.25% 
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.25% 5.25% 
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The discount rates were determined by the December 28,2009, Mercer Pension Discount Yield Curve. These 
discount rates were then lowered by 8 basis points for the average change in 4 bond indices, Citigroup High Grade 
Credit Index AAA/AA 1Oc years, Barclays Capital TJS Long Credit AA, Merrill Lynch US Corporate AA-AAA 
rated IO+ years and Meirill Lynch TJS Corporate AA rated 15+ years, for the peiiod from December 28, 2009 to 
December 3 1, 2009. 

The assumptions used in the measurement of LG&E’s net periodic benefit cost are shown in the following 
table: 

2009 2008 2007 - - -  
Discount rate . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  6.25% 6.66% 5.96% 
Expected long-term retuni on plan assets . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 8.25% 
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . .  . . . .  5.25% 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, LG&E 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 foi each assct 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 $50 million positive or negative 
impact to the 2009 accumulated benefit obligation and an approxiinate $57 million positive or negative 
impact to the 2009 projected benefit obligation. 

* A 2.5 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assiirried Health Core Cost Trerxl Rates. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A 1% change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of less than 
$2 million in year-end 2009 postretireinent benefit obligations. 

Expected Fittiire Benefit Paymerzts. The following list provides the amount of expected future benefit 
payments, which reflect expected future service: 

Other 
Postretirement 

Pension Benefits Benefits 
(In millions) 

2010. . . . . . . . . . . . . . .  $ 26 $ 7  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  26 7 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26 7 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25 7 
2014 . . . . . . . . . . . . . . . . . .  25 8 

. . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  138 36 
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Plniz Assets. The following table shows the plans’ weighted-average asset allocation by asset category at 
December 3 1 : 

Pension Plans Target Range 2008 
Equity securities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45% - 7.5% 59% 55% 
Debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30% - 50% 40 43 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0 % -  10% 1 2 

Totals 
- -  
100% 100% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - -  - -  

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 
and maximize 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, Barclays Capital Aggregate and Barclays 
Capital U.S. Long GovernmentKredit Bond Index in propoi tions equal to the targeted asset allocation. 

Evaluation of peiformance 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 mole 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 cluration, 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 secuiities 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 are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn piofile, to modify the portfolio’s 
duiation or to reduce transaction costs and must be used in conjunction with undeilying physical assets in the 
poi tfolio. 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 
funds are invested i n  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. 

LG&E has classified plan assets that are accounted for at fair value into the three levels of the fair value 
hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the 
Notes to Financial Statements. 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 
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A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

Money Mrirket Furid: These investments are public investment vehicles valued using $1 for the net asset 
value. The money market funds are classified within level 2 of the valuation hierarchy. 

Corizrizonz/Collective Tr~rsts: Valued based on the beginning of year value of the plan’s interests in the 
trust plus actual contributions and allocated investment income (loss) less actual distributions and allocated 
administrative expenses. Quoted market prices are used to value investments in the trust. The fair value of 
certain other investments for which quoted market prices are not available are valued based on yields currently 
available on comparable securities of issuers with similar credit ratings. The common/collective trusts are 
classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods are appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plans’ valuation methodologies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plans’ assets at fair value as of 
December 3 1, 2009: 

Level 2 
(Millions) 

$ 2 
328 

$330 

Money Market Fund 
Common/Collective Trusts 

Total investments at fair value 

There are no assets categorized as level 1 or level 3. 

Coiitribuhrzs. 

. . . . ~ . . . . . I . . . . . . . . I . . . . . I ~ . . I . . ~ . . . ~ . . . . . . . . . . 
-- 
- - 

LG&E made a discretionary contribution to the pension plan of $8 million in April 2009 and 
$56 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million in 2009, 2008 and 2007. The amount of future contributions to the pension plan will depend upon the 
actual return on plan assets and other factors, but the Company funds its pension obligations in a manner consistent 
with the Pension Protection Act of 2006. In January 2010, LG&E made a discretionary contribution to the pension 
plan of $20 million and anticipates making voluntary contributions to fund Voluntary Employee Beneficiary 
Association trusts to match the annual postretirement expense and funding the 401(h) plan up to the maximum 
amount allowed by law. 

Peiisiori L.egi.slntioii. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) mandate full 
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 premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined-contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company’s plans met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

Thrzr;ifr Savirigs P h i s .  LG&E has a thrift savings plan under section 401 (k) of the Internal 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. LG&E makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in both 2009 and 2008, and $2 million in 2007. 
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L.G&E also makes contributions to retirement income accounts within the thrift savings plans for certain 
employees not covered by noncontributory defined benefit pension plans. These employees consist mainly of those 
hired after December 31, 2005. The Company makes these contributions based on years of service and the 
employees’ wage and salary levels, and it makes them in addition to the matching contributions discussed above. 
The amounts contributed by the Company under this arrangement equaled less than $1 million in 2009,2008 and 
2007. 

Note 6 -- Income Taxes 

A lJnited States consolidated income tax return is filed by E.ON lJ.S.’s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including LG&E, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2006 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Adjustments made by the IRS 
for the 2006 year were recorcled in the 2008 financial statements. Tax years 2007 and 2008 were examined under an 
IRS pilot program named “Compliance Assurance Process” (“CAP’)). This program accelerates the IRS’s review to 
begin during the year applicable to the return and ends 90 days after the return is filed. Adjustments for 2007, agreed 
to and recorded in January 2009, were comprised of $5 million of depreciable temporary differences. Areas 
remaining under examination for 2008 include bonus depreciation and the Company’s application for a change in 
repair deductions. No net material adverse impact is expected from these remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for LG&E 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. If recognized, the less than 
$ I  million of unrecognized tax benefits would reduce the effective income tax rate. 

The amount LG&E recognized as interest expense and interest accrued related to unrecognized tax benefits 
was less than $1 million as of December 3 1,2009,2008 and 2007. The interest expense and interest accrued is based 
on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. LG&E records 
the interest as interest expense and penalties as operating expenses in the income statement and accrued expenses in 
the balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 3 1,  2009. 

Components of income tax expense are shown in the table below: 
2009 2008 2007 

(In millions) 

Current - federal $26 $37 $34 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 4 8 

- state - net . . . . . . . . . . . . . . . . . . .  2 (2) 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (3) (4) (4) 

- - -  

Investment tax credit - deferred 
Amortization of investment tax credit. 

Total income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $47 $41 $59 

Deferred federal income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and interest rate swaps. The offsetting decrease in federal current income tax 
expense was partially offset by higher pretax income in 2009. Current state tax expense decreased in 2008, 
compared to 2007, due to an increase in coal and recycle credits in 2008. Deferred federal income tax expense 
decreased in 2008 primarily due to temporary differences for inark-to-market interest rate swaps and GSC. 

- 
- - -  - - -  

F-36 



Louisville Gas and Electric Company 

Notes to Financial Statements - (Continued) 

In June 2006, LG&E and K‘IJ filed ajoint application with the 1J.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 LG&E and KU 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, LG&E received an 
Order from the Kentucky Commission approving the accounting of the investment tax credit. L,G&E’s portion of the 
TC2 tax credit will be approximately $24 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, LG&E recorded investment tax credits of $4 million, $8 million and $9 million in 2009,2008 
and 2007, respectively, decreasing current federal income taxes. The amount claimed through 2009 is all that LG&E 
is allowed to claim. LG&E has recorded its maximum credit of $24 million. In addition, a full depreciation basis 
ad,justment is required for the amount of the credit. The income tax expense impact from amortizing these credits 
will begin when the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints alleging additional claims for relief. In October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liab es included in the balance sheets are shown below: 
2009 2008 

(In rniliions) 
- -  

Deferred tax liabilities: 
Depreciation and other plant-related items. $383 $372 

. . . . . . . . . .  2 4 

430 415 

. . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets and other . . . . . . . . . . . . . . . . . . . . . . . . .  45 39 

Pension and related benefits - -  
Total deferred tax liabilities - -  

. . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred tax assets: 
11  12 Investment tax credit . . . . . . . . . . . . . . . . . . . . . . .  

Income taxes due to customers . . . . .  . . . . . . . . . . .  16 18 
. . . . . . . . . . . . . . . . . . . . . . . .  34 39 Liabilities and other . -~ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  61 69 Total deferred tax assets. _.-- - 
. . . . . . . . . . . . . . .  . . . . . . .  $369 $346 

Current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (4) $(14) 
. . . . . . .  373 360 

- -  Net deferred income tax liability 

Balance sheet classification 

- -  
Net deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - $369 $346 - -  
The Company expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 
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A reconciliation of differences between the statutory 1J.S. federal income tax rate and LG&E’s effective 
income tax rate follows: 

2009 2008 2007 - - -I_ 

Statutory federal income tax rate . . . . . . . . . .  ~ ~ . 35.0% 35.0% 35.0% 
State income taxes, net of federal benefit . . . . . . . . . . . . . .  2.7 0.6 3.4 
Reduction of income tax reserve. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (0.5) (0.4) (0.6) 
Qualified production activities deduction . . . . . . . . . . .  (0.8) (1.0) (1.1) 
Amortization of investment tax credits . . . . . . . . . .  (2.1) (3.0) (2.2) 
Reversal of excess deferred taxes . . . . . . . . . . . . . . . . . . . .  (0.7) (0.7) (1.1) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (0.5) -02 (0.4) Other differences - - 
Effective income tax rate . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  33.1% 31.3% 33.0% - - -  - - _ _  

The effective income tax rate increased from 2008 to 2009 primarily due to state income tax, net of federal 
benefit. In 2008, LG&E claimed $5 million in state coal and recycle credits as compared to $1 million in 2009. The 
effective income tax rate decreased from 2007 to 2008 primarily due to coal and recycle credits claimed in 2008. 

Note 7 - Long-Term Debt 

of pollution control bonds and long-term loans from affiliated companies as summarized below. 
As of December 3 1,2009 and 2008, long-term debt and the current portion of long-term debt consist primarily 

Stated Principal 
Interest Rates Maturities Amounts 

($ in millions) 

Outstanding at December 31, 2009 and 2008: 
Noncurrent portion . . . . . . . . . . . . . . . . .  Variable - 6.48% 2012-2037 $776 
Current portion . . . . . . . . . . . .  . . . . . . . . .  Variable 2026-2027 $1 20 

Long-term debt includes $1 20 rnillioii classified as current portion because these bonds are subject to tender 
foi purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. 
These bonds include Jefferson County Series 2001 A and B and Triinble County Seiies 2001 A and B. Maturity 
dates for these bonds iange from 2026 to 2027. The average annualized interest rate for these bonds during 2009, 
2008 and 2007 was 1.06%, 2.34% and 3.66%, respectively. 

Pollution control series bonds are obligations issued in connection with tax-exempt pollution control revenue 
bonds issued by vaiious govenlinental entities, principally counties in Kentucky. A loan agreement obligates the 
Company 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. The loan agreement is an unsecured obligation of the Company. 

Several of the pollution control bonds are insured by monoline bond insurers whose ratings have been reduced 
due to cxposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggiegate $574 inillion (including $1 63 million of reacquired bonds) of outstanding pollution control indebtedness, 
of which $135 million 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. During 2008, interest rates 
increased, and the Company experienced “failed auctions” when there were insufficient bids for the bonds. When a 
failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. During 2009,2008 and 
2007, the average rate 011 the auction rate bonds was 0.38%, 4.19% and 3.77%, respectively. The instiuments 
governing these auction rate bonds perinit L,G&E to convert the bonds to other interest rate modes, such as vaiious 
shoi t-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset infrequently. In June 
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2009, S&P downgraded the credit rating of Ambac from “A” to “BBB”. As a result, S&P downgraded the ratings on 
certain bonds in  June 2009. The S&P ratings of these bonds are now based on the rating of the Company rather than 
the rating of Ambac since the Company’s rating is higher. The following table presents the bonds downgraded: 

Tax Exempt Bond Issues 

- Bond Rating 
Moody’s S&P 

Principal 2009 2008 2009 2008 
(9; in millions) 

- - - - -  

Trimble County 2000 Series A .  . . . . . . . . . . . . . . . . . . . .  $83 A2 A2 BBB+ A 
Jefferson County 2001 Series A . . . . . . . . . . . . . . . . . . . .  $10 A2 A2 BBB+ A 
Trimble County 2002 Series A .  . . . . . . . . . . . . . . . . . . . .  $42 A2 A2 BBB+ A 
Trimble County 2007 Series A . .  . . . . . . . . . . . . . . . . . . .  $60 A2 A2 BBB+ A 
Louisville Metro 2007 Series B . . . . . . . . . . . . . . . . . . . .  $35 A2 A2 BBB-t A 

In January 2007, the Kentucky Commission issued an Order approving LG&E’s application for certain 
financial transactions, including arrangements which provided a source of funds for the redemption of LG&E’s 
preferred stock. In April 2007, LG&E redeemed all of its outstanding shares of its series of preferred stock at the 
following redemption prices, respectively, plus an amount equal to accrued and unpaid dividends to the redemption 
date: 

860,287 shares of 5% cumulative preferred stock (par value $25 per share) at $28 per share; 

200,000 shares of $5.875 cumulative preferred stock (without par value) at $100 per share; and 

500,000 shares of auction rate, series A, cumulative preferred stock (without par value) at $100 per share. 

In April 2007, L,G&E agreed with Fidelia to eliminate the lien on two secured intercompany loans totaling 
$125 million. LG&E entered into two long-term borrowing arrangements with Fidelia in an aggiegate principal 
amount of $138 million. The loan proceeds were used to fund the prefeired stock redemption and to repay certain 
short-term loans incurred to fund the pension contribution made by the Company during the first quarter. LG&E 
also completed a series of financial transactions impacting its periodic reporting requirements. The pollution 
control revenue bonds issued by certain governmental entities secured by the $3 1 million Pollution Control Series S, 
the $60 million Pollution Control Seiies Tand the $35 million Pollution Control Series 1J bonds were refinanced 
and replaced with new unsecured tax-exempt bonds of like amounts. Pursuant to the teims of the bonds, an 
underlying lien on substantially all of LG&E’s assets was released following the completion of these steps. LG&E 
no longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

In March and April 2008, the Company converted the Louisville Metro 2005 Series A and, 2007 Series A and 
B bonds from the auction rate mode to a weekly interest rate mode, as permitted under the loan documents. In 
connection with the conversions, LG&E purchased the bonds from the remarketing agent. The Louisville Metro 
2005 and 2007 Series A bonds were remarketed in November 2008, and the Company continues to hold the 2007 
Series B bonds. 

In May 2008, LG&E converted the Jefferson County 2000 Series A bonds from the auction mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with the conversion, L,G&E purchased the 
bonds from the remarketing agent. The bonds were remarketed in November 2008. 

In July 2008, LG&E converted the Louisville Metro 200.3 Series A bonds from the auction mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with the conversion, LG&E purchased the 
bonds from the remarketing agent and continues to hold these bonds. 
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In November 2008, LG&E converted three pollution control boiids to a mode wherein the interest rate is fixed 
for an intermediate term, but not the Full teiin of the bond. At the end of the intermediate term, the Company must 
remarket the bonds or buy them back. The terms of the November transactions are as follows: 

Series - 
Principal End of Fixed 
Amount Interest Rate Rate Term 

($ in millions) 

Jefferson County 2000 Series A .  . . . . . . . . . . . . . . .  $25 5.375% November 30, 201 1 
Louisville Metro 2007 Series A . . . . . . . . . . . .  5.625% December 2, 2012 
Louisville Metro 2005 Series A . . . . . .  5.75% December I ,  2013 

At the time of the conversion, the bond insurance policy that had been in place was terminated. 

As of December 31, 2009, LG&E continued to hold repurchased bonds in the amount of $163 million. The 
Company will hold some or all of such repurchased bonds until a later date, at which time it may refinance, remarket 
or further convert such bonds. Uncertainty in markets relating to auction rate securities or steps the Company has 
taken or may take to mitigate such uncertainty, such as additional conversion, subsequent restructuring or 
redemption and refinancing, could result in L.G&E incurring increased interest expense, transaction expenses 
or other costs and fees or experiencing reduced liquidity relating to existing or future pollution control financing 
structures. 

All of LG&E’s first mortgage bonds were released and terminated in April 2007. Only the tax-exempt 
pollution control revenue bonds issued by the counties remain. IJnder the provisions for certain of the Company’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 boiids during 2009, 
2008 and 2007 was 1.06%, 2.34% and 3.66%, respectively. 

Interest rate swaps are used to hedge LG&E’s underlying variable-rate debt obligations. These swaps hedge 
specific debt issuances and, consistent with management’s designation, are accorded hedge accounting treatment. 
The swaps exchange floating-rate interest payments for fixed rate interest payments to reduce the impact of interest 
rate changes on the Company’s pollutioii control bonds. As of December 3 1, 2009 and 2008, the Company had 
swaps with an aggregate notional value of $179 million. See Note 3, Financial Instruments. 

There were no redemptions or maturities of long-term debt for 2009 or 2008. Redemptions and maturities of 
long-term debt for 2007 are summarized below: 

Principal Securedl 
Year Description Amount - Rate Unsecured Maturity 

2007 Pollution control bonds $3 1 Variable Secured 2017 
2007 Pollution control bonds . . . .  $60 Variable Secured 2017 
2007 Pollution control bonds $35 Variable Secured 2013 
2007 Mandatorily Redeemable Preferred Stock $20 5.875% Unsecured 2008 

- 
($ in millions) 
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There were no issuances of long-term debt in 2009. Issuances of long-term debt for 2007 and 2008 are 
summarized below: 

Year -- 

2008 
2008 
2007 
2007 
2007 
2007 
2007 
2007 

Description 

Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . .  
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . .  
Pollution control bonds. . . . . . . . . . . . . . . . .  
Pollution control bonds. . . . . . . . . . . . . . . . .  
Pollution control bonds. . . . . . . . . . . . . . . . .  
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . .  
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . .  
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . .  

Principal 
Amount 

$50 
$25 
$3 1 
$60 
$35 
$70 
$68 
$47 

Securedl 
Rate Unsecured 

6.48% IJnsecured 
6.21 % Unsecured 

Variable Unsecured 
4.60% IJnsecured 

Variable IJnsecured 
5.98% IJnsecured 
5.93% Unsecured 
5.72% Unsecured 

- 
(E in millions) 

Maturity 

201 5 
2018 
203.3 
2033 
203.3 
2037 
203 1 
2022 

As of December 3 I ,  2009, $485 million of unsecured notes payable was outstanding to the Company's 

L,ong-term debt maturities for LG&E are shown in the following table: 

2010-2012. .  . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 25 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  200 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  671(a) Thereafter -- 

affiliate, Fidelia, with interest rates ranging from 4.33% to 6.48% and maturities ranging from 2013 to 2037. 

(In millions) 

- 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $896 - - 
(a) Includes long-term debt of $120 million classified as current liabilities because these bonds are sub,ject to tender 

for purchase at the option of the holder and to mandatory tender for purchase upon the occuri-ence of' certain 
events. Maturity dates for these bonds range from 2026 to 2027. 

Note 8 - Notes Payable and Other Short-Term Obligations 

LG&E participates in an intercompany money pool agreement wherein E.ON US.  and/or KU make funds 
available to LG&E at market-based rates (based on highly rated commercial paper issues) of up to $400 million. 
Details of the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

($ in millions) 

December 31, 2009 . . . . . . . . . . . . . . . . . . . .  $400 $170 $230 0.20% 
December 31, 2008 . . . . . . . . . . . . . . . . . . . .  $400 $222 $178 1.49% 

E.ON 1J.S. maintains revolving credit facilities totaling $313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 31,2009 and 2008, one facility, totaling $150 million, 
is with E.ON North America, Inc., while the remaining line, totaling $163 million, is with Fidelia; both are affiliated 
companies. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

($ in millions) 

December 3 1, 2009" . . . . . . . . . . . . . . . . . . . . . . .  $3 13 $276 $37 1.25% 
December 3 1, 2008. . . . . . . . . . . . . . . . . . . . . . . .  $3 13 $299 $14 2.05% 

F-4 1 



Louisville Gas and Electric Company 

Notes to Financial Statements - (Continued) 

At December 3 1,2009 and 2008, the Company maintained bilateral lines of credit, with unaffiliated financial 
institutions, totaling $125 million which mature in June 2012. At December 31, 2009, there was no balance 
outstanding under any of these facilities. 

The covenants under these revolving lines of credit include the following: 

* The debvtotal capitalization ratio must be less than 70% 

E.ON must own at least 66.667% of voting stock of LG&E directly or indirectly 

The corporate credit rating of the Coinpany must 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 31, 2006 

L,G&E was in compliance with these covenants at December 3 1, 2009. 

Note 9 - Commitments and Contingencies 

Opelatiiig Lmses. LG&E leases office space, office equipment, plant equipment, real estate, railcars, 
telecommunications and vehicles and accounts for these leases as operating leases. Total lease expense less amounts 
contributed by affiliated companies occupying a portion of the office space leased by the Company, was $6 million 
for 2009 and 2008, and $5 million for 2007. The future minimum annual lease payments for operating leases for 
years subsequent to December 31, 2009, are shown in the following table: 

(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 5 
2011 . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
2012 4 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 

. . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $21 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Thereafter - 
- - 

Sole and L.easeDack TI mwictioii The Company is a participant in  a sale and leaseback transaction involving 
its 38% interest in  two jointly owned CTs at KU’s E.W. Brown generating station (Units 6 and 7). Commencing i n  
December 1999, L,G&E and KU entered into a tax-efficient, 18-year lease of the CTs. LG&E and KU have provided 
funds to fully defease the lease, and have executed an irievocable 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  
LG&E 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, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destiuction 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, whethei by default or expiration of its term, title to the CTs reverts jointly 
to LG&E and KU. 

At December 31, 2009, the maximum aggregate amount ot default fees or amounts was $8 million, of which 
LG&E would be responsible for 38% (approximately $3 million). The Company has macle arrangements with 
E.ON IJ.S., via guarantee and iegulatoiy commitment, tor E.ON 1J.S. to pay its full poition of any default fees or 
amounts. 
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L.etters of Credit. LG&E has provided letters of credit totaling $3 million to support certain obligations 
related to landfill reclamation and a letter of credit totaling less than $1 million to support certain obligations related 
to workers’ compensation. 

Power Pili-chases. The Company has a contract for power purchases with OVEC, terminating in 2026, for 
various Mw capacities. LG&E has an investment of 5.63% ownership in OVEC’s common stock, which is 
accounted for on the cost method of accounting. The Company’s share of OVEC’s output is 5.63%, approximately 
124 Mw of generation capacity. Future obligations for power purchases are shown in the following table: 

(In millions) 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 21 
2011 . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  22 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  24 201 2 . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25 

2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26 
Thereafter . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  398 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $516 

L.G&E has contracts to purchase coal, natural gas and natural gas 

- 
- - 

Cecil ciricl Gns Purclzase Obligatioris. 
transportation. Future obligations are shown in the following table: 

(In millions) 

2010 . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  $ 386 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  330 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2013 . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
2014 . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  131 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(a) Obligations after 2014 are indexed to future market prices and are not included above since prices will be set in 
the future using the contracted methodology. 

Co~zstriictiori Program LG&E had $14 million of coinmitments in connection with its construction program 
at December 31, 2009. 

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 prqject. 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 sub,ject 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. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company’s share of additional costs from inception 
of the contract through the expected pro,ject completion in  2010 is estimated to be approximately $5 million. During 
the past and to date in 2010, L,G&E and KU have received a number of contractual notices from the TC2 
construction contractor asserting force majeuidexcusable event claims for ad,justments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual t e r m  in 
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addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction of TC2 and/or relief relating to the construction completion 
or operations dates. 

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 for Air Quality (“KDAQ’) 
i n  November 2005. In September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
or the environmental groups’ claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although the agency recommended 
certain enhancernents to the administrative record. In January 20 IO,  the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 20 IO, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which petition is now pending before the EPA. The Company 
believes that the final perinit as revised should not have a material adverse effect on its financial condition or results 
of operations. However, until the right to challenge the final pertnit expires, the Company cannot predict the final 
outcome of this matter. 

Theniiosfat Replnceriie/~t. During January 2010, LG&E and KIJ announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies’ demand ;-eduction programs, 
due to concerns that the thermostats inay present a safety hazard. IJnder the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement niatter at this time. 

Reserve Sharing Developi~ents. The membership of LG&E and KU in the Midwest Contingency Reserve 
Sharing Group te~niinated on December 3 I ,  2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies niust have available for certain reliability 
purposes. In general, the operational and financial impact of reserve sharing arrangements varies based upon lactors 
such as the ternis orthe agreement, the relative generating and operations conduct of the parties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments will have a inaterial 
adverse effect on their prospective operations or financial condition, such outcome cannot be guaranteed. 

Mim Safet,y Cornpliar~ce 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 LG&E, 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. [Jnder the terms of the ma,jority of the long-term coal contracts the Company has in place, provisions are 
made to allow for price adjustments for coinpliance costs resulting from new or amended laws or regulations. 
LG&E’s coal suppliers regularly submit price adjustments related to these compliance costs. The Company 
employs an external consultant to review all relevant mine safety compliance cost claims for validity and 
reasonableness. Depending upon the terms of the contracts and commercial practice, the Company inay delay 
payment of the acljustnients or pay certain adjustments sub,ject to refund. At appropriate times in  the review, 
payment or refund processes, LG&E may make adjustments to the values or amounts or values of inventory, 
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accounts receivable or accounts payable relating to coal matters. In general, the Company expects to recover these 
coal-related cost ad,justments through the FAC. 

Envirnr~rnerit~d h4criter.s. The Company’s operations are subject to a number of environmental laws and 
regulations, 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. 

Clem Air Aci Req~~iremer7~~.  The Clean Air Act establishes a coinprehensive set of programs aimed at 
protecting and improving air quality in the IJnited 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 LG&E’s business operations are described below. 

ArnDierit 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 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 8.5% from 1990 levels in order to mitigate ozone transport from the 
midwestem U S .  to the northeastern 1J.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 200.5, the EPA issued the CAIR which required additional SOz emission reductions of 70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, 
with initial reductions of NOx and SOz emissions due by 2009 and 2010, respectively, and final reductions due by 
201.5. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
C A R .  Depending on the level of action determined necessary to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, LG&E’s power plants are potentially subject to additional 
reductions in SOz and NOx emissions. In .January 2010, EPA issued a proposed rule to reconsider the NAAQS for 
Ozone, previously revised in 2008. The proposal would institute more stringent standards. At present, the Company 
is unable to determine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. 111 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or SOz regulations with different or more stringent requirements and SrPs which incorporate 
CAIR requirements could be sub.ject to revision. L,G&E 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 remand of the CAIR results in some uncertainty with respect to certain other EPA or state programs and 
proceedings and the Companies’ compliance plans relating thereto, due to the interconnection of the CAIR with 
such associated programs. 

At present, L,G&E is not 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. 
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Hazardoirs Air- Pollu/nrits. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 200.5, the EPA issued the Clean Air Mercury Rule (“CAMR’) 
establishing mercury standards for new power plants aiid 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 aiid trade 
program with initial reductions due by 201 0 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 compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additioiial hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced that 
it intends to promulgate a new rule to replace the CAMR. Depending 011 the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, LG&E 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 Company’s financial or operational conditions. 

Acid Xairi Progrwrn. The Clean Air Act, as amended, 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 
1J.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regiori~l 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 impairment and remedying any existing impairment of visibility in those areas. In 200.5, the EPA 
issued its Clean Air Visibility Rule (“CAVR’) detailing how the Clean Air Act’s Best Available Retrofit Technology 
(“BART”) requirements will be applied to fac es, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. ‘IJnder 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 courts. Additionally, 
because the regional haze SIPs incorporate certain CAIR requirements, the remand o i  CAIR could potentially 
impact regional haze SIPs. See “Ambient Air Quality” above for a discussion of CAIR-related uncertainties. 

lrzstall~tiori of Pollirriorz Controls. 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. ‘IJnder cap and 
trade programs, coinpanies 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. LG&E had previously installed flue gas desulfurization equipment on all of its generating units prior 
to the effective date of the acid rain program. LG&E’s strategy for its Phase I1 SO2 requirements, which commenced 
in 2000, is to use accumulated emission allowances to defer additional capital expenditures and LG&E will 
continue to evaluate improvements to further reduce SO2 emissions. In order to achieve the NOx emission 
reductions mandated by the NOx SIP Call, LG&E installed additional NOx controls, including selective catalytic 
reduction technology, during the 2000 through 2009 time period at a cost of $197 million. In 2001, the Kentucky 
Commission granted approval to recover the costs incurred by LG&E for these projects through the environmental 
surcharge mechanisms. Such monthly recovery is subject to periodic review by the Kentucky Commission. 

In order to achieve mandated emissions reductions, LG&E expects to incur additional capital expenditures 
totaling approximately $8.5 million duiing the 2010 through 2012 time period for pollution control equipment, and 
additional operating and maintenance costs in  operating such controls. In 200.5, the Kentucky Cominissioii granted 
approval to recover the costs incurred by the Company for these projects through the ECR mechanism. Such 
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monthly recovery is subject to periodic review by the Kentucky Commission. LG&E believes its costs in reducing 
SOz, NOx and mercury emissions to be comparable to those of similarly situated utilities with like generation 
assets. LG&E’s compliance plans are subject to many factors including developments in the emission allowance 
and fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean air 
technology. LG&E 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. 

GHG Developrner7ts. In 200.5, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The IJ.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, 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 programs have been adopted in various states including 
11 northeastern lJ.S. states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has announced its 
support for the adoption of mandatory GHG reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Denmark in December 2009, in an effort to negotiate a GHG reduction treaty to 
succeed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U.S. made a nonbinding 
commitment to, among other things, seek to reduce GHG emissions to 17% below 2005 levels by 2020 and 
provide financial support to developing countries. The IJnited States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue toward a binding agreement. 

GHG Legiskition. LG&E is monitoring on-going efforts to enact GHG reduction requirements arid require- 
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the U S .  House of Representatives passed the 
American Clean Energy and Security Act of2009, (H.R. 2454), which is a comprehensive energy bill containing the 
first-ever nation-wide GHG cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of 3% below 2005 levels by 201 2, 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initially be allocated at no cost to 
the electric utility sector, with this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would 
also establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely patterned on 
the House legislation, was introduced in the lJ.S. Senate. The Senate bill raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated allowance 
allocation provisions similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regdatior7s. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009.111 September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by fac es with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company’s facilities will be required to submit annual reports commencing with calendar year 2010. 
Also in September 2009, the EPA proposed to require new or modified sources with GHG emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
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Program. Such new or modified fac es would be required to install Best Available Control Technology. While the 
Company is unawai-e of‘ any currently available GHG control technology that might be required for installation on 
new or modified power plants, i t  is currently assessing the potential impact of the proposed rule. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted 
through legislation or regulations. As a company with significant coal-fired generating assets, LG&E could be 
substantially impacted by programs requiring inandatory reductions in GHG emissions, although the precise impact 
on its operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the enactment of such programs. While the Coinpany believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission allowances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs are related to the Company’s coal-fired generating 
assets, or other potential cost-recovery mechanisms, this cannot be assured. 

GHG Litigaliorz. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants’ 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the parent of 
LG&E and KU was included as defendant in the complaint, but has not been subject to the proceedings due to the 
failure of the plaintiffs to pursue service under the applicable international procedures. LG&E and KU are currently 
unable to predict further developments in the Comer case. L,G&E and KU continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Sectioii I14 Requests. In August 2007, the EPA issued administrative information requests under Section I 14 
of the Clean Air Act requesting new source review-related data regarding certain projects undertaken at LG&E’s 
Mill Creek 4 and TCl generating units and KU’s Ghent 2 generating unit. LG&E and KU have complied with the 
infoilnation requests and are not able to predict further proceedings in this matter at this time. 

Adz Porzds, Coal-Cornbiistiori Byprorlrrcts arid Water Discharges. The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authority’s Kingston power plant, 
which resulted in a major release of coal combustion byproducts into the environment. The EPA issued information 
requests to utilities throughout the country, including LG&E, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company’s impoundments, which the 
EPA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to revise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that it 
is reevaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro- 
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluent limitations guidelines and standards governing discharges 
from power plants. The Company is monitoring these ongoing regulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

Gerier-czl Eiivir-oriiizerzt~rl ProceedEiigs. From time to time, LG&E 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 remediation obligations or activities for former inan- 
ufactured gas plant sites or elevated Polychlorinated Biphenyl (“PCB”) levels at existing properties; liability under 
the Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
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sites; on-going claims regarding alleged particulate emissions from the Company’s Cane Run station and claims 
regarding GHG emissions from the Company’s generating stations. With respect to the former manufactured gas 
plant sites, LG&E has estimated that it could incur additional costs of less than $1 million for remaining clean-up 
activities under existing approved plans or agreements. Based on analysis to date, the resolution of these matters is 
not expected to have a material impact on the Company’s operations. 

Note 10 - Jointly Owned Electric Utility Plant 

The Company owns a 75% undivided interest in TCl which the Kentucky Commission has allowed to be 
reflected in customer rates. Of the remaining 25% of the unit, IMEA owns a 12.12% undivided interest, and IMPA 
owns a 12.88% undivided interest. Each company is responsible for its proportionate ownership share of fuel cost, 
operation and maintenance expenses and incremental assets. 

The following data represent shares of the jointly owned property (based on nameplate rating): 

TC1 
LG&E IMPA IMEA Total - - - . -  

Ownership interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75% 12.88% 12.12% 100% 
Mw capacity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  425 73 68 566 

(In millions) 

LG&E’s 75% ownership: 
Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $503 

22 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  213 

Net book value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $312 

Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation. -. 

- - 
LG&E and KU are nearing completion of TC2, ajointly owned unit at the Trimble County site. LG&E and KIJ 

own undivided 14.25% and 60.75% interests, respectively, in  TC2. Of the remaining 25% of TC2, IMEA owns a 
12.12% undivided interest and 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 scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

TC2 
LG&E KU IMPA IMEA Total 

Ownership interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  119 509 108 102 838 

(In millions) 

LG&E’s 14.25% ownership: 
Plant held for future use. . . . . . . . . . . . . . .  $ 5 Plant held for future use. . . . . .  $121 
Construction work i n  progress . . . . . . . . . .  169 Construction work in progress. . 679 

. . . . . . . . . . . . .  . . . . .  63 

Net book value. . . . . . . . . . . . . . . . . . . . . .  $172 Net book value. . . . . . . . . . . . .  $737 

KU’s 60.75% ownership: 

Accumulated depreciation. - 2 Accumulated depreciation - 
- - - - 
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LG&E and KU jointly own the following CTs and related equipment (capacity based on net summer 
capability): 

KU Total . .- LG&E 
(16) 
Net 

(5) 
Net 

($) 
Net 

Mw ($) ($) Book M i v  ($) ($) Book Mw ($) ($) Rook 
Capacity Cost Depreciation Value Capacity Cost Depreciation Value Capacity Cost Depreciation Value 

($ in niillions) 
-- --- - Ownership Percenlage 

L,G&E53%, KU47%(a). . . . 146 59 (15) 44 129 54 (13) 41 27.5 113 (28) 8.5 
LG&E 38%, KU 62%(b) . . . I I8 46 (7) 39 190 79 (15) 64 308 125 (22) 103 
L G & E 2 9 % ,  KU71%(c). . 92 33 (8) 25 228 82 (21) 61 320 115 (29) 86 
LG&E 37%, KU 63%(d) . , . 236 82 (16) 66 404 140 (25) 11s 640 222 (41) 181 
L.G&E 29%, KU 71%(e). I . nla 3 (1) 2 n/a 9 (2) 7 n/a 12 (3) 9 

Comprised ofPaddy’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 10 Mw of capacity for LG&E. 
Comprised of units 6 and 7 at the E.W. Brown facility. 
Comprised of units 5 and 6 at the Trimble County facility. 
Comprised of CT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both LG&E’s and KU’s participating share of direct expenses of the jointly owned plants is included in the - -  - -  
corresponding operating expenses on each company’s respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 
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Note 11 - Segments of Business and Related Information 

LG&E is a regulated public utility engaged in the generation, transmission, distribution and sale of electricity 
and the storage, distribution and sale of natural gas. LG&E is regulated by the Kentucky Commission and files 
electric and natural gas financial information separately with the Kentucky Commission. The Kentucky Com- 
mission establishes rates specifically for the electric and natural gas businesses. Therefore, management reports 
analyze financial performance based on the electric and natural gas segments of the business. Financial data for 
business segments follow: 

Electric Gas Totnl 
(In millions) 

- -- 

2009 

Depreciation and amorti on . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  116 20 136 
Income taxes. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41 6 47 
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35 9 44 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  85 10 95 
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,845 722 3,567 
Construction expenditures . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  157 29 186 
2008 
Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,016 $452 $1,468 
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  107 20 127 
Income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  36 5 41 

1 Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 
Interest expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48 10 58 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  82 8 90 
Total asse ts . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,840 813 3,653 
Construction expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  194 49 24.3 
2007 
Operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 932 $353 $1,286 

Income taxes . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54 5 59 
1 Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

Interest expense.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41 9 50 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  112 8 120 
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,669 644 3,313 
Construction expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  165 40 205 

Operating revenues . I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 918 $354 $1,272 

___ ___ __ 

__ 

Depreciation and amortization . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  107 19 126 

- 

Note 12 - Related Party Transactions 

LG&E, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. These 
transactions are generally performed at cost and are in accordance with FERC regulations under PUHCA 200.5 and 
the applicable Kentucky Commission regulations. The significant related party transactions are disclosed below. 
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Electric Piircliases 

LG&E and KU purchase energy from each other in order to effectively inanage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as electric operating 
revenues and purchased power operating expense. LG&E intercompany electric revenues and purchased power 
expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  

Electric operating revenues from KIJ. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $101 $109 $93 
Power purchased from KIJ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 1 80 46 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term 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. 

LG&E’s intercompany interest income and expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  
Interest on money pool loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1 $ 6 $ 4 
Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27 23 17 

Other Intercontpaiiy Billings 

E.ON US.  Services provides LG&E with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. Services on behalf of LG&E, labor and burdens of 
E.ON U.S. Services employees performing services for L,G&E, coal purchases and other vouchers paid by 
E.ON 1J.S. Services on behalf of L,G&E. The cost of these services is directly charged to LG&E, or for general costs 
which cannot be directly attributed, charged based on predeteimined allocation factors, including the following 
ratios: number of customers, total assets, revenues, number of employees and othcr statistical information. These 
costs ai-e charged on an actual cost basis. 

111 addition, LG&E and KIJ provide services to each other and to E.ON 1J.S. Services. Billings between LG&E 
and KU relate to labor and overheads associated with union employees performing work for the other utility, 
charges relatcd to jointly-owned generating units and other miscellaneous charges. Billings from LG&E to 
E.ON IJS.  Services include cash received by E.ON 1J.S. Services on behalf of L,G&E, primarily tax settlements, 
and other payments made by LG&E on behalf of other non-regulated businesses which are reimbursed through 
E.ON 1J.S. Services. 

Intercompany billings to and from LG&E Tor the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  
E.ON U.S. Services billings to LG&E . . .  . . $181 $206 $385 
KU billings to LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  78 75 G 
LG&E billings to E.ON U.S. Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 5 12 
LG&E billings to KIJ 44 5 12 

In December 2009 and June 2008, LG&E sold assets to KU related to the construction of TC2, including 
$3 inillion of unamortized investment tax credits, with net book values of $48 inillion and $10 million, respectively. 

F-52 



Louisville Gas and Electric Company 

Notes to Financial Statements - (Continued) 

In March 2008, March 2009 and June 2009, the Company paid dividends of $40 million, $35 million and 

LG&E received capital contributions of $20 million from its common shareholder, E.ON U.S., in December 

$45 million, respectively, to its common shareholder, E.ON U.S. 

2008 and 2007, respectively. 

Note 13 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Balance at December 3 1,2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gains (losses) on derivative instruments designated and qualifying as 

cash flow hedging instruments. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Balance at December 31, 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gains (losses) on derivative instruments designated and qualifying as 

cash flow hedging instruments. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Balance at December 31, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gains (losses) on derivative instruments designated and qualifying as 

cash flow hedging instruments. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Balance at December 31. 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pre-Tax 
Accumulated 

Gain or Loss Taxes 
(In millions) 

$ ( 1 3  $ 6  

Derivative Income 

Note 14 - Subsequent Events 

Subsequent events have been evaluated through March 19, 2010, the date of issuance of these statements and 
these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On January 29, 2010, LG&E filed an application with the Kentucky Commission requesting an increase in 
electric base rates of approximately 12%, or $95 million annually, and its gas base rates of approximately 8%, or 
$23 million annually, including an 11.5% return on equity for electric and gas. LG&E has requested the increase, 
based on the twelve month test year ended October 3 1, 2009, to become effective on and after March 1,  201 0. The 
requested rates have been suspended until August 1, 2010, at which time they may be put into effect, subject to 
refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13, 2010, the Company made $20 million in contributions to its pension plans. 
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PriceanterliouseCuopers LLP 
500 W Main Street 
Suite 1800 
Louisvillc, KY 40202 
Tclcplionc (502) 589-Gl00 
hcsimilc (502) 585-7875 
pwc coin 

Report of Independent Auditors 

To the Shareholder of Louisville Gas and Electric Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
eainings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Louisville Gas and Electric Company at December 31,2009 and 2008, and the results of its operations and its cash 
flows for each of the three years in the period ended December 3 1,2009 in conformity with accounting principles 
generally accepted in the IJnited States of America. Also in our opinion, the Company maintained, in all material 
respects, effective internal control over financial reporting as of December 3 1,2009, based on criteria established in 
Iiiterizal Coiztrol - Iiitegrnted Frumevvork issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). The Company’s management is responsible for these financial statements, for maintaining 
effective internal control over financial reporting and for its assertion of the efrectiveness of internal control over 
financial reporting, included in “Controls and Procedures” appearing on page 27 of the 2009 Louisville Gas and 
Electric Company financial statements and additional information. Our responsibility is to express opinions on 
these financial statements and on the Company’s internal control over financial reporting based on our integrated 
audits. We conducted our audits of the financial statements i n  accordance with auditing standards generally 
accepted in the IJnited States of America and our audit of internal control over financial reporting in accordance 
with attestation standards established by the American Institute of Certified Public Accountants. Those standards 
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements 
are free of material misstatement and whether effective internal control over financial reporting was maintained in 
all material respects. Our audits of the financial statements included 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. Our audit of internal 
control over financial reporting included obtaining an understanding of internal control over financial reporting, 
assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness 
of internal control based on the assessed risk. Our audits also included performing such other procedures as we 
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions. 

A company’s internal control over financial reporting is a process affected by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles gcnerally accepted in the United States of America. A 
company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) 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 those 
charged with governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and 
correct misstatements. Also, projections of any evaluation of' eff'ectiveness 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. 

Louisville, Kentucky 
March 19, 2010 
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Louisville Gas and Electric Company 

Condensed Statements of Income 

Operating revenues: 
Electric (Note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses: 

Fuel for electric generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Power purchased (Note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gas supply expenses . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other operation and maintenance expenses. . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation, accretion and amortization . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  

Derivative gain (loss) (Note 4).  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense (Notes 4 and 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense to affiliated companies (Notes 8 and 1 1 ) "  . . . . . . . . . . . . . . .  
Other income (expense) - net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  
Income tax expense (Note 7 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Three Months Nine Months 
Ended Ended 

September 30,. .,September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

- - - -  

$297 $248 $776 $711 
- - - -  30 28 196 270 

I _ _ _ - _ _ _ _ -  327 276 972 981 

104 
12 
10 
89 
35 

250 

77 
29 
5 
6 

- 

__ 

83 
10 
10 
44 
35 

182 

94 
(4) 
5 
6 

- 
- 

9s 
35 - 
- 

277 257 
41 43 

10.3 189 
263 2.51 
104 102 

788 842 

184 139 
18 12 
14 13 
20 20 

- 
- -  

- (1) (1) 
167 117 
60 41 

$107 $76 
- -  
- -  

The accompanying notes are an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 

Condensed Statements of Comprehensive Income 

Three Months Nine Months 
Ended Ended 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

~ - - -  

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $60 $SO $107 $76 
Gain (loss) on derivative instruments and hedging activities - net of tax 

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $73 $48 $117 $78 

(expense) benefit of $(8), $1, $(7) and $( l ) ,  respectively (Note 4) . . . . . . . .  - 13 __ (2) 10 - 2 

_ _ . - -  - - -  - - 

The accompanying notes are an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 

Condensed Statements of Retained Earnings 

Thee  Months Nine Months 
Ended Ended 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of I) 

- - - -  

Balance at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $772 $686 $755 $740 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  60 50 107 76 

8.32 736 862 816 
- - - - -  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (25) - (55) (80) Cash dividends declared (Note I I ) .  

Balance at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $807 $736 $807 $736 
-- 
- -  - - - - -  

The accompanying notes are an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 

Condensed Balance Sheets 

Assets 
Current assets: 

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable - net: 

Customer - less reserves of $2 in 2010 and $1 in 2009 . . . . . . . . . . . . . . .  
Affiliated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other - less reserves of $1 in 2010 and $1 in 2009 . . . . . . . . . . . . . . . . . .  

Fuel (predominantly coal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Materials and supplies: 

Gas stored underground . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . I .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property, plant and equipment: 

Regulated utility plant - electric and gas . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net regulated utility plant . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Property, plant and equipment - net . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred debits and other assets: 

Collateral deposit (Notes 4 and 5). . . . . . . . . . . . . . . . . . . . . . . . . . . .  . " .  
Regulatory assets (Note 2): 

Pension and postretirement benefits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  
Total deferred debits and other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other I-egulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 4  $ 5  

121 131 
17 53 
10 12 

66 61 
61 56 
34 33 
21 14 
14 18 

348 383 
-- 

4,333 4,200 
(1,757) (1,708) 

2,576 2,492 
312 342 

2,888 2,834 

21 17 

204 204 
175 125 

5 5 

35 1 

$ 3,641 $ 3,568 
-~ 405 

The accompanying notes are an integral part of these condensed financial statements. 
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Louisville Gas and Electric Company 

Condensed Balance Sheets . (Continued) 

Liabilities and Equity 
Current liabilities: 

Current portion of long-term debt (Notes 5 and 8) . . . . . . . . . . . . . . . . . . . . . .  
Notes payable to affiliated company (Notes 8 and 11) . . . . . . . . . . . . . . . . . . .  
Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies (Note 11) . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt: 

L.ong-term debt (Notes 5 and 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to affiliated company (Notes 5 ,  8 and 11) . . . . . . . . . . . . . . . .  

Total long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred credits and other liabilities: 

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits (Note 6) . . . . . . . . . .  
Investment tax credits (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations (Note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant . . . . . . . . . . . . . . . . . . . . . . . .  
Other regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Derivative liabilities (Notes 4 and 5 )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total deferrcd credits and other liabilities . . . . . . . . . . . . . . . . . . . . . . . .  
Common equity: 

Common stock, without par value - 
Authorized 75,000, 000 shares, outstanding 21,294, 223 shares . . . . . . . . . . . .  

Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30. December 31. 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 120 $ 120 
122 170 
82 97 
39 28 
25 22 
13 38 

58 52 

45 3 533 
.. 

29 1 291 
485 485 

776 776 -. 

416 373 
193 198 
46 48 
62 31 

270 256 
39 47 
50 28 
21 25 

1. 097 1. 006 

424 424 
84 84 
. (10) 

807 755 

I. 315 1. 253 

$3. 641 $3. 568 

The accompanying notes are an integral part of these condensed financial statements . 
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Condensed Statements of Cash Flows 

For the Nine Months 
Ended 

September 30, 
2010 2009 

(Unaudited) 
(Millions of $) 

- - 

Cash flows from operating activities: 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization . . . I . . . ~ ~ . , . . . . . . . . . . . . . . . . . . ~ I . 
Deferred income taxes - net. . . . . , . . I . . I . . . ~ ~ . . . . . . . . . , . . . . . . . . . . . ~ I . 
Investment tax credits (Note 7) . . . . . . . . . . . . I . . I . I . . . . . . , . . . . . . . . . . . . . . 
Provision for pension and postretirement benefits . . . . . . ~ . . . . , . . . . . . . . . . . . . 
{Jnrealized (gain) loss on derivatives (Note 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Regulatory asset for unrealized gain on interest rate swaps (Note 2) . . . . . . . , I . I ~ 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable 
Changes in current assets and liabilities: 

. . ~ I . . . . . . . . . . . . . . . . I . . ~ . ~ . . . . . . . . . . . . . . . . . . . 
Materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory assets and lia ies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies. . . . I . . . . . . ~ . . . . . . . , . . . . . I . ~ I . . . 
Other current assets and liabilities . . . . . . . . . . . . . . . ~ . ~ . . . . . . . . . . . . . . . . . . . 

Pension and postretirement funding (Note 6) . . . ~ ~ . . . . . . , . . . . . . . . . . . . I . . . ~ . I 
Other regulatory assets and liabilities. . ~ . . . I . . ~ . . . . . . . . . . . . . . . . . . . . . . . . . ~ . 
Other - net . I . . . . I . . , . . . . . . . . . . . . . . . . . . . . 

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . 
Cash flows from investing activities: 

Construction expenditures . . . . . . . . . . . . . I ~ . . ~ I . . . . . . . . . . . . . . . . . . .  " . . .  
Proceeds from sale of assets to affiliate . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . . . . 
Change in non-hedging derivatives (Note 4). . . . . . . . . . . . . . . I . I . . . . . . . . . . . . 

Net cash used in investing activities. I . . . . . . . . . , . . . . ~ . . . . . . . ~ I . . . 
Cash flows from financing activities: 

Borrowings from affiliated company (Note 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Repayments on borrowings from affiliated company (Note 8) ~ ~ . I . . . . . . . . . . . . I . 
Payment of dividends (Note 1 1 )  . . . . . . . . . . . . . . . . . . . . I . . . . . . . . . . . . . . . . . . . 

Net cash used in financing activities. . 
Change in cash and cash equivalents . . . . . . ~ . . . . . I . ~ ~ . . . . . . . . . . ~ . . . . . . . 

Cash and cash equivalents at beginning of period . . . . . . . . . I . . . . . . . . . . . . . . . . . I . 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash and cash equivalents at end of period I . . . . . . . . . . . .  " . " . . . . . " " . _ . . . . . . .  

$ 107 

104 
3 2 
(2) 
17 
14 

(22) 
1 

(60) 

$ 76 

276 -.-I- 

(121) 

(73) 
(80) 
(153) 

2 
4 

The accompanying notes are an integral part of these condensed financial statements. 
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Notes to Condensed Financial Statements 
(Unaudited) 

Note 1 - General 

L,G&E’s common stock is wholly-owned by E.ON US. ,  an indirect wholly-owned subsidiary of E.ON. In tlie 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, neccssary lor fair statcmcnts of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain information and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted accounting 
piinciples have been condensed or omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company’s Financial Statements and Additional Information (“Annual Report”) for the 
year ended December 3 1, 2009, including the audited financial statements and notes therein. 

The December 3 1, 2009, condensed balance sheet included herein is derived from the December 3 I ,  2009, 
audited balance shcet. Amounts reported in the condensed statements of income arc not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, regulatory rulings, the timing of maintenance on elect1 ic generating units, changes in  mark-to-niarket 
valuations, changing commodity prices and other factors. 

Certain reclassification entries have been made to the previous year’s financial statements to conform to tlie 
2010 prcscntation with no impact on capitalization or previously reported net income. However, total assets and 

es both increased by $1 million, cash flows provided by operating activities decreased by $6 million and cash 
flows used in investing activities decreased by $6 million. 

PPL Acquisition 

On April 28, 2010, E.ON 1J.S. announced that a Purchase and Sale Agreement (the “Agreement”) had been 
entered into among E.ON IJS Investments, PPL and E.ON. 

The Agieement provides for the sale of E.ON U S .  to PPL,. Pursuant to the Agreement, at closing, PPL, will 
acquixe all of the outstanding limited liability company interests of E.ON U.S. for cash consideration of $2.6 billion. 
In addition, pursuant to the Agreement, PPL, agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON U.S and its subsidiaries to E.ON US Investments and its 
affiliatcs. Such affiliate indebtedness is currently estimated to be $4.2 billion. The aggregate consideration payable 
by PPL on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subject to 
contractually agieed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence of injunctions or restraints imposed 
by goveinmental entities. As of October 26, 2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November 1, 2010. 

Change of control and financing-related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June 15, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with the FERC was filed on June 28,2010. During the second quarter of 2010, a number of parties were 
granted inteivenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Hart-Scott-Rodino waiting period was received on August 2, 201 0. 

A hearing in the Kentucky Commission proceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, LG&E and KU commit that no base rate 
increases would take effect before January I ,  201 3. The LG&E and KIJ rate increases that took effect on August 1, 
201 0, were not impacted by the settlement. Under the terms of the settlement, the Companies retain the right to seek 
approval for the defer1 a1 of “extraordinary and uncontrollable costs.” Inteiim rate adjustments will continue to be 

F-6.5 



Louisville Gas and Electric Company 

Notes to Condensed Financial Statements - (Continued) 

permissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
agreement also substitutes an acquisition savings shared deferral mechanism for the requii-ement that the Com- 
panies file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
of five years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent return on equity. Any earnings above a 10.75 percent return on equity will be shared with 
customers on a 50%/50% basis. On September 30,2010, the Kentucky Commission issued an Order approving the 
transfer of ownership of LG&E and KIJ via the acquisition of E.ON U.S. by PPL,, incorporating the terms of the 
submitted settlement. On October 19,201 0 and October 2 1,2010, respectively, Orders approving the acquisition of 
E.ON 1J.S. by PPL were received from the Virginia Commission and the Tennessee Regulatory Authority. The 
Commissions’ Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, LG&E and KIJ and other applicants in the FERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the FERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in  prior cases, an agreement not to terminate certain 
KU municipal customer contracts prior to January 201 7, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer rates to the extent that the Company has agreed to not seek the same 
transaction-related cost from retail customers and agreements to coordinate with protesters in certain open or 
ongoing matters. A FERC Order approving the transaction was received on October 26, 2010. 

On September 30, 20 10, LG&E received Kentucky Commission approval to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, LG&E anticipates issuing up to $535 million in first mortgage bonds, the proceeds of 
which will substantially be used to refund existing long-term intercompany debt. On October 22,2010, as required 
by existing covenants, in connection with the anticipated issuance of any such secured debt, LG&E completed 
collateralization of certain outstanding pollution control bond debt series which were formerly unsecured. Pursuant 
to such collateralization, approximately $574 million in existing pollution control debt (including $1 63 million of 
reacquired bonds) became collateralized debt, supported by a first mortgage lien. L,G&.E also anticipates replacing 
its $125 million bilateral lines of credit with unaffiliated institutions by entering into a multi-year revolving credit 
facility with several financial institutions in an aggregate amount not to exceed $400 million. LG&E may complete 
these transactions, in whole or in part, during late 2010 and early 201 1. See Note 8, Short-Tern1 and Long-Term 
Debt, for further information regarding the refinancing, remarketing or conversion of existing pollution control 
debt. 

Recent Accounting Proitouiicenteiits 

Fair W h e  Meamremerits 

In January 20 10, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in  and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances and settlements within level 3 measurements. This guidance is 
effective for the interim and annual reporting periods beginning after December 15, 2009, except for the disclosures 
about the roll-forward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15,2010, and for interim periods within those Fiscal years. This guidance has no impact 
on the Company’s results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

LG&E’s base rates are calculated based on a return on capitalization (common equity, long-teim debt and 
notes payable) including certain regulatory adjustments to exclude non-regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory assets or 
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regulatory liabilities are excluded from the return on capitalization utilized in the calculation of base rates; 
therefore, a return is earned on all regulatory assets. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to thc peiiod covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of L,G&E's Annual Report for the year ended December 3 I ,  2009. 

2010 Electric aiid Gas Rate Cases - 
In January 2010, LG&E filed an application with the Kentucky Commission requesting an increase in electric 

base rates of approximately 12%, or $95 million annually, and its gas base rates of approximately 8%, or $23 million 
annually, including an 11.5% ieturn on equity for electric and gas. LG&E requested the increase, based on the 
twelve month test year ended October 3 1,2009, to become effective on and after March 1,2010. The requested rates 
were suspended until August 1, 2010. A number of intervenors entered the rate case, including the AG, certain 
representatives of industrial and low-income groups and other third parties, and submitted filings challenging the 
Company's requested rate increases, i n  whole or in part. A hearing was held on June 8, 2010. LG&E and all of the 
intervenors, except for the AG, agieed to a stipulation providing for an increase in electric base rates of $74 million 
annually and gas base rates oF$17 million annually and filed a request with the Kentucky Commission to approve 
such settlement. An Order i n  the proceeding was issued in July 2010, approving all the provisions in the stipulation. 
The new rates became effective on August I ,  2010. 

Regulatory Assets arid Liabilities 

The following regulatory assets and liabilities were included in L,G&E's balance sheets as of: 
September 30, December 31, 

2010 2009 
(In millions) 

Current regulatory assets: 
Storm restoration(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7 
GSC(b) 4 
FAC(c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . " I "  4 
ECR(c) . . . . . . . . . . . . . . . . . . .  . . . . . .  . . . . . . . . . . . . . .  3 
MISO exit(a)" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 
Other(c1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

$ 21 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- 
Total current regulatory assets. . . . . . . . . . . . . . . . . . . . . . . . . .  - - 

$ -  
3 

7 
1 
3 - 

$14 - 
Non-current regulatory assets: 

Pension and postretirement benefits(e) . . . . . . . . . . . . . . . . . . . . . . .  $204 $204 
Other non-current regulatory assets: 

Storm restoration(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Mark-to-market impact of interest rate swaps(f) . . . . . . . . . . . . . .  
ARO(g) . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unamortized loss on bonds(a). . . . . . . . . . . . . . . . . . . . . . . .  
Swap termination( a) . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  
MISO exit(a) . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  
Other(d). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Subtotal other non-current regulatory assets. . . . . . . . . . . . . . . .  
Total non-currcnt regulatory assets . . . . . . . . . . . . . . . . . . . . . .  

59 67 
50 
33 30 
21 22 

9 
1 4 

2 2 

175 125 

$329 

- 

- 

- - 
- __. 

- - - - $379 
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Current regulatory liabilities: 
GSC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
DSM . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total currcnt regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . .  
Non-current regulatory liabilities: 

Accumulated cost of removal of utility plant . . . . . . . . . . . . . . . . . .  
Other non-current regulatory liabilities: 

Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MISO exit . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other(h) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Subtotal other non-current regulatory liabilities . I . . . . . .  
Total non-current regulatory liabilities . . . . . . . . . . . . . . . . . . . .  

September 30, December 31, 
2010 2009 

(In millions) 

$270 $256 

36 41 
3 
3 

47 

$303 

- 
~ 

3 
39 

$309 

- 
~- - 
- - - - 

(a) These regulatory assets are recovered through base rates. 
(b) The GSC and gas performance-based ratemaking regulatory assets have separate recovery mechanisms with 

(c) The FAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 
(d) Other regulatory assets: 

A return was earned on the balance of Mill Creek Ash Pond costs included in other current regulatory assets at 
December 3 I ,  2009, as well as recovery of these costs. There is no remaining balance as of September 30, 
2010. 
Other current and non-current regulatory assets, including the CMRG and KCCS contributions, an 
EKPC FERC tiansmission settlement agreement and rate case expenses, are recovered through base rates. 
The current portion of the swap termination and unamortized loss on bonds is recovered through base rates. 

recovery within eighteen months. 

(e) LG&E generally recovers this asset through pension expense included in  the calculation of base rates. 
(0 Beginning in the third quarter of 2010, based on an Order from the Kentucky Commission in the 2010 rate case 

whereby the cost of a terminated rate swap was allowed to be recovered in base rates, the mark-to-market impact 
of the effective and ineffective interest rate swaps is considered probable of iecovery through iates and therefore 
included in regulatory assets. No return is currently earned on this regulatoiy asset. See Note 4, Derivative 
Financial Instruments, for further discussion. 

(g) When an asset with an ARO is retired, the related ARO regulatory asset will be offset against the associated 
ARO regulatory liability, ARO asset and ARO liability. 

(h) Includes ARO liabilities, which are established from the removal costs accrued through depreciation under 
regulatory accounting for assets associated with AROs. 

Stor-m Restoratiori 

In January 2009, a significant ice storm passed through LG&E’s service territory causing approximately 
205,000 customer outages and was followed closely by a severe wind storm in February 2009, which caused 
approximately 37,000 customer outages. LG&E incurred $44 million in incremental operation and maintenance 
expenses and $10 million in capital expenditures related to the restoration following the two stoims. The Company 
filed an application with the Kentucky Cornmission in April 2009, requesting approval to establish a regulatory 
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asset and defer for future recovery approximately $45 inillion in incremental operation and maintenance expenses 
related to the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the 
Company to establish a regulatory asset of up to $45 niillion based on its actual costs for storm damages and service 
restoration due to the January and February 2009 storms. In September 2009, the Company established a regulatory 
asset of$44 million lor actual costs incurred. The Company received approval in its 2010 base rate cases to recover 
this asset over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants OF Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, LG&E filed an application with the Kentucky 
Commission iequesting approval to establish a regulatory asset and defer for future recovery approximately 
$24 inillion of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $24 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatoi y 
asset of $24 million for actual costs incurred. 

The Company received approval in its 2010 electric base rate case to recover this asset over a ten year period 
beginning August 1, 2010. 

GSC 

In December 2009, LG&E filed with the Kentucky Commission an application to extend and modify its 
existing gas cost PBR. The current PBR was set to expire at the end of October 2010. In April 2010, the Kentucky 
Commission issued an Order approving a five year extension and the requcsted minor modifications to the PBR 
effective November 2010. 

FAC 

In August 2010, the Kentucky Commission initiated a six-month review of L,G&E’s FAC mechanism for the 
expense period ended April 2010. An order is expected by the end of the year. 

In January 2010, the Kentucky Commission initiated a six-month review of LG&E’s FAC mechanism for the 
expense period ended A U ~ L I S ~  2009. In May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 20 10, the Kentucky Commission initiated a six-month review of LG&E’s environmental surcharge for 
the billing period ending April 2010. An order is expected i n  the fourth quarter of 2010. 

In January 20 10, the Kentucky Cornmission initiated a six-month review of LG&E’s environmental surcharge 
for the billing period ending October2009. In May 2010, an Order was issued approving the amounts billed through 
the ECR during the six-month period and the rate of returii on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company’s 
generating facilities. During 2009, L,G&E reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving LG&E’s application. Recovei y on customer bills through the 
monthly ECR surcharge Foi these projects began with the February 2010 billing cycle. 

MISO 

111 August 201 0, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guaiantee (“RSG”) compliance filings. The FERC ordered the MISO to issue refunds for RSG charges that were 
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imposed by the MISO on the assumption that there weie rate mismatches for the period beginning November 5, 
2007 through the present. There is no financial statement impact to the Company from this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO’s proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and re,jected portions of the MISO’s proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Interest Rate S w a p  

Interest rate swaps are accounted foi on a fair value basis in accordance with the deiivatives and hedging topic 
of the FASB ASC. Beginning in the third quarter of 2010, the unrealized gains and losses of the effective and 
ineffective interest rate swaps are included in a regulatory asset based on an Order from the Kentucky Commission 
in the 2010 rate case whereby the cost of a terminated swap was allowed to be recovered in base rates. Previously, 
interest rate swaps designated as effective cash flow hedges had resulting gains and losses recorded within OCI and 
common equity. The ineffective portion of interest rate swaps designated as cash flow hedges was previously 
recorded to earnings monthly, as was the entire change in the market value of the ineffective swaps. LG&E is able to 
recover the unrealized gains and losses on the interest rate swaps under its existing rate recovery structure as the 
interest expense on the swaps is realized. 

Other Regulatory Matters 

TC2 Deprecintioii 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovery process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a permanent basis. 

TC2 Trorisrizis~ioii Molters 

LG&E’s and KU’s CCN for a transmission line associated with the TC2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in  December 2007. In April 2009, the Kentucky Supreme Court granted LG&E’s and KIJ’s motion for 
discretionary review of the Court of Appeals’ decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court’s 
dismissal of the property owners’ challenge to LG&E’s and KIJ’s CCN. 

During 2008, L,G&E’s affiliate, KU, obtained various successful rulings at the Hardin County Circuit Court 
confirming its condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky 
Court of Appeals. In May 2010, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court’s 
finding that KU had the right to condemn easements on the properties. In May 2010, the landowners filed a petition 
for reconsideration with the Court of Appeals. In July 2010, the Court of Appeals denied that petition. In August 
201 0, the landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

In a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the 1J.S. Army challenging the same transmission line claiming that certain 
Fort Knox-related sections of the line failed to comply with certain National Historic Preservation Act procedural 
requirements. In October 2009, the federal court granted the defendants’ motion for summary judgment and 
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dismissed the plaintiffs’ claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an order approving the plaintiffs’ 
voluntary withdrawal of their appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporary or permanent transmission line segments. During the second quarter of 201 0, 
the Companies placed into operation an appropriate combination of permanent and temporary sections of the 
transmission line. While the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations. 

Mmdato ty  Relkibility SImzdarcls 

As a result of the EPAct 2005, certain formerly voluntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations (“RROs”) by the North American 
Electric Reliability Coiporation (“NERC”), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating 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 well as nonmonetary 
penalties, depending on the circumstances of the violation. The Companies are members of SERC, which acts as 
L,G&E’s and KIJ’s RRO. During December 2009, SERC and the Companies agreed to settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self-reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential non- 
compliance may be identified from time-to-time. The Companies cannot predict such potential violations or the 
outcome of the self-reports described above. 

Gas Cirsforizer Choice Study 

In April 2010, the Kentucky Commission commenced a proceeding to investigate natural gas retail compe- 
tition programs; their regulatory, financial and operational aspects and potential benefits, if any, of such programs to 
Kentucky consumers. A number of entities, including LG&E, are parties to the proceeding. Data discovery, 
inclusive of a public hearing to be held by the Kentucky Commission, continued through October 2010. An order in 
this proceeding is anticipated by year end. 

Note 3 - Asset Retirement Obligation 

A summary of LG&E’s net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC, follows: 

ARO Net ARO Regulatory 
Assets Liabilities Assets 

(In millions) 
-- 

.... . . . . . . . . . . . . . . . . . . . . . . . .  $30 As of December 31, 2 0 0 9 . .  $ 3 $(3 1) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 (2) ARO accretion - 

.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 ARO revaluation, 29 (30) 
1 Removal cost incurred. ___ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - __ - - 

... . . . . . . . . . . . . . . . . . . . . . . . . . .  $ ( W  __ - $33 As of September 30, 2010. - - - $32 - 
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As of September 30,2010, the Company performed a ievaluatioii of its AROs as a iesult of recently proposed 
cnvironmental legislation and improved ability to forecast asset retirement costs due to recent construction and 
retii ement activity 

Pursuant to regulatory tieatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was iecorded in depreciation and amoi tization in the income statement of $2 million for 
the nine months ended September 30, 2010, for the ARO accretion and depreciation expense. LG&E’s AROs are 
primarily related to the final retirement of assets associated with generating units and natural gas wells. 

LG&E transmission and distribution lines largely operate under perpetual property easement agreements 
which do not generally require iestoration on removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and disti ibution assets. 

Note 4 - Derivative Financial Instruments 

LG&E is subject to interest rate and commodity price risk related to on-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company’s policies 
allow for the interest rate risk to be managed through the use of fixed rate debt, floating late debt and interest rate 
swaps. At September 30, 2010, a 100 basis point change in the benchmark rate on LG&E’s variable rate debt, not 
effectively hedged by an interest rate swap, would impact pre-tax interest expense by $2 million annually. 

The Company does not net collateral against derivative instruments. 

Interest Rate Swaps 

LG&E uses over-the-counter interest rate swaps to limit exposure to market fluctuations in interest expense. 
Pursuant to Company policy, use of these derivative instruments is intended to mitigate risk, earnings and cash flow 
volatility and is not speculative in nature. 

LG&E’s interest rate swap agreements range in maturity through 2033, with aggregate notional amounts of 
$179 million as of September 30,2010 and December 31, 2009. Under these swap agreements, LG&E paid fixed 
rates averaging 4.52% and received variable rates based on LIBOR or the Securities Industry and Financial Markets 
Association’s municipal swap index averaging 0.22% and 0.20% at September 30, 2010 and December 31, 2009, 
respectively. One swap hedging a portion of the Company’s $83 million Trimble County 2000 Series A bond has 
been designated as a cash flow hedge and continues to be highly effective. The three remaining interest rate swaps 
are ineffective. The unrealized gains and losses on the effective and ineffective interest rate swaps are included in a 
regulatory asset based on an Order from the Kentucky Commission in the 2010 rate case, whereby the cost of a 
terminated swap was allowed to be recovered in base rates. 

The fair value of the interest rate swaps is determined by a quote from the counterparty. This value is verified 
monthly by the Company using a model that calculates the piesent value of future payments under the swap utilizing 
current swap market rates obtained from another dealer active in the swap market and validated by market 
transactions. Market liquidity is considered, however, the valuation does not require an adjustment for market 
liquidity as the market is very active for the type of swaps used by the Company. LG&E considered the impact of its 
own credit risk and that of counterparties by evaluating credit ratings and financial information. LG&E and all 
counterparties had strong investment grade ratings at September 30, 2010. LG&E did not have any credit exposure 
to the swap counteiparties, as it was in a liability position at September 30, 2010; therefore, the market valuation 
required no adjustment for counterparty credit risk. In addition, the Company and certain counterparties have 
agreed to post margin if thc credit exposure exceeds certain thresholds. Cash collateral for interest rate swaps is 
classified as a long-term asset in the accompanying balance sheets. 
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The tables below show the fair value and balance sheet location of interest rate swap derivatives: 

Derivative Designation Balance Sheet Location Fair Value 
September 30,2010 

(In millions) 

Hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-tet m derivative liability $25 
Non-hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-term derivative liability ___ 25 

$50 - - 

December 31,2009 -- 
Derivative Designation Balance Slieet Location Fair Value 

Hedging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Long-term derivative liability $19 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 

$28 
Non-hedging Long-term derivative liability - 

- - 
Beginning in the third quarter of 2010, the unrealized gains and losses of the effective and ineffective interest 

rate swaps are included in a regulatory asset, which offsets the hedging and non-hedging long-term derivative 
liabilities. 

The interest rate swaps are accounted for on a fair value basis in accordance with the derivatives and hedging 
topic of the FASB ASC. The tables below show the pre-tax amount and income statement location of derivative 
gains and losses for the change in  the mark-to-market value of the ineFfective interest rate swaps, realized losses and 
the change in the ineffective portion of the interest rate swaps deemed highly effective, including the impact of 
reclassifying these amounts to regulatory assets dui ing the three months ended September 30, 201 0: 

Three Months Ended 

Gain (Loss) Recognized in Income 
September 30, 

2009 - 2010 - Location 
(In millions) 

Reclassification to regulatory assets of unrealized loss 
on interest rate swaps . . . . . . . . . . . . . . . . . . . . . . . .  Derivative gain (loss) $21 $-- 

Unrealized loss on ineffective swaps . . . . . . . . . . . . . . .  Derivative gain (loss) - (3) 
Reclassification to regulatory assets of unrealized loss 

on terminated swap. . . . . . . . . . . . . . . . . . . . . . . . . .  Derivative gain (loss) 9 

$29 

- 

. . . . . . . . . . . . . . . .  Realized loss on ineffective swaps. Derivative gain (loss) (1) -__. (1) 

___. 9; (4) - - - 
For the three months ended September 30, 2009, LG&E recorded a pre-tax gain of less than $1 million in 

interest expense to reflect the change in the inefFective portion of the interest rate swaps deemecl highly effective. 
During the three months ended September 30, 2010, the Company recorded a pre-tax gain of $21 million and 
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$9 million, respectively, to reflect the reclassification of the ineffective swaps and the terminated swap to a 
regulatory asset. 

Nine Months Ended 
September 30, 

Gain (Loss) Recognized in Income Location -- 2010 2009 
(In m i ~ ~ i o n s ) ~  

Change in the ineffective portion deemed highly 

Reclassification to regulatory assets of unrealized loss 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  effective. Interest expense $ -  $ 1  

on interest rate swaps. - .. . . . . . . . . . . . . . . . . . . . . .  Derivative gain (loss) 21 
[Jnrealized gain (loss) on ineffective swaps. . . . . . . . . .  Derivative gain (loss) ( I O )  14 
Reclassification to regulatory assets of unrealized loss 

___ on terminated swap . . . . . . . . . . . . . . . . . . . . . . . . .  Derivative gain (loss) 9 
. . . . . . . . . . . . . . . .  Realized loss on ineffective swaps Derivative gain (loss) (2) - (2) 

- $13 - - 
During the nine months ended September 30, 201 0, the Company recorded a pre-tax gain of $21 million and 

$9 million, respectively, to reflect the reclassification of the ineffective swaps and the terminated swap to a 
regulatory asset. 

The gain on hedging interest rate swaps recognized in OCI for the three and nine months ended September 30, 
2010, was $21 million and $17 million, respectively. For the three and nine months ended September 30, 2010, the 
gain on derivatives reclassified from accumulated OCI to regulatory assets was $23 million. 

Prior to including the unrealized gains and losses on the effective and ineffective interest rate swaps in 
regulatory assets, amounts previously recorded in accumulated OCI were reclassified into earnings in the same 
period during which the hedged forecasted transaction affected earnings. The amount amortized from OCI to 
income in the three and nine months ended September 30, 2010 and 2009, was less than $1 million, respectively. 

A decline of 100 basis points in the current market interest rates would reduce the fair value of LG&E's interest 
rate swaps by approximately $31 million. 

Ettergy Trading attd Risk Managenzent Activities 

LG&E 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 manage price risk 
and are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quarterly using an independent pricing source of actual transactions. Quotes for combined off- 
peak and weekend timeframes are allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 
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The tables below show the fair value and balance sheet location of energy trading and risk management 
derivative contracts: 

- September 30,2010 
Asset Derivatives Liability Derivatives - 

Derivative Balance Sheet Balance Sheet 
Designation Location Fair Value Location Fair Value -- - 

(In millions) (In millions) 

$ I  - - $2 Other current liabilities Non-hedging Prepayments and other current assets - - 
- December 31,2009 , 

Asset Derivatives Liabilitv Derivatives - 
Derivative Balance Sheet Balance Sheet 
Designation Location Fair Value Location Fair Value 

(In millions) (In millions) 

$2 
__. - $2 Other current liabilities - - Non-hedging Prepayments and other current assets 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the cieditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To furthei mitigate credit 
risk, LG&E seeks to enter into netting agreements or require cash deposits, letters of credit and paiental company 
guarantees as security from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
LG&E assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with counterparties rated EBB-Baa3 equivalent or better. The Company has reserves against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At September 30, 2010 and December 31, 2009, counterparty credit 
reserves related to energy trading and risk management contracts were less than $ I  million. 

The net volume of electricity-based financial derivatives outstanding at September 30,2010 and December 3 1, 
2009, was zero and 587,800 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was required at September 30, 2010. Cash collateral related to the energy trading and 
risk management contracts was $2 million at December 3 1,2009. Cash collateral related to the energy trading and 
risk management contracts is categoiized as other accounts ieceivable in the accompanying balance sheet. 

LG&E manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward contracts. Hedge accounting treatment has not been elected foi these transactions, and theiefore realized 
and unrealized gains and losses are included in the statements of income. 

The following tables present the effect of market-traded forward contract derivatives not designated as hedging 
instruments on income: 

Three Months 
Ended 

Gain (Loss) Recognized in Income 
September 30, 

2010 2009 -- Location 
(In millions) 

Realized gain.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Electric revenues $ 1 $ 5  
llnrealized loss. Electric revenues - (1) __ (3) 

$--- - $ 2  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - - 
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Gain (Loss) Recoenized in Income 

Nine Months 
Ended 

September 30, 
2010 (a) 2009 

(In millions) 
-- Location 

Realized gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Electric revenues $ 3 $ 8  

(1) Unrealized loss. Electric revenues ___ - 
$ 7  

- .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - $ 3  - - 

(a) IJnrealized gains were less than $1 million 

Credit Risk Related Contiitgent Features 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the Company’s 
credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no energy trading and 
risk management contracts with credit risk related contingent features that are in a liability position and no collateral 
posted in the normal course of business. The aggregate mark-to-market value of all interest rate swaps with credit risk 
related contingent features that are in a liability position on September 30, 2010, is $34 million, for which the 
Company has posted collateral of $21 million in the normal course of business. If the credit risk related contingent 
features underlying these agreements were triggered on September 30, 2010, due to a one notch downgrade in the 
Company’s credit rating, the Company would be required to post an additional $4 million of collateral to its 
counterparties for the interest rate swaps. At September 30, 2010, a one notch downgrade of the Company’s credit 
rating would have no effect on the energy trading and risk management contracts or collateral required. 

Note 5 - Fair Value Measurements 

LG&E adopted the fair value guidance in the FASB ASC in two phases. Effective January 1, 2008, the 
Company adopted it for all financial instruments and non-financial instruments accounted for at fair value on a 
recurring basis, and January 1,2009, the Company adopted it for all non-financial instruments accounted for at fair 
value on a non-recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the 
amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market 
participants. As such, fair value is a market-based measurement that should be determined based on assumptions 
that market participants would use in pricing an asset or a liability. As a basis for considering such assumptions, the 
FASB ASC guidance establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation 
methodologies in measuring fair value. 

The carrying values and estimated fair values of LG&E’s non-trading financial instruments follow: 
September 30,2010 December 31,2009 
Carrvine Fair Carrvine Fair 

Vaiue- value vaiue- Value 
(In millions) 

Long-term bonds (including current portion of $120 million). . $41 1 $418 $41 1 $41 1 

Derivative liability - interest rate swaps. . . . . . . . . . . . . . . . .  so 50 28 28 

The long-term bond valuations reflect prices quoted by investment banks, which are active in the market for 
these instruments. The fair value of the long-term dcbt due to affiliated company is determined using an internal 
valuation model that discounts the future cash flows of each loan at current market rates as determined based on 
quotes from investment banks that are actively involved in capital markets for utilities and factor in LG&E’s credit 
ratings and default risk. The fair values of the interest rate swaps reflect price quotes from investment banks, 

- - - -  

Long-term debt to affiliated company. . . . . . . . . . . . . . . . . . .  485 549 485 512 
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consistent with the fair value measurements and disclosures topic of the FASB ASC. This value is verified monthly 
by the Company using a model that calculates the present value of future payments under the swap utilizing current 
swap market rates obtained from another dealer active in the swap market and validated by market transactions. The 
fair values of cash and cash equivalents, accounts receivable, accounts payable and notes payable are substantially 
the same as their carrying values. 

LG&E has classified the applicable financial assets and liabilities that are accounted for at fair value into the 
three levels of the fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB 
ASC, as follows: 

L.esel I - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

L.evel 2 - Include other inputs that are directly or indirectly observable in the marketplace 

* Level .3 - ‘IJnobservable inputs which are supported by little or no market activity 

The fair value hierarchy also requires an entity to maximize the use of observable inputs and ininiinize the use 
of unobservable inputs when measuring fair value. 

The Company classifies its derivative cash collateral balances within level 1 based on the funds being held in a 
dernand deposit account. The Company classifies its derivative energy trading and risk inanagement contracts and 
interest rate swaps within level 2 because it values them using piices actively quoted for proposed or executed 
transactions, quoted by brokers oi observable inputs other than quoted prices. 

that were accounted for at fair value on a recurling basis. 
The following tables set forth, by level within the fair value hierarchy, LG&E’s financial assets and liabilities 

September 30,2010 Level 1 Level 2 Total 
(In millions) 

- - -  

Financial assets: 
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  $- $ 2 $ 2 

21 Interest rate swap cash collateral. - 21 - - 
Total financial assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $21 $ 2 $23 

Financial liabilities: 
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  $- $ 1 $ 1 

50 

__ . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - __. - - - 

__ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Interest rate swaps _. - 50 - 
Total financial liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $- $51 $51 - - - - - - 

Level 1 Level 2 Total 
(In millions) 

- - -  December 31, 2009 

Financial assets: 
Energy trading and risk inanagement contract cash collateral . . . ~ . . . $ 2 $- $ 2 
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . .  - 2 2 

17 Interest rate swap cash collateral - 17 - - 
Total financial assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $19 $ 2 $21 

Financial liabilities: 

- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - __. - - - 

Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . .  $- $ 2 $ 2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28 28 Interest rate swaps 

Total financial liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $- $30 $30 
- __. - - 
- - - - - _. 

F-77 



Louisville Gas and Electric Company 

Notes to Condensed Financial Statements - (Continued) 

No cash collateral related to the energy trading and risk management contracts was required at September 30, 
2010. 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

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 LG&E employees and Servco employees who are 
providing services to LG&E. The Servco costs are allocated to LG&E based on employees’ labor charges and are 
approximately 43% and 44% of Servco costs for September 30, 2010 and 2009, respectively. 

Pension Benefits 
Three Months Ended September 30, 

2010 2009 
_I_ 

Servco 
Allocation 

LG&E to LG&E -- 
Servco 

Total Allocation Total 
LG&E LG&E toLG&E LG&E ---- 

Servicecost . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1 $ 2  
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 2 
Expected return on plan assets. . . . . . . . . . . . . . .  (6) (2) 
Amortization of prior service cost . . . . . . . . . . . .  
Amortization of actuarial loss - 2 - 

- 1 
__ . . . . . . . . . . . . . . .  

Net periodic benefit cost . . . . . . . . . . .  

Other Postretirement Benefits 
Tliree Months Ended September 30, 

2010 2009 
Servco Servco 

Allocation Total Allocation Total 
-__. LG&E toLG&E(a) LG&E toLG&E(a) 

(In millions) 

Interest cost .  . . . . . . . . . . . . . . . . . . . . . . . .  $ 1 $-- $ 1  $1 $- $1 
1 1 Amortization of prior service cost - - - - 

. . . . . . . . . . . . . . .  $- $2 Net periodic benefit cost. - $ 1 - $ 1  - $2 $- 

___ . . . . . . . . .  - - __ - - 

- - - - - - - - - 

(a) amounts are less than $1 million 
Pension Benefits 

Nine Months Ended September 30, 
2010 2009 

Servco Servco 

LG&E to LG&E LG&E LG&E to LG&E LG&E 
(In millions) 

Allocation Total Allocation Total 
- - _ _ _ _ - - -  

Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3 $ 4  $ 7  $ 3  $ 3  $ 6  

Expected return on plan assets . . . . . . . . . . . . . . .  (19) (4) (23) (16) (4) (20) 
Amortization of prior service cost . . . . . . . . . . . .  4 - 4 4 1 5 

11 . . . . . . . . . . . . . . .  7 -  I 8 9 2 Amortization of actuarial loss - 
. . . . . . . . . . . . . . . . . . .  $ 2 6  $ 7  $ 2 1  $ 1 9  $ 6  Net periodic benefit cost - - $ 15 - - 

Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20 5 25 19 5 24 

- - - -  
- - - - - -  - -  
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Other Postretirement Benefits 
Nine Months Ended September 30, 

Servco Servco 

LG&E to LG&E (a) LG&E LG&E to LG&E (a) LG&E 
(In millions) 

2009 
~ 

2010 

Allocation Total Allocation Total 

Service cost .  . . . . . . . . . . . . . . . . . . . . . . . .  $1 $-- $1 $1 $ 1  $2 
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . .  3 - 3 4 

1 Amortization of prior service cost. - 1 - 
. . . . . . . . . . . . . . .  $5 $7 $ 1  $6 $-- 

4 
1 

___ 
__ . . . . . . . .  

__. - - __. 
1 - 

- - - - - - Net periodic benefit cost. - $5 - __. - _. - 

(a) amounts are less than $1 million 

Coritribiitioiis 

In January 2010, LG&E and Servco made discretionary pension plan contributions of $20 million and 
$9 million, respectively. The amount of future contributions to the pension plan will depend on the actual return on 
plan assets and other factors, but the Company’s intent is to fund the pension plans in a manncr consistent with the 
requiiements of the Pension Protection Act of 2006. 

Through September 2010, LG&E made contributions to other postretirement benefit plans totaling $4 million. 
An additional contribution totaling $2 million was made in October. The Company anticipates further funding to 
match the annual postretirement expense and funding the 401 (h) plan up to the maximum amount allowed by law. 

Health Care Reforin 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of 2010) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are currently unclear or undefined will likely be clarified in future regulations. 

Specific provisions within Health Care Reform that may impact LG&E include: 

* Beginning in 201 1, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative care procedures. 

Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 

LG&E continues to evaluate all implications of Health Care Reform on its benefit programs but at this time 

exceeds certain thresholds. 

cannot predict the significance of those implications. 

Note 7 - Income Taxes 

A United States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including LG&E, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2007 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2008 have been 
received from the IRS, effectively closing these years to additional audit ad,justments. Tax years beginning with 
2007 were examined under an IRS pilot program, “Compliance Assurance Process” (“CAP’). This program 
accelerates the IRS’ review to begin during the year applicable to the return and ends 90 days after the return is filed. 
Adjustments for 2007, agreed to and recorded in January 2009, were comprised of $5 million of depreciation- 
related differences. For 2008, the IRS allowed additional deductions in connection with the Company’s application 
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for a change in repair deductions and disallowed some of the bonus depreciation claimed on the original return. The 
net temporary tax impact for the Company was $13 million and was recorded in the second quarter of 2010. Tax 
years 2009 and 2010 are also being examined under CAP. The 2009 federal return was filed in the third quarter, and 
the IRS issued a Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, 
storms and other repairs, contributions in aid of construction and purchased gas adjustments. No material impact is 
expected from the IRS review. For the tax year 2010, no material items have been raised by the IRS at this time. 

Additions and reductions of uncertain tax positions during 2010 and 2009 were less than $1 million. Possible 
amounts of uncertain tax positions for L,G&E 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. If recognized, the less than $1 million 
of unrecognized tax benefits would reduce the effective income tax rate. 

The amount LG&E recognized as interest expense and interest accrued related to unrecognized tax benefits 
was less than $ I  million as of September 30, 2010 and December 31, 2009. The interest expense and interest 
accrued is based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, the Company accrued less than $1 million i n  interest expense on uncertain tax 
positions. LG&E records the interest as interest expense and penalties as operating expenses in the income 
statement and accrued expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company 
through September 30, 2010. 

In June 2006, the Companies 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. In November 2006, the 
DOE and the IRS announced that LG&E was selected to receive $24 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007, L.G&E received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a full 
depreciation basis adjustment for the amount of the credits. Based on eligible construction expenditures incurred, 
LG&E recorded investment tax credits of $1 million and $3 million during the three and nine months ended 
September 30, 2009, decreasing current federal income taxes. As of December 3 1, 2009, LG&E had recorded its 
maximum credit of $24 million. The income tax expense impact from amortizing these credits over the life of the 
related property will begin when the facility is placed in service, which is expected to occur by year end. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 2010. 

A reconciliation of differences between the Company’s income tax expense at the statutory U.S. federal 
income tax rate and the Company’s actual income tax expense follows: 

Tliree Months Ended Nine Months Ended 
September 30, September 30, 

2010 2009 2010 2009 
(In millions) 

---- 
Statutory federal income tax expense.. . . . . . . . . . . . . . . .  $ 33 $ 28 $ 58 $ 41 
State income taxes - net of federal benefit . . . . . . . . . . . .  4 3 6 3 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  (2) - (4) - (3) Other differences - net (2) --- 
Income tax expense.. . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 35 $ 29 $ 60 $ 41 

Effective income tax rate. . . . . . . . . . . . . . . . . . . . . . . . . .  36.8% 36.7% 35.9% 35.0% 
- - - - - - - - 

The amounts shown in the table above are rounded to the nearest $1 million; however, the effective income tax 
rates are based on actual underlying amounts. Other differences - net includes the qualified production activities 
deduction, amortization of investmcnt tax credits and excess deferred tax on depreciation. 
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State income taxes - net of federal benefit were lower in the nine months ended September 30,2009, due to a 
coal credit recorded in 2009. 

Note 8 - Short-Term and Long-Term Debt 

LG&E’s long-term debt includes $120 million of pollution control bonds that are classified as current portion 
of long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase on the occuirence of certain events. These bonds include: 

(In millions) 

Jefferson Co. 2001 Series A, due Scptember 1, 2026, variable% . . . . . . . . . . . . . . . . . .  $ 22 
Trimble Co. 2001 Series A, due September 1, 2026, variable% . . . . . . . . . . . . . . . . . . .  28 
Jefferson Co. 2001 Series B, due November 1, 2027, variable%. . . . . . . . . . . . . . . . . . .  35 

. . . . . . . . . . . . . . . . . . .  35 Trimble Co. 2001 Series B, due November 1, 2027, variable%. 

$120 
- 
- - 

The average annualized interest rates for these bonds follow: 
September 30, 
2010 2009 - -  

Three months ended. . . .  1.10% 1.04% 
Nine months ended . . . . . . . . .  . . . . . . . . . . . . . . .  0.90% 1.11% 

Pollution control bonds are obligations of LG&E issued in connection with tax-exempt pollution control bonds 
issued by various govertimental entities, principally counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the governmental entities that equate to the debt service due from the entities on 
the related pollution control bonds. The loan agreement is an unsecured obligation of the Company. Debt issuance 
expense is capitalized in either regulatory assets or current or long-term other assets and amortized over the lives of 
the related bond issues, consistent with regulatory practices. 

In October 2010, LG&E’s pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 2010, two national rating agencies revised the credit ratings 
of the pollution control bonds. One revised downward the short-term credit rating of the pollution control bonds and 
the Company’s issuer rating as a result of the pending acquisition by PPL, and the othei increased the long-term 
rating of the pollution control bonds as a result of the addition of the first mortgage bonds as collateral. 

Several of the LG&E pollution control bonds are insured by monoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At September 30, 2010, LG&E had an 
aggregate $574 million (including $163 million of reacquired bonds) of outstanding pollution control indebtedness, 
of which $135 million is in the form of insured auction rate securities wherein interest rates are reset either weekly 
or every 3.5 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. Since 2008, the Company 
experienced “failed auctions” when there were insufficient bids for the bonds. When a failed auction occurs, the 
interest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized interest iates on the auction rate bonds follow: 

September 30, 
2010 2009 - -  

Three months ended.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.49% 0.38% 
Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.44% 0.42% 
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The instruments governing these auction rate bonds permit LG&E 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 June 2009, one national rating agency downgraded the credit rating of an insurer of the Company’s 
bonds. As a result, the national rating agency downgraded the ratings on the Trimble County 2000 Series A, 2002 
Series A and 2007 Series A; Jefferson County 2001 Series A; and Louisville Metro 2007 Series B bonds. The 
national agency’s ratings of these bonds are now based on the rating of the Company rather than the rating of the 
insurer since the Company’s rating is higher. 

During 2008, LG&E converted several series of its pollution control bonds from the auction rate mode to a 
weekly interest rate mode, as permitted under the loan documents. In connection with these conversions, the 
Company purchased the bonds from the remarketing agent. For financial reporting purposes, the repurchase of the 
bonds was accounted for as debt extinguishments. As of Septembet 30,2010 and December 3 1,2009, the Company 
continued to hold repurchased bonds in the amount of $1 63 million, and therefore, such amount is excluded from 
the Company’s balance sheets. The other repurchased bonds were remarketed during 2008 in an intermediate-term 
fixed rate mode wherein the interest rate is reset periodically (eveiy three to five years). L,G&E will hold some or all 
of such repurchased bonds until a later date, at which time it may refinance, remarket or further convert such bonds. 
Uncertainty in markets relating to auction rate securities or steps the Company has taken or may take to mitigate 
such uncertainty, such as additional conversion, subsequent restructuring or redemption and refinancing, could 
result in increased interest expense, transaction expenses or other costs and fees or experiencing reduced liquidity 
relating to existing or future pollution control financing structures. 

The Company participates in an intercompany money pool agreement wherein E.ON U S .  and/or KU make 
funds available to LG&E at market-based rates (based on highly rated commercial paper issues) up to $400 million. 
Details of the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

(In millions) 

September 30, 2010 . . . . . . . . . . . . . . . . . . . .  $400 $122 $278 0.28% 
December 3 1, 2009 . . . . . . . . . . . . . . . . . . . .  $400 $170 $230 0.20% 

E.ON U S .  maintained revolving credit facilities totaling $3 13 million at September 30, 2010 and 
December 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, 
totaling $150 million, was with E.ON North America, Inc. while the remaining line, totaling $163 million, was with 
Fidelia; both are affiliated companies. The balances are as follows: 

September 30, 2010 . . . . . . . . . . . . . . . . . . . . . . .  $313 $181 $1.32 1.44% 
December 3 I .  2009 . . . . . . . . . . . . . . . . . . . . . . . .  $3 13 $276 $ 37 1.25% 

As of September 30, 2010, the Company maintained $125 million bilateral lines of credit, maturing in June 
2012, with unaffiliated financial institutions. At September 30,2010, there was no balance outstanding under any of 
these facilities. 

There were no redemptions or issuances of long-term debt year-to-date through September 30,201 0. LG&E 
was in compliance with all debt covenants at September 30,2010 and December 31,2009. See Note 1, General, foi 
certain debt refinancing and associated transactions which are anticipated by L,G&E in connection with the PPL 
acquisition and Note 11, Related Party Ttansactions, for long-term debt payable to affiliates. 
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Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments or contingent liabilities from that discussed 
in the Company’s Annual Report for the year ended Deccrnber 31,2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 14, Subsequent Events, contained 
therein). See the Company’s Annual Report regarding such commitments or contingencies. 

Letters of Credit 

LG&E has provided letters of credit as of September 30,201 0 and December 3 I ,  2009, for off-balance sheet 
obligations totaling $3 million to support certain obligations related to landfill reclamation and letters of credit for 
off-balance sheet obligations totaling less than $1 million to support certain obligations related to workers’ 
compensation. 

Construction Prograni 

LG&E had approximately $179 million of commitments in connection with its construction program at 
September 30, 2010. 

In June 2006, the Companies 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. During 2009 and 201 0, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of adjustments to the contract price, construction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 201 0, the Companies and the 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims occurring 
through July 201 0, under the TC2 construction contract, which settlement provided for a limited, negotiated 
extension of the contractual commercial operations date and/or relief from liquidated damages calculations. During 
commissioning activities in the second and third quarters, separate delays have occurred related to burner 
malfunctions and an excitation transfoimer failure. Certain temporary or permanent repairs for both matters have 
been completed, are underway or are planned for appropriate future outage periods. Commissioning steps resumed 
in October 2010, and a revised commercial operations date is currently expected by year end. The parties are 
analyzing the treatment of these additional delays under the liquidated damages provisions of the construction 
agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including the extent, if 
any, that such outcome may result in materially increased costs for the construction of TC2, further changes in the 
TC2 construction completion or commercial operation dates or potential effects on levels of power purchases or 
wholesale sales due to such changed dates. 

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. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the peimit. The 
environmental groups petitioned the EPA to object to the state permit and subsequent permit revisions. In 
determinations made in September 2008 and June 2009, the EPA rejected most of the environmental groups’ 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
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administrative record. In January 201 0, the KDAQ issued a final permit revision incorporating the proposed changes 
to address the EPA objections. In March 2010, the environmental groups submitted a petition to the EPA to object to 
the permit revision, which is now pending before the EPA. The Company believes that the final permit as revised 
should not have a material adverse effect on its financial condition oriesults of operations. However, until the EPA 
issues a final ruling on the pending petition and all applicable appeals have been exhausted, the Company cannot 
predict the final outcome of this matter. 

Tlierniostat Replacenierit 

During January 2010, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies’ demand reduction programs, due to concerns that the 
thermostats may present a safety hazard. Under the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 thermostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement 
program or other effects or developments which may be associated with the thermostat replacement matter at this 
time. 

OVEC 

LG&E holds a 5.63% investment interest in OVEC with 10 othei electric utilities. LG&E is not the primary 
beneficiary; therefore the investment is not consolidated into the Company’s financial statements, but is recorded on 
the cost basis. OVEC is located in Piketon, Ohio, and owns arid operates two coal-fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. LG&E is contractually entitled to 5.63% of OVEC’s output, 
approximately 124 Mw of generation capacity. Pursuant to the OVEC power purchase contract, the Company may 
be conditionally responsible for a 5.63% pro-rata share of certain obligations of OVEC under defined circum- 
stances. These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in certain 
excess decommissioning costs and post-retirement benefits other than pension. L,G&E’s potential proportionate 
share of OVEC’s September 30, 2010 outstanding debt was $78 million. 

Environniental Matters 

The Company’s operations are subject to a number of environmental laws and regulations 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. As indicated below and summarized at 
the conclusion of this section, evolving environmental regulations will likely increase the level of capital and 
operating and maintenance expenditures incurred by the Company during the next several years. Based on prior 
regulatory precedent, the Company believes that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but the Company can 
provide no assurance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Aiizbieiit Air- Qimlity. 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 extia margin for safety. These concentration levels are known as NAAQS. Each state must 
identify “nonattainment areas” within its boundaiies 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 foi ozone and fine particulates that required additional reductions in 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 8.5% from 1990 levels in ordei to mitigate ozone transport from the 
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midwcstern U.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 required additional SOz emission reductions of 70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, 
with initial reductions of NOx and SO? 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. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Older directing the EPA to promulgate a new regulation but 
leaving the CAIR in place in the interim. The remand of the CAIR results in sonic uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies’ compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In January 2010, the EPA proposed a revised NAAQS for ozone which would inciaease the stringency of the 
standard. In addition, the EPA published final revised NAAQS standards for nitrogen dioxide (“N02)’) and SOz in 
February 2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the 
level of action determined necessary to bring local nonattainment areas into compliance with the revised 
NAAQS standards, LG&E’s power plants are potentially subject to requirements for additional reductions in 
SOz and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR provides for a 
two-phase SOz reduction program with Phase I reductions due by 2012, and Phase I1 reductions due by 2014. The 
CATR provides for NOx reductions in 2012, but the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as i t  accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment on an alternative approach which would provide for 
individual emission limits at each power plant. The EPA has announced that it will propose additional “transpoi t” 
rules to address compliance with revised NAAQS standards for ozone and particulate matter which will be issued by 
the EPA in the future. as discussed below. 

Hazritdous A i r  Polliifauts. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions froin electric utilities and submitted a report to Congress identifying mercury emissions froin 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% 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” ofthe controls installed for purposes of compliance with the CAIR. In addition, in 2006, 
the Metro Louisville Air Pollution Control District adopted rules aimed at regulating additional hazardous air 
pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR with a proposed rule due by March 201 1, and a final rule due by November 201 1. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Acid Rob7 Plagnir77. The Clean Air Act imposed a two-phased cap and trade program to reduce SOz 
emissions from power plants that were thought to contribute to “acid rain” conditions in the northeastern 1J.S. The 
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Clean Air Act also contains 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 submil 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 

es, including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under 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 courts. Additionally, because the regional haze SIPs 
incorporate certain CATR requirements, the remand of the CAIR could potentially impact regional haze SIPs. See 
“Ambient Air Quality” above for a discussion of CAIR-related uncertainties. 

Zmtnllatiorz of Pollirtion Coiiirols. 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. LG&E had previously installed FGD equipment on all of its generating units prior to the effective 
date of the acid rain program. LG&E’s strategy for its Phase I1 SO2 requirements, which commenced in 2000, is to 
use accumulated emission allowances to defer additional capital expenditures and continue to evaluate improve- 
ments to further reduce SOz emissions. In order to achieve the NOx emission reductions mandated by the NOx SIP 
Call, LG&E installed additional NOx controls, including SCR technology, during the 2000 through 2009 time 
period at a cost of $197 million. In 2001, the Kentucky Commission granted approval to recover the costs incurred 
by LG&E for these projects through the ECR mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 

In order to achieve currently mandated emissions reductions, LG&E expects to incur additional capital 
expenditures totaling approximately $80 million during the 2010 through 2012 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 the Company for these pro,jects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
LG&E believes its costs in reducing SO?, NOx and mercury emissions to be comparable to those of similarly 
situated utilities with like generation assets. L,G&E’s compliance plans are subject to many factors including 
developments in the emission allowance and fuels markets, future legislative and regulatory enactments, legal 
proceedings and advances in clean air technology. L.G&E 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. 

GHG Developrne/its. 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. As 
discussed below, 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, including 1 1  northeastern lJ.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The 1Jnited States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. 
In Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
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17% below 200.5 levels by 2020 and provide financial support to developing countries. The United States and other 
nations are scheduled to meet in Cancun, Mexico in late 201 0 to continue negotiations toward a binding agreement. 

L.G&E is monitoring on-going efforts to enact GHG reduction requirements and require- 
ments governing carbon sequestration at the state and federal level and is assessing poteiitial impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 2012, 17% by 2020 and 83% by 2050. In order to cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring ut es to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

GHG Leggislnriorz. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the 1J.S. Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators Kerry and Lieberman and others have undertaken additional 
work to draft GHG legislation but have introduced no bill in the Senate to date. In July 201 0, Senate Majority Leader 
Reid announced that he did not anticipate that GHG legislation would be brought to the Senate floor in the current 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regztkrtioris. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company’s facilities will be required to submit annual reports commencing with calendar year 2010. 
In May 2010, the EPA issued a final GHG “tailoring” rule requiring new or modified sources with GHG emissions 
equivalent to at least 75,000 tons of carbon diox to obtain permits under the Prevention of Significant 
Deterioration Program. Such new or modified fac es would be required to install Best Available Control 
Technology. While the Company is unaware of any currently available GHG control technology that might be 
required for installation on new or modified power plants, it is currently assessing the potential impact of the rule. 
The final rule will apply to new and modified power plants beginning in January 201 1. The Company is unable to 
predict whether mandatory GHG reduction requirements will ultimately be enacted through legislation or 
regulations. 

GHG Liligatiori. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three-judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a quorum. The appellate ruling leaves in 
effect the lower court ruling dismissing the plaintiffs’ claims. The petitioners filed a petition for a writ of mandamus 
with the Supreme Court in August 2010. The Comer complaint alleges that GHG emissions from the defendants’ 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the indirect 
parent of the Companies, was included as defendant in the complaint but has not been subject to the proceedings due 
to the failure of the plaintiffs to pursue service under the applicable international procedures. The Companies are 

F-87 



Louisville Gas and Electric Company 

Notes to Condensed Financial Statements - (Continued) 

currently unable to predict further developments in the Comer case and continue to monitor relevant GHG litigation 
to identify judicial developments that may be potentially relevant to their operations. 

Ash Por7d.s arid Cocrl-Cornbzistiori Bjproducts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee Valley Authority’s Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to ut 
throughout the country, including LG&E, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of L,G&E’s impoundments, which the EPA found to be in satisfactory 
condition except for certain impoundments at the Mill Creek and Cane Run stations, which were determined to be in 
fair condition. In June 201 0, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: ( I )  regulation of coal combustion byproducts i n  
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. Under both alternatives, the EPA has proposed safety requirements to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential refinements of the provisions for 
beneficial reuse of coal combustion byproducts. 

Wcrter Discharges arid PCB Regirlatioris. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(“PCB”) in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Zrrrpnct of Peridirig a r i d  Futiire Erzviiorirneritol Develaprixerzts. As a company with significant coal-fired 
generating assets, LG&E will likely be substantially impacted by pending or future environmental rules or 
legislation requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent 
standards on discharges to waterways, or establishing additional requirements for handling or disposal of coal 
combustion byproducts. These evolving environmental regulations will lilcely require an increased level of capital 
expenditures and increased incremental operating and maintenance costs by the Company over the next several 
years. Due to the uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the 
reduction targets and the deadlines that will be applicable, the Company cannot finalize estimates of the potential 
compliance costs, but should the final rules incorporate additional emission reduction requirements, require more 
stringent emissions controls or implement more stringent byproducts storage and disposal practices, such costs will 
likely be significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts 
developments, based on a preliminary analysis of proposed regulations, the Company may be required to consider 
actions such as upgrading existing emissions controls, installing additional emissions controls, upgrading byprod- 
ucts disposal and storage and possible early replacement of coal-fired units. Capital expenditures for LG&E 
associated with such actions are preliminarily estimated to be in the $2.3 billion range over the next 10 years, 
although final costs may substantially vary. With respect to potential developments in water discharge, revised PCB 
standards or GHG initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain 
outcome of such developments, but would be in addition to the above amount and could be substantial. IJltimately, 
the precise impact on the Company’s operations of these various environmental developments cannot be determined 
prior to the finalization of such requirements. Based on prior regulatory precedent, the Company believes that many 
costs of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

TC2 Wrfer Perrrli/” In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System permit issued in April 201 0, which covers water discharges from the Trimble County 
generating station. In October 2010, the hearing officer issued a report and recommended order providing for 
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