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dismissal of the claims raised by the petitioners. IJntil such time as the Secretary issues a final order of the agency 
and all appeals are exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

General Eiiviruiirrzerital Pruceedings. 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 a prior Section 114 information request from the 
EPA relating to new source review issues at LG&E’s Mill Creek IJnit 4 and Trimble County Unit 1; remediation 
obligations or activities for former manufactured gas plant sites or elevated PCB levels at existing properties; 
liability under the Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various 
off-site waste sites; and on-going claims regarding alleged particulate emissions from the Company’s Cane Run 
generating 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 - Segments of Business 

LG&E’s revenues and net income by business segment were as follows: 

Three Months Ended Nine Months Ended 
- September 30, September 30, 
2010 2009 2010 2009 - - - - 

(In millions) 

Electric: 
Grosslnet revenues . . . . . . . . . . . . . . . . . . . . . . . . . .  $297 
Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 59 

Gross revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 32 
Gas: 

Intersegment revenues(a) . . . . . . . . . . . . . . . . . . . . . .  (2) 
Net revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 30 
Net income.. . . . . . . . . . . . . . . . .  . . . . . . . . . . .  $ 1 

Gross revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $329 
Total 

Intersegment revenues(a). . . . . . . . . . . . . . . . . . . . . .  (2) 

Net revenues . . . . . . .  . . . . . . . . . . . . . . . . . . . .  $327 
Net income.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 60 

$248 
$ 5.5 

$278 
(2) 
$276 
$ 50 

$776 
$ 92 

$20 1 
(5) 
$196 
$ 15 

$977 
(5) 
$972 
$107 

$71 1 
$ 70 

$276 
(6) 
$270 
$ 6  

$987 
(6) 
$98 1 
$ 76 

(a) Intersegment revenues were eliminated on consolidation of the electric and gas segments. 

LG&E’s total assets by business segment were as follows: 

Septeniber 30, December 31, 
2010 2009 

(In millions) 

Electric.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,906 $2,854 
Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  735 714 

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,641 $3,568 
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Note 11 -- Related Party Transactions 

LG&E, subsidiaries of E.ON 1J.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between LG&E and E.ON 1J.S. subsidiaries are eliminated on consolidation of E.ON US.  Transactions between 
L,G&E and E.ON subsidiaries are eliminated on consolidation of E.ON. These transactions are generally performed 
at cost and are in accordance with FERC regulations under the Public IJtility Holding Company Act of 2005 and the 
applicable Kentucky Commission regulations. The significant related party transactions are disclosed below. 

biterconipariy Wholesale Sales arid Prircliases 

LG&E and KIJ jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. When L.G&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that of KIJ, KU purchases electricity from LG&E. When KU has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of LG&E, LG&E purchases electricity 
from KU. These transactions are recorded as intercompany wholesale sales and purchases are recorded by each 
company at a price equal to the seller’s fuel 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 on its native load needs and its 
available generation. 

These sales and purchases are includcd in the statements of income as electric operating revenues, power 
purchased expenses and other operation and maintenance expenses. LG&E’s intercompany electric revenues and 
power purchased expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2010 2009 2010 2009 
(In millions) 

-- 
---- 

Electric operating revenues from KIJ . . . . . . . . . . . . . . . . .  $22 $22 $7 1 $82 
Power purchased and related operations and maintenance 

expense from KU. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 2 13 18 

Ititerest Charges 

See Note 8, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. Inter- 
company agreements do not require interest payments for receivables related to services provided when settled 
within 30 days. 

L,G&E’s interest expense to affiliated companies was as follows: 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(In millions) 
---- 

Interest on money pool loans(a). . . . . . . . . . . . . . . . . . . . .  $- $1 $- $ I  
Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . .  6 5 20 19 

(a) Interest expense paid to E.ON U.S. on the money pool arrangement was less than $ 1  million for the three and 
nine months ended September 30, 2010. 

Dividends 

In March and September 2010, the Conlpany paid dividends of $30 million and $25 million, respectively, to its 
common shareholder, E.ON US.  In March and June 2009, the Company paid dividends of $35 million and 
$45 million, respectively, to its common shareholder, E.ON US. 
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Other Iitterconipaity Billings 

Servco provides the Company with a variety of centralized administrative, management and support services. 
These services include payroll taxes paid by Servco on behalf of LG&E, labor and burdens of Servco employees 
performing services for LG&E, coal purchases and other vouchers paid by Servco on behalf of LG&E. The cost of 
these services is directly charged to the Company, or for general costs which cannot be directly attributed, charged 
based on predetermined allocation factors, including the following ratios: number of customers, total assets, 
revenues, number of employees and other statistical information. These costs are charged on an actual cost basis. 

In addition, the Companies provide services to each other and to Servco. Billings between the Companies 
relate to labor and overheads associated with union and hourly employees performing work for the other utility, 
charges related to jointly-owned generating units and other miscellaneous charges. Billings from LG&E to Servco 
include cash received by Servco on behalf of LG&E, priinarily tax settlements, and other payments made by the 
Company on behalf of other non-regulated businesses which are reimbursed through Servco. 

Intercompany billings to and from LG&E were as follows: 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(In millions) 

Servco billings to LG&E. $54 $37 $169 $132 

KU billings to LG&E . . I . . . . . . . .  16 1 63 

---- 
.... . . . . . . . . . . . . . . . . . . . . .  

__ 47 LG&E billings to KU __ 

LG&E billings to Servco. . . . . . . . . . . . . . . . . . . . . . . . . .  12 1 16 1 

Iittercoinpaiy Balances 

The Company had the following balances with its affiliates: 

Accounts receivable from KU . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts payable to E.ON 1J.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to Fidelia, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Notes payable to E.ON US. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts payable to Servco. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30, December 31, 
2010 2009 

(In millions) 

$ 17 $ 53 
16 18 
14 4 
9 6 

122 170 
485 485 

Note 12 - Subsequent Events 

Subsequent events have been evaluated through October 29,2010, the date of issuance of these stateinents, and 
these statements contain all necessary adjustincnts and disclosures resulting from that evaluation. 

On October 26,2010, the FERC issued an Order approving the acquisition of E.ON 1J.S. by PPL. See Note 1, 
General. 

On October 22,2010, LG&E’s pollution control bonds were converted from unsecured debt to debt which is 
collateialized by first mortgage bonds. See Note 1, General, and Note 8, Short-Teim and Long-Term Debt. 

On October 19,2010 and October 21,2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition of E.ON 1J.S. by PPL. See Note I ,  General. 
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HARPER, FERGUSON & DAVIS 
Division of Ogden Newell B Welch PLLC 

1700 PNC PLAZA 
500 WEST JEFFERSON STRFET 

LQUISVILLE, KENTUCKY 40202-2874 
(502) 582+160I 

FAX (502) 581-9564 

DIRECT DIAI. (502) 5604249 
DIRECr FAX (502) 627-8749 

sharper@ogdenlaw.com 

November 20,2003 

Re: $128,000,000 Louisville/Jefferson County Metro Government, Kentucky, Pollution Control 
Revenue Bonds, 2003 Series A (Louisville Gas and Electric Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
LouisvillelJefferson County Metro Government, Kentucky (the "Issuer"), being the governmental 
successor to the County of Jefferson, Kentucky (the "Predecessor County"), acting by and through 
its Louisville Metro Council as its duly authorized governing body, preliminary to and in connection 
with the issuance by the Issuer of its Pollution Control Revenue Bonds, 2003 Series A (Louisville 
Gas and Electric Company Project), dated their date of issuance, in the aggregate principal amount 
of $128,000,000 (the "Bonds"). The Bonds are issued under the provisions of Chapter 67C and 
Sections 103.200 to 103.286, inclusive, of the Kentucky Revised Statutes (the "Act"), for the purpose 
of providing funds which will be used, with other funds provided by Louisville Gas and Electric 
Company (the "Compmy") for the current refunding of (i) $102,000,000 aggregate principal amount 
of the Predecessor County's Pollution Control Revenue Bonds, 1993 Series B (Louisville Gas and 
Electric Company Project), dated August 15,1993 and (ii) $26,000,000 aggregate principal amount 
of the Predecessor County's Pollution Control Revenue Bonds, 1993 Series C (Louisville Gas and 
Electric Company Project), dated October 15, 1993 (collectively, the "Prior Bonds"), which Prior 
Bonds were issued by the Predecessor County for the purpose of currently r e h d i n g  a portion of the 
capital costs of facilities for the abatement and control of air and water pollution and the disposal 
of solid wastes serving the Mill Creek and Cane Run Generating Stations of the Company in 
Jefferson County, Kentucky (the "Project"), as provided by the Act. 

The Bonds mature on October 1,2033 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 subjext to optional and mandatory redemption prior to maturity at the times, in 
the manner and upon the terms set forth in each of the Bonds. From such examination of the 
proceedings of the Louisville Metro Council of the Issuer referred to above and from an exmination 
of the Act, we are of the opinion that the Issuer is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

. . 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
October 1,2003 (the "Loan Agreement"), between the Issuer and the Company and a certified copy 
of the proceedings of record of the Louisville Metro Council of the Issuer preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the Issuer 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 exmination, we are of the opinion that such proceedings of the Louisville 
Metro Council of the Issuer show lawful authority for the execution and delivery of the Loan 
Agreement; that the Loan Agreement has been duly authorized, executed and delivered by the Issuer; 
and that the Loan Agreement is a legal, valid and binding obligation of the Issuer, enforceable in 
accordance with its ternis, subject to the qualification that the enforcement thereof may be limited 
by laws relating to bankruptcy, insolvency or other similar laws affecting creditors' rights generally, 
including equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
October 1,2003 (the "Indenture"), by and between the Issuer and Deutsche Bank Trust Company 
Americas, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants and 
undertakings of the Issuer in connection with the Bonds and a certified copy of the proceedings of 
recard of the Louisville: Metro Council of the Issuer preliminary to and in connection with the 
execution and delivery ofthe Indenture. Pursuant to the Indenture, certain of the Issuer'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 Louisville Metro 
Council of the Issuer show lawful authority for the execution and delivery of the Indenture; that the 
Indenture has been duly authorized, executed and delivered by the Issuer; 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 pravisions where 
equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws of the Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the Issuer entitled to the benefit of the security provided by 
the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
aEecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. The Bonds are payable by the Issuer solely and only from payments and other amounts 
derived from the Loan Agreement and as provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding 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 knowIedge in reaching our conclusion, inter 
alia, that substantially all of the proceeds of the Prior Bonds were used to refinance air and water 
pollution control facilities and solid waste abatement, control and disposal facilities qualified for 
f m c i n g  under Section 103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as amended, 
and permitted by Section 13 12(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 this opinion is conditioned on, the accuracy of and continuing compliance by the 
Company and the Issuer with representations and covenants set forth in the Loan Agreement and the 
Indenture which are intended to assure compliance with certain tax-exempt interest provisions ofthe 
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 fiom 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 ofthe recipients thereof for 
Kentucky income tax purposes and that the Bonds are exempt from ad valorem taxation by the 
Commonwealth of Kenlucky and all political subdivisions thereof. 

Our opinion as 'to the exclusion of interest on the Rands fiom 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) Provisions oPthe 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 miniinurn taxable income may subject a portion of the interest on the 
Bonds earned by certain corporations to such corporate alternative minimum tax. Such corporate 
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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 greilter than 25% of its gross receipts is passive investment income. 

Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that, for taxable years 
beginning after December 3 1,1986, property and casualty insurance companies will be required to 
reduce their loss reserve deductions by 15% of the tax-exempt interest received on certain 
obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the immediately 
preceding sentence, a portion of dividends paid to an affiliated insurance company 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, sucli as the Bonds, acquired after August 7,1986. The Code also provides that, 
with respect to taxpayers other than such financid 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 and relied upon 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. Irv Maze, County Attorney of Jefferson 
County, Kentucky and chief legal officer of the Issuer, and relied upon said opinion with respect to 
the matters therein. 
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We express no opinion as to the title to, the description of, or the existence or priority of any 
liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set 
forth in such opinions and are not passing upon the investment qudity 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 circunistances that may hereafter come to our attention or any changes 
in law that may hereafter occur. 

We are member!; of the Bar of the Conmonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the United 
Shtes of America, and we express no opinion as to the laws of any jurisdiction other than those 
specified. 

HARPER, FERGUSON & DAVIS, 
Division of Ogden Newel1 & Welch PLLC 
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April 26,2007 

Re: $3 5,200,000 “Louisville/Jefferson County Metro Government, Kentucky, Environmental 
Facilities Revenue Refimding Bonds, 2007 Series B (Louisville Gas and Electric 
Company Project)” 

We hereby certify that we have examined certified copies of the proceedings of record of 
the Louisville/Jefferson County Metro Government, Kentucky (the “Issuer”), being the 
governmental successor by operation of law to the County of Jefferson, Kentucky (the 
“Predecessor County”), acting by and through its Metro Council as its duly authorized governing 
body, preliminary to and in connection with the issuance by the Issuer of its Environmental 
Facilities Revenue Refiding Bonds, 2007 Series B (Louisville Gas and Electric Company 
Project), dated their date of issuance, in the aggregate principal amount of $35,200,000 (the 
“Bonds”). The Bonds are issued under the provisions of Chapter 67C and Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the “Act”), for the purpose of providing 
h d s  which will be used, with other h d s  provided by Louisville Gas and Electric Company 
(the “Company”) for the current refunding of $35,200,000 aggregate principal amount of the 
Predecessor County’s Pollution Control Revenue Bonds, 1993 Series A (Louisville Gas and 
Electric Company Project), dated August 3 1, 1993 (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 Mill Creek and Cane Run Generating Stations of the 
Company in Jefferson County, Kentucky (the “Project”), as provided by the Act. 

The Bonds matarre on June 1, 2033 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds. From such examination of the 
praceedings of the Metro Council of the Issuer referred to above and from an examination of the 
Act, we are of the opinion that the Issuer is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

LEXINGTON + LOUISVILLE + FRANKFORT + HENDERSON 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
March I ,  2007 (the “‘Loan Agreement”), between the Issuer and the Company and a certified 
copy of the proceedings of record of the Metro Council of the Issuer preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the Issuer 
has agreed to issue the Bonds and to lend the proceeds thereof to the Company to provide h d s  
to pay and discharge, with other funds provided by the Company, the Prior Bonds. The Company 
has agreed to make Loim 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 
Metro Council of the Issuer show lawfil authority for the execution and delivery of the Loan 
Agreement; that the Loan Agreement has been duly authorized, executed and delivered by the 
Issuer; and that the L,oan Agreement is a legal, valid and binding obligation of the Issuer, 
enforceable in accordance with its terms, subject to the qualification that the enforcement thereof 
may be limited by laws relating to bankruptcy, insolvency or other similar laws affecting 
creditors’ rights generally, including equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March 1, 2007 (the: “Indenture”), by and between the Issuer and Deutsche Bank Trust 
Company Americas, as trustee (the “Trustee”), securing the Bonds and setting forth the 
covenants and undertakings of the Issuer in connection with the Bonds and a certified mpy of the 
proceedings of record of the Metro Council of the Issuer preliminary to and in connection with 
the execution and delivery of the indenture. Pursuant to the Indenture, certain of the Issuer’s 
rights under the Loan .4greement, 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 Metro Council of the Issuer show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the Issuer; and 
that the Indenture is a legal, valid and binding obligation upon the parties thereto according to 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. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the Issuer entitled to the benefit of the 
security provided by tht: Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the Issuer solely and 
only firom payments and other amounts derived from the Loan Agreement and as provided in the 
Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraphs, (i) interest on the Bonds is excluded fiom 
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 rtpresentations, 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 under 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 
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 Issuer with representations and covenants set forth in the Loan Agreement and the Indenture 
which are intended to assure compliance with certain tax-exempt interest provisions of the Code. 
Such representations and covenants must be accurate and must be complied with subsequent to 
the issuance of the Bonds in order that interest on the Bonds be excluded from gross income for 
federal income tax purposes. Failure to comply with certain of such representations and 
covenants in respect OF the Bonds subsequent to the issuance of the Bonds could cause the 
interest thereon to be included in gross income for federal income tax purposes retroactively to 
the date of issuance of the Bonds. We express no opinion (i) regarding the exclusion of interest 
on any Bond fiom grass 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 
fiom gross income of the recipients thereof for Kentucky income tax purposes and that the 
Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds fiom gross income for federal 
income tax purposes and federal tax treatment of interest on the Bonds is further subject to the 
following exceptions and qualifications: 

(a) 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. 
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(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 pravides 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 inconie tax consequences. For instance, the Code provides that, for taxable 
years beginning after December 31, 1986, property and casualty insurance companies will be 
required to reduce their loss reserve deductions by 15% of the tax-exempt interest received on 
certain obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the 
immediately preceding sentence, a portion of dividends paid to an affiliated insurance company 
may be treated as tax-exempt interest.) The Code further provides for the disallowance of any 
deduction for interest expenses incurred by banks and certain other financial institutions 
allocable to carrying certain tax-exempt obligations, such as the Bonds, acquired after August 7, 
1986. The Code also provides that, with respect to taxpayers other than such financial 
institutions, such taxpayers will be unable to deduct any portion of the interest expenses incurred 
or continued to purchase or carry the Bonds. The Code also provides, with respect to 
individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted grass income :hr 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. IN Maze, County Attorney of Jefferson 
County, Kentucky and the chief legal officer of the Issuer, 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. 
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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 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 

' STOLL =ENON OGDEN PLLC 

470388~.  1 

- 



Appendix B-3 

Form of Conversion Opinion of Bond Counsel 

January 13,201 1 

Re: Conversion to Long-Term Rate Period of $128,000,000 “Louisville/Jefferson County 
Metro Government, Kentucky, Pollution Control Revenue Bonds, 2003 Series A 
(Louisville Gas and Electric Company Project)” 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of October 1, 2003 (as amended and supplemented by Supplemental Indenture 
No. 1 dated as of September 1 , 20 IO,  the “Indenture”), between the Louisville/Jefferson County 
Metro Government, Kentucky (the “Issuer”) and Deutsche Bank Trust Company Americas, as 
Trustee (the “Trustee”), pertaining to $128,000,000 principal amount of Louisville/Jefferson 
County Metro Government, Kentucky, Pollution Control Revenue Bonds, 2003 Series A 
(Louisville Gas and Electric Company Project), dated November 20, 2003 (the “Bonds”), in 
order to satisfy certain requirements of Section 2.02(e)(i) of the Indenture. Pursuant to Section 
2.02(e)(i) of the Indenture, the interest rate on the Bonds is being converted from a Weekly Rate 
to a Long Term Rate for a period of 18 months, with the initial period ending on April 1, 2012, 
effective on January 13, 201 1, the Conversion Date. The terms used herein denoted by initial 
capitals and not otherwise defined shall have the meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated October 1, 2003, as amended and 
supplemented pursuant to Amendment No. I to Loan Agreement dated as of September 1, 2010, 
and other documents relating to the Bonds. We rendered our approving opinion at the time of 
the issuance of the Bonds relating to, among other things, the validity of the Bonds and the 
exclusion from federal income taxation of interest on the Bonds. We have not been requested to 
update or continue such opinion and have not undertaken to do so. Accordingly, we do not 
express any opinion with respect to the Bonds except as set forth above. 



Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfu 11 y subin itted, 

STOLL KEENON OGDEN PLLC 



Appendix B-4 

Form of Conversion Opinion of Bond Counsel 

January 13,201 1 

Re: Conversion to Long-Term Rate Period of $35,200,000 “Louisville/Jefferson County 
Metro Government, Kentucky, Environmental Facilities Revenue Refunding Bonds, 2007 
Series B (Louisville Gas and Electric Company Project)” 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Amended and 
Restated Indenture of Trust, dated as of November 1, 2010 (as amended, the “Indenture”), 
between the Louisville/Jefferson County Metro Government, Kentucky (the “Issuer”) and 
Deutsche Bank Trust Company Americas, as Trustee (the “Trustee”), pertaining to $35,200,000 
principal amount of Louisville/Jefferson County Metro Government, Kentucky, Environmental 
Facilities Revenue Refunding Bonds, 2007 Series B (Louisville Gas and Electric Company 
Project), dated April 26, 2007 (the “Bonds”), in order to satisfy certain requirements of Section 
2.02(e)(i) of the Indenture. Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on 
the Bonds is being converted from a Weekly Rate to a Long Term Rate for a period of 18 months, 
with the initial period ending on May 31, 2012, effective on January 13, 201 1, the Conversion 
Date. The terms used herein denoted by initial capitals and not otherwise defined shall have the 
meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof; we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifjing, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Amended and 
Restated L,oan Agreement between the Issuer and the Company, dated November 1 , 201 0, as 
amended, and other documents relating to the Bonds. We rendered our approving opinion at the 
time of the issuance of the Bonds relating to, among other things, the validity of the Bonds and 
the exclusion from federal income taxation of interest on the Bonds. We have not been 
requested to update or continue such opinion and have not undertaken to do so. Accordingly, we 
do not express any opinion with respect to the Bonds except as set forth above. 



Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respecthlly submitted, 

STOLL KEENON OGDEN PLLC 





TWO NEW ISSUES-BOOK-ENTRY ONLY 

Subject to the conditions and exceptions sel forth under the caption "TAX TREATMENT","Ha;per, Ferguson & Davis, Louisville, Kentucky 
("Bond Counsel"), is of the opinion {hat, under current law, interest on &ch series of the Bonds offered hereby 0) will be excludable from the 
gross income of the recipients thereof lor federal income tax purposes, except that no opinion wlll 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" 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 (li) will not be an item of lax'preference in 
determining alternative minimum laxable income for indivlduals and corporations under the Code. Such interest may be subJecl to certain 
federal taxes imposed on rfirtain corpwations, including imposition of the corporate alternative minimum tax on a portion of such interest. 
Bond Counsel is further of !he opinion that interest on each series of the Bonds will be excludable from the grass income of the recipients 
thereof for Kentucky income tax purposes and that, under current law, prindpal of each series of the Bonds will be exempt from ad valorem 
taxes in Kentucky. Issuance of each series of the Bonds is subject ta receipt of a favorable lax opinion of Bond Counsel as of the date of 
delivery of the Bonds. See "'TAX TREATMENT" herein. 

" $22,500,000 $27,5 00,O 00 
County of Jefferson, Kentucky 

Pollution Control Revenue Bonds, 
1996 Series A, Due September I ,  2026 

County of Trimble, Kentucky 
Pollution Control Revenue Bonds, 

1996 Series A, Due September I, 2026 . 

Dated: Date of Issuance . "  Dated: bate'of Issuance 
(Louisvllle Gas and Electric Company Project) *(Louisville Gasand Electric Company Project) 

THE BONDS OF EACH ISSUE (INDIVIDUALLY, THE "JEFFERSON COUNTY BONDS#* AND THE 'ITRIMBLE COUNTY BONDS' 
AND, COLLECTIVELY, THE "BO~DS")  WILL BE SPECIAL AND LIMITED OBLIGATIONS OF JEFFERSON COUNTY, KENTUCKY AND 
TRIMBLE 'COUNTY, KENTUCKY (THE "COUNTIES') PAYABLE BY THE RESPECTIVE COUNTIES SOLELY FROM AMOUNTS 
RECEIVED UNDER SEPARATE LOAN AGREEMENTS WITH LOUISVILLE GAS AND ELECTRIC COMPANY (THE "COMPANY") AND 
PLEDGED AS SECURITY FOR SUCH BONDS. THE BONDS WILL.NOT CONSTITUTE AN INDEBTEDNESS OR A GENERAL 
OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT OF THE. COMMONWEALTH. OF KENTUCKY OR ANY POLITICAL 
SUBDIVISION THEREOF, INCLUDING THE RESPECTIVE COUNTIES, AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF 
THE RESPECTIVE COUNTIES OR A CHARGE AGAINST.THElR GENERAL CREOrl'S OR TAXING POWERS. 

The Bonds of ea& series are payabie sFlely from and secured by pa menls to be received by Ihe respective Counties solely pursuant 
to separate Loan Agreements with Lou~svdle Gas and Electric &rnpany, except as"payable as provided herein from accmed 

The Bonds of both issues are separate series and the sale and delivery of one series is not dependent on the &le and delivery of the 
other series. The Bonds as initially issued will bear interest at Flexible Rates. The initial Flexible Rate t6 tie borne'by the Jefferson County 
Bonds and Ihe Trimble Caunty Bonds will be determined and reset by Goldman, Sachs & Co. and Morgan Stanley & Co. Incorporaled, 
respectively, in each case as sole Remarketing Agent. The interest rate peiiod, interest rate and interest rate mode for each series of Bonds 
will be subject to change under certain conditions, as described herein. 

The Bonds will be issued only as fully registered bonds in denominalions of $100,000 and whole rnul6plw thereof while bearing interest 
at a Daily or Weekly Rale; in denominations 01 $1,000 and whole multiples thereof with a minimum d8nonRriatioh of ~1~00,000 while bearing 
interest:at Flexible Rates; and in denominalions of $5,000 and whole multiples thereof while bearing interest at'a Semi-Annual, Annual or 
Long TGrm Rate. First Trust of New York, National Assodation is Trustee and Paying Agent for the Bonds. Initi.aliy,~the Bonds will be 
registered to Cede ti Co., as registered owner and nominee of The Depository Trust Company, New Yo&, New York ("OTC"). DTC will act 
as segiities depository for the Bonds. Purchasers of the Bonds will no1 receive physlcal certificates representing lheir interests in the Bonds 
purchased. Ownership by the beneficial owners of the Bonds will be evidenced by book-enlly onty. Principal of, premium, i f  any, and interest 
on the Bonds and the purchase price of tendered Bonds will be paid by the Trustee to DTC, ddch in turn will remit such principal, premium, 
interest and purchase price payments to its participants for subsequent disbursement to the beneficial owners of the Bonds. .As long as Cede 
&. Co. is the registered owner as nominee of DTC, payments on the Bonds will be made lo such registered owner, and disbursement .of such 

The Bonds will be purchased on the demand 01 the owners thereaf on I6e te& and subject to the condiions dgscribed herein. The 
Bonds'will be subject.to redemption and mand-atory purchase prior topaturity, as described herein, indu,ding, but no! limited to: (i) at the end 
of each Flexibiq'pate Period; and:.(ii) upon conversion of the, Bonds frpm one lilterest rate mode to Ei different ioJerest rate mode (except 
upon conversiofi between Daily and Weekly Rate Periods) and between Lbng Term Rate Periods Gffeclive foi  periods of'different durations. 

. .  interest, i f  any, Bond proc&eds or investment earnlngs thereon. . ." 

, *  

_ .  payments will'be' the responsibility of DTC and its participants. See 'THE BONOS-43ook-Entry . .  Only System." . "  
I I: 
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~ " * " . . .  'I- .. Tendered Bonds may be remarkeled and reniain outstanding. 
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The Bonds of &cli s e r h  are oifered wiien, as and i f  issued by the respective Counties and a&pted by lhe Underwriters therefor, 
subject to brlor sale, to $thdravraI or m.@ification of the offer withoul notice and to the approval of legality by H$r$er. Fergus0.n S; Davis, 
Louisvilie, Kenfucky, Eon8 Counsel, the approval of certain other legal matters b)i Gaidner;Cartoti& Douglas, Chicago, Illhois, and John R. 
McCall,sq., General.@nsel to &e~Company,~by,Ihe Gunty Attorneys of Jeffetson County and Trimble @unl$! for the r6spectiye Counties 
and by Winston kstrawn, Chicago, Illinois, qunsel to (he  Undenvriters, and.certaln.other conditions. It 15 exw-ed " " . . I  thaldelivcxy.of the Bonds 
will take place tkrdugh the facilities of D IG on of about Octobei 2, '1996: 

Incorporate 
GQ(&iFI"Ba~ SaChS & GO. 

OctQbel. 1,1996 

(Jefferson hounty Bonds only) 
(Trimble County Bonds oiily) 
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IN CONNECTION WiTH THESE OFFERINGS, THE UNDERWRITERS MAY 'OVERACLOT.OR 
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN TH€" MARKET PRICE OF THE 
BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN 
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME. 

No person has been authorized by the Counties or eithe'r of them, the Company or the 
Underwriters to give any information or to make any representations other than those contained in this 
Officiaf Statement in connection with the offers made hereby and, i f  given or made, such information 
or representations must not be relied upon as having been authorized by Ihe Counties or either of 
them, the Company or the Underwriters. Neither the delivery of this Official Statement nor any sale 
hereunder shall under any circumstances create any implication that there has heen no change in the 
affairs of the Counties or either of them or of the Company since the date hereof. This Official 
Statement does not constitute an offer or solicitation of an offer to buy and there shqll not be any sale 
of the Bonds by any person in any jurisdiction in which such offer or solicitation of.an offer fo buy is 
not authorized, or in which the person making such offer or solicitation is not qualified to do so or to 
any person to whom It is unlawful to make such offer or solicitation of an offer to buy. The information a 

contained herein has been obtained from the Counties, the Company and the Underwriters, The 
information concerning DTC has been obtained from DTC. The accuracy or completeness of 
information furnished by any of those parties is not guaranteed and.should not be construed as a 
representation by any other party. Although the Counties have each consented to the use of this 
Official Statement in connection with the initial issuance and sale of the Bonds, neither County makes' 
any representation with respect to the accuracy or completeness hereof, except for the information 
furnished by each County under the caption "THE COUNTIES." 
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THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS. 
AMENDED, NOR HAVE THE INDENTURES BEEN QUALIFIED UNDER THE TRUST INDENTURE 
ACT OF 1939, AS AMENDED, IN RELIANCE UPON EXEMPTfONS CQNTAINED IN SUCH ACTS. 
ANY REGlSTRATlOM OR QUALlFICATiOPd OF THE BONDS IN ACCORDANCE WITH 
APPLICABLE PROVISLONS OF SECURITIES LAWS OF THE STATES IN WHICH THE BONDS 
HAVE BEEN REGISTERED OR QUALIFIED AND THE EXEMPTION FROM REGISTRATION OR 
QUALIFICATION IN OTHER STATES .CANNOT BE REGARDEd AS A RECOMMENDATION', 
THEREOF. NQNE OF THESf STATES NOR AMY OF THEIR AGENCIES HAWE.PASSED UPON 
THE MERITS OF THE BONDS OR THE ACCURACY OR COMPLETENESS OF THIS OFFICIAL . 

STATEMENT. ANY%EPRES&JTATION TO THE CONTRARY MAY BE A CRI%INAL OFFENSG: ' 



$22,500,000 $27,500,000 

1996 Series A, Due September 1,2026 1996 Series A,’Due September 1,2026 
(Louisville Gas and Electric Company Project) (Louisville Gas and Electric Company Project) 

County of Jefferson, Kentucky 
Pollution Control Revenue Bonds, 

County of Trimble, Kentucky 
Pollutiqn Control Revenue Bonds, 

INTRODUCTORY STATEMENT - , I 

* . This Official Statement is provided to furnish information in connection with the separate issuance 
and sale by (i) the County of Jefferson, Kentucky (“Jefferson County“) of its Pollution Control Revenue 
Bonds, 1996 Series A (Louisville Gas and Electric Company Project), in the aggregate principal 
amount of $22,500,000 (the “Jefferson County Bonds”) to be issued pursuant to an Indenture of Trust 
dated as of September 1, 1996 (the “Jefferson County Indenture”) between Jefferson County and First 
Trust of New York, National Association, as trustee (the “Jefferson County Trustee”), and .(ii) the 
County of Trimble, Kentucky (“Trimble County”) of its Pollution Control Revenue Bonds, 1996 Series 
A (Louisville Gas and Electric Company Project), in the aggregate principal amount of $27,500,000 
(the “Trimble County Bonds”) to be issued pursuant to an Indenture of Trust dated as of September 
1, 1996 (the “Trimble County Indenture”) between Trimble County and First Trust of New York, 
National Association,“ as trustee (the “Trimble County Trustee”). The Jefferson County Bonds will be 
sold to Goldman, Sachs & Co. and the Trimble County Bonds will be sold to Morgan Stanley & Co. 
Incorporated (collectively, the “Underwriters”). 

Neither the  commonwealth of Kentucky nor any political subdivision thereof, including the 
Counties, shall be obligated to pay the principal of, premium, if  any, or interest on the Bonds of either 
series or other. costs incident thereto, except from the payments and amounts assigned therefor. 

Pursuant to separate Loan Agreements by and between Louisville Gas and Electric Company (the 
“Company”) and each of theCounties, dated as of September I ,  1996 (each;a “Loan Agreement” 
and, collectively, the “Loan Agreements”), proceeds from the sale of the Jefferson County .Bonds and 
the Trimble County Bonds, other than accrued interest, if any, paid by the initial purchasers thereof, 
will be loaned by the applicable County to the Company. The Loan ,Agreements are separate 
undertakings by and between the Company and the applicable County. 

. I .  
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The proceeds of the Jefferson County Bonds (other than any’accruedlnterest) will be applied in 
full,“ together with other funds made available by the Company, to pay and.%ischarge $22,500,000 in 
outstanding principal amount of “County of Jefferson, Kentucky, Pollution" Control %Revenue Bonds, 
1986 Series A (Louisville Gas and Electric Company Project),” dated December 1 ,  1986 (the “1986 
Jefferson Bonds”) within 90 days of the date of issuance of the Jefferson County Bonds. The proceeds 
of the Trimble County Bonds (other than any accrued interest) will be applied in full, together with other 
funds made available by the Company, to pay and discharge $27,500,000 in outstanding principal 
amount of “County of, Trirnble, Kentucky,:Pollution Control Revenue Bonds, 1986 Series A (Louisville 
Gas and Electric Company Project),” dated.December 1 I 1986 (the “1986 Trimble Bonds”“), within 90 
days.of the date of issuance of the Trimble County Bonds. 

The ‘1986 Jefferson Bonds and the 1986 Trimble Bonds were issued to finance the cost of 
construction of, respectively, the Jefferson County Project and the Trirnble County Project (each as 
described herein). It  is a condition to each Underwriter’s obligation to purchase the applicable series 
of Bonds that the Company irrevocably instruct the trustees In respect of the 1986 Jefferson Bonds 
and the 1986 Trimble Bonds, as the case may be, on or prior to the date of issuance of..the Bonds, to 
call the 1986 Jefferson Bonds and the 1986 Trirnble Bonds, as the case may be, for redemption on a 

. -  
. . I  

I .  ::. . ” 

I 

I 



date which shall be on ortprior .tg the 90th day after the date of issuance of the applicable series of 
Bonds. 

The Company will repay each loan under the applicable 1-oan Agreement by making payments to 
the applicable Trustee in sufficient amounts to pay the principa!, premium, if  any, and interest required 
to be paid on the applicable series of Bonds. See “THE LOAN AGREEMENT-GeneraI.” Pursuant to 
the applicable Indenture, a County’s rights under the applicable Loan Agreement (other than with 
respect to certain indemnification and expense payments) will be assigned to the applicable Trustee 
as security for the applicable series of Bonds. 

Pursuant to separate Escrow Agreements each dated as of September 1 ,  1996 (each, an “Escrow 
Agreement“), by and among the applicable County, the Company and the Trustee, as Escrow Agent 
(each, an “Escrow Agent”)i the proceeds of each series of the Bonds will be deposited in a separate 
escrow fund established under the applicable Indenture (each, an “Escrow Fund“). The amounts on 
deposit in each Escrow Fund may be used to purchase (i) certain direct general obligations of the 
United Slates of America or obligations the payment of princlpal and interest of which is unconditionally 
guaranteed by the llnited States of America ar obligations issued by certain federal agencies 
(“Governmental Obligations”) or (ii) certain other short-term securities which satisfy specified rating 
criteria set forth in the applicable Indenture. Such amounts will be used, together with earnings thereon 
and other funds provided by the Company, to provide funds suHicient to pay and discharge the 1986 
Jefferson Bonds and the 1986 Trimble Bonds, as the case may be, on a date to be selected by the 
Company (a “Cross-Over Date”), which date shall be on or prior to the 90th day after the date of 
issuance of the Jefferson County Bonds or the Trimble County Bonds, as the case may be. See “THE 
ESCROW AGREEMENT”. Prior to the payment and discharge of the 1986 Jefferson Bonds and 1986 
Trimble Bonds, each Escrow Fund will be held as security for the related series of Bonds. 

Brief descriptions of the Counties, the Projects, the two series of Bonds, the two Lqan Agreements 
and the two Indentures are included in this Official Statement and a description of the Company is 
included as Appendix A, which incorporates certain documents by reference. Such descriptions do not 
purport to be comprehensive. Certain information relating to The Depository Trust Company (I‘DTC”) 
and the book-entry system has been furnished by DTC. All references herein to the Loan Agreements 
and the Indentures are qualified in their entirety by reference to such documents, and references 
herein to the Jefferson County Bonds and the Trimble County Bonds are qualified in their entirety by 
reference to the forms thereof included in the Jefferson County Indenture and the Trimble County 
Indenture, respectively, and the information with respect thereto included in the aforementioned 
documents:Copies of the forms of these documents may be obtained during the period of the pffering 
from the Underwriters. Capitalized terms used herein that are not defined herein shall have the 
meanings ascribed to them by the two Loan Agreements and Indentures. 

* a .  

THE COUNTiES 

Each.County is a public body corporate-and politic duly created and existing as a corinty and 
political subdivision under the Constitution and laws of the Commonwealth of Kentucky. Each County 
is authorized by Sections 103.200 to 103.285, inclusive, of the t<entucky Revised Sfatutes (the “Act”) 
to (a) issue the respective series of Bonds to pay and discharge the Refunded 1986 Jefferson eonds 
or the Refunded 1986 Trimble Bonds, (b) to lend the proceeds from the sale of such respective series 
af Bonds to the Company for such pilrposes and (c) to enter into, and perform its obligations under, 
the applicable Loan Agreement, the applicable Escrow Agreement and the applicable Indenture. Each 
County, through its legislafive body, the Fiscal Caurt, has adopted one or more Ordinances authorizing 
the issuance of the Bonds described herein and the execution and delivery of the applicable Loan 
Agreement, Escrow Agreement and Indenture. 
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THE BONDS OF EACH ISSUE ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECElVED BY OR ON 
BEHALF OF THE APPLICABLE COUNTY UNDER THE APPLICABLE LOAN AGREEMENT AND, 

OF EACH ISSUE AND THE INTEREST THEREON WILL NOT CONSTITUTE AN INDEBTEDNESS 
OR A GENERAL OBLIGATION OR PLEDGE OF THE FAiTH AND CREDIT OF THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, INCLUDING 
THE APPLICABLE COUNTY, AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF .THE 
APPLICABLE COUNTY OR A CIHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

UNTIL THE APPLICABLE CROSS-OVER DATE, THE APPLICABLE ESCROW FUND. THE BONDS 

THE PROJECTS 
Jefferson County Project 

The Jefferson County Project has been completed and consisls of certain air and water pollution 
control and solid waste disposal facilities completed in connection with the Mill Creek and Cane Run 
Stations of the Company situated In Jefferson County, Kentucky. Major components of the Jefferson 
County Project consist of an electrostatic precipitator, a sulphur dioxide removal system and a 
mechanical draft cooling tower serving Unit ~4 of the Mill Creek Station; technical additions and 
modifications to the sulphur dioxide removal system serving Unit 3 of th8 Mill Creek Station; a sulphur 
dioxide removal system serving Unit 1 of the Mill Creek Station; sludge processing facilities for Units 
1,2, 3 and 4 at the Mill Creek Station and Units 4, 5 and 6 at the Cane Run Station; and solid waste 
disposal facilities for the Mill Creek and Cane Run Stations. 

The Department for Natural Resources and Environmental Protection of the Commonwealth of 
Kentucky and the Air Pollution Control District of Jefferson County, Kentucky, the agencies exercising 
jurisdiction. with respect to the Jefferson County Prolect, have previously certified that the Jefferson 
County Project, as designed, was in furtherance of the purposes of.controlling atmospheric pollutan\s 

Trimble County Project 
The Trimble County Project has been completed and consists of'cerlain air and.water pollution 

control and sofid waste disposal facifities in connection with Unit 1 of the TrimbIe County Station 
situated in Trimble County, Kentucky.. Major components of the Project include electrostatic 
precipitators to capture flyash 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 
rela€ed and subordinate to such sulphur dioxide remoca1 systems. 

The Department for Natural Resources and Environmental Protection of the Commonwealth of 
Kentucky, the agency exercising jurisdiction with resped to the Trimble County Project, has previously 
certified that the Trimble County Project, as designed, was in furtherance of the purposes of controlling 
atmospheric pollutants or contaminants and water pollution. 

or contaminants and water pollution. I , '"  

'. 

APPLICATION OF PROCEEDS 

:" The proceeds from the sale of each series of Bonds (exclusive of amounts paid in respect of 
accrued interest, i f  any) will be used, together with funds to be provided by the Company on or prior to 

. .  
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the applicable Cross-Over Date,. to pay and discharge the 1986 Jefferson Bonds or the 1986 Trirnble 
Bonds, as the case may be, on or prior to the 90th day affer the date of issuance of the Jefferson 
County Bonds or the Trimble County Bonds, as the case may be (each, a “Seltlement Date”). Pending 
the payment and discharge of the 1986 Jefferson Bonds and the 1986 Trimble Bonds, the proceeds 
from the sale of each serios.of Bonds, including earnings on such proceeds, will be held by the 
applicable Escrow Agent as security for tlie payment of the related series of Bonds and may be 
invested in Governmental Obligations or certain other short-term securities which satisfy specified 
rating criteria set forth in the respective Indentures. 

SEPARATE SERIES 

The Jefferson County Bonds and the Trirnb(e County Bonds will be paid from payments made by 
or on behalf of the Company and will have substanlially the same claim to such source of funds. The 
Jefferson Coun!y Bonds and the Trimble County Bonds, however, are separate series and the sale and 
delivery of one series is not dependent an the sale and delivery of the other series. In addition, optional 
or mandatory redemption of either the Jefferson County Bonds or the Trimble County Bonds may be 
made in the manner described below without the redemption of the other series. Similarly, a default 
under one of the series of Bonds or Loan Agreements will not necessarily constitute a default under 
the other series of Bcrnds or Loan Agreement. Each series of Bonds can bear interest at an Interest 
Rate Mode different ffom the Interest Rate Mode borne by the other series of Bonds. Each series of 
Bonds is separately secured. Unless specifically otherwise noted, the following discussion under the 
captions “THE BONDS,” “THE LOAN AGREEMENT,” “THE ESCROW AGREEMENT,” “THE 
INDENTURE,” “ENFORCEABILITY OF REMEDIES” and “TAX TREATMENT” applies. equally, but 
separately, to the Jefferson County Bonds and the Trimble County Bonds. As used under such 
captions with respect to the Jefferson County Bonds, the term “County” shall mean Jefferson County, 
the term “Project” shall ‘mean the Jefferson County Project, the’term “Generating Station” shall mean 
the Mill Creek Station or the Cane Run Station, the term “8onds“’shall mean the Jefferson’Counly 
Bonds, the term “1986 Bonds“ shall mean the 1986 Jefferson Bonds, the term “Loan Agreement“ shall 
mean the Loan Agreement pursuant to which Jefferson County will loan the proceeds“fromthe’sa1e of 
the Jefferson County Bonds to the Company, the term “Indenture” shall mean the Jefferson County 
Indenture, the term “Escrow Agreement‘’ shall mean the Escrow Agreement, dated as of September 
1, 1996 by and among Jefferson County, the Company and the Jefferson Counfy Trustee, the term 
“Trustee’: shall mean the Jefferson County Trustee and the term “Cross-Over Date” shall mean the 
date on which the 1986 Jefferson Bands are deemed paid and discharged. As used under such 
captions with respect to the Trirnble County Bonds, the term “County” shall mean Trirnble County, the 
term “Project“ shall mean the Trimble County Project, the term “Generating Station” shall mean the 
Trimble County Station, the term ?Bonds“ shall mean the TrimbIe County Bonds, the term “1986 
‘Bonds” shall mean the ‘1986 Trimble Bonds, the term “Loan Agreement“ shall mean the Loan 
Agreement pursuant t9 which Trimble County will loan the proceeds from the sale .of the Trimble 
County Bonds40 the Company, the term “Indenture” shall mean the 7rimble County Indenture, the 
term “Escrow Agreernent”.shall mean the Escrow Agreement, dated as of September 1, 1996, by and 
among Trimble County, the Company and the Trimble County Trustee, the”term “Trustee” shall mean 
the Trimble County Trustee and the term “Cross-Over Date“ shall mean the date on which the 1986 
Trimble Bonds are deemed paid and ,discharged. . 

THE BONOS 

Genera[ 

The Bonds are issuable only as fully registered bonds, without coupons. The Bonds will mature 
onSeptember 1 , 2026, subject to redemption priofto maturity, and will bear interest initially at Ffexible 
Rates as described below unless and until ’converted to a different Interest Rate Modo. 
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The Bonds will be issued originally solely in book-entry form to DTC or its nominee, Cede & Go., 
to be held in DTC‘s book-entry only system. Purchases of Bonds may be made only in book-entry form 
in the denominations set forth below. Except as described under the subcaption “Book-Entry Only 
System” below, Beneficial Owners (as defined below) of the Bonds will not receive or have the right to 
receive physical delivery of Bonds, and will not be or be considered to be the registered owners 
thereof. Accordingly, each Beneficial Owner must rely upon (i) the procedures of DTC and, if such 
Beneficial Owner is not a Participant (as defined under the caption “Book-Entry Only System” below), 
the Participant who will act on behalf of such Beneficial Owner to receive notices (including notices of 
redemption and mandatory purchase), payments of principal of, premium, if  any, purchase price and 
interest on the Bonds, and to exercise voting rights and (ii) the records of DTC and, if such Beneficial 
Owner is not a Participant, such Beneficial Owner’s Participants, to evidence its beneficial ownership 
of the Bonds. So long as DTC or its nominee is the registered owner of the Bonds, references herein 
to Bondholders, registered owners or owners of such Bonds shall mean DTC or its nominee and shall 
not mean the Beneficial Owners of such Bonds. The laws of some states may require that certain 
purchasers of securities take physical delivery of such securities in definitive form. Such limits and laws 
may impair the ability to transfer beneficial interests in a Bond. 

SecurIty 
Payment of the principal of, premium, if any, and interest on the Bonds will be secured by an 

assignment by the County to the Trustee of the County’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 has agreed 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 shall become due. 

Payment of the principal of, premium, if any, and interest on the Bonds will be further secured, 
until the Cross-Over Oate, by a pledge of the Escrow Fund. See “THE ESCROW AGREEMENT.” 
Payment of the principal of, premium, i f  any, and interest on the Bonds will not be directly secured by 
the Project. 

Interest Rate Modes and General Provisions 

From and after the date of the issuance and delivery of the 6onds, the Bonds will bear interest at 
Flexible Rates during one or more Flexible Rate Periods and will continue to bear interest at Flexible 
Rates until a Conversion to another Interest Rate Mode is specified by the Company or until the 
maturity of the applicable Bonds. The Bonds will be subject to conversion to a different Interest Rate 
Mode at the option of the Company, as hereinafter described. The permitted Interest Rate Modes are 
the “F4exible Rate,” the “Daily Rate,” the “Weekly Rate,” the “Semi-Annual Rate,” the “Annual Rate’’ 
aqd the “Long Term Rate.” Changes in the Interest Rate Mode will be effected, and notice of such 
changes will be given, as described below under the subcaption “Conversion of Interest Rite Modes 
and Changes of tong Term Rate Periods.” 

” During each interest rate period for each Interest Rate: Mode, the interest rate or rates for the 
Bonds will be determined by the Remarketing Agent in accordance with the Indenture; provided that 
thb interest rate or rates borne by the Bonds shall not exceed the lesser of li) the maximu‘m Interest 
rate permitted by applicable law or (ti) 15% per annum. Goldman, Sachs & Co. will act asRemarketing 
Agent for the Jefferson County Bonds and Morgan Stanley & Co. Incorporated will act as Remarketing 
agent for Ihe’Trirnble County Bonds (each, a “Remarketing Agent”). 

First Trust of New York, National Association will serve as Trustee, Paying Agent, Bond Registrar 
and Tender Agent with respect to the Bonds. For purposes of the Indenture, the “Principal Office of 
the Paying Agent,” “Principal Office of the Bond Reglstrar,” and ‘!Principal Office of the Tender Agent” 
will each be ‘100 Wall Street, New York, New York, 10005, Attention: Corporate Trust Division. 

” .  
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Interest on the Bonds at the interest rate or rates for the Flexible Rate, the Daily Rate and the 
Weekly. Rate will be computed on the basis of a year of 365 or 366 days, as appropriate based on the 
year in which the period commences and paid for the actual number of days e1apsed:lnterest on the 
Bonds at each interest rate for the Semi-Annual Rate, the Annual Rate and the Long Term Rate will 
be computed on the basis of a.360-day year of twelve 3Oday months. Interest payable on any Interest 
Payment Date will be payable, in the case of Bonds bearing interest at the Flexible Rate, to the 
registered owner of such Bond as of the opening of business on the Interest Payment Date therefor, 
and for Bonds bearing interest at other than the Flexible Rate, to the registerd owner of the Bond as 
of the Record Date for such payment. The Record Oale, in the case of interest accrued for the Daily 
Rate or the Weekly Rate, will be the close of business an the Business Day preceding each Interest 
Payment Date, and for the Semi-Annual Rate, the Annual Rate and the Long Term Rate, the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each Interest 
Payment Date; provided that if the first day of a Semi-Annual Rate Period, Annual Rkte Period orLong 
Term Rate Period occurs after fhe fifteenth day of the calendar month preceding an Interest Payment 
Date, but before the Interest Payment Date, the first day of such Semi-Annual Rate Period, Annual 
Rate Period or Long Term Rate Period will be the record date for such Interest Payment Date; and 
provided further that if an Interest Payment Date occurs only because it is a Conversion Date, the 
record date for such Interest Payment Date will be the close of business on the last Business Day 
preceding such Conversion Date. 

During each Flexible Rate Periodz with respect to a Bond, interest on such Bond will be payable 
on the first Business Day following the last day of such Flexible Rate Period for such Bond. For other 
Interest Rate Modes, interest on the Bonds will be payable on the dates indicated below under the 
subcaption "Summary of Certain Provisions of the Bonds,",and, in the case of the Long Term Rate, 
on the Conversion Date or the effective date of a change to a new Long Term Rate Period (each,'an 
"Interest Payment Sate"). In any case, the final Interest Payment Date will be the maturity date of the 
Bonds. 

So long as the Bonds are held in the book-entry only system described below, the principal, 
redemption price or purchase price of, and interest on, such Bonds will be paid through the facilities of 
DTC. Otherwise, the principal or redemption price of the Bonds is payable a! the Principal Office of 
the Paying Agent. Interest on the Bonds is payable by check mailed to the registered owner; provided 
that Interest payable on each Bond, ( i )  i f  the Interest Rate'Mode is the Daily Rate, the Weekly Rate or 
the' Flexible Rate, o r  (ii) at the written request of any registered owner "holding at least $1,000,000 
aggregate principal amount of Bonds, i f  the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the'Bond Registrar, at the Principal'Office of the Bond Registrar, at 
least one Bckiness Day prior to any Record Date, will be payable in-immediately available funds by 
wire transfer within the United States or by deposit in an account maintained with. the Paying Agent. If 
the Interest Rate Mode is the Flexible Rate, interest payable on each Bond will be paid only upon 
piesentatioh 'and su'rrender of such Bond at the Principal Office 'af the Trustee.or the Paying Agent. 

." The Bonds may be issued in denominations of $100,000 and integral multiples of $1,000 in excess 
thereof, i f  ,the .Interest Rate Mode is the Flexible Rate; .denominations of. $100,000 and integral 
multiples thereof, if ihe Interest Rate Mode for the Bonds is th,e Daily Rate o r  the Weekly Rate; and 
denomina'tions of $5,000 and integral multiples thereof, i f  the Interest Rate Mode is the Semi-Annual 
Rate, the Annual Rate or the Long Term Rate. Bonds may be transferred or exchanged for.an equal 
total amount of Bonds of other authorize4 dengminations upon surrender of such Bonds at fhe 
Principal Office of the Bond Registrar, accompanied by a written instrument of transfer or authoridion 
for exchange in form and .with guaranty of signature satisfactory to the Bond Registrar, duly executed 
by the registered owner or Ithe ownerkduly authorized attorney. Except as provided in the Indenture, 
thed3ond 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 redemptidn, (ii) aft% such Bond has been called for 
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redemption or (iii) for which a registered owner has submitted a demand for purchase (see “Purchase 
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. 

Registered 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 herein under 
the subcaption “Summary of Certain Provisions of the Bonds.” Any successor Tender Agent appointed 
pursuant to the Indenture will also be a Paying Agent. 

The Remarketing Agent may be removed by the County, if so directed by the Company, and may 
resign in accordance with the Remarketing Agreement between the Company and the.‘Remarketing 
Agent. 

Certain Definitions. 

As used herein, each of the following terms shall have the meaning indicated: 

“Annual Rate Period” means the period beginning on, and including, the Conversion Date to the 
Annual Rate and ending on, and including, the day next preceding the second Interest Payment Date 
thereafter, and each successive twelve-month period (or portion thereof) thereafter until the day 
preceding the earlier of the Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“Business Day” means any day other fhan (i) a Saturday or Sunday or legal holiday or a :day on 
which banking institutions in the city in which the Principal Office of any of the Trustee, the Bond 
Registrar, the Tender Agent, the Paying Agent, the Company, or the Remarketing Agent is located are 
authorized by law or executive order to close or (ii) a day on which the New York Stock Exchange is 
closed. 

“Conversion” means any conversion 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. 

“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 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 inckrding 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 lnferest Rate Mode for the Bonds in which the interest rate for each 
Bond is determined with respect to any 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 Payment Date” means (i) if the Merest Rats Mode is tfle 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 
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each Bond the first Business Day folfowing the last day of each Flexible Rate Period for such Bond, 
(iii) i f  the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate, March 
I and September 1 , and (iv) in the case of the Long Term Rate, also the ,Conversion Date or the 
effective date of a change to a new Long Term Rate Period. In any case, the final 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 from and including each Interest Payment Date to and including the day immediately 
preceding the next Interest Payment Date, provided, that the first Interest Period for the Bonds (and 
for any Bond) will begin on (and include) the dale of original issuance of the Series A Bonds and the 
final Interest Period for the Bonds will end on August 31, 2026. 

“Interest Rate Mode” means fhe 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 selected by the Company as hereinafter set forth 
under the subcaption “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 that established period until tlie day 
preceding the earliest of the change to a different Long Term Rate Period, the Conversion to a different 
Interest Rate Mode or the maturity of the. Bonds. 

“Prevailing Market Conditions” means, without limitation, fhe following factors: existing short-term 
or long-term market rates for securities, the interest on which is excluded from gross income for federal 
income tax purposes; indexes of such short-term or long-term rates and tlie existing market supply, and 
demand for securities bearing such short-term or long-term rates; existing yield curves for short-term 
or long-term securities for obligations of credit quality comparable to the Bonds, the interest on which 
is excluded from gross income for federal income tax purposes; general economic conditions; industry 
economic 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 sore discretion, determines to be 
relevant. 

“Purchase Date” means any date on which Bonds are fa be purchased on the demand of the 
registered owners thereof or are subject to mandatory purchase. 

“Semi-Annual 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 
Dale 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 tlidday preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

“ “Weekly Rate Period’’ means the period beginning on, and including, the Conversion Date to the 
Weekly Rate, and ending on, and including, the next Tuesday, and thereafter fhe period beginning on, 
and including, each Wednesday and ending on, and including, the earliest of the next Tuesday, the 
day preceding the Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

Sumhary of‘CeFtain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes: the dates on which 
interest will be paid (Interest Payment Dates); the dates on which each interest rate will be determined 
(Interesl Rate Deterinination Dates); the period of time (interest Rate Periods) each interest rate will 
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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 (Purchase on Demand of 
Registered Owner; Required Notice); the dates on which Bonds are subject to mandatory tender for 
purchase (Mandatory Purchase Dates); the redemption provisions applicable to the Bonds 
(Redemption); the notice requirements for redemption and mandatory tender for purchase (Notices of 
Redemption and Mandatory Purchases); and the manner by which registered owners will receive 
payments of principal, interest, redemption price and purchase price (Manner of Payments). All times 
stated are New York City time. 
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pates 

Interest Rate 

Optional at par on any In- 
terest Payment Date; Ex- 
traordinary Optional and 
Extraordinary Mandatory 
at par. 

Purchase on 
Demand of 
Registered 
Owner; 
Required 
Notice" 

Optional at par on any In- 
terest Payment Date; Ex- 
traordinary Optional and 
Extraordinary Mandatory 
at par. 

Purchase Dates 

Not fewer than 15 days 
(30 days notice of rnanda- 
tory purchase if Conver- 
sion to the Semi-Annual, 
Annual or Long Term 
Rate) or greater than 60 
days. 

Redemption 
and Mandatory 
Purchases* 

Not fewer than 15 days 
(30 days notice of rnanda- 
tory purchase if Conver- 
sion to the Semi-Annual, 
Annual or Long Term 
Rate) or greater than 60 
days. 

Payments' 

- . ~ I  

* FLFXIBI-E RATE ' 

With respect to any Bond,. 
the first 'Business Da fol 
lowing (he last day 07 - 

each Flexible Rate Period 
for that Bond. 

For each Bond, not later 
than 1 :00 p.m. on the first 
day of each Flexible Rate 
Period for such Bond. 

For each Bond, succes- 
sive periods each of a du- 
ration designated by the 
Remarketing Agent of one 
day to 270 days (or a 
lower maximum number 
as specified in the Inden- 
ture); must end on a day 
preceding a Business 
Day. 

No purchase on demand 
of the registered owner. 

An Conversion Date; and 
witx respect to each 
Bond, on each Interest 
Payment Date for such 
Bond, 

With respect to each 
Bond, optional at par on 
any Interest Payment 
Date for such Bond; Ex- 
tragrdinary Optional and 
Extraordinary Mandatory 
at par. 

No notice of mandatory 
purchase following the 
end of each Flexible Rate 
Period; otherwise not 
fewer than 15 days (30 
days notice of rnandafory 
purchase if Conversion to 
the Semi-Annual, Annual 
or Long Term Rate) or 
greater than 60 days. 

Principal or redemption 
price and interest in imrne- 
dialely available funds 
upon surrender of lhe 
Bond to the Paying Agent; 
purchase price upon sur- 
render of the Bond to the 
Tender Agent. 

WEEKLY RATE 

each calendar month. 
first Business Day of 

Not later than 1O:OO a.m. 
on each Business Day. 

Not later than I0:OO a.m. 
on the first day of each 
Weekly Rate Period or, i f  
not a Business Day, on 
the next surxeeding Busi- 
ness Dav. 

From and including each 
Business Day to but not in- 
cluding the next Business 
Day. 

From and includin each 
Wednesday to an3 includ- 
ing the following Tuesday. 

Any Business Day; by writ- 
ten or telephonic notice to 
the Tender Agent by 
1O:OO a.m. on such Busi- 
ness Day. 

Any Conversion Date 
(olher than to the Weekly 
Rate). 

Any Business Day; by writ- 
len notice to the ender 
Agent at or before 5:OO 
pm. on a Business Day 
not later than seven days 
prior to the Purchase I Date. 

An Conversion Date 
( d e r  than to the Dally 
Rate). 

Principal or redemption 
price upon surrender of 
the Bond to the Paying 
Agent; interest in irnmedi- 
ately available funds; pur- 
chase price upon surren- 
der of the Bond to the Ten- 
der Agent. 

Principal or redem tion 
price upon surrengr of 
the Bond to the Paying 
Agent; interest in irnmedi- 
ately availab[e funds; pur- 
chase price upon surfen- 
der of the Bond to the Ten- 
der 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, redempiion and purchase price of and inferest on the Bonds will be paid 
ihrough the Pdcilities of UTC. See "4ook-Entr)r Only System," below 
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SEMI-ANNUAL RATE 

Each March I and September I .  

- 
Not fewer than 30 days or greater 
than 60 days. 

No! later than 12330 noon on !he 
Business Day preceding the firs! 
day of each Semi-Annual Rate 
Period. 

- 
No! fewer than 30 days or greater 
than 60 days. 

Each six-month period from and 
including each March 1 and Sep- 
tember 1 to and including the day 
preceding !he next Interest Pay- 
ment Date. 

On any Interest Payment Date; 
by written notice to the Tender 
A en! on a Business Day not 
layer than !he fifteenth day prior to 
the Purchase Date. 

Any Conversion Date. 

Optional at par on any Interest 
Payment Date; Extraordinary Op- 
tional and Extraordinary Manda- 
tory at par. 

Not fewer than 30 days& greater 
than 60 days. 

Principal or redemption price 
upon surrender of the Bond to the 
Paylng Agen!; interest by check 
mailed to .!he registered owner or, 
upon request of registered own- 
ers of $1,000,000 or more of 
Bonds, in immediately available 
funds; purchase price upon sur- 
render of the Bond to !he Tender 
Agent. . .  

ANNUAL RATE ' 

Each March 1 and September I .  

Not later than 12:OO noon on the 
Business Ray preceding the first 
day of each Annual Rate Period. 

LONG TERM RATE 

Each March 1 and September 1; 
any Conversion Date and the ef- 
fective date of any change to a 
new Long Term Rate Period. 

Each one-year period from and In- 
cluding March 1 and September 1 
to and including !he day immedi- 
ately preceding the second Inter- 
est Payment Date thereafter. 

Each period designated by the 
Company of more than one year 
in duration and which'is an inte- 
gral muitiple of six months, from 
and including the first day of such 
period (March 1 and September 
1) to and including the da imme- 
diately preceding the last Ynterest 
Payment Date for that period. 

On the final Interest Payment 
Date for !he Annuai Rate Period; 
by written notice to the Tender 
Agent on a Business Day not 
later than the fifteenth day prior to 
the Purchase Date. 

On the final Interest Payment 
Date for the Long Term Rate Peri- 
od; by written notice to the Ten- 
der Agent on a Business Day not 
later than !he fifteenth day prior to 
the Purchase Date. 

Any Conversion Date. Any Conversion Dale; and the ef- 
fective date of a change of Long 
Term Rate Period. 

Optional at par on the finai Inter- 
est Payment Date for the Annual 
Rate Perlad; Extraordinary Qp- 
tional and Extraordinary Manda- 
tory at par. 

Optional at times and prices de- 
pendent on the tength of the Long 
Term Rate Period; Extraordinary 
Optional and Extraordinary Man- 
datory at par. 

Principal or redemption price 
upon surrender of the Bond to the 
Paying Agent; Interest by check 
mailed to the registered owner or, 
u on re uest of registered owners 
0~$1,00~,000 or more of Bonds, 
in imrnqiiately avaitable funds; 
purchase price upon surrender of 
the Bond to the Tender Agent. 

Principal or redemption price 
upon suirender of the Bond to the 
Paying Agent; interest by check 
mailed to the registered owner or, 
u on request of registered owners 
o~$l,OOO,OO0 or more of Bonds, 
in immediately available funds; 

urchase price upon surrender of P he Bond to the Tender Agent. 

----I- -- I 



Determination of Interest Rates for Interest Rate Modes 

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 1:OO p.m. (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 Bond on 
that day at a price equal to the principal amount thereof. Each Flexible Rate Period applicable for a 
Bond will be determined separately by the Remarketing Agent on or prior to the first day of such 
flexible Rate Period as being the Flexible Rate Period permitted under the Indenture which, in the 
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' from one,day 
to 270 days in length and will end on a day preceding a Business Day. If the Remarketing Agent fails 
to set the length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier of the Conversion or maturity of the Bonds) will 
be established automatically. 

Daik Rate. If the Interest Rate Mode for the Bonds is the Dai[y Rate, the interest rate on the 
Bonds for any Business Day will be the rate established by the Remarketing Agent no later than 1O:OO 
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 Bonds on such Business Day at a price equal to the principal amount 
thereof, plus accrued interest, i f  any, thereon. For any day which is not a Business Day or if the 
Remarketing Agent does not give notice of a change in the interest rate, the interest rate on the Bonds 
will be the interest rate in effect for the immediately preceding Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate on 
!he Bonds for a parficular Weekly Rate Period will be the rate established by the Remarketing Agent 
no later than 1O:OO a.m. (New York City time) on the first day of such Weekly Rate Period or, if such 
preceding day is not a Btisiness Day, on the next succeeding Business Day, as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then' Prevajling 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such day at a price equal to 
the principal amount thereof, plus accrued interest, i f  any, thereon. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual.Rat6, the interest 
rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established by, the 
Remarketing Agent no later than '1200 noon (New York City time) on the Business Day 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 Bonds on such first day at a price equal to the principal amount thereof: 

Annual Rate. If the lnteresf 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 1200 noon (New York City fime) on fhe 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. 

Long Term Rates and Long 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 Busin.e$s 
Day preceding the first day of such Long Term Rate Periotl as the minimum rate of interest necessary, 
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in the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, to 
enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the principal 
amount thereof. The Company will establish the duration of the Long Term Rate Period at the time 
that i t  directs the Conversion of the Interest Rate Mode to the Long Term Rate, and thereafter each 
successive Long Term Rate Period will be the same as the Long Term Rate Period so established by 
the Company until a different Long Term Rate Period is specified by the Company in accordance with 
the Indenture (in which case the duration of that Long Term Rate Period will control succeeding Long 
Term Rate Periods), subject in all cases to the occurrence of a Conversion Date, a change in the Long 
Term Rate Period 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 months and will end on the day 
next preceding an Interest Payment Rate; provided that i f  a Long Term Rate Period commences on a 
date other than a March 1 or September 1 ,  such Long Term Rate Period may be for a period which is 
not an integral multiple of six months but will be of a duration as close as possible to (but not in excess 
of) such Long Term Rate Period established by the Company and will terminate on a day preceding 
an Interest Payment Date, and each successive Long Term Rate Period thereafter will be for the full 
period established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the maturity 
of the Bonds; provided further that no Long Term Rate Period for the Bonds shall extend beyond 
August 31,2026. 

f-aiailure to Defermine Rate. if for any reason fhe interest rate for a Bond is not determined by the 
Remarketing Agent and except as described below under “Change of Long Term Rate Period” and 
“Cancellation of Conversion of Interest Rate Mode,” the interest rate for such Bond for the next 
succeeding interest rate period will be the interest rate in effect for such Bond for the preceding interest 
rate period and, pursuant to the terms of the Indenture, there will be no change in the then applicable 
Long Term Rate Period or any Conversion from the then applicable Interest Rate Mode. 
Notwithstanding the foregoing, i f  for any reason the interest rate for a Bond bearing interest at a 
Flexible Rate is not determined by the Remarketing Agent, the interest rate for such Bond for the next 
succeeding Interest Period will be equal to the PSA Municipal Index as defined in the Indenture and 
the lnterest Period for Such Bond shall extend through the day preceding the next Business Day, until 
the Trustee is notified of a new Flexible Rate and Flexible Rate Period determined for such Bond by 
the Remarketing Agent. 

Conversion of Interest Rate Modes and Changes of Long Term Rate Periods 
Method of Conversion. The Interest Rate Mode for the Bonds is subject to Conversion to a 

different Interest Rate Mode from time to time, in whole and not in part, on the dates specified below 
under the subcaption “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 (other than a Conversion from a Daily Rate to a Weekly Rate or from a Weekly Rate to a 
Daily Rate), lhe 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. 

I.imifations on Conversion. Any Conversion of the Interest Rate Mode for the Bongs must be in 
compliance with the following conditions: (i) the Conversion Rate must be a date on which the Bonds 
are subject to optional redemption (see “Redemption Provisions-Optional Redemption” below); 
provided that any Conversion from the Daily Rate to the Weekiy Rate or from the Weekly Rate to the 
Daily Rate also must be on a Wednesday; (ii) i f  the proposed Conversion Date would not be an Interest 
Payment Date but for !he Conversion, the Conversion Date must he a Business Day; (iii) if the 
Conversion is from the Flexible Rate, (a) the Conversion Date may be no earlier than the latest Interest 
Payment Date established prior to the giving of notice to the’ Remarketing Agent of such proposed 

I .  . 
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Conversion and (b) no further Interest Payment Date may be established while the Interest Rate Mode 
is then the Fiexible Rate i f  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 (see 
“Redemption Provisions---Mandatory Redemption; Event of Taxability“ and “-Mandatory 
Redemption; Failure ta Pay and Discharge Refunded Bonds” below), no change in the Interest Rate 
Mode may be made prior to such mandatory redemption. 

Change of Long 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 “Redemption Provisions-Optional Redemption” below upon notice 
from the Bond Registrar to the registered 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 permilled by the Act and is aufhorized by the Indenture and will not aflversely 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 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 
Counsel prior to the opening of business on the effective date of the change to the effect that the 
opinion of such Bond Counsel required under the Indenture has been rescinded. Upon the occurrence 
of any of the events described in the preceding sentence, the Bonds shall 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 the subcaption “Cancellation 
of Conversion of lnterest Rate Mode.” 

Notice to Owners of Conversion of lnteresf Rate Mode or of Change of Long Term Rate 
Period. The Bond Registrar will notify each registered owner of the Conversion or change of Long 
Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case a1 Conversion 
from or to the Semi-Annual Rate, the Annilat Rate or a Long Term Rate or in the case of a change in 
the Long Term Rate Period) but not more than 60 days before each Conversion Date or each. effective 
date of a change in the Long Term Rate Period. The notice will state those matters required to be set 
forth therein under the Indenture. 

Cancellation of Conversion of fnterest Rate Mode. Notwithstanding the foregoing, no Conversion 
will occur if  (A) the Remarketing Agent has not determined the initial interest rate for the new Interest 
Rate Mode in accordance with the terms of the Indenture, (E) the Bonds that are to be purchased are 
not remarketed or sold by the Remarketing Agent or (C) the Bond Registrar receives written notice 
from Bond Counsel prior to the opening of business on the effective date of Conversion to the effect 
that the opinion of such Bond Counsel required under the Indenture has been rescinded. In such 
event, the Bonds will bear interest at a Weekly Rate (with the first period adjusted in length so that the 

. last day of such period will be a Tuesday) at the rate determined by the Remarketing Agent on the 
failed Conversion Date; provided, that there must be delivered to the County, the Trustee, the Bond 
Registrar, the Tender Agent, the Company and the Remarketing Agent an opinion of Bond Counsel to 
the effect that so determining the interest rate to be borne by the Bonds at a WeekIy Rate 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. If such opinion is not 
delivered on the failed Conversion Date, the Bonds will bear interest for a period of the same type and 
substantially the same duration as the period in effect prior to the failed Conversion Date at a rate of 
interest determined by the Remarketing Agent on the failed Conversion 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 the Bonds or commencement of a new Long Term“Rate 
Period is cancelled as described herein, any mandatory puichase of the Bonds will remain effective. 
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Purchase of Bonds on Demand of Owner 
So long as DTC or its nominee is the sole registered owner of the Bonds under the book-entry 

only system, Beneficlal Owners of Bonds must give notice to elect to have their Bonds purchased 
through their Participants to the Tender Agent, at the times and in the manner set forth betow; however 
delivery of such Bond shall be effected by causing the Direct Participant to transfer the Participant's 
interest on DTC's records, to the Tender Agent, as described below. The requirement for delivery of 
Bonds in connection with a demand for purchase will be satisfied when the ownership rights in such 
Bonds are transferred by Direct Participants on DTC's records. 

Daily 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, i f  any, to the Purchase Date 
upon written notice or telephonic notice to the Tender Agent at its Principal Office not later than 1O:OO 
a.m. (New York City time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Weekly Rate 
Period at a purchase price equal to the principal amount thereof plus accrued interest, i f  any, to the 
Purchase Date upon written notice to the Tender Agent at its Principal Office at or before 500 p.m. 
(New York City time) on a Business Day not later than the seventh day prior to the Purchase Date. 

Semi-Annual Rale. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any Bond 
will be purchased on the demand of the registered owner thereof on any Interest Payment Date for a 
Semi-Annual Rate Period at a purchase price equal to the principal amount thereof upon written notice 
to the Tender Agent at its Principal Office on a Business Day not later than the fifteenth day prior to 
such Purchase Date. 

Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will be 
purchased on the demand of the registered owner thereof on the final Interest Payment Date for such 
Annual Rate Period at a purchase price equal to the principal amount thereof 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 at a purchase price equal to the principal amount thereof upon written 
notice to the Tender Agent at ifs Principal Office on a Business Day not later than the fifteenth day 
prior to such Purchase Date. 

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, there will be no 
purchase of (a) a portion of any Band unless the portion to be purchased and the portion to be retained 
each will be in the authorized denornination or (6) any Bond upon the demand of the registered owner 
i f  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. .;Iso, 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, hut each Bond will be subject to mandatory purchase on each Conversion Date and 
on the Interest Payment Date with respect to such Bond, as described below under the caption 
"Mandatory Purchases of Bonds." 

Notice Required for Purchases. Any written notice delivered to the Tender Agent by a registered 
owner demanding the purchase of Bonds must (A) state the number and principal amount (or portion 
thereof) of such Bond to be purchased, (B) state the Purchase Date on which such Bond is to be 
purchased and (C) irrevocably request such purchase and state that such owner agrees to deliver such 
Bond, duly endorsed in blank for transfer, with all signatures guaranteed, to the Tender Agent at or 
prior to 1I:OO a.m. (1 :00 pm. if  a tender during a Daily Rate Period and 12:OO noon i f  a tender during 
a Weekly Rate Period) (New York City time) on such Purchase'Date. 
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Mandatory Purchases of Bonds 

Mandatory Purchase on Certain Conversion Dates or Change by the Company in Long Term Rate 
Period. The 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 the subcaption "Redemption Provisions-Optional 
Redemption" helow, i f  the Bonds were redeemed on the Purchase Date (A) on each Conversion Date 
(other than a Conversion from a Daily Rate to a Weekly Rate or from a Weekly Rate to a Daily Rate) 
and (E) on the effective date of any change by the Company of the Long Term Rate Period. 

Mandatory Purchase on Each Interest Payment Date for Flexible Rate Period. Whenever the 
Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject to mandatory 
purchase at a purchase price equal to the principal amount thereof, without premium, on each Interest 
Payment Llate 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. 

Notice fo Owners of Mandatory Purchases. Notice lo registered owners of a mandatory purchase 
of Bonds on a Conversion Date or upon a change in Long Term Rate Period wili be given by the 8ond 
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 (3.0 days in the case of Conversion from or to theSemi- 
Annual Rate, the Annual Rate or a Long Term Rate or in the case of a change in the Long Term Rate 
Period) but not more than 60 days before each Conversion Date or each effective date of a change in 
the Long Term Rate Period. That notice wilt state those matters required to be set forth therein under 
the Indenture. No notice of mandatary purchase will be given in connection with a mandatory purchase 
on an Interest Payment Date for a Flexible Rate Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the Company, 
'the Remarketing Agent will use its best efforts to offer for sale Bonds purchased upon demand of the 
registered owners thereof and upon mandatory purchase, provided that Bonds will not be remarketed 
upon the occurrence and conliriuance of certain Events of Default under the Indenture. Each such sale 
will be at a price equal to the principal amount thereof, plus accrued interest, i f  any. 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. The 
Company currently maintains lines of credit or other liquidity facilities in amounts sufficient to meet its 
current needs and expecfs to continue to maintain such lines of credit or other liquidity facilities to the 
extent necessary to meet its then-current needs. The Trustee, any Paying Agent, the Tender Agent 
and the owners of the Bonds will have no right to draw under any line of credit or other liquidity facility 
maintained by the Company. There is no requirement in the Indenture or the Loan Agreement that the 
Company maintain such financing arrangements, and the Company may cease maintaining such 
financing arrangements at any time and without notice. 

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 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. 

Payment of Purchase Price 

So long as DTC or its nominee is the registered owner of Bonds under4he book-entry only system, 
payment of the purchase price of any Bond shall be made only when the Beneficial Owner has caused 
the Direct Participant to transfer the Participant‘s interest, on DTC‘s records, to the Tender Agent. 
Otherwise, 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 i f  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: 
(i) at or prior to 12:OO noon (New York City time), in the case of Bonds delivered for purchase during a 
WeekIy 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 caqe of Bonds delivered for purchase during a Semi-Annual Rate Period, Annual 
Rate Period or Long Term Rate Period. If the date of sllch purchase is not a Business Day, the 
purchase price will be payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an instrument of 
transfer thereof in form satisfactory to the Tender Agent executed in blank by the registered owner 
thereof and with all signatures guaranteed by a bank, trust company or member firm of The New York 
Stock Exchange, Inc. The Tender Agent may refuse to accept delivery of”any’80nd for which an 
instrumenf of transfer satisfactory to it has not “been provided and has no obligation to pay the 
purchase price of such 6ond until a satisfactory instrument is delivered. 

I f  the registered owner of any Bond (or portion thereof) that is subject to purchase pursuant to the 
Indenture fails to deliver such Bond with an appropriate instrument of transfer to the Tender Agent for 
purchase on the Purchase Date, or I f  the Beneficial Owner of any Bond that is subject to purchase 
pursuant to the Indentcrre fails to have the interest transferred on DTC‘s records, 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 ?ender 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. 

Redemption Provisions 
Optional Redemption. : .  

’(i) Whenever the Interest Rate Mode for the Bonds is the Daily Rate, the Weekly Rate or the Semi- 
Annual Rate, the Bonds will be subject to redemption, in whole or in part, at the option of the County, 
upon the direction of the Company, at a redemption price of ?OO% of the principal.arnouot thereof on 
any Interest Payment Dab. ., 

(ii) Whenever the interest Rate Mode for a Bond is the Flexibie Rate, such Bond will be subject to 
redemption, in whole or in part, at the option of the County, upon the direction of the Company, at a 
redemption price of 100% of the principal amount thereof on each Interest Payment Date for that Bond. 

(iii) Whenever the Interest Rate Mode for the Bonds fs the Annual Rate, the Bonds will be subject 
to redemption, in whole or in’par?, at the option of the County, upon the direction of the Company, at a 
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redemption price of 100% of the principal amount thereof on the final Interest Payment Date for each 
Annual Rate Period. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds will be 
subject to redemption, in whole or in part, at the option of the County, upon the direction of the 
Company, (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 interest accrued, if any, to the redemption date: 

Redemption Prtce as  
Percentage of Prlncipal -..- 

Cornniencemonl of 
Redempllon Period 

Original 
' Length of Current 

Lon Term Rate , 
P e f o d  (Years) 

More than or equal First Interest Paymenl Date on 
or after the tenth anniversary 
of commencement of Long 
Term Rate Period 

102%, declining by 1% on each 
succeeding anniversary of 
the first day of the 
redemption period until 
reaching 100% and thereafter 
100% 

to 11 years 

Less than 1'1 years Nan-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. 

Extraordinary Opfional Redemption in Whole. The Bonds may be redeemed by the County in 
whole at 100% .of the principal amount thereof plus accrued interest "to the redemption date upon the 
exerc.ise by the Company of an option under the Loan Agreement to prepay !he loan if any of the 
following events shall have occurred: 

(a) i f  in the judgment of the Company, unreasonable burdens or excessive liabilities shall 
have been imposed upon the Company after thb 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 September '1 , 1996, other than ad valorem taxes presently 
levied upon privately owned property used for the same general purposeas the Project; 

(b) if the Project or a portion thereof or otiyer property of ihe *Company in connectian with 
which the Project is used shall have been damaged or destroyed to such an extent so as, in the 
judgment of the Company, to render the Project or such other propeay of the Company 
unsatisfactory to the Company for its intended use, and such condition shall continue fora period 
of six months; 
- (c) there shall have 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; 

(d) 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 shall Rave 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 circumstancesaft er the issuance of the Bonds, including 
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but not limited to changes in clean air or other air and water pollution control requirements pr solid 
waste disposal requirements, shall have occurred such that the Company shall determine that use 
of the Project is no longer required or desirable; 

(e) the Loan Agreement shall have 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 or federal) or any final decree, judgment or order of any coufl or administrative 
body, whether state or federal; or 

(f) a final order or decree of any court or administrative body after the issuance of the Bonds 
shall require the Company to cease a substantial part of its operations at the Generating Station 
to such extent that the Company will be prevented from carrying on its normal operations at such 
station for a period of six months. 

Extraordinary Optional Redemption 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 County or the Company in the event of 
damage, destruction or condemnation of all or a portion of the Project. See “THE LOAN AGREEMENT 
,-Maintenance; Damage, Destruction and Condemnation”: 

Mandatory Redemption; Event of TaxaMity., The Bonds are spbject to mandatory redemption by 
the County at 100% of the principai amount lhereof plus accrried interest to the redemption date i f  the 
Company is required to prepay the amounts due under the Loan Agreement after a final determ.ination 
by a court of competent jurisdiction or an administrative agency to !he effect that as a res.ult of a failure 
by the Company to perform or observe any. cqvenant or agreement or  the^ inaccuracy of any 
representations contained in the Loan Agreement or any other agreement or certificate delivered. in 
connection therewith, the interest payable on the Bonds is included for federal income tax purposes in 
the gross income of any Bondholder (other than any  bondholder^ who is 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”)). Such mandatory redemption shall take place within 180 days 
after such final determination. 

Such redemption is not obligatory unless.tij’e Company has participated in or h:ad the opportunity 
to participate, to a degree the Company reasonably,deems sufficient, in the proceeding which resulted 
in such determination, either directly or through a Bondholder. No determination will be considered final 
until the conclusion of any appellate review or the expiration of the time for seeking such reviews. 
Further, no redemption obligation wifi arise unless such Bondholder permits the Company to participate 
in such proceedings to the degree the Company reasona.bly deems sufficient and gives the Company 
prompt written notice of the commencement of such“ proceedings. -The Bonds will be redeemed in 
whole, unless the Trustee receives an opinion of Bond Counsel, in accordance with the Indenture, that 
partial redemption would result in the interest payable on the remaining Bonds outstanding after such 
redemption not being included in the gross income of any Bondholder, other than a Bondholder who is 
a “substantial user” of the Project or a “related peison“ as such terms are used in Section 147(a) of 
the Code. 

If the Internal Revenue Service or a court of competent jurisdiction determines thatithe interest 
paid or to be paid on any Bond (except to a “substantial user” of the Project or a “related person” 
within the meanhg of Section 147(a) of the Code) is or was includible in the gross income of the 
recipient for federal income tax purposes fovreasons other than as a result of a failure by the Company 
to perform or observe any of its covenants, agceemerits or representations in the :Laan Agreement or 
any other agreement or certificate delivered in connection therewith, the Bonds are not subject to 
redemption. In such circumstances, Bondhofders would conti’nue to hold their . Bonds, receiving 

. I .  



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, i f  the lien of the Indenture is 
discharged or defeased prior to the occurrence of a final determination of taxability, Bonds wiR not be 
redeemed as described herein. 

Mandatory Redemption; Failure to Fay and Discharge 1986 Bonds. The Bonds are also subject 
to mandatory redemption in whole at iOO% of the principal amount thereof plus accrued interest on or 
prior to the fifteenth day after the dale (the "Failed Cross-Over Date") which is the 90th day after the 
issuance of the Bonds if, on or prior to such 90th day, the Company has not caused the payment and 
discharge of the 1986 Bonds, in accordance with the indenture or indentures of trust under which the 
1986 Bonds were issued. 

General Redemption Terms. Notice of redemption will be given by mailing a redemption notice 
by first class mail to the registered owners of the 8onds to be redeemed not less than 15 days (30 
days i f  the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate), nar 
more than 60 days prior to the redemption date,,except that in the case of a Failed Cross-Over Date, 
such notice shall be given at least 10 days prior to the redemption date. Any notice mailed as provided 
in the Indenture shall be conclusively presumed ,to have been given, irrespective of whether the 
registered owner receives the notice. Failure to give any such notice by mailing or any defect therein 
in re"spect of any Bond will not affect the validity of any proceedings for the redemption of any other 
Bond. No further interest shall 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 Trustee as of the 
redemption date. 

So long as DTC or its nominee is the sole reglstered owner of "the Bonds under the book-entry 
only system, any failure on the pait of DTC or a Direct Participant or Indirect Participant to notify the 
Beneficial Owner so affected shaIl not affect the validity of the redemption. 

Discharge of Indenfrm. Upon certain terms and conditions specified in the Indenture, the Bonds 
or any portion thereof shall be deemed to be paid, and the assignment of payments made in the 
Indenture for the security of such Bonds may be discharged, upon the making of provision for payment 
by irrevocably depositing with the Trtntee, cash or Governmental Obligations maturing as to principal 
and interest at such times as to be sufficient to provide amounts to pay when due the principal of, 
premium, if any, and interest on such Bonds and all reasonable and necessary fees and expenses of 
the Trustee and paying agent associated therewith. See "'THE INDENTURE-Discharge of IndenYure." 

Book-Entry Only System 

Unless otherwise noted, the following description of the book-entry only system is based solely on 
information furnished by DTC to the County for inclusion 'herein. Accordingly, the County, the 
Company, the Trustee and the Underwriters do not and cannot make any represe'ntations concerning 
these matters. 

DTC will act as securities depository for the Bonds. The Bonds will be issued as fully registered 
Bonds registered in the name of Cede & Co. (DTCs partnership nominee). One fully registered Bond 
certificale will be issued in the aggregate principal amount of the Bonds and wilt be deposited with 
DTC. 

DTG is a limited-purpose trust company organized under the New York Banking 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 Commercial Code, and 
a "clearing agency" registered pursuant to the provisions of Section "1 7A of the Securities Exchange 
Act of 1934. DTC holds securities that its participants C'Direct Participants") deposit with D'TC. DTC 
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also facilitates the settlement among Direct Participants of securities transactions, such as transfers 
and pledges, in deposited securities through electronic computerized book-entry changes in Direct 
Participants’ accounts, thereby eliminating the need for physical movement of securities certificates. 
Direct Participants include securities brokers and dealers, banks, trust companies, clearing 
corporalions, and certain other organizations. DTC is owned by a number of its Direct Participants and 
by the New York Stock Exchange, Inc., the American Stock Exchange, Inc., and the National 
Association of Securities Dealers, Inc. 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”). Direct 
Participants and Indirect Participants are collectively referred to as “Participants.” The rules applicable 
to DTC and its Participants are on file with the Securities and Exchange Commission. 

Purchases of Bonds under the DTC system must be made by or through Direct Participants which 
will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser 
of each Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and indirect Participants‘ 
records. Beneficial Owners will not receive written confirmation from DTC of their piirchase, but 
Beneficial Owners are expected lo 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 Participants acting on behalf of Beneficial Owners. 
Beneficial Owners will not receive certificates representing their ownership interests in Bonds, except 
in the event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Participants with DTC are registered in 
the name of DTC‘s partnership nominee, Cede & Co. The deposit of Bonds with DTC and their 
registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no 
knowledge of the actual Beneficial Owners of the Bonds; DTC‘s records reflect only the identity of the 
Direct Participants to whose accounts ownership of Bonds are credited, which may 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 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 shall be sent to Cede & Co. 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 in the Bonds 
to be redeemed. 

Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. llnder its usual 
procedures, DTC mails an Omnibus Proxy to the County as soon as possible affer the record date 
applicable to voting. The Omnibus Proxy assigns Cede & Cos‘s consenting or voting rights to those 
Direct Participants to whose accoiints 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 DTC. DTCs practice is to credit 
Direct Participants’ accounts on payable dates in accordance with their respective hofdings shown on 
DTC‘s records unless DTC has reason to believe that i t  will not receive payment on a payable date. 
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 wilt be the responsibility of such Participant and not of DTC, the 
Trustee, the Company or the County, subject to any statutory dr regulatory requirements as may be in 
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effect from time to time. Payment of principal and interest to DTC is the responsibility of the Company 
or the Trustee, disbursement of such payments to Direct Participanfs is the responsibility of DTC, and 
disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and 
indirect Participants 

A Beneficial Owner wishing to tender its Bonds for purchase, as described under the subcaptian 
“--Purchase of Bonds on Demand of Owner,” must do so through its Participant which, in turn, must 
give any required notice to the Tender Agent. Delivery of Bonds tendered or required to be tendered 
for purchase must be effected by a Beneficial Owner by causing the Direct Participant to transfer !he 
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. 

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

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

THE COUNTY, THE COMPANY AND THE TRUSTEE WILL NOT HAVE ANY RESPONSIBILITY 
OR OBLIGATION TO DIRECT PARTICIPANTS, TO INDIRECT PARTICIPANTS OR TO ANY 
BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY OF ANY RECORDS MAINTAINED 
BY DTC, ANY DIRECT PAff‘TICfPANT, OR ANY INDIRECT PARTICIPANT; (11) THE PAYMENT BY 
DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTiCIPANT OF ANY AMOUNT WITH 
RESPECT TO THE BONDS; (Ill) ANY NOTICE WHICH IS PERMITTED OR REQUIRED’TO BE 
GIVEN TO BONDHOLDERS UNDER THE INDENTURE; OR (IV) ANY CONSENT GIVEN OR OTHER 
ACTION TAKEN BY DTC AS BONDOWNER. 

THE LOAN AGREEMENT 

General 

The term of the Loan Agreement shall commence as of its date and end on the earliest to occur 
’ of September I ,  2026, 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 “THE INDENTURE--Dischaige 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 reasonable fees and expenses of the Trustee, the Bond Registrar, any 
Tender Agent and any Paying Agent zppointed under the Indenture, (b) the expenses in connection 
with any redemption of the Bonds and (c) the reasonable expenses of the County. 

The Company covenants and agrees with the County that it will cause the purchase of tendered 
Bonds that are not remarketed in accordance with the Indenture and, to that end, the Company shall 
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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 BONDS-Remarketing and Purchase of 
Bonds”). 

All payments to be made by the Company to the County pursuant to the Loan Agreement (except 
the reasonable out-of-pocket expenses of the County and amounts related to indemnification) have 
been assigned by the County to the Trustee, and the Cornpany 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. 

Malntenance of Tax Exemption 

The Company and the County 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. . 

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 (a) under “THE BONDS-Redemption Provisions-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”wi1l 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 a‘nd abatement facilities and solid waste disposal facilities under Section 103(b)(4)(E) and (F) 
of the Internal Revenue Code of 1954, as amended. However, the Company will have no obligation to 
maintain, repair, replace or renew any portion of such 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 such 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 such Project or 
cause it to lose its status under Section 103(b)(4)(E) and (F) of the Internal 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 County 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 i n  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 “THE BONDS-Redemption Provisions-Extraordinary Optional 
Redemption in Whole or in Part”. 

i 
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Insurance 

Company with respect to its other properties pursuant to law and contractual obligations. 
The Company has agreed to insure the Project in the same manner as is required by the 

I 

i 

Assignment, Merger and Release of Obligations of tfie 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 County or the Trustee. Such 
assignment, however, shall not relieve the Company from primary liabifity .for any of its obligations 
tinder the Loan Agreement. The Company may dispose of all or substantially all of its assets or 
consolidate with or merge into another corporation, provided the acquiror of the Company's assets or 
the corporation 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 Company under the Loan Agreement. 

Release and Indemnification Covenant 
The Company will indemnify and hold the County 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 time specified therein taking account of periods of grac6 provided 
in the Indenture and the Bonds for the applicable payment of interest on the 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 (1) above, for a period of thirty days after written notice by 
the County or Trustee, unless such failure is capable of being corrected and corrective action with 
respect thereto is being diligently pursued; or 

(3) certain voluntary and involuntary 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 connectidn with t h e  payment and discharge of the 1986 
Bonds, (ii) not to permit any action which would result in interest paid on the Bonds being inclrided in 
gross income for federal and Kentucky income taxes, (iii) to cause the 1986 Bonds to be paid and 
discharged on or prior to !he 90th day after the date of issuance of the Bonds and (iv) to make loan 
payments and certain other payments under the provisions of the Loan Agreement) may be suspended 
if by reason of force majeure (as defined in the Loan Agreement) the Company is unable to carry out 
such obligations. 

Remedies 
Upon the happening of an event of default under the Loan Agreement, the County may, among 

other things, take whatever action at law or in equity may appear necessary or desirable to collect the 
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amounts then due and thereafter to become due, or to enforce performance and observance of any 
obligalion, 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 fully paid (or provision for payment thereof has been made in accordance with 
the Indenture), made avaiiable to the Company. 

Options to Prepay; Obligations 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 BONDS-Redemption 
Provisions-optional Redemption”--“Extraordinary Optional Redemption in Whole” and- 
“Extraordinary Optional Redemption in Whole or in Part.” Upon the occurrence of the event described 
under the caption “THE BONDS-Redemption Provisions-Mandatory Redemption; I Event of 
Taxability” or under the caption “THE BONDS----Redemption Provisions-Mandatory Redemption; 
Failure to Pay and Discharge 1986 Bonds,” 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 County 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 
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 ar modified only 
with the consent of the Bondholders holding a majority in principal amount of the 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 Bonds then outstanding is necessary to effectuate an amendment or 
modification with respect to the Loan Agreement of the type described in clauses (if through (iv) of the 
first sentence of the second paragraph of “THE INDENTURE-Supplemental Indentures.” 

THE ESCROW AGREEMEMT 
Pursuant to the Escrow Agreements upon the issuance and delivery of the Bonds, the sums of (i) 

$22,500,000 in the case of the Jefferson County Bonds and (ii) $27,500,000 in the case of the Trimble 
County Bonds, representing, respectively (except for amounts paid in respect of accrued interest, if 
any), the proceeds of the Bonds, shall be deposited in the applicable Escrow Fund and held in the 
custody of the applicable Escrow Agent. There will be held in the Escrow Fund cash and certain 
Governmental Obligations or certain other short-term securities which satisfy specified rating criteria 
set forth in the Indenture acquired in such arnoiints as will be sufficient, together with funds“provided 
by the Company on or before the Cross-Over Date, to pay and discharge all of the 1986 Bonds. 

Prior to the Cross-Over Date, the Escrow Fund will be held as security for the payment of principal 
of and interest on the Bonds. On the Cross-Over Date, the Esciow Agent will pay to the trustee in 
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respect of the 1986 Bonds from the Escrow Fund an amount sufficient, including moneys made 
available by the Company on or prior to lhe Cross-Over Date, to rmse the payment and discharge of 
such 1986 Bonds as to principal, accrued interest and applicable redemption premium. Any amount 
remaining in the Escrow Fund following the redemption of the 1986 Bonds in excess of amounts 
required to pay and discharge the 1986 Bonds is to be transferred to the Company. 

If the 1986 Bonds are not redeemed, paid and discharged on a date on or prior to the 90th day 
after the Settlement Date, the Bonds will be subject to mandatory redemption. See "THE BONDS-- 
Redemption Provisions-Mandatory Redemption; Failure to Pay and Discharge 1986 Bonds". Upon 
such failure of payment and discharge, the amounts, held in the Escrow Fund, including interest 
earnings thereon, shall continue to be held and applied for the security and payment of the Bonds and 
shall be applied to the payment of the Bonds upon their mandatory redemption. 

THE INDENTURE 
Security 

Pursuant to the Indenture, the County will assign and pledge to the Trustee its interest in and to 
the Loan Agreement, including payments and other amounts due the County thereunder, together with 
all moneys, property and securities from time to time held by the Trustee under the Indenture (with 
certain exceptions, including (i) moneys held in or earnings on the Rebate Fund and (ii) money and 
securities held in the Escrow Fund OR and after the Cross-Over Date). 'The Bonds will not be directly 
secured by the Project. 

No Pecuniary Liability of the County 

No provision, covenant or agreement contained in the Indenture or in the Loan Agreement, nor 
any breach thereof, shall "give rise to any pecvniary liability of the County or any charge upon its 
general credit or tax.ing powers. The "County has not obligated itself b y  making the covenants, 
agreements or provisions contained in the Indenture or: in the Loan Agreement, except with respect to 
the Prciject and thg 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 County and 
certain other amounts specified in the Indenture will be deposited into a Bond Fund established 
pursuant to the Indenture (the "Bond Fund") an6 will be maintained in trust by the Trustee. Moneys in 
the Bond Fund will be used solely for the payment of Ihe principal of, premium, if any, and interest on 

I the Bonds, for the redemption of Bonds prior to maturity and for the payment of the reasonable and 
necessary fees and expenses to which the Trustee, Paying"Agent and [he County 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 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 will be maintained as 
a separate fund free and clear of the lien of the Indenture. The County, 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 County,"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 comply will not 

i 

2G 

.- 
~ _... "- ._ . . "." ^ .  ".. .. .^I .'V'. .. " . . . . "~.  .~ . 



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 i f  the County 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 and the Paying Agent have been paid or provided for. 

Defaults and Remedies 

Each of the following events constitutes an "Event of Default" under the Indenture: 

(1) Failure to make payment of any installment of interest, principal or premium, if  any, on any 
Bond, whether at stated maturity or upon proceedings for redemption or purchase, or upon 
maturity on the date it becomes due and payable (except that with respect to payment of interest, 
there shall be a grace period of one Business Day when the Bond bears interest at-other than the 
Long Term Rate and five Business Days,when the Bond bears interest at the Long Term Rat&); , 

1 ,  

(2) Failure by the County to perform or observe any of its covenants, .agreements or 
conditions contained in the Indenture or in the Bonds for a period of thirty days after written notice, 
unless such failure is capable of being cured and corrective action in respgct of such failure is 

(3) The occurrence of an "event of default" under the.Loan Agreement (see "THE LOAN 

Upon the occurrence of an Event of Default under the Indentine, 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) declare the principal of all Bopds 
and interest accrued thereon to be immeijiately due and payable and (ii) declare all payments un8er 
the Loan Agreement to be immediately due and payable and. enforce each. and every-other right 
granted to the County under the Loan Agreement for the benefit of the Bondholders. In exerkising such 
rights, the Trustee shall take any action as, 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. 

If the-7-rustee recovers any moneys following an Event of Default, unless tlie principal of the 
Bonds shall have been declared due and payable, all such moneys.shal1 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 all interest then due on the Bonds, and (iii) to the 
payment of principal of the Bonds. If the principal of the Bonds has. become due or has been 
accelerated, such moneys shall be applied ici the, following order: (i) to the payment of the fees; 
expenses, liabilities and advances incurred or made by the Tr1iste.o and the Paying Agent and (ii) to 
the payment of principal of and interest on the Bonds. 

. .  

. .I ' . .  * I  . being diligently pursued; or . ., 
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No Bondholder may institute any suit or proceeding in equity or at law for the enforcement of the 
Indenture unless an Event of Default has occurred of which the Trustee has been notified or is deemed 
to have notice, and registered owners holding not less than 25% in aggregate principal amount of 
Bonds then outstanding shall have made written request to the Trustee to proceed to exercise the 
powers granted under the Indenture or to institute such action in their own name and the Trustee shall 
fail or refuse to exercise its powers within a reasonable time after receipt of indemnity satisfactory to 
it. 

Any judgment against the county pursuant to the exercise of rights under the Indenture shall be 
enforceable only against specific assigned payments, funds and accounts tinder Ihe IndenflJre in the 
hands of the Trustee, No deficiency judgment shall be authorized against the general credit of the 
County. 

No default under paragraph (2) above shall constitute an Event of Default uniil actual notice is 
given lo. the County and the Campany by the Trustee, or to the County, the Company and the Trustee 
by the registered owners holding not less than 25% in aggregate principal amount of all Bonds 
oufstanding and the County 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 pf being cured, it will not constitute an Event of Refault if corrective action is 
instituted within the applicable period. 

Waiver of Events of Default 

.Except as provided below, the Trustee may in its discretion waive any Event'of Default under the 
Indenture and shall do so upon the written-request of the registered owners holding a majority in 
principal amount of all Bonds then outstanding. lf, after the principal of all Bonds then outstanding shall 
have been declared to be due and payable and prior to any judgment or decree for the.appointment of 
a receiver or for the payment of the rnoneys'due'shall have been entered, (i) the Company has caused 
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; i f  any, on any and all Bonds which shall have become due 
otherwise than by reason of such deciaration and the expenses of the Trustee in connection with such 
default (with interest thereon as provided in the Indenture) and (ii) all Events of Default under the 
Indenture (other than nonpayment of the principal of Bonds due by said declaration) stiall 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, rescissiob and annulment 'shall 
be binding ripon all Bondholders. No such waiver, rescission  and^ annulment shall extend to or affect 
arly subsequent Event of" Default or impair any right or remedy consequent ti1ereo.n. ' " 

Notwithstanding the foregoing, nothing in the Indenture shall'affect the right of a registered .owner 
to enforce'the payment of'pdncipal of, premium,'if . .I any, and interest . "  on the Bonds after the maturity ." . 
thereof: 

Supplernentaf tnden"tures 

The County 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 formaldefect"or omission 
in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, additional rights lor 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 iaw,"(v) to .add 
additional covenants and agreements of "the County for the protection of the Bondholders or to 
surrender or limit any rights reserved to the County, (vi). to make any modification or change to the 
Indenture which, in'the sole judgment of the!Trustedj "does not adversely affect the Trustee or any 
Bondholder-, (vi) lo make amendments to provisions relathy to federal income tax matters under the 
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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 €ax 
purposes, (viii) to make any modification or change to the Indenture necessary to provide liquidity or 
credit support for the Bonds, or (ix) to permit an uncertificated system of registering the Bonds or to 
provide for changes to or from the book-entry-only system. 

Exclusive of supplemental indentures for the purposes set forth in the preceding paragraph, the 
consent of registered owners holding a majority in principal amount of all Bonds then outstanding is 
required to approve any supplemental indenture, except no such supplemental indenture shall permit, 
without the consent of all of the registered owners of the Bonds then outstanding, (i) an extension of 
the maturity of the principal of or the interest on any Bond issued under the Indenture or a reduction in 
the principal amount of any Bond or the rate of interest or time of redemption or redemption premium 
thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or Bonds, (iii).a reduction 
in the principal amount of the Bonds required for consent to such supplemental indenture, or (iv) the 
deprivation of any registered owners of the lien of the Indenture. 

If at any time the County shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee 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 Bonds 
outstanding shall have consented to the execution thereof, no Bondholder shall have any right to object 
or question the execution thereof. 

No supplemental inden!ure 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 430 o’clock p.m., focal 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 County and the Bondholders upon an event of default 
under the Loan Agreement and the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. llnder existing constitutional and statutory law and 
judicial decisions, the remedies specified by the Loan Agreement and the Indenture may not be readily 
available or may be limited. The various legal opinions to be delivered concurrently with the delivery of 
tfie.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. 

SECONDARY MARKET DISCLOSURE 

Each County has determined that no financial or operating data concerning such County is 
material to’any decision to purchase, hold or sell the Bonds, and neither County will provide any such 
information. 

Rule 1522-12 (“Rule 15~2-12“) under the Securities Exchange Act of 1934, as amended (the 
“Exchange Act”), generally requires that “obligated persons” such as the Company agree to provide 
(i) continuing disclosure on an annual basis of certain financial information and operating data and (ii) 

29 



notices of certainspecified events that could affect the credit underlying the payment obligations of the 
securities. However, offerings of securities that are subject to purchase by the issuer on the demand 
of the holder, such as will be the case with respect to the Bpnds while bearing interest in a Daily Rate 
Period or a Weekly Rate Period, or while bearing interest in a Flexible Rate Period of 270 days or less, 
are exempt from lhese requirements. If the Bonds are remarketed in a mode other than the Daily Rate 
Period, the Weekly Rate Period or Flexible Rate Period, the Company may in the future become 
subject to these continuing disclosure obligations of Rule 15~2-12. 

As described in Appendix A under the caption “AVAILABLE INFORMATION”, the Company is 
subject to the information requirements of the Exchange Act and, accordingly, files reports, proxy 
statements and other information with the Securities and Exchange Commission. 

THE UNDERWRITERS 

Goldman, Sachs & Co. has agreed to purchase the Jefferson County Bonds at a price equal to 
the principal amount thereof and wi[l receive as compensation for its services an amount equal to .30% 
of the principal amount thereof. The nature of (he purchase commitment is such that Goldman, Sachs 
& Co. is obligated to purchase all of the Jefferson Coiinty Bonds under the Jefferson County purchase 
agreement if  any are purchased. 

Morgan Stanley & Co. Incorporated has agreed to purchase the Trimble County Bonds at a price 
equal to the principal amount thereof and will receive as compensation for its services an amount equal 
to .30% of the principal amount thereof. The nature of the purchase commitment is such that Morgan 
Stanley & Co. Incorporated is obligated to purchase all of the Trimble County Bonds under the Trimble 

The Company has agreed to indemnify the Counties and the Underwriters with respect to certain 
civil liabilities. 

The Counties have been advised by the Underwriters that the Bonds of each series may be 
offered and sold to certain dealers (including dealers depositing Bonds of each series into investment 
trusts, funds or accounts) and others at prices lower than the public offering price set forth on the cover 
page of this Official Statement. After either series of the Bonds is released for sale to the public, the 
offering price and other selling terms with respect to such series may from time to time be varied by 
the Underwriters. 

County purchase agreement if any are purchased. - ..I. 

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 (i) will be excluded from the gross income of the recipients thereof for 
federal income tax purposes, except that no opinion will be expressed regarding such exclusion from 
gross income with respect to any Bond during any period in which it is held by a ‘‘substantial user” or 
a “related person” as such terms are used in Section 147(a) of the Code and (ii) will not be an item 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 the gross income of the owners 
thereof for Kentucky income tax purposes and (ii) the Bonds will be exempt from all ad vabrem taxes 
in Kentucky. 

The opinion of Bond Counsel assumes and is conditioned on the payment and discharge of all of 
the Refunded Bonds on or before the 90th day following the date of issuance of the Bonds. The 
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Company has agreed (i) to apply all of the proceeds of the Bonds, excluding amounts paid with respect 
to accrued interest, if any, to the payment and discharge of the Refunded Bonds within 90 days 
following the Settlement Date, (ii) to provide additional funds necessary, on or prior to the Cross-Over 
Date, to pay and discharge the Refunded Bonds on the Cross-Over Date and (iii) to give irrevocable 
instructions on the Settlement Date to the trustees in respect of the Refunded Bonds directing the 
redemption of the Refunded Bonds. 

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 and 
compliance by the Company with certain covenants 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. On the date of the opinion and subsequent to the original delivery of the Bonds, such 
representations must be accurate and such covenants 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. 

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 minimurn 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 imposes an environmental tax on corporations for taxable years beginning 
before January 1, 1996 equal to 0.12% of the amount of a corporation's modified alternative 
minimum taxable income in excess of $2,000,000. Modified alternative minimum taxable income 
is generally determined for purposes of this environmental tax in the same manner as under the 
corporate alternative minimum tax hut without regard to net operating losses and deduction of the 
environmental tax itself. Thus, the interest on the Bonds may be subject to such environmental 
tax when such Bonds are held by corporations for certain taxable years. 

(c) 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 Bonds would be includable in the amount of effectively 
connected earnings and profits and thus would increase the branch profits tax liability. 

(d) The Code also provides that passive investment income, including interest on the Bonds, 
may be subject to taxation for any S corporation with Subchapter C earnings and profits at the 
close of its taxable year if  greater than 25% of its gross receipts is passive investment income. 

. 

Except as stated above, Bond Counsel 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, for taxable years beginning 
after December 31 , 1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the taxexempt 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 disallowaoce of any deduction lor interest expenses incurred by banks and 

I 

31 

-.-.-.-.-..-.-.+.. ..". .. .._. _.. . . . .-- . . . 
~ .. 



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 cantintied to purchase or carry the Bonds. The Code also provides, wilh 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. 

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 !he Bonds of each Series is included as Appendix 
6-1 and 8-2. 

LEGAL MATTERS 

Certain legal matters incident to the authorization, issuance and sale by the Counties of the Bonds 
are subject to the approving opinions of Harper, Ferguson & Davis, Louisville, Kentucky, Bond 
Counsel. Certain legal malters will be passed upon for Jefferson County by Hon. Michael Conliffe, 
County Attorney of Jefferson County and for TrimbIe County by Hon. Bobby K. True, County Attorney 
of Trimble County, Kentucky. Certain legal matters wiIl be passed upon for the Company by John R. 
McCali, Esq., and Gardner, Carton & Douglas, Chicago, Illinois, counsel for the Company. Certain 
legal matters will be passed upon for the Underwriters by Winston & Strawn, Chicago, Illinois. Copies 
of such opinions will be available at the time of delivery of the Bonds. 

This Official Statement has been duty approved, executed and delivered by the County of 
Jefferson, Kentucky and the County of Trimble, Kentucky. However, neither County has nor assumes 
any responsibility as to the accuracy or completeness of any of the information i n  this Official 
Statement set forth under the captions "THE PROJECTS," or any information in Appendix A, all of 
which has been furnished by the Company. 

COUNTY OF TRIMOLE, KENTUCKY COUNTY OF JEFFERSON, KENTUCKY 

/si DAVIO ARMSTRONG By: -~ - - -~  /s/ JACK COUCH - By:-- 
County Judge/fxeculive Counly Judge/Ex&ufive 
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APPENDIX A 

Louisville Gas arid Electric Company is a subsidiaiy of LG&B Energy Corp., a diversified 
energy-services holding compaiiy headqua~fered in Louisville, Kentucky. As a regulated public utif ity, 
the Company provides electric services to approximately 350,000 customers and natural gas to 
appsoximately 275,000 customers in  Louisville and adjacent areas in  Kentucky. The Company’s service 
territory covers approximately 700 square iuiles in 17 counties and bas an estimated population of 
800,000. Included in this area is tile Fort Knox Military Reservation to which the Company transports 
gas and provides electric service, but which inaiiitains its own distributioii systems. 

For the I2 montlis ended Juiie 30, 1996, approxiniately 74% of the Company’s total operating 
reveiiues was derived froni its electric operations and the balance from its gas * operations. 
Approximately 94% of the Company’s present electric generating capacity is coal-fired, (lie remainder 
being made up by a hydroelectric power plant and combustion turbirie peaking units fueled piritnarily by 
tiatural gas. The Company does not have any iiuclear generating stations arid has no plans to build any in 
the foreseeable future. 

The Company’s executive offices are located at 220 West ‘Main Street, P.O. Box 32010, 
Louisville, Keiitucky 40232, telephone: (502) 627-2000. 

SELECTED PINANCIAL DATA 

(Thousands of $ except for ratios) 

I 12 Months Ended Yeas Ended 
December 3 I Juiie 30, 1996 

[Uilaudited] ’199s 1994 

Income Statement Itiforination: 
Operating Revenues ................. $763,977 $723,463 $759,075 
Net Income ............................... 86,720 83, I84 58,320 

Fixed ‘Charges ( I )  ................ 4.20 .“ 3.99 3.14 
Ratio of Earriings to 

% of 
Cap italizatioii At June 30. 1996 

Capitalization: 
................................... L,ong-Term Debt $ 646,838 

Preferred Stock ..................................... 95,323 
Corninon Stock Equity ......................... 6.1 2,492 

Total Capitalization ......................... $1.354.658 

47.8% 
7.0 
45.2 

100% 

(I) For pui-poscs of this ratio, “Earnings” consist OF thc aggrcgatc of Income Before Cuniulative Effect of a Change in 
Accoiinting Principle, taxes on income, invcslincnt Ins credit (net) and “Fixed Chargcs.” “Fixed Charges” consist of 
intcrcst cliarges and onc-third of rcntals charged to operating cxpenscs. 
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AVAILABLE INFORMATION 

The Company is subject to the information requirenients of tlie Securities Exchange Act of 1934 
and, accordingly, files reports, proxy stateinents and other information with the Securities and Exchange 
.Cornniission (the 7SEC"). Su.ch reparts, proxy statements and other information on file can be inspected 
aiid copied at the public reference facilities of the SBC, currently at Room I024, 450 Fifth Street, N.W., 
Washington, DC 20549; 14th Floor, 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 Section of the SEC at its principal office at 450 Fifth Street, N.W., Washington, DC 20549 at 
prescribed fates or from the SEC's Web Site (http://iwv.sec.gov.). 

DOCUMENTS INCORPORATED BY REFERENCE 

The following documents, as filed by the Coiiipany with the SEC, are incorporated herein by 
reference: 

I .  Form IO-K Annual Report of the Conipany for the year ended December 3 1, 1995; aiid 

2. Form 10-Q Quarterly Reports of the Company for tlie quarters ended March 3 1, 1996 
(including the Form IO-Q/A filed July 19, 1996) and June 30, 1996. 

A11 documents filed by the Coinpany with the SEC pursuant to Sections 13(a), I3(c), 14 or 15(d) 
of the Securities Exchange Act of 1934 subsequent to the date of this Official Statenlent arid prior to tlie 
termination of the offering of the Bonds shall be deemed to be incorporated by reference in this 
Appendix arid to be made a part hereof from their respective dates of filing. Any statement contained io 
a documelit 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 Stateinelit or in any otlier subseqrieiitly filed document which also is 
or is deemed to be incorporated by reference in this Official Statement modifies or supersedes such 
sfaternent. Any statement so modified or superseded shall not be deemed, except as so modified or 
superseded, to constitute a part ofthis Official Sfaternent. 

The Compauy heiceby rindertaIces to provide without charge lo  each persoil (including any 
beneficial owner) to whoai a copy of this Official Statenlent has heen delivered, on the written or 
oral request of arty such persoil, a copy of any or all of the docunieiifs referred to above which have 
been 0; may be incorporated in this Official Statement by referelm, other than certain exhibits to 
such documents. Reqwsts €or such copies should be directed to Chad Collier, Louisville Gas and 

' EIeetric Compauy, 220 West Main Street, P.0. Box 32010, Louisville, Keutucky 40232, telephone: 
(502) 627-2000. 
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APPENDIX B-1 
HAKPER, FERGUSQN & DAVXS 

AXTORNEYS AT LAW 
1730 MEIDINGER TOWER 

462 S O U T H  F O U R T H  A V E N U E  

LOUISVILLE, RENTKJOKY 401202-34 13. 

- 
2 8  W E S T  FIFTH STREET 

COVINGTON, KENTUCKY 4101 I 
COVINOTON OITSCE 

(GOG) 491-07 I 2  

TELECOPIER (6061 4 9 1 - 0 1 8 7  

October 2, 1996 

Re: $22,500,000 C&mty of JeFerson, Kentucky, Pollution Control Revenue Bonds, 
199G Series A (Louisville Gas and Electric Company Project) 

We hereby certitjr tliat we have exaiiiiiied certified copies of the proceedings of record 
of the County of Jefferson, Kentucky (the Touiity''), actiiig by and through its Fiscal Court as its 
duly authorized goveriiirig body, preliminaiy to arid in connection with tlie issuance by the Counly 
of its Pollution Control Revenue Bonds, 1996 Seiies A (Lorrisville Gas and Electtic Company 
Project), dated October 2, 199G, in the aggregate principal ainouiit of $22,.500,000 (tlie "Bonds"). 
The Bonds will be issued uiider h e  provisions of Sections 103.200 to 103.285, inclusive, of tlie 
Keiitucky Revised Statutes (the "Act"), for the purpose of providing fuiids wliicli will be used, with 
otlier4mds provided by the Coaipany (hereinafier defined) for the payment and discharge 011 or prior 
to the ninetieth day aft-er the date of issuaiice o f  the Bonds df $22,500,000 aggregate principal 
amount of the Coiiiity's Pollu tioil Control Revenue Bonds, 1986 Series A (Louisville Gas and Electric 
Company Project), dated December I, t 986 (the "Prior Bonds"), which were issued for the purpose 
of financing the cost o f  the acquisition, construction, illstallation and equipping of certain air atid 
water pollution control faciiities and solid waste disposal facilities to seive the Mill Creek and Cane 
Run Generating Stations of Louisville Gas and Electric Coiiipany (the "Company") situated io 
Jefferson County, Kentucky (the "PI ojectl') in oi der to provide for the control, containment, 
reduchon atid abatemet)t of atmospheric arid liquid pollutants and contaminants and for the disposal 
of solid wastes, as provided by the Act. 

'The Botids inahre  on Sepfeniber 1, 2026, and bear interest iiiitialiy at Flexible Rates, 
as defined in th'e Indenture, hereinafter described, subject to change as provided in such Indentute. 
The Bonds will be subject to optioiial and iiiandatory redemption prior to maturity at the times, in the 
inatiner aiid upon the terms set forth it1 each of the Bonds. The Ronds~will be issuable as fidly 
registered Bonds in the deiioliliiiations autliorized by such Tndetiture. Fiom such exan~ination of the 
proceedings oFthe Fiscal Court oftlie County referred to above and fi.aiii art exahination of the Act, 
we ai e of the opinion that the County is clufy authorized a i d  empowered to issue the B o d s  under 
(lie laws or the Comi~ioiiweallh of Kentucky now in force. 
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HARPER, FERGTJSON 8c DAVIS 
We have examined ail executed counterpart ora certain Loan Agieement, dated as of 

Septeniber 1, I996 (the "Loan Agreement"), between the County and the Company and a certified 
copy of the proceedings of record ofthe Fiscal Court of the County preliminaiy to atid iti coniiection 
with the execution and clelivery oFtIie L.oan Agreement, pu~suant to which the County has agreed to 
issue tlte Bonds aiid to lend the proceeds thereof to tlie Coiiipany io provide funds to pay atid 
discharge, with otlier fuiids provided by the Company, the Prior Roritis aid the Company has agi eed 
lo make L,oan payinelits to tlie Trustee at times arid in amounts fully adequate to pay ma(uriiig 
principal of, interest on and redeiiiptioii premim, if any, on the Bonds as same becomes due arid 
payable. IJntil the payment aud discharge of the Prior Balds, the Bonds will be secured by the 
proceeds of the Bonds to be deposited in ail escrow fund to pay and discharge the' Prior Bonds. Frorii 
such examination, we are of tlie opinion that such proceedings of tlie Fiscal Court o f  the Couiity show 
laivfiii arithor ity for the execution and delivery of the Loan Agreement; that the Loaii Agreement has 
been duly authorized, executed and delivered by the County; aiid that the Loan Agreement is a legal, 
valid arid binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement tlreteof may be limited by laws relating to bankruptcy, iusoiveiicy 
or other siinilai iaws affechig creditors' rights geuerally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated 
as of September 1, I996 (the "Jndenturc"), by and between the County and Fitst Trust ofNew York, 
National Association, New York, New York, as trustee (the "Trustee"), securing the Bonds and 
set thg  foi th  the covenants and undertakings of the County iti connection with the Boiids and a 
certified copy of the proceedings of record of the Fiscal Court of the County prelitniriary to and in 
connection wirli the execution atid deliveiy of the hidenture. Pursuatit to the Indenture, certain of 
the County's rights under the Loan Agreement, iticluditig the right to receive payments thereunder, 
arid all moneys aid securities held by the Trustee itx accordatm with the Iiideiiture (except mo~~eys 
and securities in the Rebate Fund created thereby) have beeri assigned to the Trustee, RS security for 
tlie holders of tlie Bonds. From such examination, we are of the opinion that such proceedings of the 
Fiscal Court of tlte County show Iawfiil authority for the execrltiorl and delivery of the Indenture; that 
the Iiide~iture has beeti duly authorized, executed aud delivered by the County; and tfiat the Indenture 
is a legal, valid aiid binding obligation upoii tlie parlies 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, incfyding equitable provisions where 
equitable remedies are sought. 

We have also examiued a i l  execuled counteri)arf of a certain Escrow Agrecmeiit, dated 
as of September 1, 1996 (the "ESCIOW Agreenlelit"), by and aniong the County, the Company and 
tlte Trustee, as escrow agent (the "Esciow Agent''), and a certified copy of the proceediiigs of record 
in tlre Fiscal Court of the County preliminary to and in coniiectiori with the execution a id  delivery 
of the Escrow Agreement, put suant to ~vIficI~ [lie proceeds from the Bonds will be deposited in order 
to refirtid and discharge the Prior Rotids as set forth therein. Frotn such exmination, we are of the 
opinion that such proceedings of the Fiscal Court ofdle County show IawfUl authority for the 
execution a i d  detiveiy of the Escrow Agreeinelil; !hat the Escrow Agreement has been duly 
autfiol.ized, esccuted atit! delivered by the County; and that the Escrow Agreenient is a legal, valid 

" ,  (. . . .  . .: ... .. . ". - .  
1 .  

I . .  . , " " . . ^  , " ~  ,.._. I - ~ " ,  , f I. _. ,-.. . " <: 



and biiidiiig obligation of the Couiily, enforceable in  accordance with its ternis, subject to the 
yualificatioii that tlie eriforcenient thereof may be iiiuited by laws relating to bankruptcy, insolveiicy 
or otlier similar laws affecting creditors' rights generally, iiicludiug equitable provisions where 
equitable remedies are sought. 

We further certify that we have examined the forin of [he Bonds of said issue and find 
the Same to be in due form of law, and in our opinioii the Bonds have beell validly authorized, 
executed and issued iti accordance with the laws ofthe Cotninonwealth of Keiitucky now in full force 
atid erect-, arid are legal, valid aiid hiding special obligations of the County entitled to the benefit of 
the security provided by the itidenlure and are enforceable in accordance with their terms, subject to 
the qualification that tfie enforcement thereof niay be limited by laws .relatirig to bankruptcy, 
insolvency or other siiiiilar 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 otlier atnouiits derived from the Loan Agreenieiit and as provided in  the Indenture. 

I n  our opinion, under existing laws, includiag current statutes, tegulations, 
atlrniiiistrative ndings atid oficial interpretations by the Internal Revenue Service, subject to the 
exceptiotis and qualifications contained i.n the succeeding paragraph, interest on the Bonds (i) is 
excluded fiom the gross iiicorne oftlxe recipierits tfiereof for federal income tax purposes, except that 
110 opinioii is expressed regarding such exclusion from gross income with respect to any Roiid during 
any pel iod in WI<CLI it is held by a "substantial user" o f  the Project or a "related person," as such terms 
are used i i i  Sectioii 147(a) of the Internal Reveiiue Code of 1986, as amended (Ilie "Code") and (3) 
is not an item of tax preference in determiniiig alteriiative ntiiunium taxable income for itidividuals arid 
corporations uiider the Code. 111 arriving at this opinion, we have relied upoii certain certificates of 
even date of the Coinpatiy with respect to certain material facts wlich are solely withiti the Company's 
knowledge in reaching our conclusion that substaritially all of the proceeds of the Prior Botids were 
used to finance air and water pollution control facifities and solid waste disposal facilities qualified 
for financing rrnder Section 103(b)(4)(E) and (I;) oftbe Internal Revenue Code of 1954, as amended. 
Further, in arriving at the opinion set forth io this paragraph as to (he exclusion frani gross income 
of interest on the.Bonds, we have assumed and tlie opinion is coiiditioiied on, the payment and 
discharge of the Prior Bonds on or before the 90th day frotu the date of issuance of the Bonds, arid 
continuing conipliatice by the Coiiil)any and the County with representations and covenants set forth 
in the Loan Agreement, the Escrow Agreetilent and tfie lndetiture which are iiiteiided to assure 
coriipliance with certaiii tax-exempt interest provisioiis of the Code. Swh representations and 
covenants must be accurate and must be coinplied with subsequent to the issuance bf the Uonds it1 

order that interest on the Bonds Be excluded €rom gross iiicoinc for federal income tax purposes. 
Failure to coniply witli.certain ofisuch represeiitations and coveiiants in respect of tlie Bonds (or with 
similar requireineiits with iespect to certain other bands issued by the County of Trinihle, Kentucky 
at substautially the same time as the Bonds) subsequeat to the issuance of the Bonds coufd cause the 
interest thereon to be iticluded in gross income for federal income tax purposes retroactively to the 
date of issuance of the Bpi~ds.~,We arc further of tlie opiriioii.that interest on the Bonds is excluded 
fi-orn gross income of the recipicrt(s thereof foi Kentucky income tax purposes and that tile Bonds 



ai e exempt fioni ad valoreiii tauation by the C:oiii~noii~~eaItli of Kenlucky arid all political subdivisions 
thereof. 

Our opinion as to the exclusion of interest 011 the Bonds fiom gross incoine for federal 
iucame tax purposes arid federal tax tieatnient of interest on the B o d s  is subject to the followiiig 
exceptions and qua l ih t '  c Ions: 

(a) L3~ovisions of the Code applicable to corporations (as defined for federal income tax 
pw poses) which iiiipose an alternative iniiiimuiu tax on a portion of the excess'of adjusted CIUI ent 
ear iiiiigs over other alteniafive rnininiuin taxable iiiconie rimy subject a portion of the interest on tlie 
Bonds earned by certaiii corpoiations to such corporate alternative ininimum tax. Suck corporate 
aI ternative niiniinuiii tax does not apply to ariy S coiporation, regulated investiiient company, real 
estate i~ivestiiienl ttust or REMIC. 

(b) The Code imposes an enviroimiental tax on corporatioiis, for taxabie years begiuning 
befoie January 1, 1996, equal to 0.12% of the amoutit of a corporatioil's modified alteinative 
iiiinimurn taxable iriconie it1 excess OF $2,000,000. Modified alternative niitiiiiiuni taxable income is 
generally determined for purposes of this envirotioletltal tax ia the same tmriner as under the 
carporate altenialive ininiinum tax but without regard to net operating losses and deduction of the 
eiivironniental tax itself. Thus, the interest on the Bands may be subject to such eiiviroiimetitai tax 
when such Bonds are held by corporations for certain taxable years. 

(c) TIie Code also pruvides for a "brawh profits tax" which subjects to tax, at a rate of 
30%, the eflectively connected earnings arid profifs of a foreign corporation which engages it1 a 
CJnited States trade or business. .Interest on the Bonds would be iticludable in the arnotuit of 
effectively connected earnings and profits and thus would iiicrease the branch profits tax ljability. 

(d) The Code also provides that passive investment iricome, itduding interest on the 
Bonds, tilay be subject to taxation for any S coiporatiori with Subchapter Ceariiings and profits at 
the close of its taxable year if greater than 25% of its gloss receipts is passive investmetit incoine. 

Except as stated above, we exptess no opiiiion as to any federal or Keiitur:ky tax 
consequences resulting fioin the receipt of interest 011 the Bonds. 

Holders of the Roiids shoutd be awate that the owriersliip of the Bonds may result in 
colla(e~al federal iiicoriie tax co~iseqi~e~ices. For instance, [fie Code provides that, for taxable years 
beginning alter December 3 I ,  2986, property and casually irisuraiice conipanies will be required to 
reduce their loss reserve deductions by 15% of the tax-exempt interest received or1 certain 
obligations, such as the Bonds, acquired atter August 7, 1986. (For purposes of the irnniediateiy 
precediiig sentence, a portion of dividends paid to an affiliated insurance cortlpany may be treated as 
tax-exempt interest ) The Code fiirtlier provides for the disallowance of any deduction €or interest 



expenses incurred by banks and certairi other firianciaf iristitutioris allocable to carrying certain 
tax-exempt obligatioiis, 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 cotitiiiued to purchase or carry tile Bonds. 
The Code also provides, with respect to individuals, that interest on tax-exempt obligations, i tduding  
the Bonds, is included in modified adjusted gross inconie far purposes of deter mining the taxability 
of social security and railroad retirement benefits. 

We have received opinions of John R. McCalf, Esq., general counsel of the Company 
and Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. 
In rendering this opinion, we have relied upon said opinions with respect to, inter alia, (i) the due 
organization of the Company, (ii) tlie valid existence of the Cotnpatiy in the Commonwealth of 
Kentucky, (iii) the corporate power of the Coiiipany to enter into and the due execution of the Loan 
Agreeitlent atid the Escrow Agreement by, and the binding effect and enforceable nature of the Laan 
Agreement and the Escrow Agreemetit on, the Company, (iv) the legal authority o f  the Company to 
acquire and construct the Project atid tlie obtainitig of necessary regulatory approvals in cotinectiori 
therewith, and (v) matters disclosed as a result of an examination of indentures, mortgages, deeds o f  
trust and other agreements or instruments to which the Coinpariy is a party or by which it or its 
properties are bautid. We have also received an opinioii of even date fierewith of Non. Michael 
Canliff'e, County Attortley of the County, with respect to the obligations of the County under the 
Bonds, the Loaii Agreement, the Escrow Agreement and the Indenture. Said opinioiis are in forms 
satisfactory to us as to both scope and coiltent. 

We express no opinion as to the title to, the description of, or the existence or priority 
af any liens, charges or encuinbrances on, the Project. 

HARPER, FERGIJSON & DAVIS 

Hy:-/sl Suericer E. Harper. Jr ... 
Spencer E. Harper, Jr. 



" .  " . ., 

c 



. 

APPENDIX B-2 
RAlRPER, FER~USON & nAVIS 

~TTOKZETEY~ AT T A W  
I 7 3 0  MElDINGtR TOWER 

462 SOUTH FOURTH AVENUE 

Lovrs-E, KY3mucm 40202-3.21 3 

2 8  WEST FIFTH STREET 

COVINGTON. KENTUCKY 4101 I 

L0UrsVIr.K.E OFTICE 
m02) 582-3071 

TELECOPIER (502)  582-3905 

October 2, I996 

COVKNOTOH OPmOE 
(606) 491-07 I 2  

TELECOPIER (606) 491-OlS7 

Re: $27,500,000 County of Trinible, Kentucky, Pollution Control Revenue Bonds, 
. 1996 Series A (Louisville Gas and Electric Company Project) 

We fiereby certify that we have examined certified copies of the proceedings of record 
ofthe County of Triunble, Kentucky (the "County"), acting by and tltraugh its Fiscal Court as its duty 
authorized goveriiiiig body, preliminary to and in connectian with the issuance by the County oFits 
Pollution Control Revenue Bonds, 1996 Series A (Louisville Gas atid Electric Company Project), 
dated October 2, 1996, in the aggregate principal amount of$27,500,000 (the "Bonds"). The Bonds 
will be issued under the provisions of Sections 103.200 to 103.285, inclusive,7 of the Kentucky 
Revised Statutes (the "Act"), for tl!e purpose of providing &nds which will be used, with other fiinds 
provided by the Company (hereinafler defined) for the payment and discharge on or prior to the 
tlinetietli day after the date oF issuance of the Bonds of $27,SOO,OOO aggregate phicipaI amount of 
the County's Pollution Control Revenue Bonds, 1986 Series A (Louisville Gas and Electric Company 
Project), dated December" 1, 198G (the "Prior Bonds"), which were issued for the purpose of 
financing the cost of the acquisition, construction, iiistalIation and equipping of certain air and water 
pollution control facilities and soiid waste disposal facilities to serve the Trimble County Generating 
Station of Louisville Gas and Electric Company (the "Coinpany'!) situated in Trimble County, 
Kentucky (the "Project") iii order to provide Cor the control, conlainnlent, reduction and abatement 
of ati!xosplieric aud liquid pollutants and contaaiiaants atid for the disposal of solid wastes, as 
provided by the Act. 

The Bonds mature on Septeniber I, 2026, and bear interest initially at Flexible Rates, 
as defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optiotial and mandatory redemption prior to matur.ity a t  the times, in the 
tnatuner and upori the term set forth in each of the Bonds. The Bonds will be issuable as &lly 
registered Bonds in the denominations authorized by such indenture. From such examination. of the 
proceediiigs of the Fiscal Court of the County referred to above and'from ati exarniiiation oftlie Act, 
we are of the opinion that the County is duly authorized and einpowered to issue the Bonds under 
the laws of the Cointiionrvealth of Kentucky now in force. 
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We have exaniiiied an executed counterpart of a cezfain Loan Agreenient, dated as of 
Septernbei 1 , 1996 (tlie "Loaii Agreeinelit"), between the County and tlie Compaiiy and a certified 
copy ol'the proceedings of recoid of tlie Fiscal Court of tlie Cowity preliminary to and in connection 
with the execution and delivery of the Loan Agreement, pursuant to which the County has agreed to 
issue (he Bonds and to lend the proceeds thereof to the Conipany to provide fulids to pay aird 
discliarge, wirli other ftilds provided by (lie Conqxiiiy, the Prior L3ods aiid the Company has agreed 
LO make L,oau payrnenls to the Trustee at times and iii ainounts fully adequate to pay maturing 
principal of, interest oit and redemption preniiuiii, if any, 011 the Bonds as same becomes due and 
payable IJiitil the payiizeiit and discharge of the Prioi Bonds, the Boiids will be secured by the 
~~roceeds or the Bonds to be deposited in an escrow hiid to pay and discharge the Prior Bonds. From 
such examination, we ale of tiie opinion that such proceedings ofthe Fiscal Court of tlie County show 
lawful authority for the execution atid delivery of the Loan Agreement; that the Loan Agreement has 
been dulyauttiorized, executed arid delivered by the County; aild that the Loan Agreemelit is a legal, 
valid and binding obligation of the County, eiiforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insnlveiicy 
or ollier similar laws affecting ct editors' rights generally, including equitable provisions where 
equitable reniedies arc: sought. 

. 

We have also examined ail executed counterpart of a certain Indenture of Trust, dated 
as ofSeptember 1 ,  1996 (the "Indenture"), by and betweell the County and First Trust of New York, 
National Association, New Yolk, New York, as trustee (tlie "Trustee"), securing tlie Rorids and 
setting forth tlie covenants and undertakings of the County in connection with the Bands and a 
ceitified 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 Tndenlure, certain o f  
tlie County's tights uiider the Loan Agreement, incIudirig the right to receive payments thereunder, 
arid all iiioiieys and secuiities held by the 'Trustee in accordance with the Iiidaiture (except inoneys 
and secuiities in the Rebate Fund created thereby) have been assigried to the Trustee, RS security for 
tiie holders of tlie Bonds. From such examination, we ate of the opinion that such proceedings of the 
Fiscal Court of tile County show IawM authority for the execution arid delivery of the Indenture; that 
tlie Indenture has been duly authorized, executed and delivered by tlie County; and that the Indeiiture 
is a legal, valid and binding obligation upoii the parties thereto according to its terms, subject to the 
qualification that the eliforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other siiiiilar laws afi'ecting cieditars' rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also exaiilined an executed couflterpart of a certain Escrow Agreement, dated 
as.ol'Septeiziber 1 , 1996 (the "Escrow Ag~eeinent"), by and among the County, the Conipany and 
the Trustee, as escrow agent (tlie "Escrow Agent"), and a certified copy of the proceedings of record 
in the Fiscal Court of the County preliminaiy to and in coimection with the execution and delivery 
of the Escrow Agreement, pursuarit to wllich the proceeds from the Bonds will be deposited in order 
to refund,and discharge. the Prior Bonds as set forth therein. From siicli exmuniaation, we are of the 
ophiori Lliat such proceediogs of the Fiscal Couit of'the County show laiYfir1 authority for the 
execit tion aiid delivery or the Escrow Agreement; that the Escrow Agreement has been duly 
authorized, executed and delivered by h e  County; and tliat tlie Escrow Agreement is a legal, valid 
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arid binding obligatio11 of the County, enforceable i n  accordance with i ts  terms, subject to tlie 
qualification that the enforcenient thereof may be liinited by laws relating to bankiuptcy, insolvency 
or other similar laws affecting creditors' rights generally, including equitable provisions where 
equitable remedies are sought. 

We Tnillier certify that we liave examined the form of the Bonds ofsaid issue and fitid 
the saiiie to be in due Foini of law, and i i i  our opinion the Bonds have been validly authorized, 
executed and issued in accordance with the laws of tlie Comnionwealtli of I<entucky iiow in f i l l 1  force 
atid effect, and are legal, valid and binding special obligations of the County entitled to the beiiefit of 
the security provided by the Indenture aiid are enforceable in accordance with their teriiis, subject to 
[lie qualification that the enforcemetit thereof may be h i  ted by laws relatiiig to !.Janlcruptcy, 
insolvency or.otliet' similar laws affecting creditors' rights generally, irduding equitable provisioiis 
where equitable remedies are sought. The Bonds are payable by the County solely and ody from 
paynietrts and other aiiiounts del ived from tlie Loan Agreement and as provided in tlie Indenture. 

In our opinion, under existitig laws, including current statutes, regulations, 
administrative rulings and official iiiteriiretations by the Internal Revenue Service, subject to the 
exceptions and qualifications coiitaiiied in the succeediiig paragraph, interest oii the Boiids (i) is 
excluded froiii the gross income of the recipients thereof for federal income. tax purposes, except that 
iio opinioti is expressed regarding sucli exclusion froni gross incorne with respect to any Bond during 
any period in which it is held by a "substantial user" of tlie Project or a "related person," as siich terms 
are used in Section 147(a) of the Internal Revenue Code of 1986, as aniended (the "Code") and (ii) 
is not ai1 item of ta?: preference iii deterinitling $ernative nituinum taxable income for individuals and 
corporatioiis under tlie Code. I n  arriving at this opi11i011, we liave relied upon certain certificates 'of 
even date of the Compaiiy with respect to certain material fack w17icI1 are solely within the' Compaiiy's 
knowledge in reaching our coiiciusion that substanCially all of the proceeds of the Prior Bonds were 
used to finance air and water pollution control facilities and solid waste disposal faciIities qualified 
for financing under Section 103(b)(4)(E) and (J?) oftiie Internal Revenue Code of 1954, as amended. 
Further, iii arriving at tlie opinion set forth in this paragraph as to the exclusion,froni gross inconxi 
of interest on the Bonds, we have assumed and the opiiiion is conditioned 011, the paynient and 
discharge oFtfie Prior Bonds 011 or before the 90th day ft.0111 the date of issuaiice of the Bonds, and 
continuing compiiaiice by the Company and the County witli representations and covenants set forth 
i n  the Loan Agreement, tlie Escrow Agreement, a i d  the Indenture which are intended to assure 
compliance with certain tax-exempt interest provisions of the Code. Such represeatations and 
coveizaiils must be accurate and riiust be coinplied with sr1hsequent to the issmnce af the Bonds in 
order tliat interest 011 the Bonds be excluded from gross iiicome for federal income tax purposes. 
Failure to  comply with certain oEsucli representations and covenants in respect of the Bonds (or will1 
similar requirements with respect to certaiii other bonds issued by the County of Jefferson, Keri tucky 
at substatitially the same t h e  as tlie Bonds) subsequent to the issuance of the Bonds "could caiise t l k  
interest thereon to be included in gross income for federal income tax purposes retroactively to the 
date of  issu'ance.of the Bonds. We are further of the opinion that ititerest on the Bonds i s  excluded 
fr6m gross.income.of the recipients thereof for Kentucky incoine tax purposes aid that tlie Bonds 
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are exempt froti1 ad valorem taxation by tlie Coinmonwealtli oFKeiitucky and all political subdivisions 
thereof 

0111. opinion as to the exclusion of interest oil the Bonds froin gtoss iiicoriie for federal 
iucoine tax purposes and federal tax Ireatment of interest on the Botids issubject to the following 
exceptions arid qualifications: 

(a) Provisioiis of the Code applicable to corporations (as defiiied for federal income tax 
pui poses) which impose an alternative niininiuni tax on a portioii ofthe excess oFadjusted current 
eariuugs over other alternative ~ziininiurii taxable iiicoiiie inay subject a portiori of the interest on the 
Bonds earned by certain corporations to such corporate alternative minitnuin tax. Such corporate 
alternative mininiuin tax does not appfy to any S corporation, regulated iiivestnient company, real 
estate investment trust or REMIC. 

(I)) The Code iinposes an enviroiunental tax on corporations, for taxable years beghiling 
before Jariuary 1, -1996, equal to 0.12% of the amount of a corporation's modified alternative 
nunimum taxable income in excess of $2,000,000. Modified alternative niinirnuni taxable jricoine is 
getierally detenniued for purposes of this environmental tax in the same manner .as under tlie 
corporate alterriative rniniinuni tax but without regard to net operating losses and deduction of the 
environmental tax itself. Thus, the ititerest 011 the Bonds inay be subject to sbch etivkoniiiental tax 
when sucli Bonds are held by corporations for certain taxable years. 

(c) The Code also provides for a "branch profits tax" wliich subjects to tax; at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
ZJiiited States" trade or business. Ititerest on the Bonds would be iricfudable h tIie.ainount of 
effectively connected ear riitigs and profits and thus would increase the branch profits tax liability. 

(d) The Code also provides that passive investment iiicoine, iiicluding interest on the 
Rokds, may be subject to taxatiolt For any S corporatioil with Subchapter C earllings and profits at 
the close of its taxable year iFgreater than 25% ofits gross receipts is passive investment income. 

Except as stated above, we express 110 opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of iitterest on the Ronds. 

Holdeis of tlie B o d s  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 iiisurance companies will be required to 
reduce their loss reserve deductions by 15% of the tax-exempt interest received on certaiii 
obligatioiis, sucli as the Bonds, acquired after August 7, 1986. (For puiposes of the iininediately 
preceding sentence, a porlion of dividends paid to an affiliated iiisuratice company may be treated as 
tit~.-exeinpt"iinteresl.) The Code further provides for tlie disallowance of any deduction for ititerest 
expenses incurred by banks and certain other finaticial institutions allocable to carryirig certaiii 
lax-exempt obligations, such as the Boiids, acquired after August 7, 1986. The Code also provides 
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that, with respect to taxpayers other than such iinaricial instilu tions, such taxpayers wjll be unable 10 
deduct any porliou of the illterest espenses iiictiri ed or coiilirirred to purchase or carry the Bonds. 
The Code also provides, with respect to iatlividuals, that interest on tax-exempt obligations, including 
the Bonds, is included in modified adjusted gross income for purposes of dele1 mining the taxability 
of social security and railroad retireinent benefits 

We have received opiuious of John R. McCaIl, Esq., general counsel of the Compaiiy 
aiid Gardner, Carton & Lhuglas, Chicago, Illinois, counsel to Ihe Company, of even date herewith. 
In rendering this opinion, we have relied upon said opinions with respect to, inter alia, (i) the due 
organization o f  tfie Coinpany, (ii) tfie valid existerice of tile Company in tlie Conimonwealth of 
Kentucky, (5) the corporate power oftlie Coinpany to enter into and the due execution o f  the Loan 
Agt eeiiient aid tfie Escrow Agreement by, atid the binding effect and enforceable tiafure of the Loan 
Agreeillelit and the Escrow Agreement 011, the Company, (iv) the legal authority of the Coiiipatiy to 
acquire aiid construct tlie Praject and iite obtaining of iiecessaiy regulatory approvals in connection 
therewith, and (v) matters disclosed as a result of an examination of indentures, mortgages, deeds of 
trust and other agreeinelits or instruments to which the Coinpauy is a party or by which i t  or its 
properties ate bound. We have also received ail opinion of eveii date herewith ofIlon. Bobby I<. 
True, Coutity Attorney of llie Counly, with respect to the obligations of llie County under tlie Bonds, 
the Loan Agreement, the Escrow Agreement and llte Indenture. Said opitiions are in forms 
satisfactory to us as to both scope and content. 

We express 110 opinion as to the title to, the description of, or the existence or priority 
of any liens, charges or eiicuinbraiices on, the Project. 

HARPER, FERGIJSON CSC DAVIS 

By: /s/ Speiicer E. Harper, ir. 
Spencer E. I-Iaiper, Jr. 
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$25,000,000 
LouisvillelJefferson County 

Metro Government, Kentucky 
Pollution Control Revenue Bonds, 

2000 Series A 
(Louisville Gas and Electric Company 

Project) 
Due: May 1, 2027 

Long Term Rate Period: 3 years 
(ending November 30, 2011) 

Mandatory Purchase Date: December 1, 2011 
Interest Payment Dates: May 1 and November 1 

Interest Rate: 5.375% 

$40,000,000 $31,000,000 
LouisvillelJefferson County LouisvillelJefferson County 

2005 Series A Refunding Bonds 

Metro Government, Kentucky, 
Pollution Control Revenue Bonds, 

(Louisville Gas and Electric Company 
Project) 

Fixed Rate Period: 5 years 
(ending December 1, 2013) 

Mandatory Purchase Date: December 2,2013 
Interest Payment Dates: Fehruary 1 and 

August 1 
Interest Rate: 5.750% 

Metro Government, Kentucky 
Environmental Facilities Revenue 

2007 Series A 
(Louisville Gas and Electric Company 

Due: June 1,2033 
Long Term Rate Period: 4 years 

(ending December 2,2012) 
Mandatory Purchase Date: December 3, 2012 

Interest Payment Dates: June 1 and December 1 
Interest Rate: 5.625% 

Due: February 1, 2035 Project) 

Conversion Date: November 25, 2008 

The Bonds of each series (inciividually, the “2000 Series A Bonds,” the “2005 Series A Bonds” and the “2007 Series A Bonds” and, collectively, the 
“Bonds”) are special and limited obligations of the Louisville/Jefferson County Metro Government, Kentucky (the “Issuer”), payable by the Issuer solely 
from and secured by payments to be received by the Issuer pursuant to separate L.oan Agreements with 

LOUISVILLE GAS AND ELECTRIC COMPANY 

(the “Company”), except as payable from proceeds of such Bonds or investment earnings thereon. The Bonds do 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. 
The Bonds will not be entitled to tlie benefits of any financial guaranty insurance policies or any otber form of credit enhancement. 

The 2000 Series A Bonds were originally issued on May 19, 2000; the 2005 Series A Bonds were originally issued on April 13, 2005; and the 2007 
Series A Bonds were originally issued on April 26, 2007; each as separate series, and each series currently bears interest at a Weekly Rate. Pursuant to the 
Indentures under which the Bonds were issued, the Company has elected to convert the interest rate mode on each of the 2000 Series A Bonds and the 2007 
Series A Bonds to a Long Term Rate Period (ending on the dates indicated above) and on the 2005 Series A Bonds to a Fixed Rate Period (ending on the 
date indicated above), effective as of November 25, 2008 (the “Conversion Date”). The Bonds are subject to mandatory purchase on the Conversion Date 
and are being reoffered hereby. J.P. Morgan Securities Inc., Goldman, Sachs & Co. and Morgan Stanley & Co. Incorporated will serve as Initial Co- 
Remarketing Agents of the Bonds for purposes of this conversion and reoffering, and thereafter, as the Remarketing Agent for the specific series of Bonds 
set forth below its respective name 

The Bonds of each series are separate series, and the sale and delivery of one series is not dependent on the sale and delivery of any other series. The 
Bonds will accrue interest from the Conversion Date, payable on the interest payment dates listed above. The interest rate period, interest rate and Interest 
Rate Mode for each series of Bonds will be subject to change under certain conditions, as described herein. The Bonds will be subject to optional redemption, 
extraordinary optional redemption, in whole or in part, and mandatory redemption following a determination of tawability prior to maturity, as described 
herein. The Bonds will be subject to mandatory purchase at the end of each Long Term Rate Period or Fixed Rate Period, as applicable. 

The Bonds are registered in the name of Cede & Co , as registered owner and nominee for The Depository Trust Company (“DTC”), New York, New 
York DTC will act as securities depository. Except as described herein, purchases of beneficial ownership interests in the Bonds will be made in book-entry-only 
form in denominations of $5,000 and 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” below. The principal of, premium, if any, and interest on the 
Bonds will be paid by Deutsche Bank Trust Company Americas, as Trustee, with respect to the 2005 Series A Bonds and the 2007 Series A Bonds and by The 
Bank of New York Mellon, as Trustee, with respect to the 2000 Series A Bonds to Cede & Co., as long as Cede & 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 below. 

Price: 100% 
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J.€? Morgan Goldman, Sachs & Co. Mor an Stanley 
(as Remarketing Agent for the 

2007 Series A Bonds) 
(as Remarketing Agent for the 

2005 Series A Bonds) 
(as RemaEeting Agent for the 

2000 Series A Bonds) 

Dated: November 19, 2008 



No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing 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 Remarketing Agents have provided the following 
sentence for inclusion in this Reoffering Circular. The Remarketing 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 herein are subject to change without 
notice and neither the delivery of this Reoffering Circular nor any sale made hereunder shall, 
under any circumstances, create any implication that there has been no change in the affairs of 
the parties referred to above since the date hereof. The information set forth herein with respect 
to the Issuer has been obtained from the Issuer, and all other information has been obtained from 
the Company and from other sources which are believed to be reliable, but it is not guaranteed as 
to accuracy or completeness by, and is not to be construed as a representation by, the 
Remarketing 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 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 
O W  EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS ANI) RISKS INVOLVED. THESE SECIJRITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGIJLATORY AUTHORITY, 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. 

-1- 



Table of Contents 

Introductory Statement ................................................................................................................... 1 
The Projects ................................................................................................................................... 3 
Separate Series ............................................................................................................................... 4 
The Issuer ....................................................................................................................................... 5 
Summary of the Bonds ................................................................................................................... 6 
Security; Liinitation on Liens ...................................................................................................... 33 
Summary of the Loan Agreements .............................................................................................. 34 
Summary ofthe Indentures .......................................................................................................... 38 
Enforceability of Remedies .......................................................................................................... 42 
Reoffering .................................................................................................................................... 43 
Tax Treatment .............................................................................................................................. 43 
Legal Matters ............................................................................................................................... 45 
Continuing Disclosure ................................................................................................................. 46 

Appendix A . Louisville Gas and Electric Company . Financial Statements and Additional 
Information ................................................................................................................................. A- 1 
Appendix B . Opinions of Bond Counsel and Forins of Conversion Opinions of Bond 
Counsel ........................................................................................................................................ B- 1 

.. 
-11- 



$25,000,000 
L,ouisville/Jefferson County 

Metro Government, Kentucky 
Pollution Control Revenue 

Bonds 
2000 Series A 

(Louisville Gas and Electric 
Company Project) 
Due: May 1,2027 

$40,000,000 
Louisville/Jefferson County 

Metro Government, Kentucky 
Pollution Control Revenue 

Bonds 
2005 Series A 

(Louisville Gas and Electric 
Company Project) 

Due: February 1,2035 

$31,000,000 
Louisville/Jefferson County 

Metro Government, Kentucky 
Environmental Facilities 

Revenue Refunding Bonds 
2007 Series A 

(Louisville Gas and Electric 
Company Project) 
Due: June 1,2033 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to furnish 
information in connection with the reoffering by the Louisville/Jefferson County Metro 
Government, Kentucky (the “Issuer”) of its (i) Pollution Control Revenue Bonds, 2000 Series A 
(Lmiisville Gas and Electric Company Project) in the aggregate principal amount of $25,000,000 
(the “2000 Series A Bonds”) issued on May 19, 2000 pursuant to an Indenture of Trust dated as 
of May 1, 2000 (the “2000 Series A Indenture”) between the Issuer (as governmental successor 
by operation of law to County of Jefferson, Kentucky) and The Bank of New York Mellon (the 
“2000 Series A Trustee”), as Trustee, Paying Agent, Tender Agent and Bond Registrar, (ii) 
Pollution Control Revenue Bonds, 2005 Series A (Louisville Gas and Electric Company Project) 
in the aggregate principal amount of $40,000,000 (the “2005 Series A Bonds”) issued on April 
13, 2005 pursuant to an Indenture of Trust dated as of February 1, 2005 (the “2005 Series A 
Indenture”) between the Issuer and Deutsche Bank Trust Company Americas (the “2005 Series 
A Trustee”), as Trustee, Paying Agent, Tender Agent and Bond Registrar and (iii) Environmental 
Facilities Revenue Refunding Bonds, 2007 Series A (Louisville Gas and Electric Company 
Project) in the aggregate principal amount of $3 1,000,000 (the “2007 Series A Bonds”) issued on 
April 26, 2007 pursuant to an Indenture of Trust dated as of March 1, 2007 (the “’2007 Series A 
Indenture” and, collectively with the 2000 Series A Indenture and the 2005 Series A Indenture, 
the “Indentures”) between the Issuer and Deutsche Bank Trust Company Americas (the “2007 
Series A Trustee” and, collectively with the 2000 Series A Trustee and the 2005 Series A Trustee, 
the “Trustee”), as Trustee, Paying Agent, Tender Agent and Bond Registrar. 

Pursuant to separate Loan Agreements by and between Louisville Gas and Electric 
Company (the “Company”) and the Issuer, dated as of May 1,2000, as the same will be amended 
and restated as of September 1, 2008, with respect to the 2000 Series A Bonds, February 1, 2005, 
as the same will be amended and restated as of September 1, 2008, with respect to the 2005 
Series A Bonds, and March 1,2007, as the same will be amended and restated as of September 1, 
2008, with respect to the 2007 Series A Bonds (each, a “Loan Agreement” and, collectively, 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 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, arid purchase price of, the applicable series of Bonds. See “Summary of the 
Loan 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) have been assigned to the applicable Trustee as security for the applicable series of 
Bonds. 

The proceeds of the 2000 Series A Bonds were applied to currently refiind the 
outstanding principal amount of the $25,000,000 County of Jefferson, Kentucky Pollution 
Control Revenue Bonds, 1990 Series A (Louisville Gas and Electric Company Project) 
previously issued to finance certain air pollution control facilities of the Company (the “2000 
Series A Project”). The proceeds of the 2005 Series A Bonds were applied to pay and discharge 
$40,000,000 in outstanding principal amount of County of Jefferson, Kentucky, Pollution 
Control Revenue Bonds, 1995 Series A (Louisville Gas and Electric Company Project) 
previously issued to refinance certain air pollution control facilities of the Company (the “2005 
Series A Project”). The proceeds of the 2007 Series A Bonds were applied to pay and discharge 
$3 1,000,000 outstanding principal amount of County of Jefferson, Kentucky Pollution Control 
Revenue Bonds, 1992 Series A (Louisville Gas and Electric Company Project) previously issued 
to currently refinance certain air pollution control facilities of the Company (the “2007 Series A 
Project”). 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as L,G&E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - Louisville Gas and Electric 
Company - Financial Statements and Additional Information.’’ The Parents have no obligation 
to make any payments due under the Loan Agreements or any other payments of principal, 
interest, premium or purchase price of the Bonds. 

The 2000 Series A Bonds and the 2007 Series A Bonds are being converted to bear 
interest during a Long Term Rate Period and the 2005 Series A Bonds are being converted to 
bear interest during a Fixed Rate Period to the respective dates appearing on the cover of this 
Reoffering Circular, but may be subsequently converted again to bear interest at a Daily Rate, a 
Weekly Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate (or Term Rate) or a Dutch 
Auction Rate (or ARS Rate or Auction Rate), as applicable. This Reoffering Circular pertains 
only to the Bonds during such period of time that they bear interest at the Long Term Rate 
or Fixed Rate, as applicable, established on the Conversion Date of November 25,2008. 

The Bonds are secured solely by payments made by the Company under the Loan 
Agreements, which are unsecured general obligations of the Company and rank on a parity with 
other unsecured indebtedness of the Company. See “Security; Limitation on Liens” and 
“Summary of the Bonds - Remarketing and Purchase of 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 the 
Bonds is limited solely to the revenues and other amounts received by the Trustee under the 
applicable Indenture pursuant to the applicable Loan Agreement. The Bonds do not constitute an 
indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issuer, 
the Coininonwealth of Kentucky or any political subdivision thereof. 
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J.P. Morgan Securities Inc., Morgan Stanley & Co. Incorporated 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, J.P. Morgan 
Securities Inc. will serve as sole Reinarketing Agent for the 2007 Series A Bonds, Morgan 
Stanley & Co. Incorporated will serve as sole Reinarketing Agent for the 2000 Series A Bonds 
and Goldman, Sachs & Co. will serve as sole Remarketing Agent for the 2005 Series A Bonds. 
Any Reinarketing Agent may resign or be removed and a sticcessor Remarketing Agent may be 
appointed in accordance with the terms of the applicable Indenture and the applicable 
Reinarketing Agreement for the Bonds between such Reinarketing Agent and the Company. 

Brief descriptions of the Company, the Issuer, the Bonds, 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 the Bonds were initially issued, and the proposed forms of opinions of Bond Counsel to 
be delivered in connection with the conversion of each series of the Bonds to the Long Term 
Rate Period or Fixed Rate Period, as the case may be. Such descriptions and information do not 
purport to be complete, comprehensive or definitive and are not to be construed as a 
representation or a guaranty of accuracy or completeness. All references herein to the 
documents are qualified in their entirety by reference to such documents, and references herein 
to a series of Bonds are qualified in their entirety by reference to the definitive 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 party thereto. 
Certain information relating to The Depository Trust Company (“DTC”) and the book-entry-only 
system has been furnished by DTC. All statements herein are qualified in their entirety by 
reference to each such document and, with respect to the enforceability of certain rights and 
remedies, to laws and principles of equity relating to or affecting generally the enforcement of 
creditors’ rights. 

The Projects 

2000 Series A Project 

The 2000 Series A Project has been completed and consists of certain air pollution 
control facilities at the Company’s Mill Creek and Cane Run Stations situated in Jefferson 
County, Kentucky. 

The Department of Natural Resources and Environmental Protection of Kentucky (now 
the Energy and Environment Cabinet) and the Air Pollution Control District of Jefferson County, 
Kentucky, the agencies exercising jurisdiction with respect to the 2000 Series A Project, have 
each previously certified that the 2000 Series A Project as designed is in furtherance of the 
purposes of controlling atmospheric pollutants or contaminants. 
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2005 Series A Project 

The 2005 Series A Project consists of certain air pollution control facilities which 
improved, modified and reconstructed certain sulphur dioxide removal systems serving the 
generating units at the Company’s Mill Creek and Cane Run Stations situated in Jefferson 
County, Kentucky. 

The Department of Natural Resources and Environmental Protection of Kentucky (now 
the Energy and Environment Cabinet) and the Air Pollution Control District of Jefferson County, 
Kentucky, the agencies exercising jurisdiction with respect to the 2005 Series A Project, have 
each previously certified that the 2005 Series A Project as designed is in ftirtherance of the 
purposes of controlling atmospheric pollutants or contaminants. 

2007 Series A Project 

The 2007 Series A Project has been completed. The 2007 Series A Project consists of 
certain air pollution control 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 A 
Project include the acquisition, construction, installation and equipping of electrostatic 
precipitators and sulphur dioxide removal systems 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 2007 Series A 
Project, have each previously certified that the 2007 Series A Project, as designed, is in 
furtherance of the purpose of controlling atmospheric pollutants or contaminants. 

Separate Series 

The 2000 Series A Bonds, the 2005 Series A Bonds and the 2007 Series A 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 Loan Agreements. 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,” “Security; Limitation of Liens,” “Summary of the Loan Agreements,” “Summary of the 
Indentures,” “Enforceability of Remedies” and “Tax Treatment” applies equally, but separately, 
to the 2000 Series A Bonds, the 2005 Series A Bonds and the 2007 Series A Bonds. 

As used herein under such captions with respect to the 2000 Series A Bonds, the term 
“Project” shall mean the 2000 Series A Project, the term “Bonds” shall mean the 2000 Series A 
Bonds, the term “Loan Agreement” shall mean the Loan Agreement pursuant to which the Issuer 
loaned the proceeds from the sale of the 2000 Series A Bonds to the Company, the term 
“Indenture” shall mean the 2000 Series A Indenture, the term “Remarketing Agent” shall mean 
Morgan Stanley & Co. Incorporated and the terms “Trustee” and “Tender Agent” shall mean the 
2000 Series A Trustee. 
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As used herein under such captions with respect to the 2005 Series A Bonds, the term 
“Project” shall mean the 2005 Series A Project, the term “Bonds” shall mean the 2005 Series A 
Bonds, the term “Loan Agreement” shall mean the Loan Agreement pursuant to which the Issuer 
loaned the proceeds from the sale of the 2005 Series A Bonds to the Company, the term 
“Indenture” shall mean the 2005 Series A Indenture, the term ‘‘Remarketing Agent” shall mean 
Goldman, Sachs & Co. and the t e rm “Trustee” and “Tender Agent” shall mean the 2005 Series 
A Trustee. 

As used herein under such captions with respect to the 2007 Series A Bonds, the term 
“Project” shall mean the 2007 Series A Project, the term “Bonds” shall mean the 2007 Series A 
Bonds, the term “Loan Agreement” shall mean the Loan Agreement pursuant to which the Issuer 
loaned the proceeds from the sale of the 2007 Series A Bonds to the Company, the term 
“Indenture” shall mean the 2007 Series A Indenture, the term “Remarketing Agent” shall mean 
J.P. Morgan Securities Inc. and the te rm “Trustee” and “Tender Agent” shall mean the 2007 
Series A 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 (a) convert and reoffer the Bonds and (b) amend and restate 
and continue to perform its obligations under the L,oan 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 PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
OR ON BEHALF OF THE ISSIJER UNDER THE APPLICABLE LOAN AGREEMENT. THE 
BONDS DO NOT CONSTITUTE AN INDEBTEDNESS, GENERAL OBLIGATION OR 
PLEDGE OF THE FAITH AND CREDIT OR TAXING POWER OF THE ISSUER, THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, 
AND DO NOT GIVE RISE TO A PECIJNIARY LIABILITY OF THE ISSUER OR A 
CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 
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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 sanie ternis and provisions except 
as otherwise noted below. References below to the “Long Terni Rate” or “Long Term Rate 
Period” shall be deemed to mean the “Fixed Rate ’’ or “Fixed Rate Period” for the 200.5 Series 
A Bonds. References below to the “Auction Rate” or “Auction Rate Period” shall be deemed to 
niean the “Dutch Auction Rate ’’ or “Dutch Auction Rate Period” for the 2000 Series A Bonds. 
References below to the “Auction Rate” or “Auction Rate Period” shall be deemed to nzean the 
“ARS Rate” or “ARS Rate Period” for the 2005 Series A Bonds. References below to the 
“Annual Rate” or “Annual Rate Period” shall be deenied to mean the “Term Rate” or “Term 
Rate Period” for the 2005 Series A Bonds. 

General 

The Bonds will be issued in the aggregate principal amounts set forth on the cover page 
of this Reoffering Circular. The 2000 Series A Bonds will mature on May 1, 2027. The 2005 
Series A Bonds will mature on February 1, 2035. The 2007 Series A Bonds will mature on 
June 1,2033. The Bonds are also subject to redemption prior to maturity as described herein. 

The Bonds currently bear interest at Weekly Rates. Pursuant to the t e rm and provisions 
of the Indentures summarized below, the Company has exercised its option, effective 
November 25, 2008 (the “Conversion Date”), to convert the interest rate on the Bonds to a Long 
Term Rate. The 2000 Series A Bonds will bear interest at the Long Term Rate of 5.375% per 
annum from November 25, 2008 to and including November 30, 201 1, and will be subject to 
mandatory purchase following the initial Long Term Rate Period on December 1, 201 1. The 
2005 Series A Bonds will bear interest at the Long Term Rate of 5.750% per annum from 
November 25, 2008 to and including December 1, 2013, and will be subject to mandatory 
purchase following the initial L,ong Term Rate Period on December 2, 2013. The 2007 Series A 
Bonds will bear interest at the Long Term Rate of 5.625% per annum from November 25, 2008 
to and including December 2, 2012, and will be subject to mandatory purchase following the 
initial Long Term Rate Period on December 3, 2012. Additional information regarding 
mandatory purchase is described below under “- Mandatory Purchase of Bonds.” 

Following the initial Long 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 L,ong Term Rate Period, the Company inay 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.” The Daily Rate, Weekly Rate, Semi-Annual Rate and Annual Rate are collectively 
referred to herein as “Variable Rates.” 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.” 
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Interest on the 2000 Series A Bonds is payable on each May 1 and November 1, 
commencing May 1, 2009; interest on the 2005 Series A Bonds is payable on each February 1 
and August 1, commencing February 1,2009; and interest on the 2007 Series A Bonds is payable 
on each June 1 and December 1, commencing June 1, 2009 (unless any such interest payment 
date is not a Biisiness 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 may not exceed the lesser of (i) the inaxiinum interest 
rate permitted by applicable law or (ii) 10% per annum for the 2000 Series A Bonds, 14% per 
annum for the 2005 Series A Bonds and 15% per annum for the 2007 Series A Bonds. 

Interest on the Bonds which bear interest at an Auction Rate for an Auction Period of 180 
days or less will be computed on the basis of a 360-day year for the actual number of days 
elapsed. Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate, Long Term Rate or Auction Rate for an Auction Period of inore than 180 days will 
be computed on the basis of a 360-day year, consisting of twelve 30-day months. Interest 
payable on any Interest Payment Date will be payable to the registered owner of the Bond as of 
the Record Date for such payment; provided that in the case of Bonds bearing interest at the 
Flexible Rate, interest will be payable to the registered owner of such Bond on the Interest 
Payment Date therefor. The Record Date, in the case of interest accrued at an Auction Rate, will 
be the close of business on the second Business Day preceding each Interest Payment Date, in 
the case of interest accrued at a Daily Rate or Weekly Rate, will be the close of business on the 
Business Day iininediately preceding each Interest Payment Date, and in the case of interest 
accrued at a Serni-Annual Rate, Annual Rate or Long Term Rate, will be the close of business on 
the fifteenth day (whether or not a Business Day) of the month preceding each Interest Payment 
Date. 

The Bonds initially will be issued solely in book-entry-only forin through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See "- Book-Entry-Only System" below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only forin in 
(i) denominations of $50,000 and integral inultiples thereof with respect to the 2000 Series A 
Bonds and denominations of $25,000 and integral multiples thereof with respect to the 2005 
Series A Bonds and the 2007 Series A Bonds, 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 or, with respect to the 2000 Series A Bonds, at the Semi-Annual Rate, 
(iii) denominations of $100,000 or any integral multiple of $5,000 in excess of $100,000, if 
bearing interest at Flexible Rates, or (iv) denominations of $5,000 and integral inultiples thereof, 
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if bearing interest at the Annual Rate or the Long Term Rate or, with respect to the 2005 Series 
A Bonds and the 2007 Series A Bonds, at the Semi-Annual Rate. 

Except as otherwise described below for Bonds held in DTC’s book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in 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 fbnds 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, Annual Rate or Long 
Term Rate, received by the Trustee, as bond registrar (the “Bond Registrar”), at least one 
Business Day prior to any Record Date. Except as otherwise described below for Bonds held in 
DTC’s book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest payable 
on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any 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. 

The Bonds Are Not Insured 

Upon the conversion of the Bonds to a Long Term Rate Period on the Conversion Date, 
the Municipal Bond Insurance Policy issued by Ambac Assurance Corporation (“Ambac”) with 
respect to the 2000 Series A Bonds on May 19, 2000, the Financial Guaranty Insurance Policy 
issued by Ambac with respect to the 2005 Series A Bonds on April 13, 2005 and the Financial 
Guaranty Insurance Policies issued by Ambac with respect to the 2007 Series A Bonds on April 
26, 2007 will have been irrevocably surrendered and cancelled. The Bonds described in this 
Reoffering Circular are not insured, and holders thereof will have no recourse to, under or 
against any bond insurance policy or bond insurer, including the aforementioned Municipal 
Bond Insurance Policy and Financial Guaranty Insurance Policies issued by Ambac. 

8 



Ratings 

The Company expects that Moody’s Investors Service, Inc. and Standard & Poor’s 
Ratings Services, a division of The McGraw-Hill Companies, Inc. will assign ratings to the 
Bonds of “A2” and “BBBt-”, respectively. Such ratings will reflect only the views of such 
rating agencies. A security rating is not a recoininendation to buy, sell or hold securities, and is 
subject to revision or withdrawal at any time by the rating agency. Any explanation of the 
significance of such ratings may only be obtained from the rating agency furnishing the same. 

These is no assurance that the ratings will be maintained for any given period of time or 
that such ratings will not be revised downward or withdrawn entirely by the rating agency 
fbrnishing the same if, in such agency’s judgment, circumstances so warrant. Any such 
downward revision or withdrawal of a rating or ratings may have an adverse effect on the market 
price of the Bonds. Neither the Issuer nor the Remarketing Agent has undertaken any 
responsibility either to bring to the attention of the owners of the Bonds any proposed revisions, 
suspension or withdrawal of any such rating or to oppose any such revision, suspension or 
withdrawal. 

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 herein 
under “- 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 sticcessor Tender Agent appointed pursuant to the Indenture 
will also be a Paying Agent. 

Rerna rketing Agents 

J.P. Morgan Securities Inc., Morgan Stanley & Co. Incorporated and Goldman, Sachs & 
Co. 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, J.P. Morgan Securities Inc. will serve as sole Remarketing Agent for the 2007 Series 
A Bonds, Morgan Stanley & Co. Incorporated will serve as sole Remarketing Agent for the 2000 
Series A Bonds and Goldman, Sachs & Co. will serve as sole Remarketing Agent for the 2005 
Series A 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 Reinarketing Agent and 
the Company. 
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Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. Certain 
capitalized terms used herein and not otherwise defined will have the meanings set forth in the 
respective Indentures. 

“Annzial Period‘’ means the period beginning on, and including, the Conversion Date to 
the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

“Auction Rate” means, with respect to the 2000 Series A Bonds, the rate of interest to be 
borne by the Bonds during each Dutch Auction Rate Period determined in accordance with the 
2000 Series A Indenture, with respect to the 2005 Series A Bonds, the rate of interest to be borne 
by the Bonds during each ARS Rate Period determined in accordance with the 2005 Series A 
Indenture, and with respect to the 2007 Series A Bonds, the rate of interest to be borne by the 
Bonds during each Auction Rate Period determined in accordance with the 2007 Series A 
Indenture. 

“Aziction Rate Period” means, with respect to the 2000 Series A Bonds, each period 
during which the 2000 Series A Bonds bear interest at a Dutch Auction Rate, with respect to the 
2005 Series A Bonds, each period during which the 2005 Series A Bonds bear interest at an ARS 
Rate, and with respect to the 2007 Series A Bonds, each period during which the 2007 Series A 
Bonds bear interest at an Auction Rate. 

“Benejkial 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. 

“Business 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, with respect to the 
2005 Series A Bonds and the 2007 Series A Bonds, 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 Remarketing Agent are located are 
authorized by law or executive order to close. 

“Conversion” 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. 

“‘Conversion Date” means (i) initially the date of original issuance of the Bonds, and 
thereafter means the date on which any Conversion becomes effective, with respect to the 2000 
Series A Bonds and the 2007 Series A Bonds, or (ii) the date on which the Bonds convert from 
one interest rate period to another interest rate period, with respect to the 2005 Series A Bonds. 
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“DaiZy Rate Period” means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“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, with respect to the 2000 Series A Bonds and the 2007 Series A Bonds, or to 
364 days, with respect to the 2005 Series A Bonds, or such lower maximum number of days as is 
then permitted under the Indenture) determined for such Bond, as provided in the Indenture. 

“Interest Payment Date” means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the first Business Day following the last day of each Flexible Rate 
Period, with respect to the 2000 Series A Bonds, or 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), with respect 
to the 2005 Series A Bonds and the 2007 Series A Bonds, (iii) if the Interest Rate Mode is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, May I and November 1 ,  with 
respect to the 2000 Series A Bonds, February I and August 1, with respect to the 2005 Series A 
Bonds, and June 1 and December 1 ,  with respect to the 2007 Series A 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 such Bond. In any case, the 
final 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 from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on the day iininediately preceding the maturity date of the 
Bonds. 

“Interest Rate Mode” means the Auction Rate, the Flexible Rate, the Daily Rate, the 
Weekly Rate, the Semi-Annual Rate, the Annual Rate and the Long Term Rate, as applicable. 

“Long Term Rate Period’ means any period established by the Company as hereinafter 
set forth under “- Determination of Interest Rates for Interest Rate Modes - L,ong Term Rates 
and Long Term Rate Periods” and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
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Long Term Rate Period, the Conversion to a different Interest Rate Mode or the maturity of the 
Bonds. 

“McUcii:I1nin? Rate” means the lesser of (i) the maximum interest rate permitted by 
applicable law or (ii) IO%, with respect to the 2000 Series A Bonds, 14%, with respect to the 
2005 Series A Bonds, or 1 S%, with respect to the 2007 Series A Bonds. 

“Prevailing Market Conditions” means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross 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 
Remarlteting Agent, in its sole discretion, determine to be relevant. 

“Pzrrchase 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. 

“Senii-Annzml 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 2000 Series A Bonds and the 2005 
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, each Wednesday and ending on, and including, the earliest of the next Tuesday, the 
day preceding the Conversion to a different Interest Rate Mode or the maturity of the Bonds, and 
(ii) with respect to the 2007 Series A 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 Payment Dates); the dates 
on which each interest rate will be determined (Interest Rate Deterniination 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 inay begin on a different date from that specified, which 
date will be the Conversion Date or the date of a change in the Long Term Rate, as applicable); 
the dates on which registered owners inay tender their Bonds for purchase to the Tender Agent 
and the notice 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 - Notice Required for 
Purchases") (Purchase on Demand of Owner; Required Notice); the dates on which Bonds are 
subject to mandatory tender for purchase (Mandatory Purchase Dates); the redemption 
provisions applicable to the Bonds (Redemption); the notice requirements for redemption and 
mandatory tender for purchase (Notices of Redeniption and Mandatoiy Purchases); and the 
manner by which registered owners will receive payments of principal, interest, redemption price 
and purchase price (Manner of Pqyment). 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 

Interest Rate 
Determination Dates 

Interest Rate Periods 

Purchase on Demand of 
Owner; Required Notice’ 

Mandatory Purctiase Dates 

Redemption 

Notices of Redemption and 
Mandatory Puretiases’ 

Manner of Payment’ 

-- 
FLEXIBLE RATE 

With respect to any Bond, the first Business 
Day following the last day for each Flexible 
Rate Period for the 2000 Series A Bonds, or 
the last day of each Flexible Rate Period (or 
if such day is not a Business Day, the next 
succeeding Business Day) for the 2005 
Series A Bonds and the 2007 Series A 
Bonds 

For each Bond, not later than I .OO p in for 
the 2000 Series A Bonds or 12.00 noon for 
the 2005 Series A Bonds and the 2007 
Series A Bonds 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 
for the 2000 Series A Bonds and the 2007 
Series A Bonds, or 364 days for the 2005 
Series A Bonds (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 tlie owner 

Any Conversion Date, and with respect to- 
each Bond, on each Interest Payment Date 
for such Bond 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condemnation which will be 
on an Interest Payment Date) 

No notice of mandatory purchase following 
the end of each Flexible Rate Period; 
otlierwise 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 60 days for the 2000 Series 
A Bonds or 45 days for the 2005 Series A 
Bonds and the 2007 Series A Bonds 

Principal or redemption price upon 
surrender of tlie Bond to the Paying Agent; 
purchase price upon surrender of the Bond 
to the Tender Agent 

- 

- 

DAILY RATE 

The first Business Day of each 
calendar month 

Not later than 9:30 a ni 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 
1O:OO a m on such Business Day 

Any Conversion Date 

Optional, Extraordinary Optional and 
Mandatory at par on any Business 
Day 

- 
Not fewer than 15 days (30 days 
notice of mandatory purchase if 
Conversion to the Semi-Annual, 
Annual or Long Term Rate) or greater 
than 60 days for the 2000 Series A 
Bonds or 45 days for the 2005 Series 
A Bonds and the 2007 Series A Bonds 

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 1O:OO a m  on the first 
day of each Weekly Rate Period or, if 
not a Business Day, on the next 
succeeding Business Day for the 2000 
Series A Bonds, or 4.00 p m on the 
day preceding each Weekly Rate 
Period or, if not a Business Day, on 
the next preceding Business Day for 
the 2005 Series A Bonds and the 2007 
Series A Bonds 

From and including each Wednesday 
to and including the following 
Tuesday for the 2000 Series A Bonds 
and the 2005 Series A Bonds 

From and including each Friday to and 
including the following Thursday for 
the 2007 Series A Bonds 

Any Business Day; by written notice 
to the Tender Agent not later tlian 5:00 
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 
Term Rate) or greater than 60 days for 
the 2000 Series A Bonds or 45 days 
for the 2005 Series A Bonds and the 
2007 Series A Bonds 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent, purchase price upon surrender 
of the Bond to the Tender Agent 

So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory purchases shall be sent to Cede & Co , 
and payments of principal, redemption and purchase price of and interest on the Bonds will be paid tlirough the facilities of DTC See “Summary of the Bonds - 
Book-Entry-Only System” in the forepart to this Reoffering Circular 
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Series A Bonds 2000 Series A Bonds 2000 Series A Bonds, each February 1 

Each February 1 and August I for the 2005 
Series A Bonds 

and August 1 for the 2005 Series A 
~ ~ ~ d ~ ,  or 
for the 2007 Series A Bonds; any 

Each February 1 and Augtlst 1 for the 
2005 Series A Bonds 

J~~~ 1 and December 1 

Each June 1 and December 1 for the 2007 
Series A Bonds 

Interest Rate Periods 

Each June I and December 1 for the 2007 Conversion Date; the day 
Series A Bonds 

the 
end of the initial Long Term Rate Period; 
and the effective date of any change to a 
new Long Term Rate Period 

Purchase on Demand of 
Dwner; Required Notice‘ 

Interest Rate Determination 
Dates 

Term Rate Period I - 
Not later than 12:OO noon for the 2000 Series 
A Bonds or 2:OO p m for the 2005 Series A 
Bonds and the 2007 Series A Bonds on the 
Business Day preceding the first day of the 
Semi-Annual Rate Period 

Not later than 12:OO noon on the Business Not later than 12:OO noon onthe Businex 
Day preceding the first day of the Annual Day preceding the first day of tlie Long 
Rate Period 

Redemption 

Each six-month period from and including 
each May 1 and November 1, each February 1 
and August 1 or each June 1 and December 1 
as applicable, 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. 

I 

Mandatory Purchase Dates Any Conversion Date; the first Business Day 
after the end of each Semi-Annual Rate Period 

--- 
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) 

Votices of Redemptio? and Not fewer than 30 days or greater than 60 days Not fewer than 30 days or greater than 60 Not fewer than 30 days or greater than 6C 
tiandstory Purchases ~~-~ 2005 for the Series 2000 A Series Bonds A and Bonds the or 2007 45 days Series for A the days days for for the the 2000 2005 Series Series A A Bonds Bonds or and 45 the days days for for tlie the 2000 2005 Series Series A A Bonds Bonds and or 45 the 

2007 Series A Bonds 2007 Series A Bonds 

Each period from and including the 
Conversion Date to the Annual Rate to 
and including the day immediately 
preceding the second Interest Payment 
Date thereafter and each successive 
twelve month period thereafter 

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, to and including the day 
iininediately preceding the last Interest 
Payment Date for that period 

On the final interest Payment Date for the On the final Interest Payment Date for the 
Annual Rate Period; by written notice to Long Tenn Rate Period, by written notice 
the Tender Agent on any Business Day to the Tender Agent on a Business Day 
not later than the fifteenth day prior to the not later than the fifteenth day prior to the 
Purchase Date Purchase Date 

Any Conversion Date, the first Business 
Day after tlie end of each Annual Rate 
Period 

Any Conversion Date, the first Business 
Day after the end of each Long Term 
Rate Period; tlie effective date o f a  
change of Long Temi Rate Period 

Optional at times and prices dependent 
on the length of tlie Long Term Rate 
Period; Extraordinary Optional and 
Mandatory at par, on any Business Day 

Optional at par on the final Interest 
Payment Date; Extraordinary Optional 
and Mandatory at par, on any Business 
Day 

Manner of Payment’ 

So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory purchases shall be sent to Cede & Co , 
and payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities of DTC See “Summary of the Bonds - 
Book-Entry-Only System” in the forepart to this Reoffering Circular 

Principal or redemption price upon surrender Principal or redemption price upon 
ofthe Bond to the Paying Agent; interest by surrender ofthe Bond to the Paying 
check mailed to the registered owners or, upon Agent, interest by check mailed to the 
request of registered owner, of $1,000,000 or registered owners or, upon request of 
more of an individual issue of Bonds, in registered owner, of $1,000,000 or more 
iinmediately available funds; purchase price of an individual issue of Bonds, in 
upon surrender of the Bond to the Tender immediately available funds, purchase 
Agent price upon surrender of the Bond to the 

Tender Agent Tender Agent 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent, interest by check inailed 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 the 
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Determination of Interest Rates for Interest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9:30 a.m. (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 Remarlteting 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 Remarketing 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 immediately 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 10:OO a.m. (New York City time) on the first day of such Weekly Rate 
Period or, if not a Business Day, on the next succeeding Business Day, with respect to the 2000 
Series A Bonds, or no later than 4:00 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, 
with respect to the 2005 Series A Bonds and the 2007 Series A Bonds, as the minimum rate of 
interest necessary, in the judgment of the Remarlteting 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 1 :00 p.m., with respect to the 2000 Series A 
Bonds, or 12:00 noon, with respect to the 2005 Series A Bonds and the 2007 Series A Bonds 
(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 Remarlteting 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 Remarlteting 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 from 
one day to 270 days with respect to the 2000 Series A Bonds and the 2007 Series A Bonds or 
364 days with respect to the 2005 Series A Bonds 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. 

Senzi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 12:00 noon for the 2000 Series A Bonds or 2:00 p.m. for 
the 2005 Series A Bonds and the 2007 Series A Bonds (New York City time) on the Business 
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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 Bonds on such first 
day at a price equal to the principal amount thereof. 

Annzial 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. 

Auction 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 Bond Indenture. 

Long Term Rates and Long 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 initial Long Term Rate Period will be 
three years (with the initial period ending November 30, 201 I )  for the 2000 Series A Bonds, five 
years (with the initial period ending December 1, 2013) for the 2005 Series A Bonds and four 
years (with the initial period ending December 2, 2012) for the 2007 Series A 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 commences on a date other than a May I or November 1 (2000 Series A 
Bonds), a February I or August 1 (2005 Series A Bonds) or a June I or December 1 (2007 Series 
A 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 fiill 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 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. 
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Change of Long Tern1 Rate Period. The Company may change from one Lmng Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under “- Redemptions - Optional Redemption” 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion 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 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 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 Chanae ofLong Tern? Rate Period. The Bond Registrar will notify 
each registered owner of the change of Long Term Rate Period by first class mail at least 30 days 
in the case of a change in the Long Term Rate Period but not more than 45 days before each 
effective date of a change in the L,ong Term Rate Period with respect to the 2005 Series A Bonds 
and the 2007 Series A Bonds, or not more than 60 days before each effective date of a change in 
the Long Term Rate Period, with respect to the 2000 Series A Bonds. The notice will state those 
matters required to be set forth therein under the Indenture. 

Failure to Deternzine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described above under “- Change of Long 
Term Rate Period” and below under “- 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 
Long Term Rate Period or any Conversion from the then applicable Interest Rate Mode. 
Notwithstanding the foregoing, if for any reason the interest rate for a Bond bearing interest at a 
Flexible Rate is not determined by the Remarketing Agent, the interest rate for such Bond for the 
next succeeding Interest Period will be equal to The Bond Market Association Municipal Swap 
IndexTM (the “Municipal Index”) as defined in the Indenture and the Interest Period for such 
Bond will extend through the day preceding the next Business Day, until the Trustee is notified 
of a new Flexible Rate and Flexible Rate Period determined for such Bond by the Remarketing 
Agent. 



Conversion of Interest Rate Modes 

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, for the 2005 Series A Bonds and the 2007 Series A Bonds, a Conversion 
from the Daily Rate Period to the Weekly Rate Period or from the Weekly Rate Period to the 
Daily Rate Period. 

Liiiiitations on Conversion. Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see “- Redemptions - Optional 
Redemption” below); provided that any Conversion from the Daily Rate Period to a Weekly Rate 
Period or from the Weekly Rate Period to the Daily Rate Period must be on a Wednesday for the 
2000 Series A Bonds and the 2005 Series A Bonds or a Friday for the 2007 Series A Bonds and, 
if the Conversion is to or from an Auction Rate Period, the Conversion Date must 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 inust 
be a Business Day; (iii) if the Conversion is from the Flexible Rate, (a) the Conversion Date may 
be no earlier than the latest Interest Payment Date established prior to the giving of notice to the 
Remarketing Agent of such proposed Conversion and (b) no further Interest Payment Date may 
be established while the Interest Rate Mode is then the Flexible Rate if such Interest Payment 
Date would occur after the effective date of that Conversion; and (iv) after a determination is 
made requiring mandatory redemption of all Bonds pursuant to the Indenture (see “- 

Redemptions” below), no change in the Interest Rate Mode may be made prior to such 
mandatory redemption. 

Notice to Owners of Conversion of Interest Rate Mode. The Bond Registrar will notify 
each registered owner of the Conversion by first class mail at least 15 days (30 days in the case 
of Conversion from or to the Semi-Annual Rate, the Annual Rate or a Long Term Rate) but not 
more than 45 days before each Conversion Date, with respect to the 2005 Series A Bonds and the 
2007 Series A Bonds, or not more than 60 days before each Conversion Date, with respect to the 
2000 Series A Bonds. The notice will state those matters required to be set forth therein under 
the Indenture. 

Cancellation of. Conversion of‘ Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has tiot determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice froin Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds will 
automatically be converted to the Weekly Rate (with the first period adjusted in length so that the 
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last day of such period will be a Tuesday for the 2000 Series A Bonds and the 2005 Series A 
Bonds and a Thursday for the 2007 Series A Bonds) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Bond Registrar, the Tender Agent, the Company and the Reinarketing Agent, an 
opinion of Bond Counsel to the effect that determining the interest rate to be borne by the Bonds 
at a Weekly Rate is authorized or permitted by the Act and is authorized under the Indenture and 
will not adversely affect the exclusion from gross income of interest on the Bonds for federal 
income tax purposes. If such opinion is not delivered on the failed Conversion Date, the Bonds 
will bear interest for a Rate Period of the same type and of substantially the same length as the 
Rate Period in effect prior to the failed Conversion Date at a rate of interest 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, with respect to the 2000 Series A Bonds and the 
2007 Series A Bonds, 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 herein, any mandatory purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase may be made by 
Beneficial Owners only through such Beneficial Owner’s Direct Participant (as defined under the 
caption “- Book-Entry-Only System” 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 irninediately confirmed in 
writing for the 2005 Series A Bonds and the 2007 Series A Bonds) to the Tender Agent at its 
principal office not later than 10:00 a.m. (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. 

Semi-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. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Payment Date 
for such Annual Rate Period at a purchase price equal to the principal amount thereof upon 
written notice to the Tender Agent at its principal office on a Business Day not later than the 
fifteenth day prior to such Purchase Date. 

Long Tern? 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. 

Limitations on Pzrrchases on Demand of Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denoinination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on or purchase price of the Bonds has occurred and is 
continuing. When the Interest Rate Mode is in the Long Term Rate, the Bonds will not be 
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 Long 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 Remired-for Pzrrchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of the Bonds must (A) be delivered by the time and dates 
specified above, (R) state the number arid principal amount (or portion thereof) of such Bond to 
be purchased, (C) state the Purchase Date on which such Bond is to be purchased and 
(D) irrevocably request such purchase and state that the owner agrees to deliver such Bond, duly 
endorsed in blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 
11:OO a.m. (New York City time) on such Purchase Date (1:OO p.m. if a tender during a Daily 
Rate Period and I2:OO noon if a tender during a Weekly Rate Period). 

Mandatory Purchases of Bonds 

Mandatow Pzirchase on All Conversion Dates or Change b.v the Conipanv in the Long 
Term 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 (A) on each Conversion Date and (B) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
if the change in Long Term Rate Period or the Conversion is canceled pursuant to the Indenture. 

21 



Mandatory Purchase on Each Interest Payment Date for Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, 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. 

Mandatory Purchase on D q  afier End of the Semi-Annual Rate Period, the Annual Rate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. Following 
the end of the initial Long Term Rate Period, the Bonds will be subject to mandatory purchase on 
December 1 , 201 1 , with respect to the 2000 Series A Bonds, on December 2, 2013, with respect 
to the 200.5 Series A Bonds, and on December 3,2012, with respect to the 2007 Series A Bonds. 

Notice to Owners of Mandatow Purchases on a Conversion Date or UPOM Change in 
Long Tern? Rate Period. Notice to owners of a mandatory purchase of 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 by first class mail at 
least 15 days (30 days in the case of Conversion fiom 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, or 20 days in the case of Conversion from the Auction Rate for 2005 Series A Bonds) but 
not inore than 45 days, with respect to the 200.5 Series A Bonds and the 2007 Series A Bonds, or 
60 days, with respect to the 2000 Series A Bonds, 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 to be set forth 
therein under the Indenture. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its commercially 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 reinarketed 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 
far 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 
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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 amounts determined by it to be sufficient to rneet 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. 

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 f h d s  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 
purchase will riot be deemed to be an Event of Default under the Indenture if sufficient flinds 
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:OO p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to I1 :OO a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Business Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept delivery of any Bond for which an instrument of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender 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 
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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 swh 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. 

(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 Commencement of 
Period (Years) Redemption Period 

2000 Series A Bonds: 
More than or equal to 1 1 
years 

First Interest Payment Date 
on or after the tenth 
anniversary of 
commencement of Long 
Term Rate Period 

Less than 11 years Non-callable 

2005 Series A Bonds: 
More than or equal to 1 1  
years 

First Interest Payment Date 
on or after the tenth 
anniversary of 
commencement of Long 
Term Rate Period 

Less than 10 years Non-callable 

Redemption Price as 
Percentage of Principal ~ 

101%, declining by 1% on 
the next succeeding 
anniversary of the 
redemption period and 
thereafter 100% 

Non-cal lable 

100% 

Non-callable 

2007 Series A Bonds: 
More than or equal to 10 
years 

First Interest Payment Date 100% 
on or after the tenth 
anniversary of 
commencement of Long 
Term Rate Period 

Less than 10 years 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 Remarketing Agent in their judgment. Any such revision of the redemption periods and 
redemption prices will not be considered an amendment or a supplement to the Indenture and 
will not require the consent of any Bondholder or any other person or entity. 
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Extraordinaw Optional Redenytion 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 L,oan 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 Coinpany after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Loan 
Agreement, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
Connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render 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 
Coinpany, 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 
related 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 (a) clean air or other air and water pollution control 
requirements or solid waste disposal requirements, with respect to the 2000 Series A 
Project, (b) clean air or other air pollution control requirements, with respect to the 2005 
Series A Project or (c) solid waste abatement, control and disposal requirements with 
respect to the 2007 Series A Project, 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 LJnited 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 related Project is located to such extent that the 

26 



Company will be prevented from carrying on its normal operations at such generating 
station for a period of six months. 

Extraordinaw Optional Redemption 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 “Suminary 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 Redemption; Determination of Taxabilip. 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 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 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 
coininenceinent 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 minimum or indirect taxes. All of the Bonds are required to be 
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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 
representations in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 

General Redemption Term.  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 ( I  5 days if the Interest Rate 
Mode for the Bonds is the Auction Rate, Flexible Rate, Daily Rate or Weekly Rate) but not more 
than 4.5 days, with respect to the 2005 Series A Bonds and the 2007 Series A Bonds, or not more 
than 60 days, with respect to the 2000 Series A Bonds, 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 further interest will accrue on the 
principal of any Bond called for redemption after the redemption date if fbnds sufficient for such 
redemption have been deposited with the Paying Agent as of the redemption date. With respect 
to the 2005 Series A Bonds and the 2007 Series A 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 fill1 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. 
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Book-Entry-Only System 

Portions of the following inforniation concerning DTC and DTCs book-entry-only 
system have been obtained from DTC. The Issuer, the Company and the Underwriters niake no 
representation as to the accuracy of such inforniation. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only form to be held under DTC’s book-entry-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One 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 Law, a member of the Federal Reserve System, a ‘‘clearing corporation” within the 
meaning of the New York Uniform Commercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 (the 
“Exchange Act”). DTC holds and provides asset servicing for over 2.2 million issues of 1J.S. 
and non-U.S. equity, corporate and municipal debt issues, and money market instruments from 
over 100 countries that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also 
facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants’ accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both U.S. and non-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 (NSCC, 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 US. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
either directly or indirectly (“Indirect Participants” and, together with “Direct Participants,” 
“Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

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

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

Conveyance of notices and other communications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to 
Beneficial Owners will be governed by arrangements among them, 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 mails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to 
credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding detail 
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 custoinary 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 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 
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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, rnay decide to discontinue use of the 
system of book-entry-only transfers through DTC (or a successor securities depository for the 
Bonds). IJnder such circumstances, in the event that a successor securities depository is not 
obtained, bond certificates are required to be printed and delivered as described in the Indenture 
(see “- Book-Entry-Only System - Revision of Book-Entry-Only System; Replacement 
Bonds” below). The Beneficial Owner, upon registration of certificates held in the Beneficial 
Owner’s name, will become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not inearl 
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 
sLiccessor 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 Reoffering 
Circular. 

THE ISSUER, THE COMPANY, THE IPNDERWRITERS AND THE TRUSTEE WILL 
HAVE NO RESPONSIBILITY OR OBLJGATION TO ANY DIRECT PARTICIPANT, 
INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY OTHER PERSON 
NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING A 
REGISTERED OWNER WITH RESPECT TO: (1) THE ACCIJRACY OF ANY RECORDS 
MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT; 
(2) THE PAYMENT OF ANY AMOUNT DIJE 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 IJNDER THE TERMS OF THE 
INDENTIJRE; (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-Entv-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 following provisions 
will apply. The Bonds may be issued in denominations of $50,000 and integral multiples thereof 
with respect to the 2000 Series A Bonds or $25,000 and integral multiples thereof with respect to 
the 2005 Series A Bonds and the 2007 Series A Bonds, if the Interest Rate Mode is the Auction 
Rate; in denominations of $5,000 and integral multiples thereof, if the Interest Rate Mode is the 
Annual Rate or the Long Term Rate or, with respect to the 2005 Series A Bonds and the 2007 
Series A Bonds, the Semi-Annual Rate; in denominations of $100,000 and integral multiples of 
$5,000 in excess thereof, if the Interest Rate Mode is the Flexible Rate; and in denominations of 
$100,000 and integral multiples thereof, if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate or, with respect to the 2000 Series A Bonds, the Semi-Annual 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 under “- Purchases of Bonds on Demand of Owner” and “- Mandatory 
Purchases of Bonds.” Registration of transfers and exchanges will be made without charge to the 
owners of Bonds, except that the Bond Registrar may require any owner requesting registration 
of transfer or exchange to pay any required tax or governmental charge. 
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Security; Limitation on Liens 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer’s interest in and to the Loan Agreement and 
all payments to be made pursuant thereto (other than certain 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 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 hnds are not otherwise available therefor under the provisions of the Indenture. 

The Bonds are unsecured general obligations of the Company, ranking on a parity with 
the Company’s obligations under the Loan Agreement to make payments on the Bonds. 

In the Loan Agreements related to the 2005 Series A Bonds and the 2007 Series A Bonds, 
the Company covenants that it will not, so long as any of such Bonds are outstanding, 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 

e any extension, renewal or replacement (or successive extensions, renewals or 
replacements) of any mortgage referred to in the three clauses listed above, so 
long as the principal amount of indebtedness secured under this clause and 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 permit 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. 
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Summary of the Loan Agreements 

The following, in addition to the provisions contained elsewhere in this Reoflering 
Circular, is a brief descrbtion of certain provisions of the Loan Agreements. This descrbtion is 
only a szrniniary and does not purport to be coniplete and dejhitive. Reference is made to the 
Loan Agreements for the detailedprovisions thereo$ 

General 

The Loan Agreements initially commenced as of their initial dates and are amended and 
restated as of September 1 , 2008 and will end on the earliest to occur of the maturity date of the 
applicable series of the Bonds, or the date on which all of the applicable series of the Bonds shall 
have been fully paid or provision has been made for such payment pursuant to the 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 (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, the Tender Agent and the Paying Agent and all other ainounts 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 rernarketed 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 “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 
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 

With respect to the 2005 Series A Bonds and the 2007 Series A Bonds, 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 2000 Series A 
Project as air and water pollution control and abatement facilities under Section 103(b)(4)(E) of 
the Code and the Act and the 2005 Series A Project and the 2007 Series A Project as air 
pollution control and abatement facilities under Section 103(b)(4)(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 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/or Section 
103(b)(4)(F), as the case may be, 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 - Extraordinary Optional Redemption in Whole or in 
Part.” 



Insurance 

The Company will insure the Project in a manner consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company’s assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America, 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 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 froin 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 and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see “Summary of the Indentures - 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 banltruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; or 
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(4) 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) with respect to the 2007 Series A Loan Agreement, 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. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Issuer or 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 amounts then due and thereafter to 
become due, or to enforce performance and observance of any obligation, agreement or covenant 
of the Company, under the Loan Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
in accordance with the Indenture or, if the Bonds have been fiilly paid (or provision for payment 
thereof has been made in accordance with the Indenture) and all other liabilities of the Company 
accrued under 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,” “- 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 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 
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(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan 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 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 Indentures - 
Supplemental Indentures.” 

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 Indentures. This descr8tion is only a 
suniniary and does not purport to be complete and definitive. Reference is made to the Indenture 
for the detailedprovisions thereoJ 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including payments and other amounts due the Issuer thereunder, 
together with all moneys, property and securities from time to time held by the Trustee under the 
Indenture (with certain exceptions, including moneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the L,oan 
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 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. 

TheRondFund 

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, 
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 moneys held in the Bond Fund are invested by the 
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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 shall receive an opinion of Bond Counsel that 
such failure to comply will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds 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 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 firnds 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 

Each of the following events constitutes an “Event of Defaultyy under the Indenture: 

(a) Failure to inalte payment of any installment of interest on any Bond, (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day 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 
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 shall have 
occurred in respect of failure to receive such purchase price for any Bond if the Company 
shall have made the payment on the next Business Day as described in the last paragraph 
under “Summary of the Bonds - Remarketing and Purchase of Bonds” above; 

(c) Failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
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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; or 

(d) The occurrence of an “event of default” under the Loan Agreement (see 
“Summary of the Loan Agreements - Events of Default”). 

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 shall: (i) declare the principal of all Bonds and interest accrued thereon to be 
iinmediately 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. 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. 

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, with respect to the 2007 Series A Bonds, the 
payment of any sums due and payable to the lJnited 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 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 
tiine after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, f h d s  and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

No default under paragraph (c) above shall constitute an Event of Default until actual 
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 
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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, with respect to the 2007 Series A Bonds, 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 shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
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 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 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) 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 permit the 
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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 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 Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. 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  pm., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreements or the Indentures are in many respects dependent upon judicial 
actions which are often subject to discretion and delay. lJnder existing constitutional and 
statutory law and judicial decisions, the remedies specified by the Loan Agreements or the 
Indentures 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. 
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Reoffering 

Subject to the t e rm and conditions of the Reinarketing and Bond Purchase Agreement 
dated as of November 19, 2008 (the “Remarketing Agreement”), between the Company and J.P. 
Morgan Securities Inc., 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 November 25, 2008, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $467,500, 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. 

Tax Treatment 

On each of May 19, 2000, the date of original issuance and delivery of the 2000 Series A 
Bonds, April 13, 2005, the date of original issuance and delivery of the 2005 Series A Bonds, 
and April 26, 2007, the date of original issuance and delivery of the 2007 Series A Bonds, Bond 
Counsel delivered its opinions stating that under existing law, including current statutes, 
regulations, administrative rulings and official interpretations, subject to the qualifications and 
exceptions set forth below, interest on the Bonds would be excluded from the gross income of 
the recipients thereof for federal income tax purposes, except that no opinion would be expressed 
regarding such exclusion 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 minilnuin taxable income for individuals and corporations 
under the Code. Bond Counsel further opined that, subject to the assumptions stated in the 
preceding sentence, (i) interest on the Bonds would be excluded 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, with respect to the 
2000 Series A Bonds and the 2007 Series A Bonds, or to the Fixed Rate, with respect to the 2005 
Series A Bonds, to maturity (i) is authorized or permitted by Sections 103.200 to 103.285, 
inclusive, of the Kentucky Revised Statutes (the “Act”) and the Indenture and (ii) will not 
adversely affect the validity of the Bonds or any exclusion 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 
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within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently veri@ the accuracy of the certifications and representations made 
by the Company and the Issuer. On the date of the applicable opinions and subsequent to the 
original delivery of the 2000 Series A Bonds on May 19, 2000, the 2005 Series A Bonds on 
April 13, 2005 and the 2007 Series A 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 froin 
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 froin gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could cause the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded from gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

The opinion of Bond Counsel as to the exclusion of interest on the Bonds from gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) 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. 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. 
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(b) The Code also provides that passive investment income, including interest 
on the Bonds, may be subject to taxation for any S corporation with Subchapter C 
earnings and profits at the close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel expressed no opinion as to any federal or 
Kentucky tax consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
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 fhrther 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 inarket value of the Bonds. It cannot be predicted whether or in what forin any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinions of Bond Counsel relating to conversion of the Bonds in substantially the 
forins in which they are expected to be delivered on the Conversion Date, redated to the 
Conversion Date, are attached as Appendices B-4 through B-6. 

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 L,LP, Chicago, Illinois, will pass 
upon certain legal matters for the Initial Co-Remarketing Agents. 
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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 I Sc2-I 2 (the “Rule”) proinulgated by the SEC under 
the Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the 
Issuer will not provide any continuing disclosure 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 has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the “Continuing Disclosure Agreement”) to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. IJnder its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository (‘“NRMSIR’), recognized by the SEC pursuant to the 
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 Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company’s fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemalting 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 circumstances that 
arises froin 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 
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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 and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

LOUISVILLE GAS AND ELECTRIC 
COMPANY 

By: /s/ Daniel K. Arbouah 
Daniel K. Arbough 
Treasurer 
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Appendix A 

Louisville Gas and Electric Company - 
Financial Statements and Additional Information 

A- 1 



This Appendix A includes the Selected Financial Data presented below, as well as the (i) 
Financial Statements and Additional Infornzation ([Jnatidited) As of September 30, 2008 and 
December 31, 2007 and for the three-month and nine-month periods ended September 30, 2008 
and 2007 (the “Quarterly Report’y and (ii) Financial Statements and Additional Information As 
of December 31, 2007 and 2006 (the “Annual Report ’7. 

The infornintion contained in this Appendix A relates to and has been obtainedfiom Louisville 
Gas and Electric Company (“LG&E”) andfrom other sources as shown herein. The delivery of 
the Reoffering Circular shall not create any implication that there has been no change in the 
affairs ofLG&E since the date hereox or that the infornzation contained or incorporated by 
reference in this Appendix A is correct at any time subsequent to its date. 

Louisville Gas and Electric Company 

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. As of September 30,2008, LG&E provided natural gas to approximately 324,000 
customers and electricity to approximately 402,000 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 emissions, produce most of LG&E’s electricity. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fiieled 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 E.ON 1J.S. LLC, formerly known as LG&E Energy LLC. 
E.ON U.S. LLC is an indirect wholly-owned subsidiary of E.ON AG, a German corporation, 
making LG&E an indirect wholly-owned subsidiary of E.ON AG. LG&E’s affiliate, Kentucky 
Utilities Company, 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 

Twelve 
Months Ended 
September 30, 

Years Ended December 3 1 , 

(in millions) 2008 ( 1 )  2007 2006 2005 2004 2003 

Operating Revenues $1,370 $1,286 $1,338 $1,424 $1,173 $1,094 

Net operating income $ 187 $ 230 $ 223 $ 230 $ 185 $ 179 

Net income $ 92 $ 120 $ 117 $ 129 $ 96 $ 91 

Total assets $3,411 $3,3 I3 $3,184 $3,146 $2,967 $2,882 

Long-term obligations 
(including ainounts 
due within one year) $ 750 $ 984 $ 820 $ 821 $ 872 $ 798 

Ratio of Earnings to 
Fixed Charges (2) 3 . 5 0 ~  4.47x 5 . 1 6 ~  6.1 lx  5 . 3 8 ~  5.49x 

Capitalization: 

Long-Term Debt 

Common Equity 

Total Capitalization 

September 30, Yo of 
2008 Capitalization 

$ 630 34.50% 

1,196 65.50% 

$1,826 100.00% 

(1 )  The figures listed in the column titled “12 Months Ended September 30,2008’’ were calculated by 
subtracting from the 12 months ended December 31,2007 financial statements, the amounts from financial 
statements for the nine months ended September 30,2007, and then adding the amounts from financial 
statements for the nine months ended September 30,2008. 

For purposes of this ratio, “Earnings” consist of the aggregate of Income Before 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) 

Management’s Discussion and Analysis in the Quarterly Report and the Annual Report, as well 
as the Notes to Financial Statements as of December 3 1,2007 and 2006 and the Notes to 
Financial Statements (Unaudited) As of September 30,2008 and December 3 1 , 2007 and for the 
three-month and nine-month periods ended September 30,2008 and 2007 should be read in 
conjunction with the above information. 

3 



Louisville Gas and Electric Company 

Financial Statements and Additional Information 
(Unaudited) 

As ofSeptember 30, 2008 and December 31, 2007 
and for the three-month and nine-month periods ended 

September 30, 2008 and 2007 
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Financial Statements (Unaudited) 

Louisville Gas and Electric Company 
Statements of Income 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 
g& 

OPERATING REVENUES: 
Electric .................................................................... $ 283 
Gas .......................................................................... 47 

Total operating revenues .................................... 330 

OPERATING EXPENSES: 
Fuel for electric generation ..................................... 
Power purchased ..................................................... 27 
Gas supply expenses ............................................... 34 
Other operation and maintenance expenses ............ 

94 

90 
Depreciation and amortization ................................ 32 

Total operating expenses .................................... 277 

OPERATING INCOME ......................................... 53 

( 5 )  
4 
8 

46 

................................. Other expense (income) - net 
Interest expense (Notes 3,  5 and 6) ......................... 
Interest expense to affiliated companies (Note 9) ... 
INCOME BEFORE INCOME TAXES .................. 
Federal and state income taxes (Note 5 )  ................. 13 

NET INCOME ........................................................ U 

$ 270 $ 747 
36 - 295 

306 1.042 

89 253 
17 73 
23 228 
67 249 
31 ____ 9s 

227 898 

79 144 

2007 

$ 718 
240 
95 8 

245 
60 

171 
20 1 
94 

77 1 

187 

22 
1s 

1 so 
49 

$i==iua 
The accompanying notes are an integral part of these financial statements. 



Louisville Gas and Electric Company 
Statements of Retained Earnings 

(Unaudited) 
(Millions of $) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2008 2007 2 0 0 8 -  2007 

Balance at beginning of period ................ $ 690 $ 625 $ 690 $ 639 
Net income ............................................... 33 45 73 101 

Preferred stock buyback ........................... - - L O  
Subtotal ............................................... 723 670 763 73 6 - -  

Cash dividends declared on stock 
Cumulative preferred ............................... 1 

................................................... 40 65 Common -- - - 
............................................... 40 66 Subtotal -- - - 

Balance at end of period .......................... $~.-723 $.,AZ!Q li==Z&l- 
The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Balance Sheets 

(Unaudited) 
(Millions of $) 

ASSETS September 30. 

Current assets: 

Restricted cash ............................................................................ 9 

165 

2008 

Cash and cash equivalents .......................................................... $ 4 

Accounts receivable - less reserves of $2 inillion 

Materials and supplies: 
as of September 30, 2008 and December 3 1, 2007 ................ 

Fuel (predominantly coal) .................................................... 35 
Gas stored underground ......................................................... 127 
Other materials and supplies ................................................. 32 

5 
Total current assets ................................................................ 377 

Prepayments and other current assets ......................................... 

Utility plant: 
At original cost ........................................................................... 
Less: reserve for depreciation .................................................... 

4, 465 
1.691 

Net utility plant ...................................................................... 2.774 
. .  

Deferred debits and other assets: 
Restricted cash 13 

Regulatory assets (Note 2): 

............................................................................ 
Prepaid pension assets ................................................................ 15 

Pension and postretirement benefits ...................................... 109 
Other ...................................................................................... 1 17 

Other assets 6 
Total deferred debits arid other assets ................................... 260 

................................................................................ 

Total assets ................................................................................. &&&l..l 

December 3 1. 
- 2007 

$ 4  
7 

189 

46 
81 
31 
13 

371 

4, 319 
1.619 
2. 700 

12 
14 

110 
94 
12 

242 

$zL13 

The accompanying nates are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
Balance Sheets (cant.) 

(Unaudited) 
(Millions of $) 

LIABILITIES AND EQUITY September 30, 
2008 

Current liabilities: 
Current portion of long-term debt (Note 6) ...................................... $ 120 

345 
Accounts payable .............................................................................. 109 
Accounts payable to affiliated companies (Note 9) .......................... 38 

Notes payable to affiliated companies (Notes 6 and 9) .................... 

Customer deposits ............................................................................. 21 
Property taxes .................................................................................... 13 
Other current liabilities ..................................................................... 29 

Total current liabilities ................................................................. 675 

December 3 1, 
2007 

$ 120 
78 

111 
57 
19 
10 
24 

419 

Long-term debt: 

Long-term debt to affiliated company (Notes 6 and 9) ..................... 
Long-term debt (Note 6) ................................................................... 195 454 

43 5 410 
Total long-term debt .................................................................... 630 864 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 5) ................................... 
Accumulated provision for pensions and related benefits (Note 4) .. 
Investment tax credit (Note 5) .......................................................... 
Asset retirement obligation ............................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ............................... 
Deferred income taxes - net ......................................................... 
Gas supply adjustment and other ................................................. 

Long-term derivative liability ........................................................... 
Other liabilities .................................................................................. 

Total deferred credits and other liabilities ................................... 

360 
100 
49 
31 

248 
47 
28 
24 
23 

910 

342 
94 
46 
30 

24 1 
50 
19 
22 
25 

869 

Coininon equity: 
Common stock, without par value - 

Authorized 75,000,000 shares, outstanding 2 1,294,223 shares ... 424 424 
Additional paid-in capital ................................................................. 60 60 

Retained earnings .............................................................................. 723 690 
Total common equity ................................................................... 1.196 1,161 

Accumulated other coinprehensive loss ............................................ (1 1) (13) 

Total liabilities and equity ................................................................ W $3.313 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(Unaudited) 
(Millions of $) 

For the Nine Months Ended 
September 30. 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................................................................. 
Items not requiring cash currently: 

Depreciation arid amortization ....................................................... 
Deferred incoine taxes . net .......................................................... 
Investment tax credit . net ............................................................. 
Gain from disposal of assets .......................................................... 
Other .............................................................................................. 

Accounts receivable ....................................................................... 
Material and supplies ..................................................................... 
Accounts payable ........................................................................... 
Other current liabilities .................................................................. 

Pension funding ..................................................................................... 
Fuel adjustment clause receivable, net ................................................... 
Gas supply clause receivable. net .......................................................... 
Other ...................................................................................................... 

Net cash provided by operating activities ...................................... 

Changes in current assets and liabilities: 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ..................................................................... 
Asset transferred to affiliate (Note 9) .................................................... 
Proceeds from sale of asset .................................................................... 
Long-term derivative liability (non-hedging) (Note 3) .......................... 

Net cash used for investing activities ............................................. 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Long-term borrowings fiom affiliated company (Note 6) ..................... 
Short-term borrowhgs from affiliated company . net (Note 6) ............. 

Retirement of first mortgage bonds ....................................................... 

Retirement of preferred stock ................................................................ 

Change in restricted cash ....................................................................... 

Net cash provided by (used for) financing activities ..................... 

Reacquired bonds ................................................................................... 

Issuance of pollution control bonds ....................................................... 

Payment of dividends ............................................................................. 

Long-term derivative liability (hedging) (Note 3 )  ................................. 

CHANGE IN CASH AND CASH EQUIVALENTS ................................. 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ..... 

CASH AND CASH EQUIVALENTS AT END OF PElUOD ................... 
The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
statements of Comprehensive Income 

(Unaudited) 
(Millions of $) 

Three Months Nine Months 

- 2008 2007 2008 2007 
Ended September 30, Ended September 30, 

Net income.. ............................................ $ 33 $ 4s $ 73 $ 101 

Gain/(loss) on derivative instruments arid hedging 
activities - net of tax expense/(benefit) of less 
than $1 million and $ ( 3 )  million in the three 
months ended September 30, 2008 and 2007, re- 
spectively, and $1 million in the nine months 

.. elided September 30,2008 and 2007, (Note 3). : (4)- 2 1 

Comprehensive income ................................ u u u  $..AI2 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Notes to Financial Statements 

(1Jnaudited) 

Note 1 - General 

The unaudited financial statements include the accounts of the Company. LG&E’s common 
stock is wholly-owned by E.ON {J.S., an indirect wholly-owned subsidiary of E.ON. In the 
opinion of management, the unaudited interim financial statements include all adjustments, 
consisting only of normal recurring adjustments, necessary for a fair statement of financial 
position, results of operations, retained earnings, comprehensive income and cash flows for the 
periods indicated. Certain information and footnote disclosures normally included in financial 
statements prepared in accordance with generally accepted accounting principles have been 
condensed or omitted. These unaudited financial statements and notes should be read in 
conjunction with the Company’s financial statements and additional information for the year 
ended December 3 1, 2007, including the audited financial statements and notes therein. 

Certain reclassification entries have been made to the previous years’ financial statements to 
conform to the 2008 presentation with no impact on net assets, liabilities and capitalization or 
previously reported net income and cash flows. 

RECENT ACCOUNTING PRONOUNCEMENTS 

-. SFAS No. 161 

In March 2008, the FASB issued SFAS No. 16 1, Disclosures about Derivative Instriinients and 
Hedging Activities, an amendment of FASB Statement No. 133, which is effective for fiscal 
years, and interim periods within those fiscal years, beginning on or after November 15,2008. 
The objective of this statement is to enhance the current disclosure framework in SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities, as amended. The Company is 
currently evaluating the impact of adoption of SFAS No. 161 on its statements of operations, 
financial position and cash flows. 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated 
Financial Statements, which is effective for fiscal years, and interim periods within those fiscal 
years, beginning on or after December 15, 2008. The objective of this statement is to improve the 
relevance, comparability and transparency of financial information in a reporting entity’s 
consolidated financial statements. The Company expects the adoption of SFAS No. 160 to have 
no impact on its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Optionfor Financial Assets 
and Financial Liabilities - Inchding an Aniendnient of FASB Statement No. 115. SFAS No. 159 
permits entities to choose to measure many financial instruments and certain other assets and 
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liabilities at fair value on an instrument-by-instrument basis (the fair value option). IJnrealized 
gains and losses on items for which the fair value option has been elected are to be recognized in 
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning 
after November 15, 2007. SFAS No. 159 was adopted effective January 1,2008 and the 
Company elected not to fair value its eligible financial assets and liabilities. 

SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measzirenzents, which, except 
as described below, is effective for fiscal years beginning after November 15,2007. This 
statement defines fair value, establishes a framework for measuring fair value in generally 
accepted accounting principles and expands disclosures about fair value measurements. SFAS 
No. 157 does not expand the application of fair value accounting to new circumstances. In 
February 2008, the FASB issued FASB Staff Position 157-2, Effective Date of FASB Statenient 
No. 157, which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements 
on a recurring basis (at least annually), to fiscal years beginning after November 15,2008, and 
interim periods within those fiscal years. All other amendments related to SFAS No. 157 have 
been evaluated and have no impact on the Company’s financial statements. SFAS No. 157 was 
adopted effective January I ,  2008, except as it applies to those nonfinancial assets and liabilities, 
and had no impact on the statements of operations, financial position and cash flows, however, 
additional disclosures relating to its financial derivatives and AROs, as required, are now 
provided. 
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Note 2 - Rates and Regulatory Matters 

For a description of each line item of regulatory assets and liabilities, reference is made to 
LG&E’s Annual Report, Note 2 of the financial statements, for the year ended December 3 1, 
2007. 

The following regulatory assets and liabilities were included in  LG&E’s Balance Sheets: 

Louisville Gas and Electric Company 
(unaudited) 

(i 11 ini 11 ions) 
ARO 
Unamortized loss on bonds 
GSC adjustments 
MISO exit 
FAC 
ECR 
Other 

Subtotal 

Pension and postretirement benefits 
Total regulatory assets 

September 30, 
2008 

$ 29 
24 
35 
12 
8 
4 
5 

117 

December 3 1, 
2007 

$ 24 
19 
20 
13 
9 
4 
5 

94 

110 109 -- 
$ 226 

Accumulated cost of removal of utility plant $ 248 $ 241 
Deferred income taxes - net 47 50 
Gas supply adjustments ($12 million and $1 0 

million at September 30,2008 and 
December 3 1,2007, respectively) and other 28 19 

Total regulatory 1 iabi lities 3L.223 $ 310 

L,G&E does not currently earn a rate of return on the GSC adjustments, FAC and gas 
performance-based ratemaking regulatory assets (included in “Other” above), all of which are 
separate recovery mechanisms with recovery within twelve months. No return is earned on the 
pension and postretirement benefits regulatory asset that represents the changes in hnded status 
of the plans. LG&E is seeking recovery of this asset with the Kentucky Commission as part of 
the current base rate case. No return is currently earned on the ARO asset. This regulatory asset 
will be offset against the associated regulatory liability, ARO asset and ARO liability at the time 
the underlying asset is retired. The MISO exit amount represents the costs relating to the 
withdrawal from MISO membership. LG&E is seeking recovery of this asset with the Kentucky 
Commission as part of the current base rate case. LG&E currently earns a rate of return on the 
remaining regulatory assets. Other regulatory assets include the merger surcredit and Mill Creek 
Ash Pond costs. Other regulatory liabilities include DSM and MISO costs currently included in 
base rates that will be netted against costs of withdrawing from the MISO in the next base rate 
case. 
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MISO Exit. LG&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, 
LG&E paid $I 3 million to the MISO pursuant to an invoice regarding the exit fee and made 
related FERC compliance filings. The Company’s payment of this exit fee amount was with 
reservation of its rights to contest the amount, or components thereof, following a continuing 
review of its calculation and supporting documentation. L,G&E and the MISO resolved their 
dispute regarding the calculation of the exit fee and, in November 2007, filed an application with 
the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties’ recalculation of the exit fee, and the approved agreement provided LG&E with an 
immediate recovery of less than $1 million and will provide an estimated $2 million over the 
next eight years for credits realized from other payments the MISO will receive, plus interest. 
Orders of the Kentucky Commission approving the Company’s exit from the MISO have 
authorized the establishment of a regulatory asset for the exit fee, subject to adjustment for 
possible future MISO credits, and a regulatory liability for certain revenues associated with 
former MIS0 administrative charges, which continue to be collected via base rates. The 
treatment of the regulatory asset and liability will be determined in LG&E’s base rate case, for 
which a hearing is scheduled beginning on January 13,2009. The Company historically has 
received approval to recover and refkind regulatory assets and liabilities. 

FAC. In August 2008, the Kentucky Commission initiated a routine examination of LG&E’s 
FAC for the six-month period November 1, 2007 through April 30,2008. A hearing was held on 
October 7,2008. A second hearing has been scheduled for November 25,2008, for the sole 
purpose of hearing public comments, if any, from several counties in which the newspapers 
failed to publish notice as requested in a timely manner. An order is expected in December of 
2008 or the first quarter of 2009. 

In January 2008, the Kentucky Commission initiated a routine examination of LG&E’s FAC for 
the six-month period May 1,2007 through October 3 1,2007. The Kentucky Commission issued 
an Order in May 2008, approving the charges and credits billed through the FAC during the 
review period. 

In August 2007, the Kentucky Cornmission initiated a routine examination of LG&E’s FAC for 
the six-month period of November 1, 2006 through April 30,2007. The Kentucky Commission 
issued an Order in January 2008, approving the charges and credits billed through the FAC 
during the review period. 

ECR. In June 2008, the Kentucky Commission initiated two six-month reviews for periods ending 
October 3 I ,  2007 and April 30,2008, of LG&E’s environmental surcharge. The Kentucky 
Commission issued an Order in August 2008, approving the charges and credits billed through the 
ECR during the review period and the rate of return on capital. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for 
periods ending October 31,2006 and April 30,2007, respectively, of LG&E’s environmental 
surcharge. The Kentucky Commission issued final Orders in March 2008, approving the charges 
and credits billed through the ECR during the review periods, as well as approving billing 
adjustments, roll-in adjustments to base rates, revisions to the monthly surcharge filing and the 
rates of return on capital. 
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Other Regulatory Matters 

Hurricane Ike Wind Storm. In September 2008, high winds from the remnants of the 
Hurricane Ike wind storm passed through LG&E’s service territory causing significant outages 
and system damage. In October 2008, LG&E filed an application with the Kentucky 
Coinmission requesting approval to establish a regulatory asset, and defer for future recovery, 
$24 inillion of expenses related to the storm restoration. An order has been requested by the end 
of the year. 

Rase Rate Case. In JUIY 2008, LG&E filed an application with the Kentucky Coinmission 
requesting increases in base gas rates of 4.5% or $30 million annually and in base electric rates 
of 2.0% or $15 million annually. A hearing is scheduled beginning on January 13, 2009. The 
requested rates have been suspended until February 5 ,  2009, at which time they may be put into 
effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 
In conjunction with the filing of the application for changes in base rates, based on previous 
orders by the Kentucky Coinmission approving settlement agreements among all interested 
parties, the VDT siircredit terminated in August 2008, and the merger surcredit will terminate 
upon the iinpleinentation of new base rates. The termination of the VDT surcredit and merger 
surcredit will result in a $21 million increase in revenues annually. 

CMRG and KCCS Contributions. In July 2008, L,G&E and KIJ, along with Duke Energy Ken- 
tucky, Inc. and Kentucky Power Company, filed an application with the Kentucky Coinmission 
requesting approval to establish regulatory assets related to contributions to the CMRG for the 
development of technologies for reducing carbon dioxide emissions and the KCCS to study the 
feasibility of geologic storage of carbon dioxide. The filing companies proposed that these con- 
tributions 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. 
LG&E and KIJ 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 establish- 
ment of the requested regulatory assets was received and rate recovery will be considered in each 
company’s next base rate case. 

TC2 CCN Application and Transmission Matters. A CCN application for construction of the 
new base-loady coal fired unit known as TC2, which will be jointly owned by LG&E and KIJ, 
together with the Illinois Municipal Electric Agency and the Indiana Municipal Power Agency, 
was approved by the Kentucky Coinmission in November 2005. 

Initial CCN applications for two transmission lines associated with the TC2 unit were approved 
by the Kentucky Commission in September 2005 and May 2006. One of those CCNs, for a line 
running from Jefferson County into Hardin County, was brought up for review to the Franklin 
Circuit Court by a group of landowners. In August 2006, LG&E, KIJ and the Kentucky 
Commission obtained dismissal of that action, on grounds that the landowners had failed to 
coinply with the statutory procedures governing the action for review. That dismissal was 
appealed by the landowners to the Kentucky Court of Appeals, and in December 2007, that 
Court reversed the lower court’s dismissal and remanded the challenge of the CCN to the 
Franklin Circuit Court for further proceedings. LG&E and KIJ filed a motion for discretionary 
review with the Kentucky Supreme Court in May 2008, asking that Court to hear the matter and, 
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ultimately, to reverse the Court of Appeals and uphold the Franklin Circuit Court’s dismissal, 
which motion has been opposed by the counter-parties. 

The referenced transmission lines are also subject to routine regulatory filings and require the 
acquisition of easements. All rights of way for one transmission line have been acquired. In April 
2008, in proceedings involving the condemnation of an easement for a portion of the Jefferson 
County to Hardin County transmission line, a Meade County, Kentucky court issued a ruling 
upholding the objections of two property co-owners and dismissed the condemnation proceeding 
pending the completion of the CCN appeal described above. LG&E and KlJ have filed 
responsive pleadings, including a motion to vacate that decision by the trial court and a 
procedural request with the Court of Appeals seeking expedited review on a petition to direct the 
circuit court to proceed with the condemnation litigation. Additional condemnation proceedings 
involving other parcels of property to support this transmission line are also pending in 
neighboring Hardin County where three landowners have challenged LG&E’s and KU’s right to 
easements, on the same grounds cited by the Meade County court and other purported bases, 
including asserted deficiencies in the air permit relating to the TC2 generation unit. In May, JUIY 
and August 2008, the Hardin County Circuit Court issued rulings denying the property owners’ 
various motions, finding that LG&E and KU had established their condemnation rights and 
granting judgment in favor of LG&E and KLJ. In August 2008, the property owners petitioned 
for intermediate relief to the Kentucky Court of Appeals and received a stay preventing LG&E 
and KU access to the properties. LG&E and KU have made responsive pleadings at the Court of 
Appeals and continue to engage in settlement negotiations with the property owners. In a 
separate, fbrther proceeding, certain landowners have filed a lawsuit in federal court in 
Louisville, Kentucky against the 1J.S. Army, LG&E and KIJ, alleging that the U.S. Army failed 
to comply with Section 106 of the National Historic Preservation Act in granting an easement 
across Fort Knox. L,G&E and KU are working with the 1J.S. Army in defending against the 
claims. LG&E and KIJ are not currently able to predict the ultimate outcome and possible 
effects, if any, on the construction schedule relating to these real property proceedings. 

Merger Surcredit. In December 2007, LG&E submitted its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008, to the Kentucky Commission. In June 2008, the 
Kentucky Commission issued an Order approving a settlement which provides for continuation 
of the merger surcredit until new base rates go into effect. 

VDT. In accordance with the Kentucky Commission’s Order dated March 24, 2006, the VDT 
surcredit terminated in the first billing month after the filing for a change in base rates. As LG&E 
filed its application with the Kentucky Commission for an increase in gas and electric base rates 
in JUIY 2008, the VDT surcredit terminated with the first billing cycle in August 2008, subject to 
a final balancing adjustment of less than $ 1  million rnade in September 2008. 

DSM. In JUIY 2007, LG&E and KU filed an application with the Kentucky Commission 
requesting an order approving enhanced versions of the existing DSM prograins along with the 
addition of several new cost effective programs. The total annual budget for these programs is 
approximately $26 million, an increase over the previous annual costs of approximately $I  0 
million. In March 2008, the Kentucky Commissiori issued an Order approving the application, 
with minor modifications. LG&E and KU filed revised tariffs in April 2008, under authority of 
this Order, which were effective in May 2008. 
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Mandatory Reliability Standards. As a result of the EPAct 2005, certain formerly voluntary 
reliability standards became mandatory in June 2007, and authority was delegated to various 
RROs by the NERC, which was authorized by the FERC to enforce 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 of the violation. 
LG&E is a member of the SERC, which acts as LG&E’s RRO. During May 2008, the SERC and 
LG&E agreed in principle to a settlement involving penalties totaling less than $1 million 
concerning LG&E’s February 2008 self-report concerning possible violations of certain existing 
mitigation plans relating to reliability standards. The SERC and L,G&E are currently involved in 
settlement negotiations concerning a June 2008 self-report by L,G&E relating to three other 
standards. Additionally, LG&E has submitted to the SERC an October 2008 self report of a 
possible violation relating to one further standard, for which SERC proceedings are in the early 
stages and therefore unable to be determined. Mandatory reliability standard settlements 
commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements in principle with the SERC proceed to the NERC and FERC review before becoming 
final. While LG&E believes itself to be in compliance with the mandatory reliability standards, 
LG&E cannot predict the outcome of other analyses, including on-going SERC or other reviews 
described above. 

Depreciation Study. In December 2007, LG&E filed a depreciation study with the Kentucky 
Commission as required by a previous Order. An adjustment to the depreciation rates is 
dependent on an order being received from the Kentucky Commission. In July 2008, LG&E filed 
a motion to consolidate the procedural schedule of the depreciation study with the application for 
a change in base rates. In August 2008, the Kentucky Commission issued an Order consolidating 
the depreciation study with the base rate case proceeding. 

Brownfield Development Rider Tariff. In 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 would permit 
special contracts with such customers which provide for a series of declining partial rate 
discounts over an initial five-year period of a longer service arrangement. The tariff is intended 
to promote local economic redevelopment and efficient usage of utility resources by aiding 
potential reuse of vacant brownfield sites. 

Real-Time Pricing. In December 2006, the Kentucky Commission issued an Order indicating 
that the EPAct 2005 Section 1252, Smart Metering and Section 1254, Interconnection standards 
should not be adopted. However, five Kentucky Commission jurisdictional utilities were 
required to file real-time pricing pilot programs for their large commercial and industrial 
customers. LG&E developed a real-time pricing pilot for large industrial and commercial 
customers and filed the details of the plan with the Kentucky Commission in April 2007. In 
February 2008, the Kentucky Coinmission 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 2008, with an 
effective date of December 1 , 2008. 
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Collection Cycle Revision. In September 2007, LG&E filed an application with the Kentucky 
Coinmission to revise the collection cycle for customer bill payments froin 15 days to 10 days to 
more closely align with the KU billing cycle and to avoid confusion for delinquent customers. In 
December 2007, the Kentucky Cornmission denied LG&E’s request to shorten the collection 
cycle. LG&E filed a motion with the Kentucky Coinmission for reconsideration and received an 
Order granting approval. The Kentucky Commission issued additional data requests to LG&E in 
February 2008, and i n  April 2008, issued an Order denying LG&E’s request to revise its 
collection cycle without prejudice for refiling the request in a base rate proceeding. As part of 
the base rate case filed on July 29, 2008, the Company has included revisions to its terms and 
conditions tariffs in which LG&E has again proposed to change the due date for customer bill 
payments froin 15 days to 10 days. If approved, this proposal would synchronize the collection 
cycles for both utilities. 

Interconnection and Net Metering Guidelines. In May 2008, the Kentucky Coinmission on its 
own motion initiated a proceeding to establish interconnection and net metering guidelines in 
accordance with amendments to existing statutory requirements for net metering of electricity. 
The jurisdictional electric utilities and intervenors in this case presented the proposed 
interconnection guidelines to the Kentucky Coinmission in October 2008. An order is expected 
by the end of the year. 

Note 3 - Financial Instruments 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to 
hedge exposure to market fluctuations in certain of its debt instruments. The fair values of the 
swaps reflect price quotes from dealers. 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. LG&E was party to various interest rate swap agreements with aggregate notional 
amounts of $21 1 million as of September 30,2008 and December 3 1,2007. Under these swap 
agreements, LG&E paid fixed rates averaging 4.38% and received variable rates based on 
L,IBOR or the Securities Industry and Financial Markets Association’s municipal swap index 
averaging 4.16% at September 30,2008. The interest rate swaps are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, as amended. The swap agreements have been 
designated as cash flow hedges and mature on dates ranging froin 2020 to 2033. The cash flow 
designation was assigned because the underlying variable rate debt has variable fiiture cash 
flows. Financial instruments designated as highly effective cash flow hedges have resulting gains 
and losses recorded within other comprehensive income and stockholders’ equity. 

Through September 30,2008, LG&E recorded a pre-tax loss of $1 inillion in other expense 
(income) during 2008, to reflect the ineffective portion of the interest rate swaps deemed highly 
effective. The interest rate swap that hedges LG&E’s $83 million Trimble County 2000 Series A 
bond continues to be highly effective. In June 2008, the interest rate swaps designated to hedge 
LG&E’s $128 million Jefferson County 2003 Series A bond were no longer highly effective, as a 
result of failed auctions on the bonds. See Note 6, Short-Term and Long-Term Debt. Through 
September 30, 2008, LG&E recorded a $5 million mark-to-market loss in earnings on the interest 
rate swaps deemed ineffective related to the Jefferson County 2003 Series A bond. Amounts 
recorded in accumulated other coinprehensive incoine will be reclassified into earnings in the 
same period during which the hedged forecasted transaction affects earnings. The amount 
expected to be reclassified from other Comprehensive incoine to earnings in the next twelve 
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months is less than $1 million. A deposit in the amount of $13 million, used as collateral for one 
of the interest rate swaps, is classified as restricted cash on the balance sheet. The amount of the 
deposit required is tied to the market value of the swap. 

Energy Trading and Risk Management Activities (non-hedging derivatives). L,G&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 hedge price risk and are accounted for on a mark-to-marltet basis in accordance 
with SFAS No. 133, as amended. 

No changes to valuation techniques for energy trading and risk management activities occurred 
during 2008 or 2007. Changes in market pricing, interest rate and volatility assumptions were 
made during both years. All contracts outstanding at September 30,2008 and 2007, had a * 

maturity of less than one year. Energy trading and risk management contracts are valued using 
prices actively quoted for proposed or executed transactions or quoted by brokers or observable 
inputs other than quoted prices. Collateral related to the energy trading and risk management 
contracts is categorized as restricted cash. 

Effective January 1,2008, LG&E adopted the required provisions of SFAS No. 157, excluding 
the exceptions related to nonfinancial assets and liabilities, which will be adopted effective 
January 1 , 2009, consistent with FASB Staff Position 157-2. 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 SFAS No. 157. The following table sets 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 September 30, 2008. There are no Level 3 measurements for this 
period. 

Recurring Fair Value Measurements Level 1 Level 2 Total 
(in millions) 
Assets: 

Energy trading and risk $ -  $ 1  $ 1  

Energy trading and risk management 1 - 1 

Interest rate swap cash collateral 13 - 13 
Total Assets u u lL.J.5 

management contracts 

contracts cash collateral 
- 

Liabilities: 
Interest rate swap $ 24 

Total Liabilities $ u u 
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Note 4 - Pension and Other Postretirement Benefit Plans 

The following tables provide the components of net periodic benefit cost for pension and other 
postretirement benefit plans. The tables include the costs associated with both LG&E employees 
and E.ON U.S. Services employees who are providing services to the utility. The E.ON U.S. 
Services costs that are allocated to LG&E are approximately 43% of E.ON 1J.S. Services total 
costs for both 2008 and 2007. 

Pension Benefits 

(in millions) 

Three Months Ended 
September 30, 

Service cost $ 2  $ 4  
Interest cost 14 19 
Expected return on plan assets (17) (26) 
Amortization of prior service costs 3 4 
Amortization of actuarial loss I-..-..- 1 
Benefit cost u u  

(in millions) 

Other Postretirement Benefits 

Three Months Ended 
September 30, 
2008 2007 - -  

Service cost $ - $ 1  
Interest cost 1 3 
Amortization of transition costs - - 

1 1 Amortization of prior service costs 
Benefit cost uu -- 

Nine Months Ended 
September 30, 

20082007 

Nine Months Ended 
September 30, 
- -  2008 2007 

During 2008, LG&E made contributions to other postretirement benefit plans of $4 miff ion. 
LG&E anticipates making further voluntary contributions to the postretirement plan, but no 
additional contributions to the pension plan in 2008. 

Note 5 - Income Taxes 

A lJnited States consolidated income tax return is filed by E.ON ‘CJ.S.’s direct parent, ETJSIC, for 
each tax period. Each subsidiary of the consolidated tax group, including LG&E, calculates its 
separate income tax for each tax period. The resulting separate-return tax cost or benefit is paid 
to or received from the parent company or its designee. LG&E also files income tax returns in 
various state jurisdictions. With few exceptions, LG&E is no longer subject to U.S. federal 
income tax examinations for years before 2005. Statutes of limitations related to 2005 and later 
returns are still open. Tax years 2005,2006 and 2007 are under audit by the IRS with the 2007 
retiirn being examined under an IRS pilot program named “Compliance Assurance Process”. 
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This program accelerates the TRS’s review to begin during the year applicable to the return and 
ends 90 days after the return is filed. 

LG&E adopted the provisions of FIN 48, Accounting for 7Jncertainty in Income Taxes, an 
Interpretation of SFAS No. 109, effective January 1 , 2007. At the date of adoption, LG&E had 
$1 million of unrecognized tax benefits related to federal and state income taxes. If recognized, 
the amount of unrecognized tax benefits would reduce the effective income tax rate. 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. 

The amount LG&E recognized as interest accrued related to unrecognized tax benefits was less 
than $1 million as of September 30, 2008 and December 31, 2007. The interest accrued is based 
on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. At the date of adoption, LG&E accrued less than $1 million in interest expense on 
uncertain tax positions. No penalties were accrued by LG&E upon adoption of FIN 48, or 
through September 30,2008. 

In June 2006, LG&E and KIJ filed a joint 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. LG&E’s portion of 
the TC2 tax credit will be approximately $25 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 $3 million during each of the three month periods ended September 30, 2008 and 2007, 
and $6 million and $8 million during the nine months ended September 30, 2008 and 2007, 
respectively, decreasing current federal income taxes. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit program was in violation 
of certain environmental laws and demanded relief, including suspension or termination of the 
program. In August 2008, the plaintiffs submitted an amended complaint alleging additional 
claims for relief. In November 2008, the Court dismissed the suit. The dismissal is subject to 
appeal by the plaintiffs; however, it is unclear at this time if they will do so. LG&E is not 
currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Note 6 - Short-Term and Long-Term Debt 

LG&E’s long-term debt includes $120 million classified as current liabilities because these 
bonds are subject to tender for purchase at the option of the holder and to mandatory tender for 
purchase upon the occurrence of certain events. These bonds include Jefferson County Series 
2001 A and B and Trimble County Series 2001 A and B. Maturity dates for these bonds range 
from 2026 to 2027. LG&E does not expect to pay these amounts in 2008. The average 
annualized interest rate for these bonds during the nine months ended September 30, 2008, was 
2.5 3 yo. 
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As of September 30, 2008, LG&E maintained bilateral lines of credit totaling $125 million 
which mature in June 2012. At that time, there was no balance outstanding under any of these 
facilities. 

Pollution control series bonds are obligations of LG&E issued in connection with tax-exempt 
pollution control revenue bonds issued by various governinental entities, principally counties in 
Kentucky. A loan agreement obligates L,G&E to make debt service payments to the county that 
equate to the debt service due from the county on the related pollution control revenue bonds. 
Until a series of financing transactions was completed during April 2007, the county’s debt was 
also secured by an equal amount of LG&E’s first mortgage bonds that were pledged to the 
trustee for the pollution control revenue bonds that match the terms and conditions of the 
county’s debt, but require no payment of principal and interest unless LG&E defaults on the loan 
agreement. Subsequent to April 2007, the loan agreement is an unsecured obligation of LG&E. 

Several of the LG&E pollution control bonds are insured by monoline bond insurers whose 
ratings have been under pressure due to exposures relating to insurance of sub-prime mortgages. 
At September 30,2008, LG&E had an aggregate $574 million of outstanding pollution control 
indebtedness, ofwhich $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. In 2008, interest rates have continued to increase, and 
the Company has experienced “failed auctions” where there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the 
indenture, which can be as high as 15%. During the nine months ended September 30,2008 and 
2007, the average rate on the auction rate bonds was 4.58% and 3.46%, respectively. The 
instruments governing these auction rate bonds permit L,G&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 the first nine months of 2008, the 
ratings of the Louisville Metro 2003 Series A bonds were downgraded from Aaa to A2 by 
Moody’s and froin AAA to A-, and subsequently to BBB+, by S&P due to downgrades of the 
bond insurer. The ratings of the following bonds were downgraded from Aaa to Aa3 by 
Moody’s and froin AAA to AA by S&P due to downgrades of the bond insurer: Trimble County 
2000 Series A, Jefferson County 2000 Series A, Jefferson County 200 1 Series A, Trimble 
County 2002 Series A, Louisville Metro 2005 Series A, Louisville Metro 2007 Series A and B 
and Trimble County 2007 Series A. 

In February 2008, LG&E issued a notice to bondholders of its intention to convert 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. These conversions were 
completed in March 2008, for the 200.5 Series, and in April 2008, for the two 2007 Series. In 
connection with the conversions, LG&E purchased the bonds from the remarketing agent. 

In March 2008, LG&E issued notices to bondholders of its intention to convert the Jefferson 
County 2000 Series A bonds from the auction mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in May 2008. In connection with the 
conversion, LG&E purchased the bonds froin the remarketing agent. 
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In June 2008, LG&E issued notices to bondholders of its intention to convert the Louisville 
Metro 2003 Series A bonds from the auction mode to a weekly interest rate mode, as permitted 
under the loan documents. The conversion was completed in July 2008. In connection with the 
conversion, LG&E purchased the bonds from the remarketing agent. 

As of September 30,2008, LG&E had repurchased bonds in the amount of $259 million. LG&E 
will hold some or all of such repurchased bonds until a later date, at which time LG&E may 
refinance, remarket or further convert such bonds. Uncertainty in markets relating to auction 
rate securities or steps LG&E has taken or may take to mitigate such uncertainty, such as 
additional conversions, subsequent restructurings or redemption and refinancing, could result in 
LG&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. 

LG&E participates in an intercompany money pool agreement wherein E.ON U.S. and/or KIJ 
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 
($ in millions) Pool Available Outstanding Available Interest Rate 
September 30,2008 $400 $345 $ 55 2.45% 
December 3 I , 2007 $400 $ 78 $322 4.75% 

E.ON U.S. maintains a revolving credit facility totaling $489 million at September 30, 2008 and 
$I 50 million at December 3 1 , 2007, to ensure funding availability for the money pool. The 
revolving facility as of September 30, 2008, is split into separate loans. One facility, totaling 
$150 million, is with E.ON North America, Inc., while the remaining loans, totaling $339 
million, are with Fidelia; both are affiliated companies. The facility as of December 3 1 , 2007, is 
with E.ON North America, Inc. The balances are as follows: 

Amount Balance Average 
($ in millions) Total Available Outstanding Available Interest Rate 
September 30,2008 $489 $469 $20 3.94% 
December 3 1 , 2007 $150 $ 62 $88 4.97% 

There were no redemptions of long-term debt year-to-date through September 30, 2008. 

The Company issued unsecured long-term debt year-to-date through September 30, 2008, 
totaling $25 million. This debt, due to Fidelia, has a maturity date in 201 8. 

Note 7 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2), material changes have not 
occurred in the current status of various commitments or contingent liabilities from that 
discussed in LG&E’s Annual Report for the year ended December 3 1 , 2007 (including in Notes 
2 and 9 to the financial statements of LG&E contained therein). See the above-referenced notes 
in LG&E’s Annual Report regarding such commitments or contingencies. 
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Construction Program. LG&E had approximately $57 inillion of commitments in connection 
with its construction program at September 30, 2008. 

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 project. The 
contract is generally in the form of a lump-sum, turnkey agreement for the design, engineering, 
procurement, construction, commissioning, testing and delivery of the project, according to 
designated specifications, terms and conditions. The contract price and its components are 
subject to a number of potential adjustments which may serve to increase or decrease the 
ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of 
this type, including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging 
the air permit issued for the TC2 baseload generating unit which was issued by the KDAQ in 
November 2005. The filing of the challenge did not stay the permit, so the Company was free to 
proceed with construction during the pendancy of the action. In June 2007, the state hearing 
officer assigned to the matter recommended upholding the air perinit with minor revisions. In 
September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order approving the hearing officer’s recommendation and upholding the permit. 
In September 2007, LG&E administratively applied for a permit revision to reflect minor design 
changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. In 
January 2008, the KDAQ issued a final permit revision. The environmental groups did not 
appeal the final Order upholding the permit or file a petition challenging the permit revision by 
the applicable deadlines. However, in October 2007, the environmental groups filed a lawsuit in 
federal court seeking an order for the EPA to grant or deny their pending petition for the EPA to 
“veto” the state air permit and in April 2008, they filed a petition seeking veto of the permit 
revision. In September 2008, the EPA issued an order denying nine of eleven claims alleged in 
one of the petitions, but finding deficiencies in two areas of the permit. The KDAQ has 90 days 
to respond to the EPA’s order. Although the Company does not expect material changes in the 
permit as a result of the petitions, the EPA has yet to rule on several additional claims. The 
Company is currently unable to determine the final outcome of this matter or the impact of an 
unfavorable determination upon the Company’s financial condition or results of operations. 

. 

Environmental Matters. LG&E’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. 

Clean Air Act Reqziirements. The Clean Air Act establishes a comprehensive set of programs 
aimed at protecting and improving air quality in the United States by, among other things, 
controlling stationary sources of air emissions such as power plants. While the general regulatory 
framework for these programs is established at the federal level, most of the programs are 
implemented and administered by the states under the oversight of the EPA. The key Clean Air 
Act programs relevant to LG&E’s business operations are described below. 

Ambient Air Qzmlity“ The Clean Air Act requires the EPA to periodically review the available 
scientific data for six criteria pollutants and establish concentration levels in the ambient air 
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sufficient to protect the public health and welfare with an extra margin for safety. These 
concentration levels are known as NAAQS. Each state must identify “nonattainment areas” 
within its boundaries that fail to comply with the NAAQS and develop a SIP to bring such 
nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must 
develop and implement a plan. As the EPA increases the stringency of the NAAQS through its 
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 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 SO2 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 SO2 emissions due by 
2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to 
amend its SIP to adopt state requirements similar to those under the federal CAIR. Depending on 
the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, LG&E’s power plants are potentially subject to 
additional reductions in SO1 and NOx emissions. In March 2008, the EPA issued a revised 
NAAQS for ozone, which contains a more stringent standard than that contained in the previous 
regulation. At present, L,G&E 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 statutory and regulatory infirmities in 
the CAIR and potentially vacating it, and has conducted subsequent proceedings on the matter. 
During October 2008, the appellate court issued a ruling requesting briefs of the parties 
regarding whether vacating the CAIR is the applicable relief to be granted. LG&E, KU and 
industry parties are monitoring these further proceedings. Depending upon the course of such 
matters, the CAIR could be superseded by new or revised NOx or SO2 regulations with different 
or more stringent requirements and SIPS which incorporate CAIR requirements could be subject 
to revision. LG&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 current invalidation of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and LG&E’s and KTJ’s compliance plans relating 
thereto, due to the interconnection of the CAIR and CAIR-associated steps with such associated 
programs. At present, LG&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. 

Hazardous Air Pollutants. As provided in the 1990 amendments to 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 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 
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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 program 
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 froin sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. Certain parties 
have filed a petition seeking review in the U.S. Supreme Court. Depending on the final outcome 
of the pending appeal, the CAMR could be superseded by new mercury reduction rules with 
different or more stringent requirements. Kentucky has subsequently proposed to repeal the 
corresponding state mercury regulations. At present, LG&E is not able to predict the outcoines of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could 
have a material effect on the Company’s financial or operational conditions. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and 
trade prograin to reduce SO2 emissions fiom power plants that were thought to contribute to 
“acid rain” conditions i n  the northeastern U.S. The I990 amendments also contained 
requirements for power plants to reduce NOx emissions through the use of available combustion 
controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated 
areas, including national parks, and requires states to submit SIPs that will demonstrate 
reasonable progress toward preventing future impairment and remedying any existing 
impairment of visibility in those areas. In 2005, the EPA issued its CAVR detailing how the 
Clean Air Act’s BART requirements will be applied to facilities, including power plants, built 
between 1962 and 1974 that 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 CAIR requireinents, the final outcome of the challenge 
to CAIR could potentially impact regional haze SIPs. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

Installation of Pollution Controls. Many of the prograins under the Clean Air Act utilize cap and 
trade mechanisms that require a company to hold sufficient emissions allowances to cover its 
authorized emissions on a company-wide basis and do not require installation of pollution 
controls on every generating unit. TJnder 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 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 11 SO2 
requirements, which commenced in 2000, is to use accumulated emission allowances to defer 
additional capital expenditures and L,G&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 2007 time period at a cost of $197 million. In 200 1 , the 
Kentucky Commission granted recovery in principal of these costs incurred by LG&E under its 
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periodic 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 $100 million during the 2008 through 2010 time period for pollution 
control equipment, and additional operating and maintenance costs in operating such controls. In 
2005, the Kentucky Coininission 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. 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. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, 
obligating 37 industrialized countries to undertake substantial reductions in GHG emissions. The 
U.S. has not ratified the Kyoto Protocol and there are currently no mandatory GHG emission 
reduction requirements at the federal level. Legislation mandating GHG reductions has been 
introduced in the Congress, but no federal legislation has been enacted to date. In the absence of 
a program at the federal level, various states have adopted their own GHG emission reduction 
programs. Such programs have been adopted in various states including 11  northeastern U.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are ongoing. In April 2007, the U.S. Supreme 
Court ruled that the EPA has the authority to regulate GHG under the Clean Air Act. LG&E is 
monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level 
and is assessing potential impacts of such programs and strategies to mitigate those impacts. 
LG&E is also monitoring relevant regulatory proceedings involving the EPA’s advanced notice 
of proposed rulemaking for regulation of GHGs under the existing authority of the Clean Air Act 
and proposed rules governing carbon sequestration. LG&E is unable to predict whether 
mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, LG&E could be substantially impacted by programs 
requiring mandatory reductions in GHG emissions, although the precise impact on the operations 
of LG&E, including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the enactment of such programs. 

Section 11 4 Requests. In August 2007, the EPA issued administrative information requests under 
Section 114 of the Clean Air Act requesting new source review-related data regarding certain 
projects undertaken at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KIJ’s 
Ghent 2 generating unit. LG&E and KIJ have complied with the information requests and are not 
able to predict further proceedings in this matter at this time. 

General Environmental Proceedings. 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 for former manufactured gas plant sites; liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various 
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off-site waste sites; ongoing claims regarding alleged particulate emissions from LG&E’s Cane 
Run station and claims regarding GHG emissions from LG&E’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 operations of LG&E. 

Note 8 - Segments of Business 

LG&E’s revenues, net income and total assets by business segment follow: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 
LG&E Electric 

Revenues 
Net income 
Total assets 

LG&E Gas 
Revenues 
Net income 
Total assets 

Total 
Revenues 
Net income 
Total assets 

2008 
$ 283 

37 
2,637 

47 
(4) 

774 

Note 9 - Related Party Transactions 

330 
33 

3,411 

2007 

$ 270 
50 

2,558 

36 

659 
( 5 )  

306 
45 

3,2 17 

$ 747 
70 

2,637 

295 
3 

774 

1,042 
73 

3,411 

2007 

$ 718 
97 

2,558 

240 
4 

659 

95 8 
101 

3,217 

LG&E, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. 
Transactions between LG&E and E.ON U.S. subsidiaries are eliminated upon consolidation of 
E.ON U.S. Transactions between LG&E and E.ON subsidiaries are eliminated upon 
consolidation of E.ON. These transactions are generally performed at cost and are in accordance 
with FERC regulations under PIJHCA 2005 and the applicable Kentucky Commission 
regulations. The significant related party transactions are disclosed below. 
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Electric Purchases 

LG&E and KU purchase energy from each other in order to effectively manage the load of their 
retail and wholesale customers. These sales and purchases are included in the statements of 
income as electric operating revenues and purchased power operating expense. LG&E 
intercompany electric revenues and purchased power expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) - -  2008 2007 2 0 0 8 2 0 0 7  
Electric operating revenues from KIJ $21 $18 $73 $7 1 
Purchased power from KU 15 7 44 33 

Interest Charges 

See Note 6, Short-Term and Long-Term Debt, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related 
to services provided when settled within 30 days. 

LG&E’s intercompany interest expense was as follows: 

Three Months Ended 
September 30, 

(in millions) 

Interest on Fidelia loans 6 5 
Interest on money pool loans $ 2  $ 1  

Nine Months Ended 
September 30, 
2 0 0 8 2 0 0 7  
$ 4  $ 3  

17 12 

Other Intercompany Billings 

E.ON U.S. Services provides LG&E with a variety of centralized administrative, management 
and support services. These charges include payroll taxes paid by E.ON 1J.S. on behalf of 
LG&E, labor and burdens of E.ON U.S. Services employees performing services for LG&E, coal 
purchases and other vouchers paid by E.ON lJ.S. Services on behalf of LG&E. The cost of these 
services is directly charged to LG&E, or for general costs which cannot be directly attributed, 
charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These 
costs are charged on an actual cost basis. 

In addition, LG&E and KU provide services to each other and to E.ON U.S. Services. Billings 
between LG&E and KU relate to labor and overheads associated with union employees 
performing work for the other utility, charges related to jointly-owned generating units and other 
miscellaneous charges. Billings from LG&E to E.ON U.S. Services include cash received by 
E.ON U.S. Services on behalf of LG&E, primarily tax settlements, and other payments made by 
LG&E on behalf of other non-regulated businesses which are reimbursed through E.ON U.S. 
Services. 
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Intercoinpany billings to and froin LG&E were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(in millions) 2008 2007 2008 2007 

billings to LG&E $50 $52 $152 $302 
LG&E billings to KU - 2 5 35 
KU billings to LG&E 21 11 58 33 

U.S. Services 1 9 4 I 1  

E.ON lJ.S. Services 

LG&E billings to E.ON 

In June 2008, LG&E transferred assets related to Triinble County IJnit 2 with a net book value of 
$1 0 inillion to KIJ. 

In March 2008, L,G&E paid a dividend of $40 inillion to its coininon shareholder, E.ON 1J.S. 

Note 10 - Subsequent Events 

On October 2 1,2008, the Kentucky Commission authorized the Company to issue up to $100 
million of new long-term debt to its affiliate Fidelia. 

On October 27,2008, LG&E filed an application with the Kentucky Commission requesting ap- 
proval to establish a regulatory asset, and defer for future recovery, $24 million of expenses re- 
lated to the Hurricane Ike wind storm restoration. An order has been requested by the end of the 
year. 

On October 30, 2008, the Kentucky Commission issued an Order approving the establishment of 
regulatory assets for the Companies’ contributions to the CMRG and KCCS. Rate recovery will 
be considered in each company’s next base rate case. 

On November 5,2008, the ratings of the Triinble County 2000 Series A bonds, Triinble County 
2002 Series A bonds, Triinble County 2007 Series A bonds, Jefferson County 2000 Series A 
bonds, Jefferson County 2001 Series A bonds, Louisville Metro 2005 Series A bonds, Louisville 
Metro 2007 Series A bonds and Louisville Metro 2007 Series B bonds were downgraded froin 
Aa3 to A2 by Moody’s, due to downgrades of the bond insurer. 

LG&E’s contract with the International Brotherhood of Electrical Workers Local 2 IO0 (“IBEW”) 
was set to expire at midnight on November 10,2008. By agreement, LG&E and the IBEW ex- 
tended the contract through midnight on November 12,2008. The IBEW has scheduled a vote on 
November 12, 2008, on a tentative agreement for a new contract that was reached on November 
6,2008. The IBEW’s negotiating committee has recoininended ratification of the new three year 
con tract. 
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Management's Discussion and Analysis of Financial Condition and Results of Operations 

General 

The following discussion and analysis by management focuses on those factors that had a material 
effect on LG&E's financial results of operations and financial condition during the three and nine 
month periods ended September 30,2008, and should be read in connection with the financial 
statements and notes thereto. 

Some of the following discussion may contain forward-looking Statements that are subject to certain 
risks, uncertainties and assumptions. Such forward-looking statements are intended to be identified 
in this document by the words "anticipate," "expect," "estimate," "objective," "possible," "potential" 
and similar expressions. Actual results may vary materially. Factors that could cause actual results 
to differ materially include: general economic conditions; business and competitive conditions in 
the energy industry; changes in federal or state legislation; unusual weather; actions by state or 
federal regulatory agencies; and other factors described fiom time to time in the Company's reports, 
including the Annual Report for the year ended December 3 1,2007. 

Executive Summary 

Business 

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. As of September 30,2008, LG&E provided natural gas to approximately 324,000 
customers and electricity to approximately 402,000 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 
SO2 emissions, produce most of LG&E's electricity. The remainder is generated by a 
hydroelectric power plant and natural gas and oil fueled 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 E.ON LJ.S., an indirect wholly-owned subsidiary of 
E.ON, a German corporation, making LG&E an indirect wholly-owned subsidiary of E.ON. 
LG&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. 

In July 2008, L,G&E filed an application with the Kentucky Commission for increases in base 
gas rates of approximately 4.5% or $30 million annually and in base electric rates of 
approximately 2.0% or $15 million annually. In conjunction with the filing of the application for 
changes in base rates, based on previous Orders by the Kentucky Coinmission approving 
settlement agreements among all interested parties, the VDT surcredit terminated in August 
2008, and the merger surcredit will terminate upon the implementation of new base rates. The 
termination of the VDT surcredit and merger surcredit will result in a $21 million increase in 
revenues annually. A hearing is scheduled beginning on January 13,2009. The requested rates 
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have been suspended until February 5,2009, at which time they may be put into effect, subject to 
refbnd, if the Kentucky Coinmission has not issued an order in the proceeding. 

In September 2008, high winds from the remnants of the Hurricane Ute wind storm passed 
through LG&E’s service territory causing significant outages and system damage. In October 
2008, LG&E filed an application with the Kentucky Commission requesting approval to 
establish a regulatory asset, and defer for future recovery, $24 million of expenses related to the 
storm restoration. An order has been requested by the end of the year. 

Environmental Matters 

Protection of the environment is a major priority for LG&E. Federal, state and local regulatory 
agencies have issued LG&E permits for various activities subject to air quality, water quality and 
waste management laws and regulations. See Note 7 of Notes to Financial Statements for more 
information. 

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. 

Three Months Ended September 30,2008, Compared to 
Three Months Ended September 30,2007 

Net Income 

Net income for the three months ended September 30,2008, decreased $12 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($50 million), partially offset by increased revenues ($24 million), decreased income taxes ($9 
million), increased other income ($4 million) and decreased interest expense ($1 million). 

Revenues 

Electric revenues increased $13 million in the three months ended September 30,2008, primarily 
due to: 

Increased wholesale sales ($19 million) due to increased volumes and increased 
wholesale market pricing 
Increased fuel costs billed to customers through the FAC ($10 million) due to increased 
fuel prices 

0 Increase demand charges ($3 million) due to higher peak load 
0 Decrease in the merger surcredit distribution to customers ($3 million) 

Decreased sales volumes to native load ($22 million) due in part to a 15% decrease in 
cooling degree days and outages related to damage from the Hurricane Ike wind storm 
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Natural gas revenues increased $1 I million in the three months ended September 30,2008, 
primarily due to: 

a 

a 

Increased average cost of gas billed to retail customers ($14 million) due to increased 
gas costs 
Decreased sales volumes ($3 million) due to a decrease in gas demand 

Expenses 

Fuel for electric generation and natural gas supply expense comprise a large component of total 
operating expense. Increases or decreases in the costs of file1 and natural gas supply are reflected 
in retail rates through the FAC and GSC, subject to the approval of the Kentucky Commission. 

Fuel for electric generation increased $5 million in the three months ended September 30, 2008, 
primarily due to: 

a 

a 

Increased commodity and transportation costs for coal and natural gas ($8 million) 
Decreased generation ($3 million) due to decreased native load sales 

Power purchased expense increased $10 million in the three months ended September 30,2008, 
primarily due to: 

Increased volumes purchased for native load ($8 million) due to increased 
intercompany purchases as a result of lower KIJ native load due to milder weather and 
lower industrial sales 
Increased native load sales ($2 million) due to increased fuel prices and increased 
volumes due to increased unit outages 

a 

Gas supply expenses increased $1 1 million in the three months ended September 30,2008, due 
to increased cost of net gas supply billed to customers, primarily due to increased cost per Mcf. 

Other operation and maintenance expense increased $23 million in the three months ended 
September 30,2008, primarily due to increased maintenance expense ($1 7 million) and 
increased other operation expense ($6 million). 

Maintenance expense increased $ 1  7 inillion in the three months ended September 30,2008, 
primarily due to increased electric maintenance due to higher costs for outside contractors and 
materials partially as a result of the Hurricane Ike wind storm. 

Other operation expense increased $6 million in the three months ended September 30,2008, 
primarily due to increased overhead lines expense as a result of the Hurricane Ike wind storm. 

Interest expense, including interest expense to affiliated companies, decreased $ I  million in the 
three months ended September 30, 2008, primarily due to repurchased bonds ($3 million) offset 
by increased borrowings ($2 million). 
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Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve 
Amortization of investment tax credits 
Other differences 
Effective income tax rate 

Three Months 
Ended 

September 30,2008 

Three Months 
Ended 

September 30.2007 

35.0% 
3.9 

(0.9) 
(1.5) 
(3.7) 
32.8% 

The effective income tax rate decreased for the three months ended September 30,2008, 
compared to the three months ended September 30,2007, due primarily to a decrease in state 
income taxes net of federal benefit. State income taxes were favorably impacted by $4 million of 
coal and recycle credits recorded during the period. Amortization of investment tax credits 
increased as a percentage of the effective tax rate due to the lower level of pretax income. These 
items were partially offset by various other differences. 

Nine Months Ended September 30,2008, Compared to 
Nine Months Ended September 30,2007 

Net Income 

Net income for the nine months ended September 30,2008, decreased $28 million compared to 
the same period in 2007. The decrease was primarily the result of increased operating expense 
($127 million) and increased interest expense ($2 million), partially offset by increased revenues 
($84 million) and lower income taxes ($16 million) attributable to lower pre-tax income. 

Revenues 

Electric revenues in the nine months ended September 30, 2008, increased $29 million primarily 
due to: 

0 Increased wholesales sales ($32 million) due to increased wholesale market pricing and 
decreased native load 

0 Increased fuel costs billed to customers through the FAC ($1 7 million) due to increased 
fhel prices 

0 Increased ECR surcharge ($4 million) due to increased recoverable capital spending 
0 Increased demand charges ($4 million) due to higher peak load 
0 Decreased merger surcredit distribution to customers ($2 million) 
0 Decreased sales volumes to native load ($32 million) due in part to an 18% decrease in 

cooling degree days and outages related to damage from the Hurricane Ike wind storm 

Natural gas revenues in the nine months ended September 30, 2008, increased $55 million 
primarily due to: 

0 Increased average cost of gas billed to retail customers ($47 million) due to increased 
gas costs 
Increased sales volumes ($8 million) due to a 5% increase in heating degree days 
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Expenses 

Fuel for electric generation and natural gas supply expense comprise a large component of total 
operating expense. Increases or decreases in the cost of fuel and natural gas supply are reflected 
in retail rates through the FAC and GSC, subject to the approval of the Kentucky Commission. 

Fuel for electric generation increased $8 million in the nine months ended September 30,2008, 
primarily due to: 

0 

* 
Increased commodity and transportation costs for coal and natural gas ($17 million) 
Decreased generation ($9 million) due to decreased native load sales 

Power purchased expense increased $13 inillion in the nine months ended September 30,2008, 
primarily due to: 

* 

* 

Increased volumes purchased ($1 1 million) due to increased intercompany purchases as 
a result of lower KU native load due to milder weather and lower industrial sales 
Increased prices for purchases used to serve retail customers ($2 million) 

Gas supply expense increased $57 million in the nine months ended September 30,2008, 
primarily due to: 

* 

Increased cost of net gas supply billed to customers ($61 million), primarily due to the 
commodity cost per Mcf 
Decreased costs ($4 million) due to decreased gas purchases for wholesale sales 

Other operation and maintenance expense increased $48 million in the nine months ended 
September 30,2008, primarily due to increased maintenance expense ($28 million) and 
increased other operation expense ($20 million). 

Maintenance expense increased $28 million in the nine months ended September 30, 2008, 
primarily due to: 

0 

0 

0 

0 

0 

Increased maintenance of overhead conductors and devices and tree trimming ($16 
million) due to storm restoration 
Increased boiler and electric plant maintenance expense ($7 million) due to a scheduled 
outage and higher cost for outside contractors and material 
Increased distribution expense ($2 million) due to storm restoration 
Increased cost for other indirect maintenance ($2 million) due to increased software 
maintenance lease cost 
Increased steam expense ($1 million) due to high energy piping inspections and repairs 

Other operation expense increased $20 million in the nine months ended September 30,2008, 
primarily due to: 

Increased steam expense ($9 million) due to a non-recurring capital lease adjustment in 
2007 
Increased distribution expense ($7 million) due to storm restoration 
Increased generation expense ($3 million) due to increased regional transmission 
organization charges primarily due to increased volume of transactions 
Increased cost of consumables ($1 million) due to contract pricing 

0 

* 
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Interest expense, including interest expense to affiliated companies, increased $2 million in the 
nine months ended September 30,2008, primarily due to increased interest expense to affiliated 
companies due to increased borrowing. 

Nine Months 
Ended 

September 30,2008 
Effective Rate 
Statutory federal income tax rate 
State income taxes net of federal benefit 
Reduction of income tax reserve (0.2) 
Amortization of investment tax credits (2.7) 
Other differences (1.9) 
Effective income tax rate 31.1% 

35.0% 
0.9 

Nine Months 
Ended 

September 30.2007 

The effective income tax rate decreased for the nine months ended September 30, 2008, 
compared to the nine months ended September 30,2007, due primarily to a decrease in state 
income taxes net of federal benefit. State income taxes were favorably impacted by $5 million of 
coal and recycle credits recorded during the period. Amortization of investment tax credits 
increased as a percentage of the effective tax rate due to the lower level of pretax income. These 
items were partially offset by various other differences. 

Liquidity and Capital Resources 

LG&E uses net cash generated from its operations, external financing (including financing from 
affiliates) and/or infusions of capital from its parent to fhnd construction of plant and equipment 
and the payment of dividends. LG&E currently has a working capital deficiency of $298 million, 
primarily due to short-term debt from affiliates associated with the repurchase of certain of its 
tax-exempt bonds totaling $259 million. These bonds are being held until they can be refinanced 
or restructured. See Note 6 of Notes to Financial Statements. L,G&E believes that its sources of 
fbnds will be sufficient to meet the needs of its business in the foreseeable future. 

LG&E and KU sponsor pension and postretirement benefit plans for their employees. The per- 
formance of the capital markets affects the values of the assets that are held in trust to satisfy fu- 
ture obligations under the defined benefit pension plans. The market value of the combined in- 
vestments within the plans declined by approximately 18% during the nine months ended Sep- 
tember 30,2008 due to the recent volatility in the capital markets. The benefit plan assets and 
obligations of L,G&E and KIJ are remeasured annually using a December 3 I measurement date. 
LG&E and KIJ expect that investment losses will result in an increase to the plans’ unfbnded sta- 
tus upon actuarial revaluation of the plans. Changes in the value ofplan assets will not impact 
the income statement for 2008; however, reduced benefit plan assets will result in increased ben- 
efit costs in future years and may increase the amount, and accelerate the timing of, required fu- 
ture funding contributions. Such increases could be material to LG&E and KU beginning in 
2009, however, the amount of such contributions cannot be determined at this time. 
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Operating Activities 

Cash provided by operations was $169 million and $128 million for the nine months ended 
September 30,2008 and 2007, respectively. 

The 2008 increase of $41 million was primarily the result of increases in cash due to changes in: 
e 

* 
* 
* 

Pension funding ($5 1 million) due to higher pension funding in 2007 
Accounts payable ($1 9 million) 
Fuel adjustment clause receivable, net ($12 million) 
Gas supply clause receivable ($8 million) 
Other current liabilities ($8 million) 

These increases were partially offset by cash used by changes in: 
0 

* 
e Accounts receivable ($6 million) 
* Other ($3 million) 

Materials and supplies ($30 million) 
Earnings, net of non-cash items ($18 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Capital 
expenditures were $179 million and $137 million in the nine months ended September 30,2008 
and 2007, respectively. Net cash used for investing activities increased $1 8 million in the nine 
months ended September 30, 2008 compared to 2007, due to increased capital expenditures of 
$42 million, partially offset by an asset transferred to an affiliate of $1 0 million, proceeds from 
the sale of assets of $9 million, and cash provided by changes in long-term derivative liability 
(non-hedging) of $5 million. 

Financing Activities 

Net cash flows from financing activities were outflows of $14 million and inflows of $5 million 
in the nine months ended September 30,2008 and 2007, respectively. Net cash provided by 
(used for) financing activities changed $19 million in the nine months ended September 30,2008 
compared to 2007, due to the reacquisition of bonds in the amount of $259 million, lower long- 
term borrowings from an affiliated company of $1 13 million and increased change in the mark- 
to-market of long-term derivative liability (cash flow hedge) of $4 million, partially offset by 
increased short-term borrowings from an affiliated company of $228 million, the retirement of 
preferred stock of $92 inillion in 2007, decreased dividend payments of $29 million and a change 
in restricted cash of $8 million. 

See Note 6 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

LG&E’s construction program is designed to ensure that there will be adequate capacity and 
reliability to meet the electric needs of its service area and to comply with environmental 
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regulations. These needs are continually being reassessed and appropriate revisions are made, 
when necessary, in construction schedules. LG&E expects its capital expenditures for the three 
year period ending December 3 1 , 2010, to total approximately $735 million, consisting primarily 
of construction of TC2 totaling approximately $85 million (including $25 million for 
environmental controls), gas main replacement initiatives of approximately $50 million, 
redevelopment of the Ohio Falls hydroelectric facility totaling approximately $45 million, a 
customer care system totaling approximately $30 million, on-going construction related to 
distribution assets totaling approximately $260 million and generation assets totaling 
approximately $240 million and other projects including information technology of 
approximately $25 million. 

Future capital requirements may be affected in varying degrees by factors such as electric energy 
demand load growth, changes in construction expenditure levels, rate actions by regulatory 
agencies, new legislation, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. LG&E anticipates funding future 
capital requirements through operating cash flow, debt and/or infusions of capital from its parent. 

L,G&E has a variety of fLinding alternatives available to meet its capital requirements. LG&E 
participates in an intercompany money pool agreement wherein E.ON 1-J.S. and/or KIJ make 
funds of up to $400 inillion available to LG&E at market-based rates. Fidelia also provides long- 
term intercompany funding to LG&E. See Note 6 of Notes to Financial Statements. 

Regulatory approvals are required for LG&E to incur additional debt. The FERC authorizes the 
issuance of short-term debt while the Kentucky Commission authorizes the issuance of long-term 
debt. In November 2007, LG&E received a two-year authorization from the FERC to borrow up 
to $400 million in short-term ftinds. 

A significant portion of LG&E’s short-term debt balance ($259 million) is related to the 
repurchase of auction rate tax-exempt bonds. Given the uncertainty surrounding the timing of 
when the bonds could be reinarketed to the public due to the current state of the capital markets 
and the $400 million limit on Short-term debt, the Company sought additional authority to issue 
long-term debt to reduce the existing short-term debt balances. In October 2008, the Kentucky 
Commission authorized the Company to issue up to $100 million of new long-term debt to its 
affiliate Fidelia. The Company currently believes this authorization provides the necessary 
flexibility to address any liquidity needs. 

LG&E’s debt ratings as of September 30, 2008, were: 
Moody’s S&P 

Issuer rating 
Corporate credit rating 

These ratings reflect the views of Moody’s and S&P. A security rating is not a recommendation 
to buy, sell or hold securities and is subject to revision or withdrawal at any time by the rating 
agency. See Note 6 of Notes to Financial Statements for a discussion of recent downgrade 
actions related to the pollution control revenue bonds caused by a change in the rating of the 
entity insuring those bonds. 
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Controls and Procedures 

The Company is responsible for establishing and maintaining adequate internal control over 
financial reporting. Internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting 
principles. A company's internal control over financial reporting includes those policies and 
procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not 
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to 
future periods are subject to the risk that controls may become inadequate because of 
changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting 
as of December 3 1, 2007. In malting this assessment, the Company used the criteria set 
forth by the Committee of Sponsoring Organizations of the Treadway Commission in 
Internal Control - Integrated Framework. The Company has concluded that, as of 
December 3 1 , 2007, the Company's internal control over financial reporting was effective 
based on those criteria. There has been no change in the Company's internal control over 
financial reporting that occurred during the nine months ended September 30,2008, that 
has materially affected, or is reasonably likely to materially affect the Company's internal 
control over financial reporting. 

L,G&E is not subject to the internal control and other requirements of the Sarbanes-Oxley 
Act of 2002 and associated rules (the "Act") and consequently is not required to evaluate 
the effectiveness of the Company's internal control over financial reporting pursuant to 
Section 404 of the Act. However, as discussed above, management has evaluated the 
effectiveness of internal control over financial reporting as of December 3 1 , 2007. 
Management's assessment was not subject to audit by the Company's independent 
accounting firm. 
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Legal Proceedings 

For a description of the significant legal proceedings involving L,G&E, reference is made to the 
information under the following captions of LG&E’s Financial Statements and Additional 
Information for the year ended December 3 I ,  2007 (the “Annual Report”): Business, Risk 
Factors, Legal Proceedings, Management’s Discussion and Analysis, Financial Statements and 
Notes to Financial Statements. Reference is also made to the matters described in Notes 2 and 7 
of this quarterly report. Except as described in this quarterly report, to date, the proceedings 
reported in LG&E’s Annual Report have not materially changed. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against LG&E. To the extent that damages are assessed in any of 
these lawsuits, LG&E believes that its insurance coverage is adequate. Management, after 
consultation with legal counsel, does not anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on LG&E’s 
financial position or results of operations. 
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Business 

GENERAL 

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. LG&E supplies 
natural gas to approximately 326,000 customers and electricity to approximately 40 1,000 customers in Louisville 
and adjacent areas in Kentucky. LG&E’s service area covers approximately 700 square miles in 17 counties. 
LG&E also provides natural gas service in limited additional areas. L,G&E’s coal-fired electric generating 
stations, all equipped with systems to reduce SO2 emissions, produce most of LG&E’s electricity. The remainder 
is generated by a hydroelectric power plant and natural gas and oil fueled CTs. 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 E.ON U.S., formerly known as LG&E Energy LLC. E.ON U.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making LG&E an indirect wholly-owned 
subsidiary of E.ON. LG&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. 

OPERATING REVENUES 

For the year ended December 3 1 , 2007, 73% of total operating revenues were derived from electric operations 
and 27% from natural gas operations. Electric and gas operating revenues and the percentages by class of service 
on a combined basis for this period were as follows: 

(in millions) Electric Gas Combined YO Combined 
Residential $309 $218 $ 527 41% 
Industrial & Commercial 382 101 483 3 8% 
Other Retail 75 15 90 7% 
Wholesale 167 3 I86 14% 

Total 2222 u $1,286 J..Q@% 

See Note 1 1 of Notes to Financial Statements for financial information concerning segments of business for the 
two years ended December 3 1,2007 and 2006. 

ELECTRIC OPERATIONS 

The sources of electric operating revenues and volumes of sales for the two years ended December 3 1 , 2007 and 
2006, were as follows: 

Residential 
Industrial & Commercial 
Other Retail 
Wholesale 
Total 

2007 
Revenues Volumes 
{mllllons) {OOOMwh) 

$309 4,486 
3 82 6,830 

75 1,342 
167 6. I86 
$933 18.844 

2006 
Revenues Volumes 
{millions) {000 Mwh) 

$272 4,018 
361 6,682 

69 1,265 
241 7,62 1 
5;943 19.586 

LG&E set a new record peak load of 2,834 Mw on August 16, 2007, when the temperature reached 105 degrees 
Fahrenheit in Louisville. 
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LG&E’s power generating system includes coal-fired units operated at its three steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 3 1 , 2007, 
LG&E owned and operated the following electric generating stations while maintaining a 12%-14% reserve 
margin. 

Summer Capability 
Rating (Mw) 

1,472 
5 63 
3 83 

Total Steam Stations 2,4 18 

Steam Stations: 
Mill Creek - Jefferson County, KY 
Cane Run - Jefferson County, KY 
Trimble County - Trimble County, KY (a) 

Ohio Falls Hydroelectric Station - Jefferson County, ICY 50 

CT Generators (Peaking capability): 
Zorn -Jefferson County, KY 
Paddy’s Run - Jefferson County, KY (c) 
Cane Run - Jefferson County, KY 
Waterside - Jefferson County, KY (b) 
E.W. Brown - Mercer County, KY (c) 
Trimble County - Trimble County, KY (c) 

Total CT Generators 
Total Capability Rating 

14 
119 

14 

190 
328 
665 

3.133 

- 

(a) Amount shown represents LG&E’s 75% interest. See Note 10 ofNotes to 

(b) Pursuant to the Definitive Property Sale Agreement entered into with the 
Financial Statements for information regarding jointly owned units. 

Louisville Arena Authority in 2006, the Waterside property will be sold to the 
Louisville Arena Authority when the relocation of the LG&E assets has been 
completed, which is expected to occw by the end of 2008. The Waterside units 
were retired in December 2006. 

(c) Some of these units are jointly owned with KIJ. See Note 10 of Notes to 
Financial Statements for information regarding jointly owned units. 

At December 31, 2007, LG&E’s electric transmission system included 41 substations (27 of which are shared 
with the distribution system) with a total capacity of approximately 1 1,900 MVA and approximately 894 miles of 
lines. The electric distribution system included 93 substations (27 of which are shared with the transmission 
system) with a total capacity of approximately 4,940 MVA, 3,927 miles of overhead lines and 2,261 miles of 
underground conduit. 

LG&E was formerly a member of the MISO, a non-profit independent transmission system operator that serves the 
electrical transmission needs of much of the Midwest. LG&E withdrew from the MISO effective September 1, 2006. 
LG&E now contracts with the Tennessee Valley Authority to act as its transmission reliability coordinator and 
Southwest Power Pool, Inc. to fiinction as its independent transmission operator, pursuant to FERC requirements. 
See Note 2 of Notes to Financial Statements. 
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GAS OPERATIONS 

The sources of LG&E’s natural gas operating revenues and the sales volumes for the two years ended December 
3 1 , 2007 and 2006, were as follows: 

2007 -. 2006 
Revenues Volumes Revenues Volumes 
(millions) (000 McQ (millions) (000 Mcfl 

Residential $218 19,81 I $248 17,816 
Industrial & Commercial 101 10,182 119 9,62 1 
Other Retail 15 1,553 19 1,499 
Wholesale 19 13,575 9 12,149 

Total $353 45.121 $395 41.085 

LG&E’s natural gas transmission system includes 256 miles of transmission mains and the natural gas 
distribution system includes 4,203 miles of distribution mains. 

The natural gas utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. LG&E 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. In October 2006, the Kentucky Coininission approved LG&E’s request to 
extend the current WNA mechanism through April 30,2009. 

LG&E has five underground natural gas storage fields, with a current working gas capacity of approximately 15 
million Mcf, that help provide economical and reliable natural gas service to ultimate consumers. By using 
natural gas storage facilities, LG&E avoids the costs associated with typically more expensive pipeline 
transportation capacity to serve peak winter space-heating loads. LG&E stores natural gas in the summer season 
for withdrawal in the subsequent winter heating season. Without its storage capacity, LG&E 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. 
Currently, LG&E buys competitively priced natural gas from several suppliers under contracts of varying 
duration. LG&E’s underground storage facilities, in combination with its purchasing practices, enable it to offer 
natural gas sales service at competitive rates. At December 3 1 , 2007, LG&E had an inventory balance of natural 
gas stored underground of 11 million Mcf of working natural gas valued at $81 million. 

A number of large commercial and industrial customers purchase their natural gas requirements directly from 
alternate suppliers for delivery through LG&E’s distribution system. These large commercial and industrial 
customers account for approximately one-fourth of LG&E’s annual throughput. 

The estimated maximum deliverability from storage during the early part of the heating season is expected to be 
in excess of 350,000 Mcfday. Under mid-winter design conditions, L,G&E expects to be able to withdraw about 
300,000 Mcf/day from its storage facilities. The deliverability of natural gas from LG&E’s storage facilities 
decreases as storage inventory levels are reduced by seasonal withdrawals. 

During 2007, the maximum daily gas sendout was approximately 442,000 Mcf, occurring on February 5,2007, 
when the average temperature for the day in Louisville was 14 degrees Fahrenheit. Supply on that day consisted 
of approximately 174,000 Mcf from pipeline deliveries, approximately 192,000 Mcf delivered from underground 
storage and approximately 76,000 Mcf transported for large commercial and industrial customers. 



RATES AND REGULATIONS 

EON, LG&E’s ultimate parent, is a registered holding company under PUHCA 200.5. EON, its utility 
subsidiaries, including LG&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. 

In April 2007, LG&E completed a series of financial transactions that allowed it to cease periodic reporting under 
the Securities Exchange Act of 1934. See Note 7 of Notes to Financial Statements. 

L,G&E is subject to the jurisdiction of the Kentucky Coinmission and the FERC in virtually all matters related to 
electric and gas utility regulation, and as such, its accounting is subject to SFAS No. 71, Accountingfor the 
Ejiects ofcertain Types of Regulation. Given its competitive position in the marketplace and the status of 
regulation in Kentucky, LG&E has no plans or intentions to discontinue its application of SFAS No. 71. 

For a further discussion of regulatory matters, see Notes 2 and 9 of Notes to Financial Statements. 

COAL SUPPLY 

Coal-fired generating units provided approximately 97% of LG&E’s net Kwh generation for 2007. The 
remaining net generation for 2007 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fiiel used by LG&E in the foreseeable fiiture, with 
natural gas and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. 
LG&E has no nuclear generating units and has no plans to build any in the foreseeable fiiture. 

LG&E maintains its fuel inventory at levels estimated to be necessary to avoid operational disruptions at its coal- 
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors, 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

LG&E has entered into coal supply agreements with various suppliers for coal deliveries for 2008 and beyond 
and normally augments its coal supply agreements with spot market purchases. LG&E has a coal inventory 
policy which it believes provides adequate protection under most contingencies. 

LG&E expects to continue purchasing most of its coal, which has sulfur content in the 2.0% - 3.5% range, from 
western Kentucky, southern Indiana, southern Illinois, Ohio and West Virginia for the foreseeable future. This 
supply, in combination with the Company’s SO2 removal systems, is expected to enable LG&E to continue to 
provide electric service in compliance with existing environmental laws and regulations. Coal is delivered to 
L,G&E’s generating stations by a mix of transportation modes including rail and barge. 

GAS SUPPLY 

LG&E purchases natural gas supplies from multiple sources under contracts for varying periods of time, while 
transportation services are purchased from Texas Gas and Tennessee Gas. 
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LG&E currently transports natural gas on the Texas Gas system under Rate Schedules NNS and FT service. 
L,G&E’s total winter season NNS capacity is 184,900 MMBtu/day and its total summer season NNS capacity is 
60,000 MMBtdday. There are three separate NNS agreements with Texas Gas which are subject to termination 
by LG&E in equal amounts during 201 0,201 I and 2013. LG&E’s total winter and summer season FT capacity is 
28,000 MMBttdday. One of the FT agreements with Texas Gas is for 10,000 MMBtdday (winter and summer 
seasons) and is subject to termination by LG&E during 201 1. The other FT agreement with Texas Gas is for 
18,000 MMBtdday (winter and summer seasons) and has been terminated effective November 1,2008. 
Commencing November 1 , 2008, LG&E has contracted for transportation service with Texas Gas under Rate 
Schedule Short-Term Firm with a winter season capacity of I00 MMBtdday and a summer season capacity of 
18,000 MMBtu/day. This new Short-Term Firm agreement is subject to termination by LG&E during 201 3. 
LG&E also transports on the Tennessee Gas system under Tennessee Gas’ Rate Schedule FT-A. L,G&E’s 
contract capacity with Tennessee Gas is 5 1,000 MMRtu/day throughout the year (winter and summer seasons). 
The FT-A agreement with Tennessee Gas expires during 20 12. 

LG&E participates in rate and other proceedings affecting the regulated interstate natural gas pipelines that 
provide it service. Both Texas Gas and Tennessee Gas have active proceedings at the FERC in which LG&E is 
participating. However, neither pipeline is billing charges subject to refhd, and neither currently has rate case 
proceedings before the FERC that would change the pipeline’s base transportation rates under which LG&E 
receives service. 

LG&E also has a portfolio of supply arrangements of various terms with a number of suppliers designed to meet 
its firm sales obligations. These natural gas supply arrangements include pricing provisions that are market- 
responsive. These natural gas supplies, in tandem with pipeline transportation services, provide the reliability and 
flexibility necessary to serve LG&E’s natural gas customers. 

For further discussion of wholesale natural gas prices, see Note 2 of Notes to Financial Statements. 

ENVIRONMENTAL MATTERS 

Protection of the environment is a major priority for LG&E. Federal, state and local regulatory agencies have 
issued LG&E permits for various activities subject to air quality, water quality and waste management laws and 
regulations. See Note 9 of Notes to Financial Statements for additional information. 

COMPETITION 

At this time, neither the Kentucky General Assembly nor the Kentucky Commission has adopted or approved a 
plan or timetable for retail electric industry competition in Kentucky. The nature or timing of the ultimate 
legislative or regulatory actions regarding industry restructuring and their impact on LG&E, which may be 
significant, cannot currently be predicted. Some states that have already deregulated have begun discussions that 
could lead to re-regulation. See Note 2 of Notes to Financial Statements for additional information. 

EMPLOYEES AND LABOR RELATIONS 

LG&E had 944 full-time regular employees at December 3 1,2007, 655 of which were operating, maintenance and 
construction employees represented by the IRE W Local 2 100. LG&E and employees represented by the IRE W 
Local 2 100 signed a three-year collective bargaining agreement in November 2005. The new agreement provides for 
negotiated increases or changes to wages and annual benefits re-openers. Benefits re-openers were negotiated in 
November 2006 and November 2007. 
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OFFICERS OF THE COMPANY 

At December 3 1.2007: ** 

Name 

Victor A. Staffieri 

John R. McCall 

S. Bradford Rives 

Mastyn Gallus * 
Chris Hermann 

Paula H. Pottinger 

Paul W. Thompson 

Wendy C. Welsh 

Michael S. Beer 

Lonnie E. Bellar 

Kent W. Blake 

D. Ralph Bowling 

Laura G. Douglas 

R. W. Chip Keeling 

John P. Malloy 

Dorothy E. O’Brien 
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P. Greg Thomas 

John N. Voyles, Jr. 

Daniel K. Arbough 

Valerie L. Scott 
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Position 

Chairman of the Board, President and Chief Executive 
Officer 

Executive Vice President, General Counsel, Corporate 
Secretary and Chief Compliance Officer 

Chief Financial Officer 

Senior Vice President - Energy Marketing 

Senior Vice President - Energy Delivery 

Senior Vice President - Human Resources 

Senior Vice President - Energy Services 

Senior Vice President - Information Technology 

Vice President - Federal Regulation and Policy 

Vice President - State Regulation and Rates 

Vice President - Corporate Planning and Development 

Vice President - Power Operations - WKE 

Vice President - Corporate Responsibility and 
Community Affairs 

Vice President - Communications 

Vice President - Energy Delivery - Retail Business 

Vice President and Deputy General Counsel - Legal 
and Environmental Affairs 

Vice President - External Affairs 

Vice President - Energy Delivery - Distribution 
Operations 

Vice President - Regulated Generation 

Treasurer 

Controller 

Effective Date of 
Election to 

Present Position 

May 2001 

July 1994 

September 2003 

December 2000 

February 2003 

January 2006 

June 2000 

December 2000 

September 2004 

August 2007 

August 2007 

August 2002 

November 2007 

March 2002 

April 2007 

October 2007 

January 200 1 

April 2007 

June 2003 

December 2000 

January 2005 

Officers generally serve in the same capacities at LG&E and its affiliates, E.ON IJ.S. and KU. 
*Mr. Gallus is serving in a position with an international E.ON affiliate, effective January 2008. 
**David Sinclair, age 46, was promoted to Vice President - Energy Marketing in  January 2008. 
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Risk Factors 

LG&E is subject to a number of risks, including without limitation, those listed below and elsewhere in this 
document. Such risks could affect actual results and cause results to differ materially from those expressed in any 
forward-looking statements made by LG&E. 

The electric and gas rates that LG&E charges customers, as well as other aspects of the business, are 
subject to significant and complex governmental regulation. Federal and state entities regulate many aspects 
of utility operations, including financial and capital structure matters; siting and construction of facilities; rates, 
terms and conditions of service and operations; mandatory reliability and safety standards; accounting and cost 
allocation methodologies; tax matters; acquisition and disposal of utility assets and securities and other matters. 
Such regulations may subject LG&E to higher operating costs or increased capital expenditures and failure to 
comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state agencies, 
intervenors and other permitted parties may challenge LG&E’s rate request and ultimately reduce, alter or limit 
the rates LG&E seeks. 

Changes in transmission and wholesale power market structures, as well as LG&E’s exit from the MISO, 
could increase costs or  reduce revenues. The resulting changes to transmission and wholesale power market 
structures and prices are not estimable and may result in unforeseen effects on energy purchases and sales, 
transmission and related costs or revenues. 

Transmission and interstate market activities of LG&E, as well as other aspects of the business, are 
subject to significant FERC regulation. LG&E’s business is subject to extensive regulation under the FERC 
covering matters including rates charged to transmission users and wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions; certain natural gas operations and other matters. Existing FERC regulation, 
changes thereto or issuances of new rules or situations of non-compliance, can affect the earnings, operations or 
other activities of L,G&E. 

LG&E undertakes significant capital projects and is subject to unforeseen costs, delays or failures in such 
projects, as well as risk of full recovery of such costs. The completion of these facilities without delays or cost 
overruns is subject to risks in many areas including approval and licensing; permitting; construction problems or 
delays; increases in commodity prices or labor rates; contractor performance; weather and geological issues and 
political, labor and regulatory developments. 

LG&E’s costs of compliance with environmental laws are significant and are subject to continuing 
changes. Extensive federal, state and local environmental regulations are applicable to LG&E’s air emissions, 
water discharges and the management of hazardous and solid waste, among other areas; and the costs of 
compliance or alleged non-compliance cannot be predicted with certainty. Costs may take the form of increased 
capital or operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. 

LG&E’s operating results are affected by weather conditions, including storms and seasonal temperature 
variations, as well as by significant man-made or  accidental disturbances, including terrorism or natural 
disasters. These weather or man-made factors can significantly affect L,G&E’s finances or operations by 
changing demand levels; causing outages; damaging infrastructure or requiring significant repair costs; affecting 
capital markets or impacting future growth. 

LG&E is subject to risks regarding potential developments concerning global climate change matters. 
Such developments could include potential federal or state legislation or industry initiatives limiting GHG 
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emissions; establishing costs or charges on GHG emissions or on fuels relating to such emissions; requiring GHG 
remediation or sequestration; establishing renewable portfolio standards or generation fleet-diversification 
requirements to address GHG emissions; promoting energy efficiency and conservation or other measures. 
L,G&E’s generation fleet is predominantly coal-fired and may be highly impacted by developments in this area. 

L,G&E’s business is concentrated in the Midwest United States, specifically Kentucky. Local and regional 
economic conditions, such as population growth, industrial growth or expansion and economic development, as 
well as the operational or financial performance of major industries or customers, can affect the demand for 
energy. 

LG&E is subject to operational risks relating to its generating plants, transmission facilities and 
distribution equipment. Operation of power plants, transmission and distribution facilities subjects LG&E to 
many risks, including the breakdown or failure of equipment; accidents; labor disputes; deliveryhransportation 
problems; disruptions of fuel supply and performance below expected levels. 

LG&E could be negatively affected by rising interest rates, downgrades to company or bond insurer credit 
ratings that could impact the Company’s bond credit ratings or other negative developments in its ability 
to access capital markets. In the ordinary course of business, L,G&E is reliant upon adequate long-term and 
short-term financing means to fund its significant capital expenditures, debt interest or maturities and operating 
needs. Increases in interest rates could result in increased costs to L,G&E. 

LG&E is subject to commodity price risk, credit risk, counterparty risk and other risks associated with the 
energy business. General market or pricing developments or failures by counterparties to perform their 
obligations relating to energy, ftleiels, other commodities, goods, services or payments could result in potential 
increased costs to LG&E. 

LG&E is subject to risks associated with defined benefit retirement plans, health care plans, wages and 
other employee-related matters. Risks include adverse developments in legislation or regulation, future costs or 
funding levels, returns on investments, interest rates and actuarial matters, as well as, changing wage levels, 
whether related to collective bargaining agreements or employment market conditions, ability to attract and retain 
key personnel and changing costs of providing health care benefits. 
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Legal Proceedings 

Rates and Regulatory Matters 

For a discussion of current rates and regulatory matters, including electric and natural gas base rate increase 
proceedings, merger surcredit proceedings, VDT proceedings, TC2 proceedings, Kentucky Commission, FERC 
and MISO proceedings and other rates or regulatory matters affecting LG&E, see Notes 2 and 9 of Notes to 
Financial Statements. 

Environmental 

For a discussion of environmental matters including additional reductions in SOZ, NOx and other emissions 
mandated by recent or potential regulations; items regarding other emissions proceedings and the manufactured 
gas plant sites; global warming or climate change matters and other environmental items affecting LG&E, see 
Note 9 of Notes to Financial Statements. 

Litigation 

For a discussion of litigation matters, see Note 9 of Notes to Financial Statements. 

Other 

In the normal course of business, other lawsuits, claims, environmental actions and other governmental 
proceedings arise against LG&E. To the extent that damages are assessed in any of these lawsuits, LG&E 
believes that its insurance coverage is adequate. Management, after consultation with legal counsel, does not 
anticipate that liabilities arising out of currently pending or threatened lawsuits and claims will have a material 
adverse effect on LG&E’s financial position or results of operations. 
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Selected Financial Data 

(in millions) 
Years Ended December 3 1 

rn m 2005 2004 2003 

$1.338 $1.424 $1.173 $1.094 Operating revenues $1 -286 

Net operating income $ i . - L z B - u u  

u $ 117 $i-J29 Net income 9; 120 

Total assets $3.313 $3.184 $3.146 $2.967 $2.882 

Long-term obligations 
(including amounts 
due within one year) 3?L.2$H $ 820 $ 821 $2372 lL798 

Management’s Discussion and Analysis and Notes to Financial Statements should be read in 
conjunction with the above information. 
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Management's Discussion and Analysis 

The following discussion and analysis by management focuses on those factors that had a material effect on LG&E's 
financial results of operations and financial condition during 2007 and 2006 and should be read in connection with 
the financial statements and notes thereto. 

Forward Looking Statements 

Some of the following discussion may contain forward-looking statements that are subject to risks, uncertainties 
and assumptions. Such forward-looking statements are intended to be identified in this document by the words 
"anticipate," "expect," "estimate," "objective," "possible," "potential" and similar expressions. Actual results may 
materially vary. Factors that could cause actual results to materially differ include: general economic conditions; 
business and competitive conditions in the energy industry; changes in federal or state legislation; unusual 
weather; actions by state or federal regulatory agencies; actions by credit rating agencies and other factors 
described from time to time in LG&E's reports, including as noted in the Risk Factors section of this report. 

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. 

Net Income 

Net income related to the electric business increased $5 million and net income related to the natural gas business 
decreased $2 inillion in 2007 compared to 2006, resulting in an overall $3 million net income increase. Increased 
retail sales volumes associated with warmer summer weather and cooler winter weather and increased natural gas 
wholesale sales resulted in an increase in net income. Lower electric wholesale sales and lower MISO related 
revenues partially offset this increase. 

Revenues 

Electric revenues in 2007 decreased $10 million primarily due to: 
0 

0 

Decreased wholesale sales ($66 million) due to decreased volumes and lower wholesale market 
pricing 
Decreased MIS0 related revenues ($8 million) resulting from the exit from the MIS0 

These decreases were partially offset by: 
0 

0 

0 

Increased fuel costs ($35 million) billed to customers through the FAC due to increased fuel prices 
and sales volumes delivered 
Increased sales volumes delivered ($19 million) resulting from a 3% increase in heating degree days 
and a 5 1 % increase in cooling degree days 
Increased ECR surcharge ($9 inillion) due to increased recoverable capital spending 

Natural gas revenues in 2007 decreased $42 million primarily due to a decrease in the average cost of gas billed 
to customers throughout the year ($71 inillion), partially offset by increased volumes ($19 inillion) and increased 
wholesale sales ($10 million). 
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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. 

Fuel for electric generation increased $24 million in 2007 primarily due to: 
0 

0 

Increased cost of fuel burned ($1 7 million) due to higher coal prices 
Increased generation ($7 million) due to higher demand 

Power purchased expense decreased $32 million in 2007 primarily due to: 
0 

0 

Decreased volumes purchased ($33 million) due to increased internal generation 
Increased cost per Mwh of purchases ($2 million) due to higher fuel prices 

Gas sripply expenses decreased $41 million in 2007 primarily due to: 
0 

0 

Decreased cost of net gas ~ ~ p p l y  ($77 million) due to lower inventory unit cost and adjustments to the 
GSC for recoveries 
Increased volumes of natural gas delivered to the distribution system ($36 million) due to higher 
demand 

Other operation and maintenance expenses decreased $12 million in 2007 primarily due to decreased other 
operation expenses ($17 million), partially offset by increased maintenance expenses ($4 million). 

Other operation expenses decreased $1 7 million in 2007 primarily due to: 

0 

0 

a 

0 

0 

Decreased VDT workforce reduction expense ($8 million) due to completion of VDT amortization in 
March 2006 
Decreased MISO Day 1 and Day 2 expense ($8 million) due to the exit from the MISO effective 
September 1 , 2006, and refunds from the MISO for certain charges 
Decreased steam expense ($5 million) due to lower lease expense 
Decreased pension expense ($3 million) due to a pension contribution early in 2007 
Decreased write-offs of uncollectible accounts ($3 million) primarily due to lower gas prices in 2007 
as compared with prices in the first quarter of 2006 
Increased wholesale expense ($6 million) due to a recorded credit in April 2006 for a FERC ordered 
refund from the MISO for charges assessed in excess of the rates in the MISO transmission tariff 
Increased scrubber reactant expense ($2 million) due to a higher priced Lime contract in 2007 

Maintenance expenses increased $4 million in 2007 primarily due to: 
Increased boiler maintenance expense ($3 million) 
Increased gas main distribution maintenance and other maintenance services ($2 million) 
Decreased overhead conductor and devices maintenance ($1 million) 

0 

0 

Other expense - net decreased $2 million in 2007 primarily due to increased other income ($1 million) and 
decreased other expense ($1 million). 

Interest expense increased $9 million in 2007 primarily due to increased interest to affiliated companies ($8 
million) due to increased affiliate borrowings to fund the pension plan and redeem the Company’s preferred stock 
and increased interest rates on variable rate debt ($1 million). 
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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 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 measures used in preparing the 
financial statements and related disclosures, even if the nature of the accounting policies applied has not changed. 
Specific risks for these critical accounting policies are described in the Notes to Financial Statements. Each of 
these has a higher likelihood of resulting in materially different reported amounts under different conditions or 
using different assumptions. Events rarely develop exactly as forecasted and the best estimates routinely require 
adjustment. 

Critical accounting policies and estimates including unbilled revenue, allowance for doubtfiil accounts, regulatory 
mechanisms, pension and Postretirement benefits and income taxes are detailed in Notes 1,2, 3 , 5 ,  6 and 9 ofNotes 
to Financial Statements. 

Recent Accounting Pronouncements. Recent accounting pronouncements affecting LG&E are detailed in Note I 
of Notes to Financial Statements. 

LIQUIDITY AND CAPITAL, RESOURCES 

LG&E uses net cash generated from its operations and external financing (including financing from affiliates) to 
fund construction of plant and equipment and the payment of dividends. LG&E believes that such sources of 
funds will be sufficient to meet the needs of its business in the foreseeable future. 

As of December 3 1,2007, LG&E is in a negative working capital position in part because of the classification of 
certain variable-rate pollution control bonds totaling $120 million that are subject to tender for purchase at the 
option of the holder as current portion of long-term debt. Credit facilities totaling $125 million are in place to 
fund such tenders, if necessary. LG&E has never needed to access these facilities. LG&E expects to cover any 
working capital deficiencies with cash flow froin operations, money pool borrowings and borrowings from 
Fidelia. 

Operating Activities 

Cash provided by operations was $138 million and $320 million in 2007 and 2006, respectively. 

The 2007 decrease of $1 82 million was primarily the result of decreases in cash due to changes in: 
Accounts receivable ($88 million) due to higher GSC and FAC billings in December 2007, related to 
higher year end coal and gas prices 
Materials and supplies ($48 million) due to higher coal inventory at December 3 1,2007 resulting from 
higher coal prices as well as greater volumes on hand 
GSC recovery ($40 million) due to refunds of over recoveries 
Pension and postretirement funding ($26 million) 
Accrued income taxes ($22 million) due to estimated payments during 2007 being greater than income tax 
accrued 
Property and other taxes payable ($17 million) 
Prepaid pension asset ($14 million) 
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These decreases were partially offset by cash provided by changes in: 
Accounts payable ($33 million) 
Earnings, net of non-cash items ($13 million) 
MISO exit fee ($13 million) due to the MISO exit being completed effective September 1, 2006 

e 
e 

0 ECR recovery ($13 million) 

Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities in 2007 increased $50 million in 2007 compared to 2006, primarily due to increased capital 
expenditures of $48 million and $2 million in restricted cash. Restricted cash primarily relates to cash received as 
a prepayment for equipment on order for the Louisville Arena project. 

Financing Activities 

Net cash inflows (outflows) for financing activities were $56 million and ($173) million in 2007 and 2006, 
respectively. See Note 7 of Notes to Financial Statements for information of redemptions, maturities and 
issuances of long-term debt. 

Future Capital Requirements 

LG&E expects its capital expenditures for the three-year period ending December 3 1 , 20 10, to total 
approximately $735 million, consisting primarily of construction of TC2 totaling approximately $85 million 
(including $25 million for environmental controls), gas main replacement initiatives of approximately $SO 
million, redevelopment of the Ohio Falls hydroelectric facility totaling approximately $45 million, a customer 
care system totaling approximately $30 million and on-going construction related to generation and distribution 
assets. See Note 9 of Notes to Financial Statements for additional information. 

LG&E’s construction program is designed to ensure that there will be adequate capacity and reliability to meet 
the electric and gas needs of its service area and to comply with environmental regulations. These needs are 
continually being reassessed and appropriate revisions are made, when necessary, in construction schedules. 
Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, market 
entry of competing electric power generators, changes in commodity prices and labor rates, changes in 
environmental regulations and other regulatory requirements. See Contractual Obligations fbrther below and 
Note 9 of Notes to Financial Statements for current commitments. LG&E anticipates funding future capital 
requirements through operating cash flow, debt and/or infusions of capital from its parent. 

Regulatory approvals are required for LG&E 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 2007, LG&E 
received a two-year authorization from the FERC to borrow up to $400 million in short-term funds. 

LG&E’s debt ratings as of December 3 1 , 2007, were: 

Pollution control revenue bonds 
Issuer rating 
Corporate credit rating 

Moodv’s 
A2 
A2 

s&p 
BBB+ 

BBB+ 
- 
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These ratings reflect the views of Moody's and S&P. A security rating is not a recommendation to buy, sell or 
hold securities and is subject to revision or withdrawal at any time by the rating agency. See Note 7 of Notes to 
Financial Statements for a discussion of recent downgrade actions related to the pollution control revenue bonds. 

Contractual Obligations 

The following is provided to summarize contractual cash obligations for periods after December 31,2007. LG&E 
anticipates cash from operations and external financing will be sufficient to fund fLiture obligations. Future 
interest obligations cannot be quantified because most of LG&E's debt is variable rate. See Statements of 
Capitalization. 

(in millions) 
Contractual Cash Obligations 

Short-term debt (a) 
Long-term debt 
Operating leases (c) 
Unconditional power 

purchase obligations (d) 
Coal and gas purchase 

obligations (e) 
Retirement obligations (f) 
Other obligations (g) 
Total contractual 

cash obligations 

Payments Due by Period 
2008 2010 2011 2012 Thereafter Total 

2s 959(b) 984 
5 4 4 3 3 5 24 

$ 78 $ -  $ -  $ -  $ -  $ - $ 7 8  

16 18 19 19 19 322 41.3 

245 197 200 212 67 5 926 
35 3 5 34 34 33 167 338 

104 7$ 26 3 ____(- 

(a) Represents borrowings from affiliated company due within one year. 
(b) Includes long-term debt of $120 million classified as current liabilities because these bonds are subject to tender for 

purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of certain events. Maturity 
dates for these bonds range from 2026 to 2027. LG&E does not expect to pay these amounts in 2008. 

(c) Represents future operating lease payments. 
(d) Represents future minimum payments under OVEC power purchase agreements through 2026. 
(e) Represents contracts to purchase coal and natural gas. 
(f) Represents currently prqjected cash flows for pension, postretirement and other post-employment benefits as calculated by 

the actuary. 
(8) Represents construction commitments, including commitments for TC2. 

CONTROLS AND PROCEDURES 

The Company is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial Statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes 
those policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, we, 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 misstate- 
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls 
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may become inadequate because of changes in conditions, or that the degree of compliance with the policies or 
procedures may deteriorate. 

The Company has assessed the effectiveness of its internal control over financial reporting as of December 3 1, 
2007. In making this assessment, the Company used the criteria set forth by the Committee of Sponsoring 
Organizations of the Treadway Commission in Internal Control - Integrated Framework ("COSO'). The 
Company has concluded that, as of December 3 1, 2007, the Company's internal control over financial reporting 
was effective based on those criteria. 

LG&E is no longer subject to the internal control and other requirements of the Sarbanes-Oxley Act of 2002 and 
associated rules (the "Act") and consequently has not issued Management's Report on Internal Controls over 
Financial Reporting pursuant to Section 404 of the Act. 
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Louisville Gas and Electric Company 
Statements of Income 

(Millions of $) 
Years Ended December 3 1 

2007 2006 
OPERATING REVENUES: 

Electric (Note 12) .............................................................................. 
Gas.. ................................................................................................... 

Total operating revenues ............................................................. 

OPERATING EXPENSES: 
Fuel for electric generation ................................................................ 

Gas supply expenses .......................................................................... 
Other operation and maintenance expenses ....................................... 
Depreciation and amortization (Note 1) ............................................ 

Total operating expenses .............................................................. 

Power purchased (Notes 9 and 12) .................................................... 

Net operating income .............................................................................. 

Other expense - net ................................................................................ 
Interest expense (Notes 7 and 8) ............................................................. 
Interest expense to affiliated companies (Note 12) ................................. 

Income before income taxes ................................................................... 

Federal and state income taxes (Note 6) ................................................. 

Net income .............................................................................................. 

$ 933 $ 943 
353 3 

1.286 1.338 

318 294 
82 114 

254 295 
276 288 
126 124 

1,056 1,115 

230 22.3 

1 3 
29 28 
21 13 

179 I79 

$120 $117 

The accompanying notes are an integral part of these financial statements. 

Statements of Retained Earnings 
(Millions of $) 

Years Ended December 3 1 
2007 2006 

Balance January 1 ................................................................................... $639 $62 1 
Add net income ....................................................................................... 120 117 
Preferred stock buyback .......................................................................... (4) 

755 738 

Deduct: Cash dividends declared on stock: 
5% cumulative preferred ...................................................... 1 
Auction rate cumulative preferred ........................................ 3 
Common ............................................................................... 3 3 

3 3 

Balance December 3 1 ............................................................................. $!52!2 $622 

The accompanying notes are an integral part of these financial statements. 
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Louisville Gas and Electric Company 
Statements of Comprehensive Income 

(Millions of $) 

Years Ended December 3 I 
2007 2006 

Net income ........................................................................................................ $120 $117 

Gain (loss) on derivative instruments and hedging activities, 
net of tax benefit (expense) of $2 and $( 1) for 2007 and 2006, 

........................................................................ 2 (4) respectively (Notes 1 and 3) 

Additional minimum pension liability adjustment, net of tax expense 
47 of $0 and $30 for 2007 and 2006, respectively (Note 5 )  ............................. - - 

................................ 49 (4) - Other comprehensive income (loss), net of tax (Note 13) 

..................................................................................... Comprehensive income $116 $166 

The accompanying notes are an integral part of these financial statements. 



Louisville Gas and Electric Company 
Balance Sheets 
(Millions of $) 

December 3 1 
2007 2006 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) ..................................................................... 
Restricted cash (Note 1 )  ...................................................................................... 
Accounts receivable - less reserve of$2 in 2007 and 2006 (Note 1) ................... 
Accounts receivable from affiliated companies (Note 12) ................................... 
Materials and supplies (Note 1): 

Fuel (predominantly coal) .............................................................................. 
Gas stored underground ................................................................................. 
Other materials and supplies ........................................................................... 

Prepayments and other current assets ................................................................... 
Total current assets .................................................................................................... 

Utility plant. at original cost (Note 1): 
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: 
Restricted cash (Note 1) ....................................................................................... 

Pension and postretirement benefits ............................................................... 

Prepaid pension assets .......................................................................................... 
Regulatory assets (Notes 1 and 2): 

Other ............................................................................................................... 
Other assets .......................................................................................................... 

Total deferred debits and other assets ....................................................................... 

Total Assets ............................................................................................................... 

$ 4  $ 7  
7 

189 

46 
81 
3 1 
13 

371 

3. 246 
55 1 
178 

. 3. 975 

1. 619 
2. 356 

344 
2. 700 

12 
14 

110 
94 
2 

242 

165 
19 

38 
83 
30 

9 
351 

3. 200 
526 
180 

3. 906 

1. 534 
2. 372 

217 
2. 589 

16 

126 
9.3 
9 

244 

The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
Balance Sheets (continued) 

(Millions of $) 

December 3 1 
2007 2006 

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 companies (Note 12) .......................................... 
Customer deposits .............................................................................................. 
Other current liabilities ....................................................................................... 

Total current liabilities ............................................................................................ 

Long-term debt: 
Long-term bonds (Note 7 ) ~ ~  ................................................................................ 
Long-term notes to affiliated company (Note 7) ................................................ 
Mandatorily redeemable preferred stock (Note 7) .............................................. 

Total long-term debt ................................................................................................ 

Deferred credits and other liabilities: 
Accumulated deferred income taxes (Note 6) .................................................... 
Accumulated provision for pensions and related benefits (Note 5) .................... 

Asset retirement obligations ............................................................................... 
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant ................................................ 
Deferred income taxes ................................................................................. 
Other regulatory liabilities ............................................................................ 

Other liabilities ................................................................................................... 
Total deferred credits and other liabilities ............................................................... 

Investment tax credit, in process of amortization ............................................... 

Commitments and contingencies (Note 9) 

Cumulative preferred stock ..................................................................................... 

COMMON EQUITY: 
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) ....................................... 
Retained earnings ............................................................................................... 
Total common equity ......................................................................................... 

Total Liabilities and Equity ..................................................................................... 

$ 120 $ 2 4 8  
78 68 

111 103 
57 55 
19 18 
34 40 
419 532 

454 328 
410 225 

19 
864 572 

342 333 
94 149 
46 41 
30 28 

24 1 232 
50 54 
19 35 
47 44 
869 916 

70 . 

424 424 
60 40 

690 639 
1.161 1.094 

(13) (9) 

The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
Statements of Cash Flows 

(Millions of $) 
Years Ended December 3 1 
2007 2006 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income ............................................. ...................................... 
Items not requiring cash currently: 

Depreciation and amortization ..................................................... 
Deferred income taxes - net ......................................................... 
Investment tax credit - net ............................................................ 
VDT amortization ........................................................................ 
Provision for pension and postretirement plans ........................... 
Other ............................................................................................ 

Accounts receivable ..................................................................... 
Materials and supplies .................................................................. 
Accounts payable ......................................................................... 
Accrued income taxes .................................................................. 

Change in certain current assets and liabilities: 

Property and other taxes payable ................................................. 
Prepayments and other current assets .......................................... 
Prepaid pension asset ................................................................... 
Other current liabilities ................................................................ 

Pension and postretirement funding .................................................. 

Fuel adjustment clause receivable, net .............................................. 
MIS0 exit fee .................................................................................... 
Environmental cost recovery mechanism receivable ......................... 
Other .................................................................................................. 

Net cash provided by operating activities .................................... 

Gas supply clause receivable, net ...................................................... 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Construction expenditures ................................................................ 
Change in restricted cash ................................................................... 
Net cash used for investing activities ................................................ 

Long-term borrowings from affiliated company (Note 7) ................. 
Short-term borrowings from affiliated company (Note 8) ................. 
Repayment of short-term borrowings from affiliated company ........ 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Retirement of first mortgage bonds ................................................... 
Issuance of pollution control bonds ................................................... 

Preferred stock buyback adjustment .................................................. 
Payment of dividends ........................................................................ 
Additional paid-in capital .................................................................. 

Retirement of cumulative preferred stock ......................................... 
Retirement of mandatorily redeemable preferred stock .................... 

Net cash provided by (used for) 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 on borrowed money .............. ................................... 
Interest to affiliated companies on borrowed money ................... 

$ 120 $ 1 1 7  

$62 $64 
24 24 
15 11 

The accompanying notes are an integral part of these financial statements . 
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Louisville Gas and Electric Company 
statements of Capitalization 

(Millions of $) 
December 3 1 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

S due September 1. 2017. variable % ................................................................ 
T due September 1. 2017. variable % ................................................................ 
U due August 15. 20 13. variable % ................................................................... 
Jefferson Co . 2000 Series A. due May 1. 2027. variable % ............................... 
Trimble Co . 2000 Series A. due August 1. 20.30, variable YO ............................ 
Jefferson Co . 2001 Series A environmental facilities bonds. due 

September 1. 2027. variable % ..................................................................... 
Jefferson Co . 2001 Series A pollution control bonds. due 

Trimble Co . 2001 Series A. due September 1. 2026. variable % ....................... 
Jefferson Co . 2001 Series B. due November 1. 2027. variable YO ..................... 
Trimble Co . 2001 Series B. due November 1. 2027. variable % ....................... 
Triinble Co . 2002 Series A. due October I. 2032. variable % ........................... 
Louisville Metro 2003 Series A. due October 1.  20.33, variable % .................... 
Louisville Metro 200.5 Series A. due February 1. 2035. variable YO .................. 
Trimble Co . 2007 Series A. due June 1. 2033. 4.60% ....................................... 
Louisville Metro 2007 Series B. due June 1. 2033. variable % ......................... 
Louisville Metro 2007 Series A. due June 1. 203.3, variable % ......................... 

Due January 16. 2012. 4.3.3Y0, unsecured .......................................................... 
Due April 30. 2013. 4.55%, unsecured .............................................................. 
Due August 15. 2013. 5.3 1%. unsecured ........................................................... 
Due November 26. 2022. 5.72%, unsecured ...................................................... 
Due April 1.3, 2031. 5.93%, unsecured ........... .............................................. 
Due April 13. 20.37, 5.98 YO. unsecured ............................................................. 

$5.875 series. outstanding shares of 0 in 2007 and 200. 000 in 2006 ................. 
Total long-term debt outstanding ....................................................................... 
Less current portion of long-term debt .............................................................. 
Long-term debt .................................................................................................. 

September I. 2026. variable YO ........ ..................................................... 

Notes payable to Fidelia: 

Mandatorily redeemable preferred stock: 

CUMULATIVE PREFERRED STOCK: 

$25 par value. 1.720. 000 shares authorized - 5% series. outstanding shares of 0 in 
2007 and 860. 287 in 2006 .................................................................................. 

Without par value. 6.750. 000 shares authorized -auction rate. outstanding shares 
of0 in 2007 and 500. 000 in 2006 ...................................................................... 

COMMON EQUITY: 
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) 
Retained earnings ............... ...................... ................ 

........ 

Total common equity ............................................................................................... 
Total capitalization ....................................................................................................... 

2007 

$ -  

2.5 
83 

10 

23 
28 
35 
3 5 
42 

I28 
40 
60 
35 
3 1 

25 
100 
100 
47 
67 
70 

984 

120 

864 

424 
60 

690 
1.161 

(13) 

&22222 

2006 

$ 3 1  
60 
3.5 
25 
83 

10 

23 
28 
35 
35 
42 

128 
40 

2.5 
100 
100 

20 

820 

248 

572 

21 

49 
70 

424 
40 

639 
1. 094 

(9) 

u 
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 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 supplies 
natural gas to approximately 326,000 customers and electricity to approximately 401,000 customers in L,ouisville 
and adjacent areas in Kentucky. LG&E’s coal-fired electric generating stations, all equipped with systems to 
reduce SO;! emissions, produce most of LG&E’s electricity. The remainder is generated by a hydroelectric power 
plant and natural gas and oil fiieled CTs. 

L,G&E is a wholly-owned subsidiary of E.ON [J.S., formerly known as LG&E Energy LLC. E.ON 1J.S. is an 
indirect wholly-owned subsidiary of E.ON, a German corporation, making LG&E an indirect wholly-owned 
subsidiary of E.ON. LG&E’s affiliate, KIJ, 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 2007 
presentation with no impact on net assets, liabilities and capitalization or previously reported net income and cash 
flows. 

Regulatory Accounting. LG&E is subject to SFAS No. 71 , under which regulatory assets are created based on 
expected recovery from customers in fiiture rates to defer costs that would otherwise be charged to expense. 
Likewise, regulatory liabilities are created based on expected return to customers in future rates to defer credits 
that would otherwise be reflected as income, or, in the case of costs of removal, are created to match long-term 
future obligations arising from the current use of assets. The accounting for regulatory assets and liabilities is 
based on specific rateinaking 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 and Cash Equivalents. LG&E considers all highly liquid investments with an original maturity of three 
months or less to be cash equivalents. 

Restricted Cash. A deposit in the amount of $12 million, used as collateral for an $83 million interest rate swap 
expiring in 2020, is classified as restricted cash on LG&E’s balance sheet. An advance deposjt of $7 inillion from 
the Lmuisville Arena Authority is also restricted for equipment purchases related to relocating transmission 
fac i 1 it ies . 
Allowance for Doubtful Accounts. The allowance for doubtful accounts is based on the ratio of the amounts 
charged-off during the last twelve months to the retail revenues billed over the same period multiplied by the 
retail revenues billed over the last four months. Accounts with no payment activity are charged-off after four 
months, although collection efforts continue thereafter. 

Materials and Supplies. Fuel, 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 and 
are not currently traded by LG&E. At December 3 1 , 2007 and 2006, the emission allowances inventory was less than 
$1 million. 
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Other Property and Investments. Other property and investments on the balance sheets consists of LG&E’s 
investment in OVEC and non-utility plant. LG&E and 11 other electric utilities are participating owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two power plants that burn coal to generate electricity, Kyger 
Creek Station in Ohio and Clifty Creek Station in Indiana. Pursuant to current contractual agreements, LG&E’s 
share of OVEC’s output is 5.63%, approximately 124 Mw of generation capacity. 

As of December 3 1 , 2007 and 2006, 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 financial statements of LG&E and is 
accounted for under the cost method of accounting. LG&E’s maximum exposure to loss as a result of its 
involvement with OVEC is limited to the value of its investment. In the event of the inability of OVEC to fulfill 
its power provision requirements, LG&E anticipates substituting such power supply with either owned generation 
or market purchases and believes it would generally recover associated incremental costs through regulatory rate 
mechanisms. See Note 9, Coinrnitments and Contingencies, for fkirther discussion of developments regarding 
LG&E’s ownership interest and power purchase rights. 

Utility Plant. LG&E’s utility plant is stated at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates. LG&E has not recorded any allowance for fiinds used during construction, in 
accordance with Kentucky Commission regulations. 

The cost of plant 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. 

Depreciation and Amortization. Depreciation is provided on the straight-line method over the estimated service 
lives of depreciable plant. The amounts provided were approximately 3.2% in 2007 (3.0% electric, 2.8% gas and 
7.7% common); and 3.2% in 2006 (3.0% electric, 2.9% gas and 7.8% common) of average depreciable plant. Of the 
amount provided for depreciation, at December 3 1 , 2007, approximately 0.4% electric, 0.8% gas and 0.1 % coinmon 
were related to the retirement, reinoval and disposal costs of long lived assets. Of the amount provided for 
depreciation, at December 3 1 , 2006, approximately 0.4% electric, 0.9% gas and 0.4% common were related to 
the retirement, reinoval and disposal costs of long lived assets. 

Unamortized Debt Expense. Debt expense is capitalized in deferred debits and ainortized using the straight-line 
method, which approximates the effective interest method, over the lives of the related bond issues. 

Income Taxes. Income taxes are accounted for under SFAS No. 109, Accounting for Income Taxes and FIN 48, 
Accounting for Uncertainty in Income Taxes, an Interpretation of SFAS No. 109. In accordance with these 
statements, deferred tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their respective 
tax bases, as measured by enacted tax rates that are expected to be in effect in the periods when the deferred tax 
assets and liabilities are expected to be settled or realized. Significant judgment is required in determining 
the provision for income taxes, and there are transactions for which the ultimate tax outcome is uncertain. FIN 48 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. IJncertain tax positions are analyzed 
periodically and adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Income Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 
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Investment Tax 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 
TC2, for more details 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. 

Revenue Recognition. 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 unbilled volume for each day of the accounting period. The 
unbilled revenue estimates included in accounts receivable were $65 million and $53 inillion at December 3 1, 
2007 and 2006, respectively. 

Fuel and 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-approved performance-based ratemaking mechanism related to natural gas procurement activity. 
See Note 2, Rates and Regulatory Matters. 

Management’s Use of Estimates. The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported assets and 
liabilities and disclosure of contingent items at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Accrued liabilities, including legal and environmental, are 
recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accounting Pronouncements. The following are recent accounting pronouncements affecting LG&E: 

SFAS No. 160 

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial 
Statements, which is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15, 2008. The objective of this statement is to improve the relevance, comparability and transparency 
of financial information in a reporting entity’s consolidated financial statements. The Company expects the 
adoption of SFAS No. 160 to have no impact on its statements of operations, financial position and cash flows. 

SFAS No. 159 

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial 
Liabilities - Including an Amendment of FASB Statement No. 115. SFAS No. 159 permits entities to choose to 
ineas~ire many financial instruments and certain other assets and liabilities at fair value on an instrtiinent-by- 
instrument basis (the fair value option). IJnrealized gains and losses on items for which the fair value option has 
been elected are to be recognized in earnings at each subsequent reporting date. SFAS No. 159 is effective for 
fiscal years beginning after November 15,2007. SFAS No. 159 was adopted effective January I ,  2008 and had 
no impact on the statements of operations, financial position and cash flows. 
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SFAS No. 157 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measzirenients, which, except as described 
below, is effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. SFAS No. 157 does not expand the application of fair value 
accounting to new circumstances. In February 2008, the FASB issued FASR Staff Position 157-2, Effective Date 
of FASB Statenient No. 257, which delays the effective date of SFAS No. 157 for all nonfinancial assets and 
liabilities, except those that are recognized or disclosed at fair value in the financial statements on a recurring 
basis (at least annually), to fiscal years beginning after November 15, 2008 and interim periods within those 
fiscal years. SFAS No. 157 was adopted effective January 1 , 2008, except as it applies to those nonfinancial 
assets and liabilities, and had no impact on the statements of operations, financial position and cash flows, 
however, the Company will provide additional disclosures relating to its financial derivatives, AROs and pension 
assets as required in 2008. 

FIN 48 

In July 2006, the FASB issued FIN 48 which clarifies the accounting for the uncertainty of income tax positions 
recognized in an enterprise’s financial statements in accordance with SFAS No. 109. This interpretation 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. 

The evaluation of a tax position in accordance with FIN 48 is a two-step process. The first step is recognition 
based on the determination of whether it is “more likely than not” that a tax position will be sustained upon 
examination. The second step is to measure a tax position that meets the “more likely than not” threshold. The tax 
position is measured as the amount of potential benefit that exceeds 50% likelihood of being realized. 

FIN 48 is effective for fiscal years beginning after December 15,2006, and was adopted effective January 1, 
2007. The impact of FIN 48 on the statements of operations, financial position and cash flows was not material. 

Note 2 - Rates and Regulatory Matters 

LG&E 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 SFAS No. 71. Given its competitive 
position in the marketplace and the status of regulation in Kentucky, LG&E has no plans or intentions to 
discontinue its application of SFAS No. 71. 

Electric and Gas Rate Cases 

In December 2003, LG&E filed an application with the Kentucky Commission requesting adjustments in 
LG&E’s electric and natural gas rates. The revenue increases requested were $64 million for electric and $19 
million for natural gas. In June 2004, the Kentucky Commission issued an Order approving increases in LG&E’s 
electric base rates of approximately $43 million (8%) and natural gas base rates of approximately $12 million 
(3%). The rate increases took effect on July 1, 2004. 

Final proceedings took place during the first quarter of 2006 concerning the sole remaining open issue relating to 
state income tax rates used in calculating the granted rate increase. On March 3 1 , 2006, the Kentucky 
Commission issued an Order resolving this issue in LG&E’s favor consistent with the original rate increase order. 
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Regulatorv Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 3 1 : 

(in millions) 
ARO 
GSC adjustments 
MISO exit 
FAC 
IJnamortized loss on bonds 
ECR 
Other 

Subtotal 

m 
$ 24 

16 
13 
9 

19 
4 
9 

94 

2006 
$ 22 

21 
13 
4 

20 
9 
4 

93 

Pension and postretirement benefits 110 126 
Total regulatory assets u $ 219 

Accumulated cost of removal of utility plant $ 232 
Deferred income taxes - net 50 54 
GSC adjustments 10 31 
Other 9 4 
Total regulatory liabilities u $ 321 

$ 241 

LG&E does not currently earn a rate of return on the GSC adjustments, FAC and gas performance-based 
ratemaking regulatory assets, all of which are separate recovery mechanisms with recovery within twelve months. 
No return is earned on the pension and postretirement benefits regulatory asset which represents the changes in 
funded status of the plans. The Company will seek recovery of this asset in future proceedings with the Kentucky 
Commission. No return is currently earned on the ARO asset. This regtilatory asset will be offset against the 
associated regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. The MISO 
exit amount represents the costs relating to the withdrawal from MISO membership. LG&E will seek recovery of 
this asset in future proceedings with the Kentucky Cornmission. LG&E currently earns a rate of return on the 
remaining regulatory assets. Other regulatory assets include VDT costs, the merger surcredit, gas performance 
based ratemaking and Mill Creek Ash Pond costs. Other regulatory liabilities include DSM and MISO costs 
included in base rates that will be netted against costs of withdrawing from the MISO in the next rate case. 

ARO. A summary of LG&E’s net ARO assets, regulatory assets, liabilities and cost of removal established under 
FIN 47, Accounting for Conditional Asset Retirement Obligations, an Interpretation of SFAS No. 143, and SFAS 
No. 143, Accounting. for Asset Retirement Obligations follows: 

ARO Net 
(in millions) Assets 
As of December 3 1 , 2005 $ 4  
ARO accretion -- 
As of December 3 I ,  2006 4 
ARO accretion - 
Removal cost incurred .- 
As of December 3 1,2007 u 

- 

- 

Regulatory Accumulated 
Assets Cost of Removal 
$ 20 $ 3  
2 

22 
2 

3 
- 
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Pursuant to regulatory treatment prescribed under SFAS No. 71, an offsetting regulatory credit was recorded in 
depreciation and amortization in the income statement of $2 inillion in 2007 and 2006 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 SFAS No. 71. There were no FIN 47 net asset additions during 2007. FIN 47 net asset additions 
during 2006 were less than $1 million. For the years ended December 3 I ,  2007 and 2006, 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 SFAS No. 71. 

LG&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 SFAS No. 143, no material 
asset retirement obligations are recorded for transmission and distribution assets. 

GSC Adjustments. 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 Coininission 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. 

LG&E’s GSC was modified in 1997 to incorporate a natural gas procurement incentive mechanism. Since 
November 1, 1997, LG&E has operated tinder this PBR mechanism related to 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 I). During the PBR year ending in 2007, LG&E 
achieved $10 million in savings. Ofthat total savings amount, LG&E’s portion was approximately $2 million and 
the ratepayers’ portion was approxiinately $8 million. Pursuant to the extension of LG&E’s natural gas supply 
cost PBR mechanism effective November 1, 2001, the sharing mechanism under the PRR requires savings (and 
expenses) to be shared 25% with shareholders and 75% with ratepayers up to 4.5% of the benchmarked natural 
gas costs. Savings (and expenses) in excess of 4.5% of the benchmarked natural gas costs are shared 50% with 
shareholders and SO% with ratepayers. The current natural gas supply cost PBR mechanism was extended 
through 20 10 without further modification. 

MISO Exit. Following receipt of applicable FERC, Kentucky Coininission and other regulatory orders, LG&E 
withdrew from the MISO effective September 1 ,  2006. Specific proceedings regarding the costs and benefits of 
the MISO and exit matters had been underway since July 2003. Since the exit from 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 ftinction as 
Independent Transinission Organization, pursuant to FERC requirements. 

LG&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, LG&E paid approximately $13 inillion to the MISO 
pursuant to an invoice regarding the exit fee and made related FERC compliance filings. The Company’s 
payment of this exit fee amount was with reservation of its rights to contest the amount, or components thereof, 
following a continuing review of its calculation and supporting documentation. In December 2006, LG&E 
provided notice to the MISO of its disagreement with the calculation of the exit fee. L,G&E and the MISO have 
resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an application with 
the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the parties’ 
recalculation of the exit fee, and the approved agreement provides LG&E with an immediate recovery of less 

28 



than $1 million and will provide an estimated $2 million over the next eight years for credits realized from other 
payments the MISO will receive, plus interest. Orders of the Kentucky Commission approving the Company’s 
exit from the MISO have authorized the establishment of a regulatory asset for the exit fee, subject to adjustment 
for possible future MIS0 credits, and a regulatory liability for certain revenues associated with former MISO 
administrative charges, which may continue to be collected via base rates. The treatment of the regulatory asset 
and liability will be determined in LG&E’s next rate case, however, the Company historically has received 
approval to recover and refund regulatory assets and liabilities. 

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 ftiel 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 January 2008, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the six-month 
period May 1,2007 through October 3 1, 2007. Data discovery is ongoing and a public hearing is scheduled in 
March 2008. 

In August 2007, the Kentucky Commission initiated a routine examination of LG&E’s FAC for the six-month 
period of November 1, 2006 through April 30, 2007. Data discovery has concluded and a public hearing was held 
in October 2007. The Kentucky Commission issued an Order in January 2008, approving the charges and credits 
billed through the FAC during the review period. 

In December 2006, the Kentucky Commission initiated its periodic two-year review of LG&E’s past operations 
of the fuel clause and transfer of fuel costs from the FAC to base rates for November 1,2004 through October 3 1, 
2006. In March 2007, the KIIJC challenged LG&E’s recovery of approximately $1 million in aggregate fiiel costs 
LG&E incurred during a period prior to its exit from the MISO and requested the Kentucky Commission disallow 
this amount. A public hearing was held in May 2007. In October 2007, the Kentucky Commission issued its 
Order approving the calculation and application of LG&E’s FAC charges and fuel procurement practices and 
indicated that LG&E was in compliance with the provisions of Administrative Regulation 807 KAR 55056. The 
Kentucky Commission further approved LG&E’s recommendation for the transfer of fuel cost from the FAC to 
base rates. In November 2007, the KIUC filed a petition for rehearing, claiming the Kentucky Commission 
misinterpreted the KIIJC’s arguments in the proceeding. In the same month, the Kentucky Commission issued an 
Order denying the KIUC’s request for rehearing. An appeal was not filed by the KIUC. 

In July 2006, the Kentucky Commission initiated a six-month review of the FAC for LG&E for the period of 
November 1, 2005 through April 30,2006. The Kentucky Coinmission issued an Order in November 2006, 
approving the charges and credits billed through the FAC during the review period. 

In January 2003, the Kentucky Conimission reviewed KU’s FAC and, as part of the Order in that case, required 
that an independent audit be conducted to examine operational and management aspects of both LG&E’s and 
KIJ’s fuel procurement functions. The final report’s recommendations, issued in February 2004, related to 
documentation and process improvements. Management Audit Action Plans were agreed upon by LG&E and the 
Kentucky Commission Staff in the second quarter of 2004, and resulted in Audit Progress Reports being filed by 
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LG&E with the Kentucky Commission. In February 2007, the Kentucky Commission staff indicated that LG&E 
fblly complied with all audit recommendations and that no further reports are required. 

Unamortized Loss on Bonds. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight-line method, which 
approximates the effective interest method, over the life of either replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

ECR. Kentucky law permits LG&E to recover the costs of complying with the Federal Clean Air Act, including a 
return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

In September 2007, the Kentucky Commission initiated six-month and two-year reviews for periods ending October 
3 1,2006 and April 30,2007, respectively, of LG&E’s environmental surcharge. Data discovery concluded in 
December 2007, and all parties to the case submitted requests with the Kentucky Commission to waive rights to a 
hearing on this matter. The case is submitted for decision and an order is anticipated in the second quarter of 2008. 

In June 2006, LG&E filed an application to amend its ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades at the Company’s generating facilities. The estimated 
capital cost ofthe upgrades for the years 2008 through 2010 is approximately $40 million, of which 
approximately $30 million is for the Air Quality Control System at TC2. A final Order was issued by the 
Kentucky Coinmission in December 2006, approving all expenditures and investments as submitted. 

In April 2006, the Kentucky Commission initiated six-month and two-year reviews of LG&E’s environmental 
surcharge for six-month periods ending October 2003, April 2004, October 2004, October 2005 and April 2006, 
and for the two-year period ending April 2005. A final Order was received in January 2007, approving the 
charges and credits billed through the ECR during the review period as well as approving billing adjustments, a 
roll-in to base rates, revisions to the monthly surcharge filing and the rate of return on capital. 

VDT. In December 2001, the Kentucky Commission issued an Order approving a settlement agreement allowing 
LG&E to set up a regulatory asset of $14 I million for workforce reduction costs and begin amortizing it over a 
five-year period starting in April 2001. Some employees rescinded their participation in the voluntary enhanced 
severance program, which thereby decreased the charge to the regulatory asset from $144 million to $141 
million. The Order reduced revenues by approximately $26 million through a surcredit on bills to ratepayers over 
the same five-year period, reflecting a sharing (40% to the ratepayers and 60% to LG&E) of savings as stipulated 
by LG&E, net of amortization costs of the workforce reduction. The five-year VDT arnortization period expired 
in March 2006. 

As part of the settlement agreements in the electric and natural gas rate cases, in September 2005, LG&E filed 
with the Kentucky Commission a plan for the future ratemaking treatment of the VDT surcredit and costs. In 
February 2006, the AG, KIIJC and L,G&E reached a settlement agreement on the future ratemaking treatment of 
the VDT surcredits and costs and subsequently submitted a joint motion to the Kentucky Commission to approve 
the unanimous settlement agreement. IJnder the terms of the settlement agreement, the VDT surcredit will 
continue at the current level until such time as LG&E files for a change in electric or natural gas base rates. The 
Kentucky Commission issued an Order in March 2006, approving the settlement agreement. 

Merger Surcredit. As part of the LG&E Energy merger with KII  Energy Corporation in 1998, LG&E estimated 
non-fuel savings over a ten-year period following the merger. Costs to achieve these savings were deferred and 
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amortized over a five-year period pursuant to regulatory orders. In approving the merger, the Kentucky 
Commission adopted LG&E's proposal to reduce its retail customers' bills based on one-half of the estimated 
merger-related savings, net of deferred and amortized amounts, over a five-year period. The surcredit mechanism 
provides that 50% of the net non-fuel cost savings estimated to be achieved from the merger be provided to 
ratepayers through a monthly bill credit, and SO% be retained by LG&E over a five-year period. In that same 
order, the Kentucky Commission required L,G&E, after the end of the five-year period, to present a plan for 
sharing with ratepayers the then-projected non-fuel savings associated with the merger. LG&E submitted this 
filing in January 2003, proposing to continue to share with ratepayers, on a 50%/50% basis, the estimated fifth- 
year gross level of non-fuel savings associated with the merger. In October 2003, the Kentucky Commission 
issued an Order approving a settlement agreement reached with the parties in the case. According to the Order, 
LG&E's merger surcredit would remain in place for another five-year term beginning July 1,2003, the merger 
savings would continue to be shared 50% with ratepayers and 50% with shareholders and LG&E would file a 
plan for the merger surcredit six months before its expiration. 

In December 2007, LG&E submitted to the Kentucky Commission its plan to allow the merger surcredit to 
terminate as scheduled on June 30,2008. The Kentucky Commission has not issued a procedural schedule for 
this proceeding. 

Pension and Postretirement Benefits. LG&E adopted SFAS No. 158, Enlployers 'Accounting for DeJined 
Benefit Pensiou and Other Postretirenient Plans, in 2006. This statement requires employers to recognize the 
over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or liability in 
the balance sheet and to recognize through comprehensive income the changes in the fiinded status in the year in 
which the changes occur. IJnder SFAS No. 71, LG&E can defer recoverable costs that would otherwise be 
charged to expense or equity by non-regulated entities. Current rate recovery in Kentucky is based on SFAS No. 
87, Eniployers ' Accountingfor Pensions, and SFAS No. 106, Enlployers 'Accounting for Postretirement Benefits 
Other than Pensions, both of which were amended by SFAS No. 15 8. Regulators have been clear and consistent 
with their historical treatment of such rate recovery, therefore, LG&E has recorded a regulatory asset 
representing the probable recovery of the portion of the change in funded status of the pension and postretirement 
plans that is expected to be recovered. The regulatory asset will be adjusted annually as prior service cost and 
actuarial gains and losses are recognized in net periodic benefit cost. 

Accumulated Cost of Removal of Utility Plant. As of December 3 1 , 2007 and 2006, LG&E has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $24 1 million and $232 million, 
respectively, in accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not 
have a legal ARO under SFAS No. 143. For reporting purposes in the balance sheets, LG&E has presented this 
cost of removal as a regulatory liability pursuant to SFAS No. 71. 

Deferred Income Taxes - Net. Deferred income taxes represent the future income tax effects of recognizing the 
regulatory assets and liabilities in the income statement. Deferred income taxes are recognized at currently enacted 
tax rates for all material temporary differences between the financial reporting and income tax bases of assets and 
liabilities. 

DSM. LG&E's rates contain a DSM provision. The provision includes a rate mechanism that provides for 
concurrent recovery of DSM costs and provides an incentive for implementing DSM programs. The provision 
allows 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 Kentucky Commission requesting an order approving 
enhanced versions of the existing DSM prograins along with the addition of several new cost effective programs. 
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The total annual budget for these programs is approximately $26 million, an increase over the existing annual 
budget of approximately $I  0 million. Data discovery concluded in November 2007, and the Community Action 
Council (“CAC”) for Lexington-Fayette, Bourbon, Harrison and Nicholas counties and the Kentucky Association 
for Community Action (“KACA”), filed a motion for hearing. In January 2008, the CAC and KACA filed a 
motion with the Kentucky Commission to withdraw the request because the parties reached a settlement. The 
Kentucky Commission is allowing the current tariffs to remain in effect until a final order is issued. 

Other Retzulatory Matters 

Regional Reliability Council. L,G&E has changed its regional reliability council membership from the 
Reliability First Corporation to the SERC Reliability Corporation (“SERC”), effective January 1,2007. Regional 
reliability councils are industry consortiums that promote, coordinate and ensure the reliability of the bulk electric 
supply systems in North America. 

Arena. In August 2006, LG&E filed an application with the Kentucky Coinmission requesting approval for sale 
of the Waterside property to the Louisville Arena Authority. The Kentucky Commission issued an Order in 
September 2006, approving the proposed transaction. In November 2006, LG&E completed certain agreements 
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 
L,ouisville Arena Authority providing for the reimbursement to LG&E of the costs to be incurred in moving 
certain LG&E facilities related to the arena transaction. Those costs are currently estimated to be approximately 
$63 million. The parties further entered into a property sale contract providing for LG&E’s sale of a downtown 
site to the Louisville Arena Authority for approximately $10 million, which represents the appraised value of the 
parcel, less certain agreed upon demolition costs. The amounts specified in the contracts are subject to certain 
adjustments. Depending upon continuing progress of the proposed arena, the transactions contemplated by the 
contracts will occur through 2008. 

TC2 CCN Application. A CCN application for construction of the new, base-load, coal fired unit TC2, which 
will be jointly owned by LG&E and KU, was approved by the Kentucky Commission in November 2005, and 
initial CCN applications for three transmission lines were approved in September 2005 and May 2006. In August 
2006, LG&E obtained dismissal of a judicial review of such CCN approvals by certain property owners. In 
December 2007, the Kentucky Court of Appeals reversed and remanded the lower Court’s dismissal. Both parties 
have filed for reconsideration of elements of the appellate court’s ruling. The transmission lines are also subject 
to routine regulatory filings and the right-of-way acquisition process. See Note 9, Commitments and 
Contingencies, for further discussion regarding the TC2 air permit. 

Market-Based Rate Authority. In July 2006, the FERC issued an Order in LG&E’s market-based rate 
proceeding accepting LG&E’s fbrther proposal to address certain market power issues the FERC had claimed 
would arise upon an exit from the MISO. In particular, L,G&E received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market power, subject to a restriction 
that such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by 
LG&E of power at market-based rates in the LG&E/KU and Big River 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 LG&E’s power sales at control area interfaces. As a 
condition of receiving and retaining market-based rate authority, LG&E must comply with applicable affiliate 
restrictions set forth in FERC’s regulation. 
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FERC Audit Results. In JUIY 2006, the FERC issued a final report under a routine audit that its Office of 
Enforcement (formerly its Office of Market Oversight and Investigations) had conducted regarding the 
compliance of E.ON tJ.S. and its subsidiaries, including LG&E, under the FERC’s standards of conduct and 
codes of conduct requirements, as well as other areas. The final report contained certain findings calling for 
improvements in E.ON U.S. and its subsidiaries’ structures, policies and procedures relating to transmission, 
generation dispatch, energy marketing and other practices. E.ON 1J.S. and its subsidiaries have agreed to certain 
corrective actions and have submitted procedures related to such corrective actions to the FERC. The corrective 
actions are in the nature of organizational and operational improvements as described above and are not expected 
to have a material adverse impact on the Company’s results of operations or financial condition. 

Mandatory Reliability Standards. As a result of EPAct 2005, certain formerly voluntary reliability standards 
became mandatory in June 2007, and authority was delegated to various regional reliability organizations 
(“RRO”) by the Electric Reliability Organization, which was authorized by the FERC to enforce compliance with 
such standards, including 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 of the violation. LG&E is a member of the SERC, which 
acts as LG&E’s RRO. The SERC is currently assessing LG&E’s compliance with certain existing mitigation 
plans resulting from a prior RRO’s audit of various reliability standards. While LG&E believes itself to be in 
substantial compliance with the mandatory reliability standards generally, LG&E cannot predict the outcome of 
the current SERC proceeding or of other analysis which may be conducted regarding compliance with particular 
reliability standards. 

IRP. Integrated resource planning regulations in Kentucky require major utilities to make triennial IRP filings 
with the Kentucky Commission. In April 2005, L,G&E and KU filed their 2005 joint IRP with the Kentucky 
Commission. The IW provides historical and projected demand, resource and financial data, and other operating 
performance and system information. The AG and the KIUC were granted intervention in the IRP proceeding. 
The Kentucky Commission issued its staff report with no substantive issues noted and closed the case by Order in 
February 2006. LG&E and KU will submit the next joint triennial filing in April 2008. 

PUHCA 2005. E.ON, L,G&E’s ultimate parent, is a registered holding company under PUHCA 2005. E.ON, its 
utility subsidiaries, including LG&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. L,G&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. Among other matters, this comprehensive 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 PUHCA 2005. 

In February 2006, the Kentucky Coinmission initiated an administrative proceeding to consider the requirements 
of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and demand 
response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to conduct a 
formal investigation and issue a decision on whether or not it is appropriate to implement certain Section 1252, 

33 



Smart Metering standards within eighteen months after the enactment of EPAct 2005 and to commence 
consideration of Section 1254, Interconnection standards within one year after the enactment of EPAct 2005. 
Following a public hearing with all Kentucky jurisdictional electric utilities, in December 2006, the Kentucky 
Commission issued an Order in this proceeding indicating that the EPAct 2005 Section 1252, Smart Metering and 
Section 1254, Interconnection standards should not be adopted. However, all five Kentucky Commission 
jurisdictional utilities are required to file real-time pricing pilot programs for their large commercial and 
industrial customers. L,G&E developed a real-time pricing pilot for large industrial and commercial customers 
and filed the details of the plan with the Kentucky Commission in April 2007. Data discovery concluded in July 
2007, and no parties to the case requested a hearing. In February 2008, the Kentucky Commission issued an 
Order approving the real-time pricing pilot program proposed by LG&E for implementation within 
approximately eight months. LG&E will notify the Kentucky Commission 10 days prior to the actual 
implementation date and will file annual reports on the program within 90 days of each plan year-end for the 3- 
year pilot period. 

As part of the LG&E 2004 rate case settlement agreements, and as referred to in the Kentucky Commission 
EPAct 2005 Administrative Order, LG&E made its responsive pricing and smart metering pilot prograin filing, 
which addresses real-time pricing for residential and general service customers, in March 2007. The AG and 
KIUC were granted full intervention. 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 1,2009,2010 and 201 1. LG&E must also file an 
evaluation of the program by July 1, 201 1. 

Hydro Upgrade. 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 $45 million from 2008 to 201 0. 

Gas Storage Field Matter. In March 2007, LG&E commenced 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, 
which extends into Indiana. The review related, in part, to the applicable jurisdictional status of such operations 
under the Natural Gas Act and whether additional applications, filings or exemptions were required or advisable. 
During March 2007, LG&E reported to the FERC the existence of possible permitting failures and in April 2007, 
filed an application for corrective Federal Power Act authorizations. In JUIY 2007, the FERC accepted LG&E’s 
Federal Power Act filing granting appropriate permit status for retail gas activities. This corrective event places 
these activities in compliance for future periods. In August 2007, the FERC advised LG&E that it had concluded 
its investigation related to prior periods and had closed the matter with no further actions. 

Green Energy Riders. In February 2007, LG&E and KU filed a Joint Application and Testimony for Proposed 
Green Energy Riders. The AG and KIUC were granted full intervention. 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 of renewable energy credits. 

Home Energy Assistance Program. In JUIY 2007, LG&E filed an application with the Kentucky Commission 
for the establishment of a new Home Energy Assistance program. During September 2007, the Kentucky 
Commission approved LG&E’s new five-year program as filed, effective in October 2007. The program 
terminates in September 2012, and is funded through a $0. I O  per month meter charge. 
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Collection Cycle Revision. In September 2007, LG&E filed an application with the Kentucky Commission to 
revise the collection cycle for customer bill payments from 15 days to 10 days to more closely align with the KU 
billing cycle and to avoid confusion for delinquent customers. In December 2007, the Kentucky Coinmission 
denied LG&E’s request to shorten the collection cycle. LG&E filed a motion with the Kentucky Commission for 
reconsideration and received an Order granting approval. The Kentucky Commission issued additional data 
requests to L,G&E in February 2008. No procedural schedule has been established. 

Depreciation Study. In December 2007, LG&E filed a depreciation study with the Kentucky Commission 
requesting a change in the depreciation rates as required by a previous Order. An adjustment to the depreciation 
rates is dependent on an order being received by the Kentucky Commission, the timing of which cannot currently 
be determined. 

Note 3 - Financial Instruments 

The cost and estimated fair values of L,G&E’s non-trading financial instruments as of December 3 1 follow: 

2007 2006 
Carrying Fair Carrying Fair 

(in millions) Value Value Value Value 

redemption (including current 
Preferred stock subject to mandatory 

portion of $I million) $ -  $ -  $ 20 $ 20 

current portion of $ I20 million) $574 $57 1 $574 $574 
Long-term debt from affiliate $410 $438 $225 $222 

Long-term debt (including 

Interest-rate swaps - liability $ 21 $ 21 $ 15 $ 15 

Ail of the above valuations reflect prices quoted by exchanges except for the swaps and loans from affiliate. The fair 
values of the swaps reflect price quotes from dealers. The loans froin affiliate are fair valued using accepted 
valuation models. The fair values of cash and cash equivalents, accounts receivable, accounts payable and notes 
payable are substantially the same as their carrying values. 

Interest Rate Swaps (hedging derivatives). LG&E uses over-the-counter interest rate swaps to hedge exposure 
to market fluctuations in certain of its debt instruments. Pursuant to Company policy, use of these financial 
instruments is intended to mitigate risk, earnings and cash flow volatility and is not speculative in nature. 
Management has designated all of the interest rate swaps as hedge instruments. Financial instrriments designated 
as cash flow hedges have resulting gains and losses recorded within other comprehensive income and 
stockholders’ equity. See Note 13, Accuinulated Other Comprehensive Income. 

LG&E was party to various interest rate swap agreements with aggregate notional amounts of $2 1 1 million as of 
December 3 1,2007 and 2006. lJnder these swap agreements, LG&E paid fixed rates averaging 4.38% and 
received variable rates based on the London Interbank Offer Rate or the Securities Industry and Financial 
Markets Association’s municipal swap index averaging 3 5% and 3.75% at December 3 1,2007 and 2006, 
respectively. The swap agreements in effect at December 3 1,2007 have been designated as cash flow hedges and 
mature on dates ranging from 2020 to 2033. The cash flow designation was assigned because the underlying 
variable rate debt has variable future cash flows. The hedges have been deemed to be highly effective resulting in 
a pre-tax loss of $6 million for 2007 and a pre-tax gain of $3 million for 2006, recorded in other coinprehensive 
income. Amounts in accumulated other comprehensive income will be reclassified into earnings in the same 
period during which the hedged forecasted transaction affects earnings. 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 
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amount of $12 million, used as collateral for one of the interest rate swaps, is classified as restricted cash on the 
balance sheets. The amount of the deposit required is tied to the market value of the swap. 

Energy Risk Management Activities (non-hedging derivatives). 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 hedge price risk and are accounted for on a mark-to- 
market basis in accordance with SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, 
as amended. 

The table below summarizes LG&E’s energy trading and risk management activities: 

(in millions) 2007 2006 
Fair value of contracts at beginning of period, net asset $ 1  $ 1  

Unrealized gains and losses recognized at contract 
inception during the period - 

Realized gains and losses recognized during the period ( 5 )  16 
Changes in fair values attributable to changes in valuation 

techniques and assumptions 4 (17) 

$- $I 
1 Other unrealized gains and losses and changes in fair values : - 

Fair value of contracts at end of period, net asset 

No changes to valuation techniques for energy trading and risk management activities occurred during 2007 or 
2006. Changes in market pricing, interest rate and volatility assumptions were made during both years. All 
contracts outstanding at December 3 1, 2007 and 2006, have a maturity of less than one year and are valued using 
prices actively quoted for proposed or executed transactions or quoted by brokers. 

LG&E maintains policies intended to minimize credit risk and revalues credit exposures daily to monitor 
compliance with those policies. At December 3 1,2007, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. 

LG&E hedges the price volatility of its forecasted electric wholesale sales with the sales of market-traded electric 
forward contracts for periods of less than one year. Hedge accounting treatment has not been elected for these 
transactions, and therefore gains and losses are shown in the statements of income in other expense - net. Pre-tax 
losses of $5 inillion resulted in 2007. Pre-tax gains of $16 inillion resulted in 2006. 

Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed to 
perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of customers 
or counterparties that have similar economic or industry characteristics that would cause their ability to meet 
contractual obligations to be siinilarly affected by changes in economic or other conditions. 

LG&E’s customer receivables and natural gas and electric revenues arise fkoin deliveries of natural gas to 
approximately 326,000 customers and electricity to approximately 40 1,000 customers in Louisville and adjacent 
areas in Kentucky. For the year ended December 3 1,2007, 73% of total revenue was derived from electric operations 
and 27% from natural gas operations. For the year ended December 3 1,2006,70% of total revenue was derived froin 
electric operations and 30% from natural gas operations. 
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Effective November 2005, LG&E and its employees represented by the IREW Local 2100 entered into a three-year 
collective bargaining agreement. The new agreement provides for negotiated increases or changes to wages and 
annual benefits re-openers. Benefits re-openers were negotiated in November 2006, and November 2007. The 
employees represented by this bargaining agreement coinprise approximately 69% of LG&E’s workforce at 
December 3 1,2007. 

Note 5 - Pension and Other Postretirement Benefit Plans 

LG&E has both funded and unfunded non-contributory defined benefit pension plans and other postretirement 
benefit plans that together cover substantially all of its employees. The healthcare plans are contributory with 
participants’ contributions adjusted annually. LG&E uses December 3 1 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the plans’ 
benefit obligations and fair value of assets over the two-year period ending December 3 1,2007, and a statement 
of the funded status as of December 3 1 for L,G&E’s sponsored defined benefit plans: 

(in millions) 

Change in benefit obligation 
Benefit obligation at beginning of year 

Service cost 
Interest cost 
Plan amendments 
Benefits paid, net of retiree contributions 
Actuarial gain and other 

Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 

Actual return on plan assets 
Employer contributions 
Benefits paid, net of retiree contributions 
Administrative expenses and other 

Fair value of plan assets at end of year 

Funded status at end of year 

Pension Benefits 
2007 2006 

$ 408 $ 427 
4 4 

24 23 
19 4 

(19) (21) 
(28) (29) 

$ 408‘ $ 408’ 

$ 356 $ 333 
26 36 
56 18 

(28) (29) 
0 (2) 

$ 409 $ 356 

$ 1 $ (52) 

Other Postretirement 
Benefits 

2007 2006 

$ 105 $ 106 
1 1 
5 6 
2 .. 

(9) (8) 
(15) - 

$ 89 $ 105 

Amounts Recognized in Statement of Financial Position. The following tables provide the amounts recognized 
in the balance sheets and information for plans with benefit obligations in excess of plan assets as of December 
31: 

(in millions) Pension Benefits Benefits 
Other postretirement 

2007 2006 2007 2006 
Regulatory assets $ 93 $ 93 $ 17 $ 33 
Non-current assets 14 - - - 

- - Accrued benefit liability (current) (3  1 (2) 
Accrued benefit liability (non-current) (13) (52) (81) (97) 
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Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

(in millions) 

Benefit obligation 
Accumulated benefit obligation 
Fair value of plan assets 

Other Postretirement 
Pension Benefits Benefits 

2007 2006 2007 2006 
$ 408 $ 408 $ 89 $ 105 

378 391 - - 
409 356 5 6 

Components of Net Periodic Benefit Cost. The following table provides the components of net periodic benefit 
cost for the plans: 

(in millions) 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of prior service costs 
Amortization of transitional asset 
Amortization of actuarial loss 
Amortization of transitional obligation 
Benefit cost at end of year 

Pension Benefits 
2007 2006 

$ 4 $ 4  

$ 3 $ 7  

Other Postretirement 
Benefits 

2007 2006 
$ 1 $ 1  

5 6 
- - 
2 2 

The assumptions used in the measurement of LG&E’s pension benefit obligation are shown in the following 
table: 

2007 2006 
Weighted-average assumptions as of December 3 1 : 
Discount rate - Union plan 6.56% 5.91% 
Discount rate - Non-union plan 6.66% 5.96% 
Rate of compensation increase 5.25% 5.25% 

The discount rate is based on the November Mercer Pension Discount Yield Curve, adjusted by the basis point 
change in the Moody’s Corporate Aa Bond Rate in December. 

The assumptions used in the measurement of LG&E’s net periodic benefit cost are shown in the following table: 
2007 2006 

Discount rate 5.90% 5.50% 
Expected long-term return on plan assets 8.25% 8.25% 
Rate of compensation increase 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 for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 
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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 $45 million positive or negative 
impact to the 2007 accumulated benefit obligation and an approximate $52 inillion positive or negative 
impact to the 2007 projected benefit obligation. 
A 25 basis point change in the expected rate of return on assets would have an approximate $1 inillion 
positive or negative impact on 2007 pension expense. 

e 

Assumed Healthcare Cost Trend Rates. For measurement purposes, a 9% annual increase in the per capita cost 
of covered healthcare benefits was assumed for 2007. The rate was assumed to decrease gradually to 5% by 20 15 
and remain at that level thereafter. 

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the healthcare plans. A 
1 YO change in assumed healthcare cost trend rates would have resulted in an increase or decrease of less than $ I 
million on the 2007 total of service and interest costs components and an increase or decrease of $2 inillion in 
year-end 2007 postretirement benefit obligations. 

Expected Future Benefit Payments. The following list provides the amount of expected future benefit 
payments, which reflect expected fiiture service: 

Other 
Pension Postretirement 

(in millions) Plans Benefits 
2008 $ 2 8  $ 7  
2009 27 8 
2010 26 8 
201 1 26 8 
2012 25 8 
201 3-1 7 129 38 

Plan Assets. The following table shows LG&E’s weighted-average asset allocation by asset category at 
December 3 1 : 

Pension P& Target Range - 2007 2006 
Equity securities 45% - 75% 57% 61% 
Debt securities 30% - 50% 43% 39% 
Other 0% - 10% 0% 0% 
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, Lehinan Aggregate and L,ehman U.S. Long 
Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 
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To minimize the risk of large losses in a single asset class, no inore than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion of 
the f h d  is diversified ainong 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, sinall capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate sensitivity 
which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the aggregate 
shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in below 
investment grade securities prbvided that the overall average portfolio quality remains “AA” or better. The below 
investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar and 
emerging market debt and asset backed securities. The cash investments should be in securities that either are of 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with stability 
of principal and liquidity while maintaining a stable net asset value of $1 .OO per share. The Postretirement fiinds 
are invested in a prime cash money market fiind that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the 1J.S. government. 

Contributions. LG&E made discretionary contributions to the pension plan of $56 million in January 2007, and 
$1 8 million in January 2006. The discretionary contribution made in January 2007, was slightly more than the 
$52 million accuinulated benefit obligation and its projected benefit obligation as of December 3 1 , 2006. 

In addition, LG&E made contributions to other postretirement benefit plans of $7 million and $1 1 million in 
2007 and 2006, respectively. In 2008, LG&E anticipates making voluntary contributions to fund the Voluntary 
Employee Beneficiary Association trusts to match the annual postretirement expense and funding the 40 1 (h) plan 
up to the maximum amount allowed by law. 

Pension Legislation. The Pension Protection Act of 2006 was enacted in August 2006. The new rules are 
generally effective for plan years beginning after 2008. Among other matters, this coinprehensive legislation 
contains provisions applicable to defined benefit plans which generally (i) mandate 100% fiinding of current 
liabilities within seven years; (ii) increase tax-deduction levels regarding contributions; (iii) revise certain 
actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal insurance premiums and 
other fees for under-funded and distressed plans. The legislation also contains similar provisions relating to 
defined-contribution plans and qualified and non-qualified executive pension plans and other matters. 

Thrift Savings Plans. 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 
fiiture retirement benefits. L,G&E makes contributions to the plan by matching a portion of the employee 
Contributions. The costs of this matching were $2 million for 2007 and 2006. 
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Note 6 - Income Taxes 

A IJnited States consolidated income tax return is filed by E.ON lJ.S.’s direct parent, E.ON 1JS Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including LG&E, will calculate its 
separate income tax for the tax period. The resulting separate-return tax cost or benefit will be paid to or received 
from the parent company or its designee. LG&E also files income tax returns in various state jurisdictions. With 
few exceptions, LG&E is no longer subject to 1J.S. federal income tax examinations for years before 2004. 
Statutes of limitations related to 2004 and later returns are still open. Tax years 2005,2006 and 2007 are under 
audit by the IRS with the 2007 return being examined under an IRS pilot program named “Compliance 
Assurance Process”. This program accelerates the IRS’s review to the actual calendar year applicable to the 
return and ends 90 days after the return is filed. 

LG&E adopted the provisions of FIN 48 effective January 1 , 2007. At the date of adoption, LG&E had $1 
million of unrecognized tax benefits related to federal and state income taxes. If recognized, the entire $1 million 
of unrecognized tax benefits would reduce the effective income tax rate. Additions and reductions of uncertain 
tax positions during 2007 were less than $1 million. 

Possible amounts of uncertain tax positions for LG&E that may decrease within the next 12 months total less 
than $1 million and are based on the expiration of statutes during 2008. 

LG&E, upon adoption of FIN 48, adopted a new financial statement classification for interest and penalties. Prior 
to the adoption of FIN 48, LG&E recorded interest and penalties for income taxes on the income statements in 
income tax expense and in the taxes accrued balance sheet account, net of tax. Upon adoption of FIN 48, interest 
is recorded as interest expense and penalties are recorded as operating expenses on the income statement and 
accrued expenses in the balance sheets, on a pre-tax basis. Interest of less than $1 million was accrued for 2007 
and 2006 based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of 
taxes. No penalties were accrued by LG&E upon adoption of FIN 48 or through December 3 1,2007. 

Components of income tax expense are shown in the table below: 

(in millions) 
Current - federal 

Deferred - federal - net 

Investment tax credit - deferred 
Amortization of investment tax credit 
Total income tax expense 

- state 

- state - net 

2007 
$34  

8 
10 
2 
9 

(4) 

Current federal income tax expense decreased and investment tax credit - deferred increased primarily 
due to the recording of investment tax credits of $9 million and $3 million at December 3 1,2007 and 
2006, respectively, as discussed below. 

In June 2006, LG&E and KlJ filed a joint application with the U S .  Department of Energy (“DOE”) 
requesting certification to be eligible for investment tax credits applicable to the construction of TC2. The 
EPAct 2005 added Section 48A to the Internal Revenue Code, which provides for an investment tax credit 
to promote the commercialization of advanced coal technologies that will generate electricity in an 
environmentally responsible manner. LG&E’s and KU’s application requested up to the maximum 
amount of “advanced coal project” credit allowed per taxpayer, or $125 million, based on an estimate of 
15% of projected qualifjing TC2 expenditures. In November 2006, the DOE and IRS announced that 
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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. LG&E’s portion of the TC2 tax credit will be 
approximately $25 inillion 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 $9 inillion and $3 inillion in 2007 and 
2006, respectively, decreasing current federal incoine taxes. 

In September 2007, LG&E received Order 2007-001 79 from the Kentucky Coinmission approving the 
accounting of the investment tax credit. In March 2008, certain groups filed suit in federal court in North 
Carolina against the DOE and IRS claiming the investment tax credit prograin was violative of certain 
environmental laws and demanded relief, including suspension or termination of the prograin. LG&E is not able 
to predict the ultimate outcoine of this proceeding. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

(in millions) 2007 2006 

Depreciation and other plant-related i t em $368 $367 
Regulatory assets and other 30 22 
Pension and related benefits 5 6 
Total deferred tax liabilities 403 3 

Deferred tax liabilities: 

Deferred tax assets: 
Investment tax credit 
Income taxes due to customers 
Liabilities and other 
Total deferred tax assets 

14 15 
19 21 
24 26 
2 62 

Net deferred income tax liability $346 $333 

Balance sheet classification 
Current liabilities 
Non-current liabilities 

Net deferred income tax liability 

A reconciliation of differences between the statutory U.S. federal income tax rate and LG&E’s effective income 
tax rate follows: 

2007 2006 
Statutory federal income tax rate 35.0% 35.0% 
State income taxes, net of federal benefit 3.4 3.8 
Reduction of incoine tax accruals (0.6) (0.4) 
Qualified production deduction (1.1) (0.6) 
Amortization of investment tax credits (2.2) (2.2) 
Other differences (15) (I) 
Effective income tax rate =A 34.6% 

Other differences primarily relate to excess deferred taxes which reflect the benefits of deferred taxes reversing at 
tax rates that differ from statutory rates and various other permanent differences. 
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H. R. 4520, known as the “American Jobs Creation Act of 2OO4”, allows electric utilities to take a deduction for 
qualified production activities income starting in 2005. 

Kentucky House Rill 272, also known as “Kentucky’s Tax Modernization Plan”, was signed into law in March 
2005. This bill contains a number of changes in Kentucky’s tax system, including the reduction of the Corporate 
income tax rate from 8.25% to 7% effective January 1, 2005, and a further reduction to 6% effective January 1, 
2007. As a result of the income tax rate changes, L,G&E’s deferred tax reserve amount will exceed its actual 
deferred tax liability attributable to existing temporary differences, since the new statutory rates are lower than 
rates when the deferred tax liability originated. In December 2006, LG&E received approval from the Kentucky 
Commission to establish and amortize a regulatory liability of $16 million for these net excess deferred income 
tax balances. LG&E will amortize these depreciation-related excess deferred income tax balances under the 
average rate assumption method which matches the amortization of the excess deferred income taxes with the life 
of the timing differences to which they relate. Excess deferred income tax balances related to non-depreciation 
timing differences were expensed in 2006 due to their immaterial amount. There were no additional adjustments 
in 2007. 

LG&E expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

Note 7 - Long-Term Debt 

As of December 3 1,2007 and 2006, long-term debt and the current portion of long-term debt consist primarily of 
pollution control bonds and long-term loans from affiliated companies as summarized below. 

Stated Principal 
(in millions) Interest Rates Maturities Amounts 
Outstanding at December 3 1, 2007: 
Noncurrent portion Variable 2012-2037 $864 
Current portion Variable 2026-2027 $120 

Outstanding at December 3 1 , 2006: 
Noncurrent portion Variable - 5.875% 2008-2035 $572 
Current portion Variable 2007-2027 $248 

Pollution control series bonds are obligations of LG&E issued in connection with tax-exempt pollution control 
revenue bonds issued by various governmental entities, principally counties in Kentucky. A loan agreement 
obligates LG&E 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. TJntiI a series of financing transactions was completed during 
April 2007, the county’s debt was also secured by an equal amount of LG&E’s first mortgage bonds that were 
pledged to the trustee for the pollution control revenue bonds that match the terms and conditions of the county’s 
debt, but require no payment of principal and interest unless LG&E defaults on the loan agreement. 

Several of the LG&E pollution control bonds are insured by monoline bond insurers whose ratings have been 
under pressure due to exposures relating to insurance of sub-prime mortgages. At December 3 1, 2007, LG&E 
had an aggregate $575 tnillion of outstanding pollution control indebtedness, of which $394 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. In 2008, interest rates have continued to 
increase, and the Company has experienced “failed auctions” when there are insufficient bids for the bonds. 
When there is a failed auction, the interest rate is set pursuant to a formula stipulated in the indenture which can 
be as high as 15%. During 2007, the average rate on the auction rate bonds was 3.77%, whereas the average rate 
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in January and February of 2008 was 4.58%. 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 the first quarter of 2008, the ratings of the 
Louisville Metro 2003 Series A bonds were downgraded from Aaa to A2 by Moody’s and from AAA to A- by 
S&P due to downgrades of the bond insurer. In February 2008, L,G&E issued a notice to bondholders of its 
intention to convert the Louisville Metro 200.5 Series A, 2007 Series A and 2007 Series B bonds from the 
auction rate inode to a weekly interest rate mode, as permitted under the loan documents. In March 2008, LG&E 
will issue notices to bondholders of its intention to convert the Jefferson County 2000 Series A bonds from the 
auction inode to a weekly interest rate mode, as permitted under the loan documents. LG&E expects to purchase 
such bonds and hold some or all such bonds until a later date, including potential further conversion, 
reinarketings or refinancings. Uncertainty in markets relating to auction rate securities or steps LG&E has taken 
or may take to mitigate such uncertainty, such as additional conversions, subsequent restriicturings or 
redemptions and refinancings, could result in LG&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. See Note 14, Subsequent Events. 

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 LG&E’s variable-rate 
pollution control bonds, the bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events, causing the bonds to be classified as current portion 
of long-term debt in the balance sheets. The average annualized interest rate for these bonds during 2007 and 
2006 was 3.66% and 3.50%, 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 LG&E’s pollution control bonds. As of December 3 1,2007 and 2006, 
LG&E had swaps with an aggregate notional value of $21 1 million. See Note 3, Financial Instruments. 

Redemptions and maturities of long-term debt for 2007 and 2006 are summarized below: 

($ in millions) Principal Secured/ 
Year Description Amount 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 
2006 Mandatorily Redeemable Preferred Stock $ 1 5.875% Unsecured 2006 

LG&E did not issue any new long-term debt in 2006. Issuances of long-term debt for 2007 are summarized 
below: 

($ in millions) 
Year Description 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Pollution control bonds 
2007 Due to Fidelia 
2007 Due to Fidelia 
2007 Due to Fidelia 

Principal 
Amount 

$3 1 Variable 
$60 4.60% 
$35 Variable 
$70 5.98% 
$67 5.93% 
$47 5.72% 
44 

Secured/ 
Unsecured Maturity 
Unsecured 2033 
Unsecured 2033 
Unsecured 2033 
Unsecured 2037 
Unsecured 203 1 
1Jnsecured 2022 



In January 2007, the Kentucky Coinmission 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: 

e 

0 

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, LG&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 aggregate principal amount 
of $138 million. The loan proceeds were used to fund the preferred stock redemption and to repay certain short- 
term loans incurred to ftind 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 Series T and the $35 million Pollution Control Series IJ bonds were refinanced and 
replaced with new unsecured tax-exempt bonds of like amounts. Pursuant to the terms 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. 

Long-term debt maturities for LG&E are shown in the following table: 

(in millions) 
2008 - 201 1 $ -  
2012 25 
Thereafter 959 (a) 
Total $984 

(a) Includes long-term debt of $120 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2026 to 2027. LG&E does not expect to pay these 
amounts in 2008. 

Note 8 - Notes Payable and Other Short-Term Obligations 

LG&E participates in an intercompany money pool agreement wherein E.ON IJ.S. and/or KIJ make funds 
available to LG&E at market-based rates (based on an index of highly rated commercial paper issues) up to $400 
mi 1 lion. 

($ in millions) Pool Available Available Interest Rate 
Total Money Amount Balance Average 

December 3 1,2007 $400 $ 78 $322 4.75% 
December 3 1,2006 $400 $ 68 $332 5.25% 
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As of December 3 1 , 2007 and 2006, E.ON U.S. maintained a revolving credit facility totaling $1 50 million and 
$200 million, respectively, with an affiliated company, E.ON North America, Inc., to ensure funding availability 
for the money pool. The balance is as follows: 

Total Amount Balance Average 
($ in millions) Available Outstanding Available Interest Rate 
December 3 1 , 2007 $150 $ 62 $88 4.97% 
December 3 1 , 2006 $200 $102 $98 5.49% 

During June 2007, LG&E’s five existing lines of credit totaling $1 85 million expired and were replaced 
with short-term bilateral lines of credit facilities totaling $125 million. During the third quarter of 2007, 
LG&E extended the maturity date of these facilities through June 2012. There was no outstanding balance 
under any of these facilities at December 3 1 , 2007. 

The covenants under these revolving lines of credit include the following: 
0 

e 

e 

0 

The debtkotal 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 Company 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 3 1 , 
2006 

Note 9 - Commitments and Contingencies 

Operating Leases. LG&E leases office space, office equipment 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 L,G&E, was $5 million for 2007 and 2006. The future minimum annual lease payments for 
operating leases for years subsequent to December 3 1,2007, are shown in the following table: 

(in millions) 
2008 $ 5  
2009 4 
2010 4 
201 I 3 
2012 3 

5 Thereafter - 
Total $24 

Sale and Leaseback Transaction. LG&E 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 in 
December 1999, LG&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 irrevocable notice to exercise an early purchase 
option contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different 
than if 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, LG&E is obligated to pay to the lessor its share of certain fees or amounts. 
Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to 

46 



the lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts 
jointly to LG&E and KU. 

At December 3 1,2007, the inaxiinum aggregate amount of default fees or amounts was $10 million, of which 
LG&E would be responsible for 38% (approximately $4 million). LG&E has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for E.ON U.S. to pay LG&E’s full portion of any default fees or 
amounts. 

Letters 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. 

Purchased Power. L,G&E has a contract for purchased power with OVEC, terminating in 2026, for various Mw 
capacities. LG&E has an inve.stment of 5.63% ownership in OVEC’s common stock, which is accounted for on 
the cost method of accounting. LG&E’s share of OVEC’s output is S.63%, approximately 124 Mw of generation 
capacity. Future obligations for power purchases are shown in the following table: 

(in millions) 
2008 $ 16 
2009 18 
2010 19 
201 1 19 
2012 19 
Thereafter 322 
Total $ 413 

Construction Program. LG&E had $1 04 million of commitments in connection with its construction program at 
December 3 1,2007. 

In June 2006, LG&E and KU entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to 
increase or decrease the ultimate construction price paid or payable to the contractor. The contract also contains 
standard representations, covenants, indemnities, termination and other provisions for arrangements of this type, 
including termination for convenience or for cause rights. 

TC2 Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division of Air Quality in 
November 2005. The filing of the challenge did not stay the permit, so the Coinpany was free to proceed with 
construction during the pendancy of the action. In June 2007, the state hearing officer assigned to the matter 
recommended upholding the air permit with minor revisions. In September 2007, the Secretary of the Kentucky 
Environmental and Public Protection Cabinet issued a final Order approving the hearing officer’s recommenda- 
tion and upholding the permit. In September 2007, LG&E administratively applied for a permit revision to reflect 
minor design changes. In October 2007, the environmental groups submitted comments objecting to the draft 
permit revisions and, in part, attempting to reassert general objections to the generating unit. An agency decision 
on the final permit revisions may occur during 2008. The Company is currently unable to determine the final 
outcome of this matter. 
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Mine Safety Compliance Costs. In March 2006, the Mine Safety and Health Administration enacted Emergency 
Temporary Standards regulations and has issued additional regulations as the result of the passage of the Mine 
Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At the state 
level, Kentucky and other states that supply coal to 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. Under the terms of some of the coal contracts LG&E has in place, provisions are made to allow for 
price adjustments for compliance costs resulting from new or amended laws or regulations. LG&E has begun to 
receive information from the rnines it contracts with regarding price adjustments related to these compliance 
costs and has hired a consultant to review all supplier claims for validity and reasonableness. At this time LG&E 
has not been notified of claims by all mines and is reviewing those claims it has received. An adjustment will be 
made to the value of the coal inventory once the amount is determinable, however, the amount cannot be 
estimated at this time. The Company expects to recover these costs through the FAC. 

Environmental Matters. LG&E’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. 

Clean Air Act Reqztirenients. The Clean Air Act establishes a comprehensive set of programs aimed at protecting 
and improving air quality in the United States by, among other things, controlling stationary sources of air 
emissions such as power plants. While the general regulatory framework for these programs is established at the 
federal level, most of the programs are implemented and administered by the states under the oversight of the 
EPA. The key Clean Air Act programs relevant to LG&E’s business operations are described below. 

Ambient Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as national ambient air quality 
standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that fail to comply 
with the NAAQS and develop a SIP to bring such nonattainment areas into coinpliance. 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 emissions to 0.15 pounds weight per MMBtu 
on a company-wide basis. In 200.5, the EPA issued the CAIR which requires additional SO2 emission reductions 
of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provides for a two-phase cap and 
trade program, with initial reductions of NOx and SO2 emissions due by 2009 and 201 0, respectively, and final 
reductions due by 2015. The final rule is currently under challenge in a number of federal court proceedings. In 
2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal CAIR. 
Depending on the level of action determined necessary to bring local nonattainment areas into compliance with 
the new ozone and fine particulate standards, LG&E’s power plants are potentially subject to additional 
reductions in SO2 and NOx emissions. LG&E’s weighted-average company-wide emission rate for SO2 in 2007 
was approximately 0.50 lbs./MMBtu of heat input, with every generating unit below its emission limit 
established by the Kentucky Division for Air Quality and the Louisville Metro Air Pollution Control District. 
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Hazardous Air Pollutants. As provided in the 1990 amendments to 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 fiirther 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 prograin with initial reductions due by 2010 and final reductions due by 201 8. The CAMR provides for 
reductions of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that 
the 201 0 mercury reduction targets will be achieved as a “co-benefit” of the controls installed for purposes of 
compliance with the CAIR. The final rule is also currently under challenge in the federal courts. In February 
2008, a federal appellate court issued a decision in one of the proceedings vacating the current CAMR, an 
outcome that may have the effect of resulting in inore stringent mercury reduction rules. However, the ruling 
could be subject to further appeal. In 2006, Kentucky proposed to amend its SIP to adopt state requirements 
similar to those under the federal CAMR. In 2005, the local air agency in Jefferson County, Kentucky adopted a 
regulation aimed at regulating additional hazardous air pollutants from sources including power plants. A similar 
regulation was proposed by the Kentucky air agency in 2006, but it was withdrawn in 2007. To the extent those 
rules are final, they are not expected to have a material impact on L,G&E’s power plant operations. 

Acid Rain Program. The 1990 amendments to the Clean Air Act imposed a two-phased cap and trade program to 
reduce SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the 
northeastern 1J.S. The 1990 amendments also contained requirements for power plants to reduce NOx emissions 
through the use of available combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, including 
national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward preventing 
future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA issued its 
Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to facilities, 
including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing pollutants. 
Under the final rule, as the CAIR will result in 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. 

Installation of Pollution 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. 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 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 SO:! requirements, which 
commenced in 2000, is to use accumulated emissions 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 and associated obligations, LG&E installed additional NOx controls, including selective 
catalytic reduction technology, during the 2000 to 2007 time period at a cost of $1 97 million. In 2001, the 
Kentucky Commission granted approval to recover the costs incurred by LG&E for these projects through the 
environmental surcharge mechanism. Such monthly recovery is subject to periodic review by the Kentucky 
C om in i ss ion. 

In order to achieve the emissions reductions mandated by the CAIR and CAMR, LG&E expects to incur 
additional capital expenditures totaling $130 million during the 2008 through 2010 time period for pollution 
control equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 

49 



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. L,G&E 
believes its costs in reducing SOL, 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 develop- 
ments in the emission allowance and fuels markets, fiiture 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. 

Potential GHG Controls. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The 1J.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. 
Legislation mandating GHG reductions has been introduced in the Congress, but no federal legislation has been 
enacted to date. In the absence of a program at the federal level, various states have adopted their own GHG 
emission reduction programs. Such programs have been adopted in various states including 1 1 northeastern U.S. 
states and the District of Columbia under the Regional GHG Initiative program and California. Substantial efforts 
to pass federal GHG legislation are ongoing. In addition, litigation is currently pending before various courts to 
determine whether the EPA and the states have the authority to regulate GHG emissions under existing law. In 
April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate GHG under the Clean Air 
Act. LG&E is monitoring ongoing efforts to enact GHG reduction requirements at the state and federal level and 
is assessing potential impacts of such programs and strategies to mitigate those impacts. LG&E is unable to 
predict whether mandatory GHG reduction requirements will ultimately be enacted. As a Company with 
significant coal-fired generating assets, LG&E could be substantially impacted by programs requiring mandatory 
reductions in GHG emissions, although the precise impact on the operations of LG&E, including the reduction 
targets and deadlines that would be applicable, cannot be determined prior to the enactment of such programs. 

Section 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 of 
the Clean Air Act requesting new source review-related data regarding certain construction and maintenance 
activities at LG&E’s Mill Creek 4 and Trimble County 1 generating units and KIJ’s Ghent 2 generating unit. 
The Companies are complying with the information requests and are not able to predict further proceedings in 
this matter at this time. 

General Environniental Proceedings. 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 for former manufactured gas 
plant sites; liability under the Comprehensive Environmental Response, Compensation and Liability Act for 
cleanup at various off-site waste sites; ongoing claims regarding alleged particulate emissions from LG&E’s 
Cane Run station and ongoing claims regarding GHG emissions from LG&E’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 $I  
million for remaining clean-up activities under existing approved plans or agreements. Rased on analysis to date, 
the resolution of the other matters is also not expected to have a material impact on the operations of LG&E. 

Note 10 - Jointly Owned Electric Utility Plant 

LG&E owns a 75% undivided interest in Trimble County Unit 1 which the Kentucky Coinmission has allowed to be 
reflected in customer rates. Of the remaining 25% of the IJnit, 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: 
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Trimble County Unit 1 
LG&E IMPA IMEA Total 

Ownership interest 75% 12.88% 12.12% 100% 
Mw capacity 3 83 66 62 51 1 

(in millions) 
LG&E’s 75% ownership: 
cost $633 
Accumulated depreciation 246 
Net book value m 
Construction work in progress 
(included in above) $ 27 

LG&E and KU have begun construction of TC2, a jointly owned unit at the Triinble County site. LG&E 
and KIJ own undivided 14.25% and 60.75% interests, respectively, in TC2. Ofthe 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 expected to occur in 20 10. 

TC2 
LG&E ICU IMPA IMEA Total 

Ownership interest 14.25% 60.75% 12.88% 1 2.1 2% 100% 
Mw capacity 107 455 97 91 750 

(in millions) LG&E KU 
Construction work in progress $74 $332 

LG&E and KU jointly own the following CTs and related equipment: 
($ in millions) LG&E KU Total 

($) ($1 ($) 
($) Net ($) Net ($) Net 

Mw ($) Depre- Book Mw ($) Depre- Book Mw ($) Depre- Book 
Ownership Percentage Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost ciation Value 
LG&E53%,KU47%(1) 146 58 (12) 46 129 51 ( 1 1 )  40 275 109 (23) 86 
LG&E38%,KU62%(2) 118 50 ( I O )  40 190 78 (14) 64 308 128 (24) 104 
LG&E 29%, KU 71% (3) 92 32 (6) 26 228 80 (14) 66 320 112 (20) 92 
LG&E37%,KU63%(4) 236 79 (8) 71 404 137 (17) 120 640 216 (25) 191 
LG&E 29%, KU 71% ( 5 )  nla 3 3 nla 9 (2) 7 nla 12 (2) I O  

1) Comprised of Paddy’s Run 13 and E.W. Brown 5.  In addition to the above jointly owned utility plant, there is 
an inlet air cooling system attributable to Unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air 
cooling system is not jointly owned, however, it is used to increase production on the units to which it relates, 
resulting in an additional 10 Mw of capacity for L,G&E. 

2) Comprised of units 6 and 7 at the E.W. Brown facility. 
3) Comprised of units 5 and 6 at the Tritnble County facility. 
4) Coinprised of CT Substation 7-1 0 and units 7, 8, 9 and 10 at the Trimble County facility 
5 )  Coinprised of CT Substation 5 and 6 and CT Pipeline at the Tritnble County facility. 
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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 its respective income statement (e.g., fitel, maintenance of plant, other 
operating expense). 

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 Commission 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: 

(in millions) 
2007 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

rn 
Operating revenues 
Depreciation and amortization 
Income taxes 
Interest income 
Interest expense 
Net income 
Total assets 
Construction expenditures 

Electric 

$ 933 
107 
54 

1 
41 

112 
2,669 

157 

$ 943 
105 
57 

1 
33 

107 
2,519 

111 

Gas 

$ 353 
19 
5 

9 
8 

644 
37 

- 

$ 395 
19 
5 

8 
10 

665 
35 

Total 

$1,286 
126 
59 

1 
50 

120 
3,313 

194 

$1,338 
124 
62 

1 
41 

117 
3,184 

146 

Note 12 - Related Party Transactions 

LG&E, subsidiaries of E.ON LJ.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between LG&E and E.ON U S .  subsidiaries are eliminated upon consolidation of E.ON U S .  Transactions 
between LG&E and E.ON subsidiaries are eliminated upon consolidation of E.ON. These transactions are 
generally performed at cost and are in accordance with FERC regulations under PUHCA 2005 and the applicable 
Kentucky Commission regulations. The significant related party transactions are disclosed below. 

Electric Purchases 

LG&E and KIJ purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as electric operating 
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revenues and purchased power operating expense. LG&E intercompany electric revenues and purchased power 
expense for the years ended December 3 1, were as follows: 

(in millions) 
Electric operating revenues from KU 
Purchased power from KU 

2007 2006 
$93 $99 
46 77 

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 intercoinpany interest income and expense for the years ended December 3 1, were as follows: 

(in millions) 
Interest on money pool loans 
Interest on Fidelia loans 

2007 2006 
$ 4  $ 2  

17 I 1  

Other Intercompany Billings 

E.ON U.S. Services provides LG&E with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON 1J.S. on behalf of LG&E, labor and burdens of E.ON 
1J.S. Services employees performing services for LG&E and vouchers paid by E.ON U.S. Services on behalf of 
LG&E. The cost of these services is directly charged to LG&E, or for general costs which cannot be directly 
attributed, charged based on predetermined allocation factors, including the following ratios: number of 
customers, total assets, revenues, number of employees and other statistical information. These costs are charged 
on an actual cost basis. 

In addition, LG&E and KU provide services to each other and to E.ON 1J.S. Services. Billings between LG&E 
and KIJ relate to labor and overheads associated with union employees performing work for the other utility, 
charges related to jointly owned CTs and other iniscellaneous charges. Billings froin LG&E to E.ON U.S. 
Services include cash received by E.ON US. Services on behalf of LG&E, primarily tax settlements, and other 
payments made by LG&E on behalf of other non-regulated businesses which are paid through E.ON L J S  
Services. 

Intercompany billings to and from LG&E for the years ended December 3 1, were as follows: 

(in millions) 
E.ON U.S. Services billings to LG&E 
LG&E billings to KIJ 
KU billings to LG&E 
LG&E billings to E.ON 1J.S. Services 

2007 2006 
$385 $230 

12 53 
6 56 

12 7 

In December 2007, LG&E received a capital contribution fioin its shareholder, E.ON 1J.S. in the amount of $20 
in i 1 1 ion. 
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Note 13 - Accumulated Other Comprehensive Income 

Accumulated other comprehensive income (loss) consisted of the following: 

Minimum 
Pension 
Liability 

(in millions) Adiustinent 
Balance at December 3 1,2005 $(77) 

Minimum pension liability acijustinent 77 

hedging instruments ____ 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 

Balance at December 3 1,2006 

Gains (losses) on derivative instruments 
designated and qualifying as cash flow 
hedging instruments - 

$ Balance at December 3 I , 2007 

Acctiinulated 
Derivative 

Gain or Loss Pre-Tax 
$(I 8) $(95) 

77 

(6) (6) 
$0 $Izl) 

Income 
Taxes 
$37 

(30) 

0 
6 

2 
$8 

Subsequent to the application of SFAS No. 158, adjustments to the minirnuin pension liability are recorded as 
regulatory assets and liabilities. As a result, there are no adjustments to the minimum pension liability recorded in 
accumulated other comprehensive income at December 3 1,2007 or 2006. 

Note 14 - Subsequent Events 

On January 18, 2008, the Kentucky Commission issued an Order approving the charges and credits billed 
through the FAC during the review period of November 1,2006 through April 30,2007. 

On February I ,  2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program 
proposed by L,G&E, for implementation within approximately eight months, for its large coinmercial and 
industrial customers. 

On February 7, 2008 and February 25,2008, the ratings of the Louisville Metro 2003 Series A bonds were 
downgraded from Aaa to A2 by Moody's and from AAA to A- by S&P, due to downgrades of the bond insurer. 

On February 26,2008, LG&E commenced steps, including notice to relevant parties, to convert the Louisville 
Metro 2005 Series A bonds from the auction rate mode of interest to a weekly interest rate mode. Such 
conversion is scheduled to occur on March 24,2008. 

On February 27, 2008, LG&E commenced steps, including notice to relevant parties, to convert the Louisville 
Metro 2007 Series A and 2007 Series B bonds from the auction rate mode of interest to a weekly interest rate 
mode. Such conversions are scheduled to occur on April 4,2008. 

Beginning in late 2007, the interest rates on the insured bonds, wherein interest rates are reset either weekly or 
every 35 days via an auction process, began to increase due to investor concerns about the creditworthiness of the 
bond insurers. In 2008, interest rates have continued to increase, and the Company has experienced "failed 
auctions" when there are insufficient bids for the bonds. When there is a failed auction, the interest rate is set 
pursuant to a formula stipulated in the indenture which can be as high as 15%. During 2007, the average rate on 
the auction rate bonds was 3.77%, whereas the average rate in January and February of 2008 was 4.58%. 
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On March 4,2008, the FERC issued an Order approving the MISO exit fee recalculation agreement which 
provides LG&E with an immediate recovery of less than $ 1  million and an estimated $2 million over the next 
eight years for credits realized from other payments the MISO will receive, plus interest. 
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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 
earnings, cash flows and comprehensive income present fairly, in all material respects, the financial position of 
Louisville Gas and Electric Company at December 3 1,2007 and 2006, and the results of its operations and its 
cash flows for the years then ended in conformity with accounting principles generally accepted in the [Jnited 
States of America. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial Statements based on our audits. We conducted our 
audits of these statements in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the arnounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, and evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

As discussed in Note 2 to the financial statements, Louisville Gas and Electric Company changed the manner in 
which it accounts for defined benefit pension and other postretirement benefit plans as of December 3 1, 2006. 

/s/ PricewaterhouseCoopers LLP 
Louisville, Kentucky 
March 18,2008 
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Opinion of Bond Counsel dated May 19,2000 relating to 
the 2000 Series A Bonds 



HARPER, FERGUSON &i: DAVKS 
ATTORNEYS AT LAW 
1730 MEIDINGER TOWER 

4 6 2  SOUTH FOURTH AVENUE 

LOUTGVII.LE, KENTXrCKY 4OZOZ-3413 

28 WEST FIFTH STREET 

COVINGTON, KENTUCKY 41011 

COWNO;~ON OFFICE 
(606) 491-0712 

TELECOPIER (606) 491.0187 

May 19,2000 

Re: $25,000,000 County of Jefferson, Kentucky, Pollution Control Revenue Bonds, 
2000 Series A (Louisville Gas and Electric Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
County of Jefferson, 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 
Pollution Control Revenue Bonds, 2000 Series A (Louisville Gas and Electric Company Project), 
dated the date of the Bonds, in the aggregate principal amount of $25,000,000 (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 of providing funds which will be used, with other funds 
provided by Louisville Gas and Electric Company (the “Company”) for the current refunding of 
$25,000,000 aggregate principal amount of the County’s Pollution Control Revenue Bonds, 1990 
Series A (L,auisviIle Gas and Electric Company Project), dated June 15, 1990 (the “Prior Bonds”), 
the proceeds ofwhich were loaned to the Company to currently refund prior bonds issued to finance 
the construction of air pollution control facilities to serve certain electric generating units of the 
Company in Jefferson County, Kentucky ((‘the Project”) in order to provide for the control, 
containment, reduction and abatement of atmospheric pollutants and contaminants, as provided by 
the Act. 

The Bonds bear interest initially at the Dutch Auction Rate, as defined in the Indenture, 
hereinafter described, subject to change as provided in such Indenture. The Bonds will be subject 
to optional and mandatory redemption prior to maturity at the times, in the manner and upon the 
terms set forth in each of the Bonds. From such examination of the proceedings of the Fiscal Court 
of the County referred to above and from an examination of the Act, we are of the opinion that the 
County is duly authorized and empowered to issue the Bonds under the laws af the Commonwealth 
of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement., dated as of May 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 Company to provide funds to pay and discharge, with 
other funds provided by the Company, the Prior Bonds and the Company has agreed to make Loan 
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$25,000,000 County of Jefferson, Kentucky, 
Pollution Control Revenue Bonds, 2000 Series A 
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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 obligation of the County, enforceable jn accordance with its terms, sub-ject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other similar laws affecting creditors' rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
May 1 , 2000 (the "Indenture"), by and between the County and The Bank of New York, New York, 
New York, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants and 
undertakings of the County in connection with the Bonds and a certified copy of the proceedings of 
record of the Fiscal Court of the County preliminary to and in connection with the execution and 
delivery of the Indenture. Pursuant to the Indenture, certain of the County's rights under the Loan 
Agreement, including the right to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Rebate Fund 
created thereby) have been assigned to the Trustee, as security for the holders of the Bonds. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
show lawful authority for the execution and delivery of the Indenture; that the Indenture has been 
duly authorized, executed and delivered by the County; and that the Indenture is a legal, valid and 
binding obligation upon the parties thereto according to its terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws of the Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the County entitled to the benefit of the security provided 
by the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors' rights generally, including equitable provisions where equitable remedies are 
sought. The Bonds are payable by the County solely and only from payments and other amounts 
derived from the Loan Agreement and as provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraph, (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 an item of tax preference in determining alternative minimum taxable income 
for individuals and corporations under the Code. In arriving at this opinion, we have relied upon 
representations, factual statements and certifications of the Company with respect to certain material 
facts which are solely within the Company's knowledge in reaching our conclusion, inter alia, that 
all of the proceeds of the Prior Bonds were used to currently refinance certain original bonds, 
substantially all of the proceeds of which original bonds were used to finance air pollution control 
facilities qualified for financing under Section 103(b)(4)(F) of the Internal Revenue Code of 1954, 
as amended and Section 13 13(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 incorne of interest on the Bonds, we have 
assumed and this opinion is conditioned on, the payment and discharge of the Prior Bonds on or 
before the 90th day from the date of issuance of the Bonds, and the accuracy of and continuing 
compliance by the Company and the County with representations and covenants set forth in the Loan 
Agreement and the Indenture which are intended to assure compliance with certain tax-exempt 
interest provisions of the Code. Such representations and covenants must be accurate and must be 
complied with subsequent to the issuance of the Bonds in order that interest on the Bonds be 
excluded from gross income for federal income tax purposes. Failure to comply with certain of such 
representations and covenants in respect ofthe Bonds subsequent to the issuance of the Bonds could 
cause the interest thereon to be included in gross income for federal income tax purposes 
retroactively to the date of issuance ofthe Bonds. We express no opinion (i) regarding the exclusion 
of interest on any Bond from gross income for federal income tax purposes on or after the date on 
which any change, including any interest rate conversion, permitted by the documents with the 
approval of bond counsel (other than this firm) is taken which adversely affects the tax treatment of 
the Bonds or (ii) as to the treatment for purposes of federal income taxation of interest on the 1999 
Series A Bonds upon a Determination of TaxabiIity. We are further of the opinion that interest on 
the Bonds is excluded from gross income of the recipients thereof for Kentucky income tax purposes 
and that the Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all 
political subdivisions thereof. 



HARPER, FERGTJSON 8c DAVIS 

$25,000,000 County of Jefferson, Kentucky, 
Pollution Control Revenue Bonds, 20Q0 Series A 
(Louisville Gas and Electric Company Project) 
May 19,2000 
Page 4 

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) 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 an 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 
afier December 3 1 ,  1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as 
the Bonds, acquired after August 7, 1986. (For purposes of the immediately preceding sentence, a 
portion of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) 
The Code further provides for the disallowance of any deduction for interest expenses incurred by 
banks and certain other financial institutions allocable to carrying certain tax-exempt obligations, 
such as the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to 
taxpayers other than such financial institutions, such taxpayers will be unable to deduct any portion 
of the interest expenses incurred or continued to purchase or carry the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, 
is included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income credit is not allowed for 
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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 
Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. In 
rendering this opinion, we have relied upon said opinions with respect to the matters therein. We 
have also received an opinion of even date herewith of Hon. Irv Maze, County Attorney of the 
County, and relied upon said opinion with respect to the matters therein. Said opinions are in forms 
satisfactory to us as to both scope and content. 

We express na opinion as to the title to, the description of, or the existence or priority of any 
liens, charges or encumbrances an, 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. 

HARPER, FERGUSON & DAVIS 
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HARPER, FERGUSON & DAVIS 
Divisiort qf Ogden Newell & Welch PLLC 

1700 PNC PL.AZ.A 
500 W E S I  JEFFERSON STREET 

L,OUlSVK.LE, KENTUCKY 40202-2874 
(502) 582-1 60 1 

F ~ x ( 5 0 2 )  581-9564 

April 13,2005 

SPENCER E. HARPER, JR. 

DIRECT DIAL 502-560-4249 
DIRECT FAX 502-627-8749 

sharper@ogdenlaw corn 

Re: $40,000,000 L,ouisville/Jefferson County Metro Government, Kentucky, Pollution 
Control Revenue Bonds, 2005 Series A (Louisville Gas and Electric Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of 
the Louisville/Jefferson County Metro Government, Kentucky (the “I~suer’~), being the 
governmental successor by operation of law to the County of Jefferson, Kentucky (the 
“Predecessor County”), acting by and through its Metro Council as its duly authorized governing 
body, preliminary to and in connection with the issuance by the Issuer of its Pollution Control 
Revenue Bonds, 2005 Series A (L,ouisville Gas and Electric Company Project), dated their date 
of issuance, in the aggregate principal amount of $40,000,000 (the “Bonds”). The Bonds are 
issued under the provisions of Chapter 67C and Sections 103.200 to 103.285, inclusive, of the 
Kentucky Revised Statutes (the “Act”), for the purpose of providing funds which will be used, 
with other funds provided by Louisville Gas and Electric Company (the “Company”) for the 
current refunding of $40,000,000 aggregate principal amount of the Predecessor County’s 
Pollution Control Revenue Bonds, 1995 Series A (Louisville Gas and Electric Company Project), 
dated April IS, 1995 (the “Prior Bonds”), which were issued for the purpose of currently 
refunding a portion of the capital costs of facilities for the abatement and control of air pollution 
serving the Mill Creek and Cane Run Generating Stations of the Company in Jefferson County, 
Kentucky (the “Project”), as provided by the Act. 

The Bonds mature on February 1, 2035 and bear interest initially at the ARS 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 Metro Council of the Issuer referred to above and from an examination of the 
Act, we are of the opinion that the Issuer is duly authorized and empowered to issue the Bonds 
under the laws o f  the Commonwealth of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
February 1, 2005 (the “Loan Agreement”), between the Issuer and the Company and a certified 
copy of the proceedings of record of the Metro Council of the Issuer preliminary to and in 
connection with the execution and delivery of the Lman Agreement, pursuant to which the Issuer 
has agreed to issue the Bonds and to lend the proceeds thereof to the Company to provide f k d s  
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to pay and discharge, with other funds provided by the Company, the Prior Bonds. The Company 
has agreed to make L,oan payments to the Trustee at times and in amounts fully adequate to pay 
maturing principal of, interest on and redemption premium, if any, on the Bonds as same become 
due and payable. From such examination, we are of the opinion that such proceedings of the 
Metro Council of the Issuer show lawful authority for the execution and delivery of the Loan 
Agreement; that the Loan Agreement has been duly authorized, executed and delivered by the 
Issuer; and that the Loan Agreement is a legal, valid and binding obligation of the Issuer, 
enforceable in accordance with its terms, subject to the qualification that the enforcement thereof 
may be limited by laws relating to bankruptcy, insolvency or other similar laws affecting 
creditors’ rights generally, including equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of February 1, 2005 (the “Indenture”), by and between the Issuer and Deutsche Bank Trust 
Company Americas, as trustee (the “Trustee”), securing the Bonds and setting forth the 
covenants and undertakings of the Issuer in connection with the Bonds and a certified copy of the 
proceedings of record of the Metro Council of the Issuer preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the Issuer’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 Metro Council of the Issuer show lawhl authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the Issuer; and 
that the Indenture is a legal, valid and binding obligation upon the parties thereto according to its 
terms, subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors’ rights generally, including 
equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the Issuer entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the Issuer solely and 
only from payments and other mounts 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 
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terns 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 certificatians of the 
Company with respect to certain material facts which are solely within the Company’s 
knowledge in reaching our conclusion, inter aIia, that not Iess than substantially a11 of the 
proceeds of the Prior Bonds were used to refinance air pollution control facilities qualified for 
financing under Section 103(b)(4)(F) of the Internal Revenue Code of 1954, as amended. 
Further, in arriving at the opinion set forth in this paragraph as to the exclusion from gross 
income of interest on the Bonds, we have assumed and this opinion is conditioned on, the 
accuracy of and continuing compliance by the Company and the Issuer with representations and 
covenants set forth in the Loan Agreement and the Indenture which are intended to assure 
compliance with certain tax-exempt interest provisions of the Code. Such representations and 
covenants must be accurate and must be complied with subsequent to the issuance of the Bonds 
in order that interest on the Bonds be excluded from gross income for federal income tax 
purposes. Failure to comply with certain of such representations and covenants in respect of the 
Bonds subsequent to the issuance of the Bonds could cause the interest thereon to be included in 
gross income for federal income tax purposes retroactively to the date of issuance of the Bonds. 
We express no opinion (i) regarding the exclusion of interest on any Bond from gross income for 
federal income tax purposes on or after the date on which any change, including any interest rate 
conversion, permitted by the documents (other than with approval of this firm) is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. We are further of 
the opinion that interest on the Bonds is excluded from gross income of the recipients thereof for 
Kentucky income tax purposes and that the Bonds are exempt from ad valorem taxation by the 
Commonwealth of Kentucky and all political subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income far federal 
income tax purposes and federal tax treatment of interest on the Bonds is further 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 o f  a foreign corporation which engages in a 
lJnited States trade or business. Interest on the Bonds would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax 
liability. 
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(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 
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 firther 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, caunsel 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. Irv Maze, County Attorney of Jefferson 
County, Kentucky and the chief legal officer of the Issuer, 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. 
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We are members of the Bar of the Commonwealth of K.entucky and do not purport to be 
experts on the laws of any ,jurisdiction other than the Commonwealth of Kentucky and the 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

HARPER, FERGUSON & DAVIS 
Division of Ogden Newell & Welch PLLC 

ENCER E. HARPER, JR '/ 
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April 26,2007 

Re: $3 1,000,000 “LouisvilleNefferson County Metro Government, Kentucky, Environmental 
Facilities Revenue Refbnding Bonds, 2007 Series A (Louisville Gas and Electric 
Company Project)” 

We hereby certify that we have examined certified copies of the proceedings of record of 
the Louisville/Jefferson County Metro Government, Kentucky (the “Issuer”), being the 
governmental successor by operation of law to the County of Jefferson, Kentucky (the 
”Predecessor County”), acting by and through its Metro Council as its duly authorized governing 
body, preliminary to and in connection with the issuance by the Issuer 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 $31,000,000 (the 
“Bonds”). The Bonds are issued under the provisions of Chapter 67C and Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the “Act”), for the purpose of providing 
funds which will be used, with other hnds provided by Louisville Gas and Electric Company 
(the “Company”) for the current refunding of $31,000,000 aggregate principal amount of the 
Predecessor County’s Pollution Control Revenue Bonds, 1992 Series A (Louisville 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 abatement and 
control of air pollution serving the Mill Creek and Cane Run Generating Stations of the 
Company in Jefferson County, Kentucky (the “Project”), as provided by the Act. 

The Bonds mature on June 1, 2033 and bear interest initially at the Auction Rate, as 
defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds will be subject to optional and mandatory redemption prior to maturity at the times, 
in the manner and upon the terms set forth in the Bonds, From such examination of the 
proceedings of the Metro Council of the Issuer referred to above and from an examination of the 
Act, we are of the opinion that the Issuer is duly authorized and empowered to issue the Bonds 
under the laws of the Commonwealth of Kentucky now in force. 

LEXINGTON 4 LOUISVILLE FRANKFORT + HENDERSON 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
March 1, 2007 (the “Loan Agreement”), between the Issuer and the Company and a certified 
copy of the proceedings of record of the Metro Council of the Issuer preliminary to and in 
connection with the execution and delivery of the Loan Agreement, pursuant to which the Issuer 
has agreed to issue the Bonds and to lend the proceeds thereof to the Company to provide fknds 
to pay and discharge, with other funds provided by the Company, the Prior Bonds. The Company 
has agreed to make L’oan payments to the Trustee at times and in amounts fully adequate to pay 
maturing principal of, interest on and redemption premium, if any, on the Bonds as same become 
due and payable. From such examination, we are of the opinion that such proceedings of the 
Metro Council of the Issuer show lawful authority for the execution and delivery of the Loan 
Agreement; that the Loan Agreement has been duly authorized, executed and delivered by the 
Issuer; and that the Loan Agreement is a legal, valid and binding obligation of the Issuer, 
enforceable in accordance with its terms, subject to the qualification that the enforcement thereof 
may be limited by laws relating to bankruptcy, insolvency or other similar laws affecting 
creditors’ rights generally, including equitable provisions where equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as 
of March I ,  2007 (the “‘Indenture”), by and between the Issuer and Deutsche Bank Trust 
Company Americas, as trustee (the “Trustee”), securing the Bonds and setting forth the 
covenants and undertakings of the Issuer in connection with the Bonds and a certified copy of the 
proceedings of record of the Metro Council of the Issuer preliminary to and in connection with 
the execution and delivery of the Indenture. Pursuant to the Indenture, certain of the Issuer’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 Metro Council of the Issuer show lawful authority for the execution and delivery of the 
Indenture; that the Indenture has been duly authorized, executed and delivered by the Issuer; and 
that the Indenture is a legal, valid and binding obligation upon the parties thereto according to its 
terms, subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors’ rights generally, including 
equitable provisions where equitable remedies are sought. 

In our opinion the Bonds have been validly authorized, executed and issued in 
accordance with the laws of the Commonwealth of Kentucky now in full force and effect, and 
constitute legal, valid and binding special obligations of the Issuer entitled to the benefit of the 
security provided by the Indenture and enforceable in accordance with their terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors’ rights generally, including equitable 
provisions where equitable remedies are sought. The Bonds are payable by the Issuer solely and 
only from payments and other amounts derived from the Loan Agreement and as provided in the 
Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and official interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding 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 pollution control facilities qualified for 
financing under Section 103(b)(4)(F) of the Internal Revenue Code of 1954, as amended. 
Further, in arriving at the opinion set forth in this paragraph as to the exclusion fiom 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 Issuer with representations and 
covenants set forth in the Loan Agreement and the Indenture which are intended to assure 
compliance with certain tax-exempt interest provisions of the Code. Such representations and 
covenants must be accurate and must be complied with subsequent to the issuance of the Bonds 
in order that interest on the Bonds be excluded from gross income for federal income tax 
purposes. Failure to comply with certain of such representations and covenants in respect of the 
Bonds subsequent to the issuance of the Bonds could cause the interest thereon to be included in 
gross income for federal income tax purposes retroactively to the date of issuance of the Bonds. 
We express no opinion (i) regarding the exclusion of interest on any Bond from gross income for 
federal income tax purposes on or after the date on which any change, including any interest rate 
conversion, permitted by the documents (other than with approval of this firm) is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. We are further of 
the opinion that interest on the Bonds is excluded from gross income of the recipients thereof for 
Kentucky income tax purposes and that the Bonds are exempt .From ad valorem taxation by the 
Commonwealth of Kentucky and all political subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal 
income tax purposes and federal tax treatment of interest on the Bonds is further subject to the 
following exceptions and qualifications: 

(a) 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 mini,mum 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. 
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(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 
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 krther 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. Irv Maze, County Attorney of Jefferson 
County, Kentucky and the chief legal officer of the Issuer, 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. 
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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 
United States of America, and we express no opinion as to the laws of any jurisdiction other than 
those specified. 

Respectfully submitted, 

/ 

STOLL KEENON OGDEN PLLC 

468544~. I 
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Form of Conversion Opinion of Bond Counsel 
(2000 Series A Bonds) 

November 25,2008 

Louisville/Jefferson County Metro 
Government, Kentucky 
Louisville, Kentucky 40202 

The Bank of New York Mellon, as Trustee 
New York, New York IO005 

Re: Conversion to Long Term Rate Period of $25,000,000 “Louisville/Jefferson 
County Metro Government, Kentucky, Pollution Control Revenue Bonds, 2000 
Series A (Louisville Gas and Electric Company Project)” 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of May 1 , 2000 (the “Indenture”), between the Louisville/Jefferson County Metro 
Government, Kentucky, as governmental successor by operation of law to the County of 
Jefferson, Kentucky (the “Issuer”), and The Bank of New York Mellon, as Trustee (the 
“Trusteey’) pertaining to $25,000,000 principal amount of Louisville/Jefferson County Metro 
Government, Kentucky, Pollution Control Revenue Bonds, 2000 Series A (Louisville Gas and 
Electric Company Project), dated May 19, 2000 (the “Bonds”), in order to satisfy certain 
requirements of Section 2.02(e)(i) of the Indenture. Pursuant to Section 2.02(e)(i) of the 
Indenture, the interest rate on the Bonds is being converted from a Weekly Rate to a Long Term 
Rate for an initial period ending November 30, 201 1, bearing interest at 5 3/8%, effective on 
November 25, 2008, the Conversion Date. The terms used herein denoted by initial capitals and 
not otherwise defined shall have the meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us  without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated May 1, 2000, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 



Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reff ect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 
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Form of Conversion Opinion of Bond Counsel 
(2005 Series A Bonds) 

L,ouisville/Jefferson County Metro 
Government, Kentucky 
Louisville, Kentucky 40202 

November 25 , 2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 0790 1 

Re: Conversion to Fixed Rate Period of $40,000,000 “Louisville/Jefferson County 
Metro Government, Kentucky, Pollution Control Revenue Bonds 2005 Series A 
(Louisville Gas and Electric Company Project)” 

Ladies and Gentlemen: 

This opinion is being fLirnished in accordance with the requirements of the Indenture of 
Trust, dated as of February 1 , 2005 (the “Indenture”), between the Louisville/Jefferson County 
Metro Government, Kentucky (the “Issuer”) and Deutsche Bank Trust Company Americas, as 
Trustee (the “Trustee”), pertaining to $40,000,000 principal amount of Louisville/Jefferson 
County Metro Government, Kentucky, Pollution Control Revenue Bonds, 2005 Series A 
(Louisville Gas and Electric Company Project), dated April 13, 2005 (the “Bonds”), in order to 
satisfy certain requirements of Section 2.14(a) of the Indenture. Pursuant to Section 2.14 of the 
Indenture, the interest rate on the Bonds is being converted from a Weekly Rate to a Fixed Rate 
for an initial period ending December 1 , 2013, bearing interest at 5 %%, effective on November 
25, 2008, the Conversion Date. The terms used herein denoted by initial capitals and not 
otherwise defined shall have the meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated February I ,  2005, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 



Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information fiirnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfully submitted, 

STOLL, KEENON OGDEN PLLC 



Appendix R-6 

Form of Conversion Opinion of Bond Counsel 
(2007 Series A Bonds) 

Louisville/Jefferson County Metro 
Government, Kentucky 
Louisville, Kentucky 40202 

November 25 , 2008 

Deutsche Bank Trust Company Americas, 
as Trustee 
Summit, New Jersey 07901 

Re: Conversion to Long-Term Rate Period of $3 1,000,000 “Louisville/Jefferson 
County Metro Government, Kentucky, Environmental Facilities Revenue 
Refunding Bonds 2007 Series A (Louisville Gas and Electric Company Project)” 

Ladies and Gentlemen: 

This opinion is being furnished in accordance with the requirements of the Indenture of 
Trust, dated as of March 1 , 2007 (the “Indenture”), between the Louisville/Jefferson County 
Metro Government, Kentucky (the “Issuer”) and Deutsche Bank Trust Company Americas, as 
Trustee (the “Trustee”), pertaining to $3 1,000,000 principal amount of Louisville/Jefferson 
County Metro Government, Kentucky, Environmental Facilities Revenue Refunding Bonds, 
2007 Series A (Louisville Gas and Electric Company Project), dated April 26, 2007 (the 
“Bonds”), in order to satisfy certain requirements of Section 2.02(e)(i) of the Indenture. 
Pursuant to Section 2.02(e)(i) of the Indenture, the interest rate on the Bonds is being converted 
from a Weekly Rate to a Long Term Rate for an initial period ending December 2, 2012, bearing 
interest at 5 .5/8%, effective on November 25, 2008, the Conversion Date. The terms used herein 
denoted by initial capitals and not otherwise defined shall have the meanings specified in the 
Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to us without undertaking to verify the same by independent investigation, 

Rased upon the foregoing, as of the date hereof, we are of the opinion that the conversion 
of the interest rate on the Bonds as described herein (a) is authorized or permitted by the Act and 
the Indenture and (b) will not adversely affect the validity of the Bonds or any exclusion from 
gross income for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. Interest on the Bonds is not and will not be excluded from gross income during any 
period when the Bonds are held by the Company or a “related person” of the Company as 
defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the Loan 
Agreement between the Issuer and the Company, dated March 1, 2007, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 



Bonds relating to, among other things, the validity of the Bonds and the exclusion from federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 
such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention or any changes in law 
that may hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfully submitted, 

STOLL KEENON OGDEN PLLC 





TWO’ NEW ISSUES-BOOK-ENTRY ONLY 

Subject to the conditlons and exceptions set forth under the caplion ‘TAX TREATMENT”, Harper, Ferguson & Davis, Louisville, Kentucky 
(“Bond Counsel”), is of the opinion that, under current law, Interest on each series of the Bonds offered hereby (I) 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“ or a “related person” as such terms 
are used in Section 147(a) of the Internal Revenue Code of 1986, as amended (Ihe “Code”). Interest on each series of the Bonds will 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 taxes imposed on certain corporations, including imposition of the branch profits tax on a porlion of such interesl. 
Bond Counsel is further of the opinion that interest on each series of the Bonds will be exciudabie from Ills gross Income of the recipients 
lhereof for Kentucky income tax purposes and that, under current law, principal of each series of the Bonds will be exempt from ad valorem 
faxes in Kenlucky. issuance of each series of the Bonds is subject to recelpt of a favorable tax opinion of Bond Counsel as of the date of 
delivery of the Bonds. See “TAX TREATMENT” herein. 

$35,000,000 $35,000,000 
County of Jefferson, Kentucky County of Trimble, Kentucky 

Pollution Control Revenue Bonds, 
1997 Series A, Due November I ,  2027 
(Louisvllle Gas and Electric Company Project) 

Dated: Date of Issuance 

Pollution Control Revenue Bonds, 
1997 Series A, Due November I, 2027 

(Louisville Gas and Electric Company Project). 
Dated: Date of Issuance 

THE BONDS OF EACH ISSUE (INDIVIDUALLY, THE “JEFFERSON COUNTY BONDS” AND THE”“TRIMBLE COUNTY BONDS” 
AND, COLLECflVELY, THE “BONDS”) WILL BE SPECIAL AND LIMITED OBLIGATIONS OF JEFFERSON COUNTY, KENTUCKY AND 
TRIMBLE COUNTY, KENTUCKY (THE “COUNTIES’) PAYABLE BY THE RESPECTIVE COUNTIES SOLELY FAOM AMOUNTS 
RECEIVED UNDER SEPARATE LOAN AGREEMENTS WITH LOUISVILLE GAS AND ELECTRIC COMPANY (THE “COMPANY”) AND 
PLEDGED AS SECURITY FOR SUCH BONDS. THE BONDS WILL NOT CONSTITUTE AN INDEBTEDNESS OR A GENERAL 
OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT OF T H E  COMMONWEALTH OF KENTUCKY OR ANY POLITICAL 
SllBDlVlSlON THEREOF, INCLUDING THE RESPECTIVE COUNTIES, AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF 
THE RESPECTIVE COUNTIES OR A CHARQE AGAINST THEIR GENERAL CREDITS OR TAXING POWERS. 

The Bonds of each series are payable solely from and secured by pa ments to be received by the respective Counlies solely pursuant 
to separate Loan Agreements with touisville Gas and Electric 8ornpany, except as payable as provided herein from accrued 
interest, if any, Bond proceeds or investment earnings thereon. 

The Bonds of both issues are separate series and the sale and delivery of one series is not dependent on the sale and delivery of the 
olhsr series. The Bonds as initially Issued will bear Interest at Flexible Rates. The Initial Flexible Rate lo be borne by the Jefferson County 
Bonds and the Trimble County Bonds will be determined and reset by Goldman, Sachs & Co. and Morgan Stanley & Co. Incorporated, 
respeclively, In each case as sole Remarketlng Agent. The Interest rate period, interest rate and interest rate mode for each series of Bonds 
will be subject to change under cerlaln conditions, as described herein. 

The Bonds will be issued only as fully regislered bonds in denominations of $100,000 and whole multiples thereof while bearing interesl 
at a Daily or Weekly Rate; In denominations of $1,000 and whole multiples thereof with a minimum denomination of $100,OQO while bearing 
interest at Flexlble Rates; and in denarnlnalions of $5,OUO and whole multiples lhereof while bearing interest at a Semi-Annual, Annual or 
Long Term Rate. Flrst h ~ s l  of New York, National Associallon is Trustee and Paying Agent for the Bonds. initially, the Bonds will be 
reglstered to Cede & Co., as registered owner and nominee of The Depository TNSI Company, New York, New York (“DTC“). DTC will act 
as securities depository for the Bonds. Purchasers of the Bonds will not receive physical cerlificates represenling their inlerests in the Bonds 
purchased. Ownership by the beneflcial owners of the Bonds will be evidenced by book-entry only. Principal of, premlum, if any, and Interest 
on the Bonds and the purchase price of tendered Bonds will be paid by the Trustee to DTC, which in turn will remit such principal, premium, 
interest and purchase price payments to ils participants for subsequent dlsbursement to lhe beneficial owners of the Bonds. As long as Cede 
&I Co. Is the registered owner as nominee of DTC, payments on the Bonds will be made to such registered owner, and disbursemenl of such 
payments will be the responsibility of DTC and Its participants. See “THE BONDS-Book-Enfry Only System.“ 

The Bonds will be purchased on the demand of the owners thereof on the terms and subject to the conditions described herein. The 
Bbnds will be subject to redemption and mandatory purchase prior to maturity, as described herein, including, but not llmlled to: (i) at the end 
of each Flexible Rate Perlod; and (11) upon conversion of the Bonds from one Interest rate mode lo a different interest rate mode (except 
upon conversion between Daily and Weekly Rate Perlods) and between Long Term Rate Periods effective lor periods of different durations. 
Tendered Bonds may be remarketed and remain outstanding. 

PRICE: 100% 
I-..--- 

- 
The Bonds of each sefes are offered when, as and if issued by the respective Countles and accepted by,the Underwriters therefor, 

subject lo prior sale, lo withdrawal or modification of the offer without notice and to the approval of legality by Harper, Ferguson & Davis, 
Louisville, Kentucky, Bond Counsel, the approval of certain other legal matters by Gardner, Carton & Douglas, Chbago, Illlnois, and John R. 
McCall, Esq., General Counsel to the Company, by the Counly Attorneys of Jefferson County and Trimble County for the respective Counties 
and by Winston & Strawn, Chicago, Illinois, counsel to the Underwriters, and certain other conditions. It Is expected that delivery of the Bonds 
dll take plare through the facilities of DTC on or about November 13, 1997. 

Morgan Stanley Dean witteu 
(Trirnble County Bonds only) 

G01dman, Sachs ij, co. 
(Jefferson County Bonds only) 

November IO, 1997 
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IN CONNECTION WITH THESE OFFERINGS, THE UNDERWRITERS MAY OVERALLOT OR 
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 
BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN 
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME. 

No person has been authorized by the Counties or eiiher of them, the Company or the 
Underwriters to give any information or to make any representations other than those contained in this 
Official Statement in connection with the oHers made hereby and, if given or made, such information 
or representations must not be relied upon as having been authorized by the Counties or either of 
them, the Company or the Underwriters. Neither the delivery of this Official Statement nor any sale 

affairs "of the Counties or either of them' or of the Company since the date hereof. This Official 
Statement does not constitute an offer or solicitation of an offer to buy and there shall not be any safe 
of the Bonds by any person in any jurisdiction in which such offer or solicitation of an offer to buy is 
not authorized, or in which the person making such offer or solicitation Is not qualified to do so or to 
any person to whom it is unlawful to make such offer or solicitation of an offer to buy. The information 
contained herein has been obtained from the Counties, the Company and the Underwriters. The 
information concerning DTC has been obtained from DTC. The accuracy or. completeness of 
Information furnished by any of those parties is not guaranteed and should not be construed as a 
iepresentation by any other party. Although the Gounties have each consented to the use of this 
Official Statement in connection with the initial issuance and sale of the Bonds, neither County makes 
any representation" with respect to the accuracy or completeness hereof, except for the information 
furnished by each County under the caption "THE COUNTIES." 
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THE COMPANY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Appendix A 
FORMS OF OPINION OF BOND COUNSEL ................................. Appendix B . 

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
AMENDED, NOR HAVE THE INDENTURES BEEN QUALIFIED UNDER THE TRUST INDENTURE 
ACT OF 1939, AS AMENDED, IN RELIANCE UPON EXEMPTIONS CONTAINED IN SUCH ACTS. 
ANY REGISTRATION OR QUALIFICATION OF THE BONDS IN ACCORDANCE WITH 
APPLICABLE PROVISIONS OF SECURITIES LAWS OF THE STATES IN WHICH THE BONDS 
HAVE ,BEEN REGISTERED OR QUALIFIED AND THE EXEMPTION FROM REGISTRATION OR 
QUALIFICATION IN OTHER STATES CANNOT BE REGARDED AS A RECOMMENDATION 
THEREOF. NONE OF THESE STATES NOR AMY OF THEIR AGENCIES HAVE PASSED UPON 
THE MERITS OF THE BONDS OR THE ACCURACY OR COMPLETENESS OF THIS OFFICIAL 
STATEMENT. ANY REPRESENTATION TO THE CONTRARY MAY BE A CRIMINAL. OFFENSE. 
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$35,000,000 
County of Jefferson, Kentucky County 
Pollution Control Revenue Bonds, Pollution 

$35,000,000 
of Trimble, Kentucky f 
Control Revenue Bonds, 

1997 Series A, Due November 1,2027 1997 Series A, Due November 1,2027 ” i 

(Louisville Gas and Electric Company Project) (Louisville Gas and Electric Company Project) 

fNTRODUCTORY STATEMENT . 

This Official Statement is provided to furnish information in connection with the separate issuance 
and sale by (i) the County of Jefferson, Kentucky (“Jefferson County”) of its Pollution Cantrol Revenue 
Bonds, 1997 Series A (Louisville Gas and Electric Company Project), in the aggregate principal 
amount of $35,000,000 (the “Jefferson County Bonds”) to be issued pursuant to an Indenture of Trust 
dated as of September 1 ,  1996 (the “Jefferson County Indenture”) between Jefferson County and First 
Trust of New York, National Association, as trustee (the “Jefferson County Trustee”), and (ii) the 
County of Trimble, Kentucky (“Trimble County”) of its Pollution Control Revenue Bonds, 1997 Series 
A (Louisville Gas and Electric Company Project), in the aggregate principal amount of $35,000,000 
(the “Trimble County Bonds”) to be issued pursuant to an Indenture of Trust dated as of September 
1, 1996 (the “Trimble County Indenture”) between Trimble County and First Trust of New York, 
National Association, as trustee (the “Trimble County Trustee”). The Jefferson County Bonds will be 
sold to Goldman, Sachs & Co. and the Trimble County Bonds will be sold to Morgan Stanley & Co. 
Incorporated (collectively, the “Underwriters”). 

Neither the Commonwealth of Kentucky nor any political subdivision thereof, including the 
Counties, shall be obligated to pay the principal of, premium, if any, or inteiest on the Bonds of either 
series or other costs incident thereto, except from the payments and amounts assigned therefor. 

Pursuant to separate Loan Agreements by and between Louisville Gas and Electric Company (the 
“Company”) and each of the Counties, dated as of September 1, 1996 (each, a “Lcian Agreement’’ 
and, collectively, the “Loan Agreements”),‘proceeds from the sale of the Jefferson County Bonds and 
the Trimble County Bonds, other than accrued interest, if any, paid by the initial purchasers thereof, 
will be loaned by the applicable County to the Company. The Loan Agreements are separate 
undertakings by and between the Company and the applicable County. 

The proceeds of the Jefferson County Bonds (other than any accrued, interest) will be applied in 
full, together with other funds made available by the Company, on the date of issuance of the Jefferson 
County Bonds, to defease and cause to be deemed paid and discharged $35,000,000 in outstanding 
principal amount of “County of Jefferson, Kentucky, Pollution Control Revenue Bonds, 1989 Series A 
(Louisville Gas and Electric Company Project),” dated Februaty 1 ,  1989 (the “1989 Jefferson Bonds”), 
which 1989 Jefferson Bonds will be paid in full to the owners thereof on February 1, 1998. The 
proceeds of the Trimble County Bonds (other than any accrued interest) will be applied in full, together 
with other funds made available by the Company, oq the date of issuance of the Trimble County 
Bonds, to defease and cause to be deemed paid and discharged $35,000,000 in outstanding principal 
amount of “County of Trimble, Kentucky, Pollution Control Revenue Bonds, 1989 Series A (Louisville 
Gas and Electric Company Project)l” dated February 1, 1989 (the “1989 Trimble Bonds“), which 1989 
Trimble Bonds will be paid in full to the owners thereof on February I ,  1998. 

The 1989 Jefferson Bonds and the 1989 Trimble Bonds were issued to finance the cost of 
construction of, respectively, the Jefferson County Project and the Trimble County Project (each as 
described herein). It is a condition to each Underwriter’s obligation to purchase the applicable series 
of Bonds that the Company irrevocably instruct the trustees in respect of the 1989 Jefferson Bonds 
and the 1989 Trimble Bonds, as the case may be, on or prior to the date of issuance of the Bonds, to 
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call the 1989 Jefferson Bonds and the 1989 Trimble Bonds, as the case may he, for redemption on 
February 1, 1998, being a date which is on or prior to the 90th day after the date of issuance of the 
applicable series of Bonds. 

The Company will repay each loan under the applicable Loan Agreement by making payments to 
the applicable Trustee in sufficient amounts to pay the principal, premium, i f  any, and interest required 
to be paid on the applicable series of Bonds. See “THE LOAN AGREEMENT-General.’’ Pursuant to 
the applicable Indenture, a County’s rights under the applicable Loan Agreement (other than with 
respect to certain indemnification and expense payments) will be assigned to the applicable Trustee 
as security for fhe applicable series of Bonds. 

Pursuant to separate Escrow Agreements each dated as of September 1 , 1996 (each, an !’Escrow 
Agreement”), by and among the applicable County, the’ Company and Bank One, Kentucky NA, as 
Escrow Agent (each, an “Escrow Agent”), the proceeds of each series of the Bonds and moneys made 
available by the Company will be deposited in a separate escrow fund established under the applicable 
Indenture (each, an “Escrow Fund”). The amaunts on deposit in each Escrow Fund may be used to 
purchase certain direct general obligations of the United States of America or obligations the payment 
of principal‘and interest of which Is unconditlonally guaranteed by the United States of America or 
obligations issued by cyrtain federal agencies (“Governmental Obligations”). Such amounts will be 
used, together with earnings thereon, to.provide funds sufficient to defease and cause to be deemed 
paid and discharged the 1989 Jefferson Bonds and the 1989 Trimble Bonds, as the case may be, on 
the date of issuance of the Jefferson County Bonds or the Trimhle County Bonds, as the case may 
be. See “THE ESCROW AGREEMENT.” Prior to the paymeni of the 1989 Jefferson Bonds and 1989 
Trimble Bonds, each Escrow Fund will be held as security for such 1989 Jefferson Bonds and 1989 

’ 

Trimble Bonds. t “  

Brief descriptions of the Counties, the Projects; the two series of Bonds, the two Loan Agreements 
and the two Indentures are included in this Offjcial Statement and a description of the Company is 
included as Appendix A, which incorporates certain documents by reference. Such descriptions do not 
purport to be comprehensiye. Certain information relating to The Deposi‘tory T rk t  Company (“DTC”) 
and the book-entry system has been furnished by DTC. All references herein to the Loan Agreements 
and the Indentures are qualified in their entirety .by reference to such documents, and references 
herein to the Jefferson County Bonds and the Trimble County Bonds are qualified in their entirety by 
reference to the forms thereof included in the Jefferson County Indenture and the Trimble County 
Indenture, respectively, and the information with respect thereto included in the aforementioned 
documents. Copies of the.forms of these documents may be obtained during the perlod of the offering 
from the Underwriters, -Capitalized terms used herein that are not defined herein shall have the 
meanings ascribed to them by the two Loan Agreements and Indentures. 

. ”  THE COUNTIES 

Each County is a public body corporate and politic duly created and existing as a county and 
political subdivision under the Constitution and laws of the Commonwealth of Kentucky. Each County 
is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised Statutes (the “Act”) 
to (a) issue the respective series of Bonds to pay and discharge the 1989 Jefferson Bonds or the 1989 
Trimble Bands, (b) to lend the proceeds from the sale of such respective series of Bonds to the 
Company for such purposes and (c) to enter into, and perform its obligations under, the applicable 
Loan Agreement, the applicable Escrow Agreement and the applicable Indenture. Each County, 
through its legislative body, the Fiscal Court, has adopted one or more Ordinances authorizing the 
issuance of the Bonds described herein and the execution and delivery of the applicable Loan 
Agreement, Escrow Agreement and Indenture. 

c 
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THE BONDS OF EACH ISSUE ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY OR ON 
BEHALF OF THE APPLICABLE COUNTY UNDER THE APPLICABLE LOAN AGREEMENT. THE 
BONDS OF EACH ISSUE AND THE INTEREST THEREON WILL NOT CONSTITUTE AN 
INDEBTEDNESS OR A GENERAL OBLIGATION OR PLEDGE OF THE FAITH AND CREDIT OF THE 
COMMONWEALTH OF KENTUCKY OR ANY POLITICAL SUBDIVISION THEREOF, lNCLUDfNG 
THE APPLICABLE COUNTY, AND WILL NOT GIVE RISE TO A PECUNIARY LIABILITY OF THE 
APPLICABLE COUNTY OR A CHARGE AGAINST ITS GENERAL CREDIT OR TAXING POWERS. 

1: 
f. 

THE PROJECTS 

Jefferson County Project 

The Jefferson County Project has been completed and consists of the acquisition, construction, 
installation and equipping of certain air pollution control facilities in connection.with the Mill Creek and 
Cane Run Stations' of the Company situated in Jefferson Cotmty, Kentucky. Major compon6nts of the 
Jefferson County Project include the acquisition, construction, installation and equipping of major 
reconstructions and modifications for the sulphur dioxide removal systems serving seven generating 
units at the two generating stations. 

The Department for Natural Resources and Environmental Protection of the Commonwealth of 
Kentucky and fhe Air Pollution Control District of Jefferson County, Kentucky, the agencies exercising 
jurisdiction with respect to the Jefferson County Project, have each previously certified that the 
Jefferson County Project, as designed, was in furtherance of the purpose 6f controlling atmospheric 
pollutants or contaminants. 

Trimble County Project 

The Trimble County Project has been completed and consists of certain air and water pollution 
control and solid waste disposal facilities in connection with Unit 'I of the Trimbfe County Station 
situated in Trimble County, Kentucky. Major components of the Project include electrostatic 
precipitators to capture flyash 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 Department for Natural Resources and Environmental Protection of the Commonwealth of 
Kentucky, the agency exercising jurisdiction with respect to the Trimble County Project, has previously 
certified that the Trimble County Project, as designed, was in furtherance of the purposes of controlling 
atmospheric pollutants or contaminants and water pollution. 

APPLICATION OF PROCEEDS 

The proceeds from the sale of each series of Bonds (exclusive of amounts paid in respect of 
accrued interest, if any) will be used, together with funds to be provided by the Company on the date 
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of Issuance of each series of Bonds to defease and cause to be deemed paid and discharged the 1989 
Jefferson Bonds or the 1989 Trimble Bonds, as the case may be. Pending the payment to the owners 
of the 1989 Jefferson Bonds and the 1989 Trimble Bonds on February 1,1998, the proceeds from the 
sale of each series of Bonds, including earnings on such proceeds, will be held by the applicable 
Escrow Agent as security for the payment of the 1989 Jefferson 8onds and the 1989 Trimble Bonds 
and will be invested in Governmental Obligations. . 

SEPARATE SERIES 

The Jefferson County Bonds and the Trimble County Bonds will be paid from payments made by 
or on behalf of the Company and will have substantially the same claim to such source of funds. The 
Jefferson County Bonds and the Trimble County Bonds, however, are separate series and the sale and 
delivery of ane series is not dependent on the sale and delivery of the other series. In addition, optional 
or mandatory redemption of either thejefferson County Bonds or the Trimble County Bonds may be 
made in the manner described below without the redemption of the other series. Similarly, a default 
under one of the series of Bonds or Loan Agreements will not necessarily constitute a default under 
the other series of Bonds or Loan Agreement. Each series of Bonds can bear interest at an Interest 
Rate Mode different from the Interest Rate Mode borne by the other series of Bonds. Each series of 
Bonds is separately secured. Unless specifically otherwise noted, the following discussion under the 
captions “THE BONDS,” “THE LOAN AGREEMENT,” “THE ESCROW AGREEMENT,” “THE 
INDENTURE,” “ENFORCEABILITY OF REMEDIES” and “TAX TREATMENT” applies equally, but 
separately, to the Jefferson County Bonds and the Trimble County Bonds. As used under such 
captions with respect to the Jefferson County Bonds, the term “County” shall mean Jefferson County, 
the term “Project” shall mean the Jefferson County Project, the term “Generating Station” shall mean 
the Mill Creek Station or the Cane Run Station, the term “Bonds” shall mean the Jefferson County 
Bonds, the term “1989 Bonds” shall mean the 1989 Jefferson Bonds, the term “Loan Agreement” shall 
mean the Loan Agreement pursuant to which Jefferson Counly will loan the proceeds from the sale of 
the Jefferson County Bonds to the Company, the term “Indenture” shall mean the Jefferson County 
Indenture, the term “Escrow Agreement” shall mean the Escrow Agreement, dated as of September 
1, 1996 by and among Jefferson County, the Company and Bank One, Kentucky NA, and the term 
“Trustee” shall mean the Jefferson County Trustee. As used under such captions with respect.to the 
Trimble County Bonds, the term “County” shall mean Trimble Counly, the term “Project” shall mean 
the Trimble County Project, the term “Generating Station” shall mean the Trimble County Station, the 
term “Bonds” shall mean the Trimble County Bonds, Ihe term “1989 Bonds” shall mean the 1989 
Trimble Bonds, the term “Loan Agreement” shall mean the Loan Agreement pursuant to which Trimble 
County will loan the proceeds from the sale of the Trimble County Bonds to the Company, the term 
“Indenture” shall mean the Trimble County Indenture, the term “Escrow Agreement” shall mean the 
Escrow Agreement, dated as of September 1 , 1996, by and among Trimble County, the Company and 
Bank One, Kentucky NA, and the term “Trustee” shall mean the Trimble County Trustee. 

THE BONDS 
.* 

General 

The Bonds are issuable only as fully registered bonds, without coupons. The Bonds will mature 
on November 1, 2027, subject to redemption prior to maturity, and will bear interest initially at Flexible 
Rates as described beIow unless and until converted to a different Interest Rate Mode. 
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The Bonds will be issued originally solely in book-entry form to DTC or its nominee, Cede & Co., 
to be held in DTC’s book-entry only system. Purchases of Bonds may be made only in book-entry form 
in the denominations set forth below. Except as described under the subcaption “Book-Entry Only 
System“ below, Beneficial Owners (as defined below) of the Bonds will not receive or have the right to 
receive physical delivery of Bonds, and will not be or be considered to be the registered owners 
thereof. Accordingly, each Beneficial Owner must rely lipon (i) the procedures of DTC and, if such 
Beneficial Owner is not a Participant (as defined under the caption “Book-Entry Only System” below), 
the Participant who will act on behalf of such Beneficiai Owner to receive notices (including notices of 
redemption and mandatory purchase), payments of principal of, premium, if any, purchase price and 
interest on the Bonds, and to exercise voting dghts and (ii) the records of DTC and, if such Beneficial 
Owner is not a Participant, such Beneficial Owner‘s Participants, to evidence its beneficial ownership 
of thk Bonds. So long as DTC or its nominee is the registered owner of the Bonds, references herein 
to Bondholders, registered owners or owners of such Bonds shall mean DTC or its nominee and shall 
not mean the Beneficial Owners of such Bonds. The laws of some states may require that certain 
purchasers of securities take physical delivery of such securities in definitive form. Such limits and laws 
may impair the ability to transfer beneficial interests in a Bond. 

Securlty 

Payment of the principal of, premium, if any, and interest on the Bonds will be secured by an 
assignment by the County to the Trustee of the County’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, !he Company has agreed 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 shall become due. Payment of the principal of, premium, if any, 
and interest on the Bonds will not be directly secured by the Project. 

Interest Rate Modes and General Provisions 

From and after the date of the issuance and delivery of the Bonds, the Bonds will bear Interest at 
Flexlble Rates during one or more Ffexible Rate Periods and will continue to bear interest at Flexible 
Rates until a Gonversion to another Interest Rate Mode is specified by the Company or until the 
maturity of the applicable Bonds. The Bonds will be subject to conversion to a different Interest Rate 
Mode at the option of the Company, as hereinafter described. The permitted Interest Rate Modes are 
(1) the “Flexible Rate,” (ii) the “Daily Rate,” (iii) the “Weekly Rate,” (iv) the “Semi-Annual Rate,” (v) 
the “Annual Rate” and {vi) the “Long Term Rate.” Changes in the Interest, Rate Mode will be effected, 
and notice of such changes will be given, as described below under the subcaption “Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods.” 

During each interest rate period for each lnterest Rate Mode, the interest rate or rates for the 
Bonds will be determined by the Remarketing Agent in accordance with the Indenture; provided that 
the interest rate or rates borne by the Bonds shall not exceed the lesser of (i) the maximum interest 
rate permitted by applicable law or (ii) 10% per annum. Goldman, Sachs & Co. will act as Remarketing 
Agent for the Jefferson County Bonds and Morgan Stanley & Co, Incorporated will act as Remarketing 
Agent for the Trirnble County Bonds (each, a “Remarketing Agent”). 

! 
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First Trust of New York, National Association will serve as Trustee, Paying Agent, Bond Reglstrar 
and Tender Agent with respect to the Bonds. For purposes of the Indenture, the “Principal Office of 
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the Paying Agent,” “Principal Office of the Bond Registrar,” and “Principal Office of the Tender Agent“ 
will each be 100 Wall Street, New York, New York, 10005, Attention: Corporate Trust Division. 

Interest on the Bonds at the interest rate or rates for the Flexible Rate, the Daily Rate and the 
Weekly Rate will be computed on the basis of a year of 365 or 366 days, as appropriate, based on 
the year in which the period commences and paid for the actual number of days elapsed. Interest on 
the Bonds at each interest rate for the Semi-Annual Rate, the Annual Rate and the 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, in the case of Bonds bearing interest at the Flexible Rate, to 
the registered owner of such Bond as of the opening of business on-(he Interest Payment Date 
therefor, and for Bonds bearing interest at other than the Flexible Rate, to the registered owner of the 

the Daily Rate or the Weekly Rate, will be the close of business on the Business Day preceding each 
Interest Payment Date, and for the Semi-Annual Rate, the Annual Rate and the Long Term Rate, the 
close of business on the fifteenth day (whether or not a Business Day) of the month preceding each 

I Interest Payment Date; provided that if the first day of a Semi-Annual Rate Period, Annual Rate Period 
or Long Term Rate Period occurs after the fifteenth day of the calendar month preceding an Interest 
Payment Date, but before the lnterest Payment Date, the first day of such Semi-Annual Rate Perio.d, 
Annual Rate Period or Long Term Rate Period will be the record date for such Interest Payment Date; 
and provided further that i f  an Interest Payment Date occurs only because it is a Conversion Date, the 
record date for such Interest Payment”Date will be the close of business on the last Business Day 

During each Flexible Rate Period with respect to a Bond,.interest on such Bond will be payable 
on the first Business Day following the last day of such Flexible Rate Period for such’Bond; For other 
Interest Rate Modes, interest on the Bonds will be payable on the dates indicated below under the 
subcaption “Summary of Certain Provisions of the Bonds,” and, in the case of the Long Term Rate, 
on the Conversion Date or the effective date of a change to a new Long Term Rate Period (each, an 
“Interest Payment Date”). In any case, the final Interest Payment Date will be the maturity date of the 

So long as the Bonds are held in the book-entry only system described below, the principal, 
redemption price or purchase prlce of, and interest on, such Bonds will be paid through the facilities of 
DTC. Otherwise, €he principal or redemption price of the Bonds is payable at the Principal Office of 
the Paying Agent. Interest on the Bonds is payable by check mailed to the registered owner: provided 

the Flexible Rate, or (ii) at the written request of any registered owner holding at least $1,000,000 
aggregate Principal amount of Bonds, if the Interest Rate Mode i s  the Semi-Annual Rate, Annual .Rate 
or Long Term Rate, received by the Bond Registrar, at the Principal Office of the Bond Registrar, at 
least one Business Day prior to any Record Date, will be payable in immediately available funds by 
wire transfer within the United States or by deposit in an account maintained with the Paying Agent. If 
the Interest Rate Mode is the Flexible Rate, interest payable on each Bond will be paid only upan 
presentation and surrender of such Bond at the Principal Office of the Trustee or the Paying Agent. 

The Bonds may be issued in denominations of $100,000 and integral multiples of $1,000 in excess 
thereof, i f  the Interest Rate Mode is the Flexible Rate; denominations of $100,000 and integral 
multiples thereof, if the Interest Rate Mode for the Bonds is the Daily Rate or the Weekly Rate; and 
denominations of $5,000 and integral multiples thereof, .if the Interest Rate Mode Is the Semi-Annual 
Rate, the Annual Rate or the Long Term Rate. 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 Off ice 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, 
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!he 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 riotice of redemption, (ii) after such Bond has been called for 
redemption or (iii) for which a registered owner has submitted a demand for purchase (see “Purchase 
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 withotit 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. 

Registered 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 herein under 
the subcaption “Summary of Certain Provisions of the Bonds.” Any successor Tender Agent appointed 
pursuant to the Indenture will also be a Paying Agent. 

The Remarketing Agent may be removed by the County, i f  so directed by the Company, and may 
resign in accordance with the Remarketing Agreement between the Company and the Remarketing 
Agent. 

Certain Definitions. 

As used herein, each of the following terms shall have the meaning indicated: 

“Annual 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 secorid Interest Payment Date 
thereafter, and each successive twelve-month period (or portion thereof) thereafter until the day 
preceding the earller of the Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

“Beneficial Owner” means the person in whose name a Bond is recorded as such upon the 
systems of DTC and each DTC Participant or the registered holder of such Bond if such Bond is not 
then registered in the name of CEDE & CO. 

“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 any of the Trustee, the Bond 
Registrar, the Tender Agent, the Paying Agent, the Company, or the Remarketing Agent is located are 
authorized by law or executive order to close or (ii) a day on which the New York Stock Exchange is 
closed. 

“Conversion” means any conversion from time to time in accordance with the terms of the 
Indenture of the Bands 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 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 Brisiness 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 !he 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 any Bond during each Flexible Rate Period applicable to that Bond, 
as provided in the Indenture. 
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“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 Payment Date” means (i) i f  the Interest Rate Mode is the Daily Rate or the Weekly Rate, 
the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the Flexible Rate, for 
each Bond the first Business Day following the last day of each Flexible Rate Period for such Bond, 
(iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or the Long Term Rate, May 1 
and November 1 , and (iv) In the case of the Long Term Rate, also the Conversion Date or the effective 
date of a change to a new Long Term Rate Period. In any case, the final 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 from and including each Interest Payment Date to and including the day immediately 
preceding the next Interest Payment Date, provided, that the first Interest Period for the  Bonds (and 
for any Bond) will begin on (and include) the date of original issuance of the Series A Bonds and the 
final Interest Period for the Bonds will end on October 3 1 , 2027. 

“Interest Rate Mode” means 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 selected by the Company as hereinafter set forth 
under the subcaption “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 that established period until the day 
preceding the earliest of the change to a different Long Term Rate Period, the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 

“Prevailing Market Conditions” means, without limitation, the following factors: existing short-term 
or long-term market rates for securities, t h e  Interest on which is excluded from gross income for federal 
income tax purposes; indexes of such short-term or long-term rates and the existing market supply and 
demand for securities bearing such short-term or long-term rates; existing yield curves for short-term 
or long-term securities for obligations of credit quality comparable to the Bonds, the interest on which 
is excluded from gross income for federal income tax purposes; general economic conditions; industry 
economic 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. 

“Purchase 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. 

“Semi-Annual 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 thereaft er 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 Peiiod” means the period beginning on, and including, the Conversion Date to the 
Weekly Rate, and ending on, and including, the next Tuesday, and thereafter the period beginning on, 
and including, 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. 
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Summary of Certain Provisions of the Bonds 

The following table summarizes, for each of the permitted Interest Rate Modes: the dates on which 
interest will be paid (Interest Payment Dates); the dates on which each interest rate will be determined 
(Interest Rate Determination Dates); the period of time (Interest Rate Periods) each interest rate will 
be in effect (provided that the initial interest Rate Period for eacfi 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 Tehder Agent and the notice requirements therefor (Purchase on Demand of 
Registered Owner; Required Notice); the dates on which Bonds are'subject to mandatory tender for 
purchase (Mandatory Purchase Dates); the redemption provisions appllcable to the Bonds 
(Redemption); the notice requirements for redemption and mandatory tender for purchase (I\lotices of 
Redemption and Mandatory Purchases); and the manner by which registered owners will receive 
payments of principai, interest, redemption price and purchase price (Manner of Payments). Ail times 
stated are New York City time. 
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Interest Payment 
Uates 

The first Business Day of 1 each calendar month. 

interest Rate 
Determination 
Dates 

1 
Interest Rate 

Periods 

Purchase on 
Remand of 
Registered 
.Owner; 
Required 
Notice* 

Mandatory 
Purchase Dates 

Redemption 

Notices of 
Red.emption 
and Mandatory 
Purchasesk 

Manner of 
Payments* 

I WEEKLY RATE 

lowing the last day o 
each Flexible Rate Period 
for that Bond. 
For each Bond, not later 
than 1:00 p.m. on the first 
day of each Flexible Rate 
Period for such Bond. 

Not later than 1O:OO a.m. 
on each Business Day. 

Not later than 1O:OO a.m. 
on the first day of each 
Weekly Rate Period or, if 

.not a Business Day, on 
the next succeeding Busi- 
ness Day. 

For each Bond, succes- 
sive periods each of a du- 
ration designated by the 
Remarketing Agent of one 
day to 270 days (or a 
lower maximum number 
as specified in the Inden- 
ture); must end on a day 
receding a Business 

Lay. 
No purchase on demand 
of the registered owner. 

- 

An Conversion Date; and 
wit; respect to each 
Bond, on each Interest 
Payment Date for such 
Bond. 
With respect to each 
Bond, optional at par on 
any Interest Payment 
Date for such Bond; Ex- 
traordinary Optional and 
Extraordinary Mandatory 
at par. 
No notlce of mandatory 
purchase following the 
end of each Flexible Rate 
Petiod; otherwise not 
fewer than 15 days (30 
days notice of mandatory 
purchase if Conversion to 
the Semi-Annual, Annual 
or Long Term Rate) or 
grea\er than 60 days. 

.- 

Principal or redemption 
price and interest in imme- 
diately available funds 
upon surrender of the 
Bond to the Paying Agent; 
purchase price upon sur- 
render of the Bond to the 
Tender Agent. 

From and including each 
Business Day to but not in- 
cluding the next Business 
Day. 

Any Business Day; b writ- 

Ihe Tender Agent by 
1O:OO a.m. on such Busi- 
ness Day. 

ten or telephonic not Y ce to 

From and lncludin each * 

Wednesday to an8 lnclud- 
ing the following Tuesday. 

Any Business Day; by writ-- 
ten notlce to the Tender 
Agent at or before 5:OO 
p.m. on a Business Day 
not later than seven days 
prior to the Purchase I Date. 

Any Conversion Date 

Rate). 
(other than to the Weekly 

Optional at par on any ln- 
teres1 Payment Date; Ex- 
traordinary Optional and 
Extraordinary Mandatory 
at par. 

- 
Not fewer than 15 days 
(30 days notice of manda- 
tory purchase if Conver- 
sion to the Semi-Annual, 
AnnUal or Long Term 
Rate) or greater than 60 
days. 

Principal or redemption 
price upon surrender of 
the Bond to the Paying 
Agent; interest in immedi- 
ately available funds; pur- 
chase price upon surren- 
der of the Bond to the Ten- 
der Agent. 

Optional at par on any in- 
terest Payment Date; Ex- 
traordlnary Optional and 
Extraordinary Mandatory 
at par. 

Not fewer than 15 days 
(30 days notice of manda- 
tory purchase if Conver- 
sion to the Semi-Annual, 
Annual or Long Term 
Rate) or greater than 60 
days. 

Principal or redem tion 

the Bond to the Paying 
Agent; interest in immedi- 
ately available funds; pur- 
chase price upon surren- 
der of the Bond to the Ten- 
der Agent. 

price upon surren d" er of 

* So tong as DTC or Its nominee Is the registered owner of the Bonds, nollces of redemption and mandatory purchases shall 
be sent lo Cede & Co., and payments of principal, redemption and purchase price of and interest on the Bonds will be paid 
through lhe facillies of DTC. See "--Book-EnIry Only System," below. 
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-- 
Not later than 12:OO noon on fhe 
Business Day preceding the first 
day of each Annual Rate Period. 

Not fewer than 30 days or greater 
than 60 days. 

Each six-month period from and 
including each Ma 1 and Novem- 
ber 1 to and includkg the day pre- 
ceding the next Interest Payment 
Date. 

Not fewer than 30 days or greater 
than 60 days, 

Each orie-year period from and in- 
cluding May 1 and November 1 to 
and including the day immediately 
preceding the second fnterest 
Payment Date thereafter. 

On any Interest Payment Date: 
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. 

Optional at par on any Interest 
Payment Date; Extraordinary Op- 
tional and Extraordinary Manda- 
tory at par. 

On the final Interest Payment 
Date for the Annual Rate Period; 
by written notice to Ihe Tender 
Agent on a Business Day not 
later than the fifteenth day prior to 
the Purchase Dale. 

Any Conversion Date. 

- 
Optional at par on the final Inter- 
est Payment Dale for the Annual 
Rate Period; Extraordinary Op- 
tional and Extraordinary Manda- 
tory at par. 

LONG TERM RATE 
Each May 1 and November 1; 
any Conversion Date and the ef- 
fective date of any change to a 
new Long Term Rate Period. 

I 

Not later than 1200 noon on the 
.Business Da preceding the first 

od. 
day of each 1: ong Term Rate Peri- 

Each period designated by the 
Company of more than one year 
in duration and which is an inte- 
gral multiple of six months, from 
and including the first day of such 
period (May 1 and Nohmber 1) 
to and Including the day Immedi- 
ately preceding the last Interest 
Payment Date for that period. 

On the finat Interest Payment 
Date for the Long Term Rate Peri- 
od; by written notice to the Ten- 
der Agent on a Business Day not 
later than the fifteenlh day prior lo 
the Purchase Date. 

Any Conversion Date; and the ef- 
fective date of a change of Long 
Term Rate Period. 

-- 
Optlonal at times and prices de- 
pendent on the length of the Long 
Term Rate Period; Extraordinary 
Optional and Extraordinary Man- . 
datory at par. , 

- 
Not fewer than 30 days or greater 
than 60 days. 

Principal or redemption price 
upon surrender of the Bond to the 
Paying Agent; interest by check 
mailed to the registered owner or, 
upon request of registered owners 
of $1,000,000 or more of Bonds, 
in Immediately available funds: 
purchase rice upon surrender of 
the Bond the Tender Agent. 

- 
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Determination of Interest Rates for Interest Rate Modes 

FlexWe Rates andF/exib/e Rate Periods. If the Merest Rate Mode for the Bonds Is the Flexible 
Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate established by the 
Remarketing Agent no later than 1:OO p.m. (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 Bond on 
that day at a price equal to the principal amount thereof. Each Flexible Rate Period appllcable for a 
Bond will be determined separately by the Remarketing Agent on or prior to the first day of such 
Flexible Rate Period as being the Flexible Rate Period permitted under the Indenture which, in the 
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 from one day . 
to 270 days -in length and will end on a day preceding a Business Day. If the Remarketing Agent fails 
to set the length of. a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including,.the next Business Day (or until the earlier of the Conversion or maturity of the Bonds) will 
be established automatically. 

Dai/y 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 e5tablished by the Remarketing Agent no !ater than 1O:OO 
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 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 i f  the 
Remarketing Agent does not give notice of a change in the interest rate, the interest rate on the Bonds 
will be the interest rate In effect for the immediately preceding Business Day. 

I 

Weekly Rafe. i f  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 i0:OO a.m. (New York City time) on the first day of such Weekly Rate Period or, if such 
preceding day is not a Business Day, on the next succeeding 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 Bonds on such day at a price equal to 
the principal amount thereof, plus accrued interest, if any, thereon. 

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 Semi-Annual Rate Period will be the rate established by the 
Remarketing Agent no later than 1290 noon (New York City time) .on the Business Day 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 Bonds an such first day at a price equal to the principal amount thereof. 

I .I 
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I 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:QO 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, 

Long Term Rates and Long Term Rate Periads. 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 necessaty, 
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in the judgment of the Remarketing Agent taking into account then Prevailing Market Conditions, to 
enable the Remarketing Agent to seli the Bonds on such first day at a price equal to the principal 
amount {hereof. The Company will establish the duration of the Long Term Rate Period at the time 
that i t  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 Lo,ng Term Rata 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 Conversfon Date, a change in the Long 
Term Rate Period 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 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 May 1 or November 1, such Long Term Rate Period may be for a period which is 
not an integwl 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 lnterest Payment Date, and each successive Long Term Ra!e Period thereafter will be for the full 
period established by the Company until a different Long Term Rate Period is speified 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 for the Bonds shall extend beyond 
October 31 , 2027. 

Failure to Defermine Rate. If for any reason the interest rate for a Bond is not determined by the 
Remarketing Agent and except as described below under “Change of Long Term Rate Period” and 
“Cancellation of Conversion of Interest Rate Mode,” the interest rate for such Bond for the next 
succeeding interest rate period will be the interest rate In effect for such Bond for the preceding Interest 
rate period and, pursuant to the terms of the Indenture, there will be no change in the then applicable 
Long Term Rate Period or any Conversion from the then applicable Interest Rate Mode. 
Notwithstanding the foregoing, if for any reason the interest rate for a Bond bearing interest at a 
Flexible Rate is not determined by the Remarketing Agent, the interest rate for such Bond for the next 
succeeding Interest Period will be equal to the PSA Municipal Index as defined in the indenture and 
the Interest Period for such Bona shall extend through the day preceding the next Business Day, until 
the Trustee is notified of a new Flexible Rate and Flexible Rate Period determined for such Bond by 
the Remarketing Agent. 
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Conversion of Interest Rate Modes and Changes of Long Term Rate Perlads 

Method of Cunverslon. The Interest Rate Mode for the Bonds is subject to Conversion to a 
different Interest Rate Mode from time to time, in whole and not in part, on the dates specified below 
under the subcaption “Limitations on Conversion,” at the option of the Company, upon notice fram the 
Bond Registrar to the registered owners of the Bonds, as described below. With any notice of 
Converslon (othey than a Conversion from a Daily Rate to a Weekly Rate or from a Weekly Rate to a 
Daily Rate), 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 far federal income tax 
purposes. 

fimltalions on Conversion. Any Conversion of the Interest Rate Mode for the Bonds must be in 
compliance with the following conditions: (i) the Conversion Date must be a date on which the Bonds 
are subject to optional redemption (see “Redemption Provisions-Optional Redemption” below); 
provided that any Conversion from the Daily Rate to the Weekly Rate or from the Weekly Rate to the 
Daily Rate also must be on a Wednesday; (ii) if the proposed Conversion Date woufd not be an Interest 
Payment Date but for the Conversion, the Converslon Date must be a Business Day; (iii) if the 
Conversion is from the Flexible Rate, (a) the Conversion Date may be no oarlier ttian the latest Interest 
Payment Date established prior to the giving of notice to the Remarketing Agent of such proposed 



Conversion and (b) no further Interest Payment Date may be established while the Interest Rate Mode 
is then the Flexible Rate i f  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 (see 
“Redemption Provisions-Mandatory Redemption; Event of Taxability” and “-Mandatory 
Redemption; Failure to Pay and Discharge Refunded Bonds” below), no change in the Interest Rate 
Mode may be made prior to such.mandatory redemption. 

Change of long 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 “Redemption Provisions-Optional Redemption” below upon notice 
from the Bond Registrar to the registered owners of Bonds as described below. With any notice of such 
change, the Company must also deliver an opinion of Bond Counsel stating that such change is 
authorized or permitted by the Act and is authorized by the Indenture and will not adversely affect the 
exclusion from gross income of interest on the Bonds for federal income tax purposes. Notwithstanding 
the foregoing, the Long Term Rate Perlad 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 
Counsel prior to the opening of business on the effective date of the change to the effect that the 
opinion of such Bond Counsel required under the Indenture has been rescinded. llpon the occurrence 
of any of the events described in the preceding sentence, the Bonds shall 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 the subcaption “Cancellation 
of Conversion of Interest Rate Mode.” 

Notice to Owners of Conversion of Inferest Rate Mode or of Cliange of Long Term Rate 
Period, The Bond Registrar will notify eachvegistered owner of the Conversion or change of Long 
Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case of Conversion 
from or to the Semi-Annual Rate, the Annual Rate or a long Term Rate or in the case of a change in 
the Long Term Rate Period) but not more than 60 days before each Conversion Date or each effective 
date of a change in the Long Term Rate Period. The notice will state those matters required to be set 
forth therein under the Indenture. 

Cancellation of Conversion of Merest Rate Mode. Notwithstanding the foregoing, no Conversion 
will occur if (A) the Remarketing Agent has not determined the initial interest rate for the new Interest 
Rate Mode in accordance with the 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 Registrar receives written notice 
from Bond Counsel prior to the opening of business on the effective date of Conversion to the effect 
that tho opinion of such 80nd Counsel required under the Indenture has been rescinded. In such 
event, the Bonds will bear interest at a Weekly Rate (with the first period adjusted in length so that the 
last day of such period will be a Tuesday) at the rate determined by the Remarketing Agent on the 
failed Conversion Date; provided, that there must be delivered to the County, the Trustee, the Bond 
Registrar, the Tender Agent, the Company and the Remarketing Agent an opinion of Bond Counsel to . 
the effect that so determining the interest rate to be borne by the Bonds at a Weekly Rate 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. If such opinion is not 
delivered on the failed Conversion Date, the Bonds will bear interest for a period of the same type and 
.substantially the same duration as the period in effect prior to the failed Conversion Date at a rate of 
interest determined by the Remarketing Agent on the failed Conversion 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 the Bonds or commencement of a new Long Term Rate 
Period Is cancelled as described herein, any mandatory purchase of the Bonds will remain effective. 
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Purchase of Bonds on Demand of Owner 
So long as DTC or its nominee is the sole registered owner of the Bonds under the book-entry 

only system, Beneficial Owners of Bonds must give notice to elect to have their Bonds purchased 
through their Participants to the Tender Agent, at the times and in the manner set forth below; however 
delivery of such Bond shall be effected by causing the Direct Participant to transfer the Participant's 
interest on DTG's records, to the Tender Agent, as described below. The requirement for delivery of 
Bonds in connection with a demand for purchase will be satlsfied when the ownership rights in such 
Bonds are transferred by Rlrect Participants on DTG's records. 

Daily Rate. If the interest Rate Mode for the Sonds is the Daily Rate, any Bond will be purchased 
on the demand of the registered owner thereof on any Busitiess 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 notlce or telephonic notice to the Tender Agent at its Principal Office not later than 1O:OO . 
a.m. (New York City time) on such Business Day. 

Weekly Rafe: I f  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. 

Semi-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. 

Annual Rate, I f  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 l o  the principal amount thereof upon written notlce 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 Rafe. 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 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 Rate. 

Limitations on Purchases on Demand of Owner. Notwithstanding the foregoing, lhere will be no 
purchase of (ai a portion of any Bond unless the portion to be purchased and the portion to be retained 
each will be in the authorized denomination or (b) any Bond upon the demand of the registered owner 
if an Event of Default underthe Indenture with respect to the payment of principal of, interest on, or 
purchase price of, the Bonds has occurred and is continuing. Also, if the Interest Rate Mode for the 
Bonds is the Flexible Rate; the Bonds wlll 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 
an the Interest Payment Date with respect to such Bond, as described below under the caption 
"Mandatory Purchases of Bonds." 

Notice Required far Purchases. Any written notice delivered to the Tender Agent by a registered 
owner demanding the purchase of Bonds must (A) state the number and principal amount (or portion 
thereof) of such Bond to be purchased, (B) state the Purchase Date on which such Bdnd is to be 
purchased and (C) irrevocably request such purchase and state that such 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 :00 a.m. (1:OQ p.m. if a tender during a Daily Rate Period and 12:OO noon if a tender during 
a Weekly Rate Period) (New"York City time) on such Purchase Date. 

I 
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Mandatory Purchases of Bonds 

Mandatory Purchase on Certain Conversion Dates or Change by the Company in Long Term Rafe 
Period. The Bonds wiil be 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 the subcaptfon "Redemption Provlslons-Optional 
Redemption" below, if the Bonds were redeemed on the Purchase Date (A) on each Conversion Date 
(other than a Converslon from a Dally Rate to a Weekly Rate or from a Weekly Rate to a Daily Rate) 
and (B) on the effective date of any change by the Company of the Lbng Term Rate Period. 

Mandatory Purchase on Each Merest Payment Date for Flexible Rate Period. Whenever the 
Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject to mandatory 
purchase at a purchase price equal to the principai amount thereof, Without premium, on each Interest 
Payment Date that interest an such Bond is payable at an interest rate determined for the Flexible 
Rate, Owners of Bands will receive no notice of such mandatory" purchase. 

Notice to Owners of Mandatory Purchases. Notice to registered owners of a mandatory purchase 
of 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 mall at least 15 days (30 days In the case of Conversion from or to the Semi- 
Annual Rate, the Annual Rate or a Long Term Rate or in the case of a change in the Long Term Rate 
Period) but not more than 60 days before each Conversion Date or each effective date of a change in 
the Long Term Rate Period. That notice will state those matters required to be set forth therein under 
the  indenture. No notice of mandatory purchase will be given in connection with a mandatory purchase 
on an Interest Payment Date for a Flexible Rate Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the Company, 
the Remarketing Agent will use its best efforts to offer for sale Bonds purchased upon demand of the 
registered owners thereof and upon mandatory ptirchase, provided that Bonds will not be remarketed 
upon the occurrence and continuance of certain Events of Default under the Indenture. Each such sale 
will he at a price equal to the principal amount thereof, plus accrued interest, if any. 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 Cqmpany is obligated to 
purchase any Bonds tendered for purchase to the extent such Bonds have not been remarketed. The 
Company currently maintains lines of credit or other liquidity facilities in amounts sufficient to meet its 
current needs and expects to continue to maintain such lines of credit or other liquidity facilities to the 
extent necessary to meet its then-current needs. The Trustee, any Paying Agent, the Tender Agent 
and the owners of the  Bonds will have no right to draw under any line of credit or other liquidity facility 
maintained by the Company. There is no requirement in the Indenture or the Loan Agreement ttiat the 
Company maintain such financing arrangements, and the Company may cease maintaining such 
financing arrangements at any time and without notice. 

' 

Any deficiency in purchase price payments resulting from the Remarketing Agent's failure to 
deliver remarketing proceeds of all Sonds 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 !he next succeeding Business Day unless the Company fails to provide 
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sufficient funds to pay such purchase price by the opening of buslness 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 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. 

Payment of Purchase Price 

So long as DTC or its nominee is the registered owner of Bonds under the book-entry only system, 
payment of the purchase price of any Bond shall be made only when the Beneficial Owner has caused 
the Direct Participant to transfer the Participant's interest, on DTC's records, to the Tender Agent. 
Otherwise, 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: 
(i) at or prior to 12:OO noon (New York City time), in the case of Bonds delivered for purchase during a' 
Weekly Rate Period or Flexible Rate Period, (ii) at or prior to 1:OO p.m. (New York City time); in the 
case of Bonds delivered for purchase during a Daily Rate Period or (Hi) at or prior to 11:OO a.m. (New 
York City time), in the case of Bonds dblivered for purchase during a Semi-Annual Rate Period, Annual 
Rate Period or Long Term Rate Period. If the date of such purchase is not a Business Day, the 
purchase price will be payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an instrument of 
transfer thereof in form satisfactory to the Tender Agent executed in blank by the registered owner 
thereof and with all signatures guaranteed by a bank, trust company or member firm of The New York 
Stock Exchange, lilc..The Tender Agent may refuse to accept delivery of any Bond for which an 
instrument of transfer satisfactory to it has not been provided and has no obligation to pay the 
purchase price of such Bond until a satisfactory instrument is delivered. 

, I f  the registered owner of any Bond (or portion thereof) that is subject to purchase pursuant to the. 
Indenture fails to deliver such Bond with an appropriate instrument of transfer to the Tender Agent for 
purchase on ihe Purchase Date, or if the Beneficial Owner of any Bond that is subject to purchase 
pursuant to the Indenture fails to have the interest transferred on DTC's records, and i f  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. 

' 
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Redemption Provisions 

Optional Redemption. 

(i) Whenever the Interest Rate Mode for the Bonds is the Daily Rate, the Weekly Rate or the Semi- 
Annual Rate, the Bonds will he subject to redemption, in whole or in part, at the option of the County, 
upon the direction of the Company, at a redemption price of 100% of the principal amount thereof on 
any Interest Payment Date. 

(ii) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such Bond will be subject to 
redemption, in whole or in part, at the option of the County, upon the direction of the Company, at a 
redemption price of 100% of the principal amount thereof on each Interest Payment Date for that Bond. 

(iii) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, ths Bonds will be subject 
to redemption, in whole or in part, at the option of the County, upon the direction of the Company, at a 
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1 redemption price of 100% of the principal amount thereof on the final Interest Payment Date for each 
Annual Rate Period. 

(iv) Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, the Bonds will be 
subject to redemption, in whole or in part, at the option of the County, upon the direction of the 
Company, (A) on the final Interest Payment Date for the then current Long Term Rate Period at a 
redemption price of 100% of the princlpal 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 interest accrued, if any, to the redemption date: 

OrigIinai 
Length of Current 
Long Term Rate 
Period (Years) 

I___ 

Commencement of 
Redempfion Perlod --.-..- 

Redemption Price as ). 
Percentage of Principal 

More than or equal First Interest Payment Date on 
or after the tenth anniversary 
of commencement of Long 
Term Rate Period 

102%, declining by 1% on each 
succeeding anniversary of 
the first day of the 
redemption period until 
reaching 100% and thereafter 
1 OQ% 

to I1 years 

Less than 11 years Nan-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. 

Extraordinary Optional Redempfion in Whole. The 8onds may be redeemed by the County in 
whole 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: 

(a)' if in the judgment of the Company, unreasonable burdens or excessive liabilities shall 
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 November 1, 1997, other than ad valorem taxes presently 
levied upon privately owned property used for the same general purpose as the Project; 

which the Project is used shall have 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 
unsatisfactory to the Company for its intended use, and such condition shall continue for a period 
of six months; 

(c) there shall have 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: 

(d) in the event changes, which the Company cannot reasonably control, in the economk 
availability of materials, supplies, labor, equipment or other properties or things necessary for the 
efficient operation of the Generating Station shall 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 

(b) if the Project or a portion thereof or other properly of the Company in connection with I 
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but not limited to changes in clean air or other air and water pollution control requirements or solid 
waste disposal requirements, shall have occurred such that the Company shall determine that use 
of the Project is no longer required or desirable; 

(e) the Loan Agreement shall have 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 or federal) or any final decree, judgment or order of any court or administrative 
body, whether state or federal; or 

(f) a final order or decree of any court or administrative body after the issuance of the Bonds 
shall require the Company to cease a substantial part of jts operations at the Generating Station 
to such extent that the Company will be prevented from carrying on its normal operations at such 
station for a period of six months. 

Exfraordinary Optional Redemption 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 County or the Company in the event of 
damage, destruction or condemnation of all or a portion of the Project. See “THE LOAN AGREEMENT 
-Maintenance; Damage, Destruction and Condemnation”. 

Mandatory Redemption; Event of TaxabiMy. The Bonds are subject to mandatory redemption by 
the County at 100% nf the principal amount thereof plus accrued interest to the redemption date if the 
Company is required to prepay the amounts due under the Loan Agreement after a final determination 
by a court of competent jurisdiction or an administrative agency to the effect that as a resuf of a failure 
by the Company io perform or observe any covenant or agreement or the inaccuracy of any 
representations contained in the Loan Agreement or any other agreement or certificate delivered in 
connection therewith, the interest payable on the Bonds is included for federal income tax purposes in 
the gross income of any Bondholder (other than any Bondholder who is 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“)). Such mandatorly redemption shall take place within 180 days 
after such final determination. 

Such redemption is not obllgatov unless the Company has participated in or had the opportunity 
to participate, to a degree the Company reasonably deems sufficient, in the proceeding which resulted 
in srrch determination, either directly or through a Bondhalder. No determination will be considered final 
until the conclusion of any appellate review or the expiration of the time for seeking such revtews. 
Further, no redemption obligation will arise unless such Bondholder permits &he Company to participate 
in such proceedings to the degree the Company reasonably deems sufficient and gives the Company 
prompt written notice of the commencement of such proceedings. The Bonds will be redeemed in 
whole, unless the Trustee receives an opinion of Bond Counsel, in accordance with the Indenture, that 
partial redemption would result in the interest payable on the remaining Bonds outstanding after such 
redemption not being included in the gross income of any Bondholder, other than a Bondholder who is 
a “substantial user” of the Project or a “related person” as such terms are used in Section 14J(a) of 
the Code. 
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lf 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 includible in the gross income of the 
recipient for federal income tax purposes for reasons ofher 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 cerlificate delivered in connection therewith, the Bonds are not subject to 
redemption. In such circumstances, Bondholders would continue to hold their Bonds, receiving 



principal and interest at the applicable rate as and when due, but would be required to include such 
interest payments in gross income for federal income tax purposes. Also, if the lien of the Indenture is 
discharged or defeased prior to the occurrence of a final determination of taxability, Bonds will not be 
redeemed as described herein. 

Mandatory Redemption; Failure to Pay and Discharge j989 Bonds. The Bonds are also subject 
to mandatory redemption in whole at 100% of the principal amount thereof plus accrued interest on or 
prior to the fifteenth day after the date (the “Failed Cross-Over Date”) which is the 90th day after the 
issuance of the Bonds if, on or prior to such 90th day, the Company has not caused the payment and 
discharge of the 1989 Bonds, in accordance with the indenture or indentures of trust under which the 
I989 Bonds were issued. 

in respect of any Bond will not affect the validity of any proceedings for the redemption of any other 

So long as DTC or its nominee is the sole registered owner of the Bonds under the book-entry 
only system, any failure on the part of DTC or a Direct Participant or Indirect Participant to notify the 
Beneficial Owner so affected shall not affect the validity of the redemption. 

Discharge of Indenture. Upon certain terms and cpnditions specified in the Indenture, the Bonds 
or any portion thereof shall be deemed to be paid, and the assignment of payments made in the 
Indenture for the security of such Bonds may be discharged, upon the making of provlslon for payment 
by irrevocably depositing with the Trustee, cash or Governmental Obligations maturing as to principal 
and interest at such times as to be sufficient to provide amounts to pay when due the principal of, 
premium, if any, and interest on such Bonds and all reasonable and necessary fees and expenses of 
the Trustee and paying agent associated therewith. See “THE INDENTURE-Discharge of Indenture.” 

Book-Entry Only System 

Unless otherwise noted, the following description of the book-entry only system is based solely on 
information furnished by DTC to the County for inclusion herein. Accordingly, the County, the 
Company, the Trustee and the llndewriters do not and cannot make any representations concerning 
these matters. 

DTC will act as securities depository for the Bonds. The Bonds will be issued as fully registered 
Bonds registered in the name of Cede & Go. (DTC’s partnership nominee). One fully registered Bond 
certificate will be issued in the aggregate princlpal amount of the Bonds and will be deposited with 
DTC. 

DTC is a limited-purpose trust company organized under the- New York Banking 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 Commercial Code, and 
a “clearing agency“ registered pursuant to the provisions of Section 17A of the Securities Exchange 
Act of 1934. DTC holds securities that its participants (“Direct Participants”) deposit with DTC. DTC 
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also facilitates the settlement among Direct Participants of securities transactions, such as transfers 
and pledges, in deposited securities through electronic computerized book-entry changes in Direct 
Particlpants’ accounts, thereby eliminating the need for physical movement of securities certificates. 
Pirect Participants include securities brokers and dealers, hanks, trust companies, clearing 
corporations, and certain other organizations, DTC Is owned by a number of its Direct Participants and 
by the New ‘fork Stock Exchange, Inc,, the American Stock Exchange, Inc., and the National 
Association of Securities Dealers, lnc. 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 Partlcipant, either directly or indirectly (“lndiyect Participants”). Direct 
Participants and Indirect Participants are collectively referred to as “Participants.” The rules applicable 
to DTC and its Participants are on file with the Securities and Exchange Commission. 

Purchases of Bonds under the OTC system must be made by or through Direct Participants which 
will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser 
of each Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ 
records, Beneficial Owners will not receive written confirmation from DTC of their purchase, but 
Beneficial Owners are 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 Participants acting on behalf of Beneficla! Owners. 
Beneficial Owners will not receive certificates representing their ownership interests in Bonds, except 
in the event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Participants with DTC are registered in 
the name of DTC‘s partnership nominee, Cede & Co. The deposit of Bonds with DTC and their 
registration in the name of Cede & Ca. effect no 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 ownership of Bonds are credited, which may or may not be the 
Beneficial Owners. The Participants will remain responsible for keeping accouvt of their holdings on 
behalf of their customers. 
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Conveyance of notices and other communications by DTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants ,and indirect Participants lo 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 Cede 8. Co, 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 in the Bonds 
to be redeemed. 

Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. Under its usual 
procedures, DTC mails an Omnibus Proxy to the County as soon as possible after the record date 
applicable to voting. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those 
Direct Participants to whose accounts Bonds are credited on the record date (identified in a listing 
attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to DTC. DTC‘s practice is to credit 
Direct Participants’ accounts on payable dates in accordance with their respective holdings shown on 
DTC’s records unless DTC has reason to believe that it will not receive payment on a payable date. 
Payments by Participants to Beneficial Owners will be governed by standing instructions and 
customary practices, as is the case with securities heid 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 the County, subject to any statutory or regulatory requirements as may be in 
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effect from time to time. Payment of principal and interest to DTC is the responsibility of the Company 
or the Trustee, disbursement of such payments to Direct Participants is the responsibility of DTC, and 
disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and 
Indirect Participants 

A Beneficial Owner wishing to tender its Bonds for purchase, as described under the subcaption 
‘-Purchase of Bonds on Demand of Owner,“ must do so through its Participant which, in turn, must 
give any required notice to the Tender Agent. Delivery of, Bonds tendered or required to be tendered 
for purchase must be effected by a Beneficial Owner 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 ale transferred by Direct Participants on 
DTC’s records. 

DTC may discontinue providing its services as securities depository wrth respect to the Bonds at 
any time by giving reasonable notice to the County or the Trustee. Under such circumstances, in the 
event that a successor securities depository is not obtained, Bond certificates are required to be 
printed and delivered. 

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

THE COUNTY, THE COMPANY AND THE TRUSTEE WiLL NOT HAVE ANY RESPONSIBILITY 
OR OBLIGATION TO DIRECT PARTICIPANTS, TO INDIRECT PARTICIPANTS OR TO ANY 
BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY OF ANY RECORDS MAINTAINED 
BY DTC, ANY DIRECT PARTICIPANT, OR ANY INDIRECT PARTICIPANT; (11) THE PAYMENT BY 
DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF ANY AMOUNT WITH 
RESPECT TO THE BONDS; (111) ANY NOTICE WHICH IS PERMITTED OR REQUIRED TO BE 
GIVEN TO BONDHOLDERS UNDER THE INDENTURE; .OR (iV) ANY CONSENT GIVEN OR OTHER 
ACTION TAKEN BY DTC AS BONDOWNER. 

THE LOAN AGREEMENT 

General . 

The term of the Loan Agreement shall commence as of its date and end on the earliest to occur 
of November 1 , 2027, 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 ‘THE INDENTURE-Dis9harge 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 reasonable fees and expenses of the Trustee, the Bond Registrar, any 
Tender Agent and any Paying Agent appointed under the Indenture, (b) the expenses in connection 
with any redemption of the Bonds and (c) the reasonable expenses of the County. 

The Company covenants and agrees with the County that it will cause the purchase of tendered 
Bonds that are not remarketed in accordance with the Indenture and, to that end, the Company shall 
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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 BONDS-Remarketing and Purchase of 
Bonds”). 

All payments to be made by the Company to the County pursuant to the Loan Agreement (except 
the reasonable out-of-pocket expenses of the County and amounts related to indemnification) have 
been assigned by the County 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 Expmptiori 
The Company and the County have agreed not to take any acflon that would result in the interest 

paid on the Bonds being included in gross income of any Bondholder (other than a holder who is a 
“substantial user” of the Project or a “related person” within the meaning of Section .147(a) of the 
Code) for federal income tax purposes or that adversely affects the validity of the Bonds. .“ 

Payment of Taxes. 
. The Company has agreed to pay certain taxes and other governmental charges that may be 
lawfully assessed, Ievied or charged against or with respect to the Project (see, however, 
subparagraph (a) under “TI-fE BONDS-Redemption Provisions-Extraardinary 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 Condemnatiott 
So long as any Bonds are outstanding, the Company will maintain the Project or cause the Project 

to be maintained in good working condition and will make or cause to be made all proper repairs, 
replacements and renewals ’necessary to continue to constitute the Project as air and water pollution 
control and abatement facilities and solid waste disposal facilities, as applicable, under Section 
103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as amended. However, the Company will 
have no obligation to maintain, repair, replace or renew any portion of such Project, the maintenance, * 

repair, replacement or renewal of whlch 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 such 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 such Project or 
cause it to lose its status under Section 103(bj(4)(E) and (F) of the Internal 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 County 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 who{e 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 “THE BONDS-Redemption Provisions-Extraordinary Optional 
Redemption in Whole or in Part”. 

I 
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Insurance 
! 

The Company has agreed to insure the Project in the same manner as is required by the 
Company with respect to its other properties pursuant to law and contractual obligations, 

Assignment, Merger and Release of Obligations of the Company i 

d r  . !  

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 County or the Trustee. Such 
assignment, however, shall not relieve the Company from,primary liability for any of its obligations 
under the Loan Agreement. The Company may dispose of all or substantially all of its assets or 
consolidate with or merge into another corporation, provided the acquiror of the Company’s assets or 
the corporation 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 a1l”of the 
obligations of the Company under the Loan Agreement. 

I 

‘ 1 8  
-? .. ( i  j Release and Indemnification Covenant 

The Company will indemnify and hold the County harmless against any expense or liability 
incurred, including attorneys’ fees, resulting from any loss or damage to properly 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 and redemption and acceleration prices, and interest 
accrued, on the Bonds, at the time specified therein taking account of periods of grace provided 
in the Indenture and the Bonds for the applicable payment of interest on the 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 (1) above, for a period of thirty days after written notice by 
the County or Trustee, unless such failure is capable of being corrected and corrective action with 
respect thereto is being diligently pursued; or 

(3) certain volu‘ntary and involuntary 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 1989 
Bonds, (ii) 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, (iii) to cause the 1989 Bonds to be paid and 
discharged on or prior to the 90th day after the date of issuance of the Bonds and (iv) to make loan 
payments and certain other payments under €he 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 County may, among 
other things, take whatever action at law or in equity may appear necessary or desirable to collect the 
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amounts then due and thereafter to become due, or to enforce performance and observance of any 
obligatlon, 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, 
i f  the Bonds have been fully paid (or provision for payment thereof has been made in accordance with 
the Indenture), made available to the Company. 

Options to Prepay; Obligations 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 BONDS-Redemption 
Provisions-Optional Redemption"--"Extraordinary Optional Redemption in Whole'! and- 
"Extraordinary Optional Redemption in Whole or in Part," Upon the occurrence of the event described 
under the caption "THE BONDS-Redemption Provisions-Mandatory Redemption; Event of 
Taxability" or under the caption "THE BONDS-Redemption Provisions-Mandatory Redemption; 
Failure to Pay and Discharge 1989 Bonds," the Company shall be obligated to prepay the ban 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 sufflcient, tagether 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 Modlfications 

No amendment or modification of the Loan Agreement is permissible without the written consent 
of the Trustee, The County and the Trustee may, h.owever, without the consent of or notice to any 
Bondholders, enter into any amendment or modification of the Loan Agreement (1) which may be 
required by the provisions of the Loan Agreement or the Indenture, (ii) for the purpose of curing any 
ambiguity or formal defect or omission, (iii) in connection with any modification'or change necessary to 
conform the Loan Agreement with changes and modifications in the tndenture 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 madified only 
with the consent of the Bondholders holding a majority in principal amount of the 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 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 ESCROW AGREEMENT 

Pursuant to the Escrow Agreements upon the issuance and delivery of the Bonds, the sums of (i) 
$35,000,000 in the case of the Jefferson County Bonds and (ii) $35,000,000 in the case of the Trimble 
County Bonds, representing, respectively (except for amounts paid in respect of accrued interest, if 
any), the proceeds of the Bonds, shall be deposited in the applicable Escrow Fund and held in the 
custody of the applicable Escrow Agent. There will be held in the Escrow Fund cash and certain 
Governmental Obligations acquired in such amounts, maturing as to principal and interest and bearing 
such interest, as will be sufficient, together with funds provided by the Company on the date of 
issuance of the Bonds, to defease the 1989 Bonds and legally discharge them on such date of 
issuance. 
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The Escrow Fund will be held following the date of issuance of the Bonds as security for the 
payment of principal of and interest on the 1989 Bonds. On February 1, 2998, the redemption date for 
the 1989 Bonds, the Escrow Agent will pay to the trustee in respect of the 1989 Bonds from the Escrow 
Fund an amount sufficient to pay and discharge all such 1989 Bonds as to principal, accrued interest 
and applicable redemption premium. Any amount remaining in the Escrow Fund following the 
redemption of the 1989 Bonds in excess of amounts required to pay and discharge the 1989 Bonds is 
to be transferred to the Company. 

If the 1989 Bonds are not redeemed, paid and discharged on a date on or prior to the 90th day 
after the date of issuance of the Bonds, the Bonds will be subject to mandatory redemption. See “THE 
BONDS-Redemption Provisions-Mandatory Redemption; Failure to Pay and Discharge 1989 
Bonds”. 

THE iNDENTURE 
“Security 

Pursuant to the Indenture, the County will assign and pledge to ths Trustee its interest in and to 
the Loan Agreement, including payments and other amounts due the County thereunder, together with 
ail moneys, property and securities from time to time held by the Trustee under the Indenture (with 
certain exceptions, including moneys held in or earnings on the Rebate Fund. The Bonds will not be 
directly secured by the Project. 

No Pecuniary Liability of the County 

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 County or any charge upon its 
general credit or taxing powers. The County 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 Ihe 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 County and 
certain other amounts specified in the lndenture 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 Bonds, for the redemption of Bonds prior to maturity and for the payment of the reasonable and 
necessary fees and expenses to which the Trustee, Paying Agent and the County 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 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 will be maintained as 
a separate fund free and clear of the iien of the Indenture. The County, the Trustee and the Company 
have agreed to comply with all rebate requirements of the Code and, in particuiar, the Company has 
agreed that i f  necessary, it will deposit in the Rebate Fund any such amount as is required under the 
Code. However, the County, the Trustee and the Company may disregard the Rebate Fund provisions 
to the extent that they shall receive an opinion of Band Counsel that such failure to comply will not 
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adversely affect the exclusion of the interest on the Bonds from gross income for federal income tax 
purposes. 

Discharge of Indenture “ I  

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 !he Bondholders or 
the Trustee that the proper amounts have been so paid or provided for, and if the County 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, i f  any, and accrued interest an 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 and the Paying Agent have been paid or provided for. 

“ 

Defaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(1) Failure to make payment of any installment of interest, principal or premium, if any, on any 
Bond, whether at stated maturity or upon proceedings for redemption or purchase, or upon 
maturity on the date it becomes due and payable (except that with respect to payment of interest, 
there shall be a grace period of one Buslness Day when the Bond bears interest at other than the 
Long Term Rate and five Business Days when the Bond bears interest at the Long Term Rate); 

(2) Failure by the County to perform or observe any of its covenants, agre.ements or 
conditions contained in the Indenture or in the Bonds for a period of thirty days after written notice, 
unless such failure is capable of being cured and corrective action in respect of such failure is 
being dillgently pursued; or 

(3) The occurrence of an “event of default” under the Loan Agreement (see “THE LOAN 
AGREEMEN r-Events of Default“). 

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 amount of Bonds then 
outstanding and upon receipt of indemnity satisfactory to it shall: (i) declare the  principai of all Bonds 
and interest accrued thereon to be immedlateiy due and payable and (ii) declare all payments under 
the Loan Agreement to be immediately due and payable and enforce each and every other right 
granted to the County under the Loan Agreement for the benefit of the Bondholders. In exercising such 
rights, the Trustee shall take any action as, in the judgment of the Trustee, would best serve the 
interests of the registered owners, llpon 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 prlncipal of, premium, if any, and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of the 
Bonds shall have been declared due and payable, all such moneys shall be applied in the followlng 
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 all interest then due on the Bonds, and (iii) to the 
payment of principal of the Bonds. If the principal of the Bonds has become due or has been 
accelerated, such moneys shall be applied in the following order: ( i )  to the  payment of the fees, 
expenses, liabilities and advances incurred or made by the Trustee and the Paying Agent and (i i)  to 
the payment of principal of and interest on the Bonds. 
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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 outstandlng 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 County 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 
County, 

No default under paragraph (2) above shail constitute an Event of Default until actual notice is 
given to the County and the Company by the Trustee, or to the Cyunty, the Company and the Trustee 
by the  registered owners holding not less than 25% in aggregate principal amount of all Bonds 
outstanding and the County 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 withln the applicable period. 

Waiver of Events of Default 
Except as provided below, the Trustee may in its discretion waive any Event of Default under €he 

Indenture and shall do so upon the written request of the registered owners holdlng a majority in 
princlpal amount of all Bonds then outstanding. if, after the principal of all Bonds then outstanding shall 
have been declared to be due and payable and prior to any judgment or decree for the appointment of 
a receiver or for the payment of the moneys due shall have been entered, (i) the Company has caused 
to be deposited with the Trustee a 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 
othervitise than by reason of such declaration and the expenses of the Trustee in connection with such 
default (with interest thereon as provided in the Indenture) and (ii) all Events of Default under the 
Indenture (other than nonpayment of the principal of Bonds due by said declaration) shall have been 
remedied, then such Event of Default shall be deemed waived and such declaration and its 
consequences rescinded and annulled by the Trustee. Such waiver, rescission and annulment shall 
be binding upon all Bondholders. No such waiver, rescission and 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. 

i 

Supplemental Indentures 
The County and the Trustee may enter into indentures supplemental to the Indenture without the 

consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal defect or omission 
in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, additional rights for the benefit 
of the Bondholders, (iii) to subject to the Indenture additional revenues, $roperties 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 County for the protection of Ihe Bondholders or to 
surrender or limit any rights reserved to the County, (vi) to make any modification or change to the 
Indenture which, in the sole judgment of the 'Trustee, does not adversely affect the Trustee or any 
Bondholder, (vii) to make amendments to provisions relating to federal income tax matters under the 
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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 permit an uncertificated system of registering the Bonds or to 
provide for changes to or from the book-entry-only system. 

, Exclusive of supplemental indentures for the purposes set forth in the preceding paragraph, the  
consent of registered owners holding a majorily in principal amount of all Bonds then outstanding is 
required to approve any supplemental indenture, except no such supRlementaI indenture shalt 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 redrrction in 
the principal amount of any Bond or the rate of interest or lime of redemption or redemption premium 
thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or Bonds, (iii) a reduction 
in the principal amount- of the Bonds required for consent to such supplemental indenture, or (iv) the 
deprivation of any  registered owners of the lien of the lodenture. 

If at any time the County shall request the Trustee to enter into any suppiemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee must notify all such registered 
owners. Such notice shall set forlh 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 
foliowing 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 th6 Company on or before 4:30 o’clock 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 avaiiable to the Trustee, the County and the Bondholders upon an event of default 
under the Laan Agreement and the Indenture are in many respects dependent trpon judicial actlons 
which are often subject to discretion and delay. Under existing constitutional and statutory law and 
judicial decisions, the remedies specified by the Loan Agreement and 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 
imposed by principles of equity, bankruptcy, reorganization, insolvency, moratorium or other similar 
laws affecting the rights of creditors generally. 

CONTINUING DlSCLOSURE 

Each County has determined that no financial or operating data concerning such County is 
material to any decision to purchase, hold or sell the Bonds, and neither County wi[l provide any such 
information. 

R u b  15~2-12 (“Rule 15~2-12”) under the Securities Exchange Act of 1934, as amended (the 
“Exchange Act”), generally requires that “obligated persons” such as the Company agree to provide 
(i) continuing disclosure on an annual basis of certain financial information and operating data and (ii) 
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notlces of certain specified events that could affect the credit underlying the payment obligations of the 
securities. However, offerings of securities that are subject to purchase by the issuer on the demand 
of the holder, such as will be the case with respect to the Bonds while bearing interest in a Daily Rate 
Period or a Weekly Rate Period, or while bearing interest in a Flexible Rate Period of 270 days or less, 
are exempt from these requirements. If the Bonds are remarketed in a mode other than the Daily Rate 
Period, the Weekly Rate Period or Flexible Rate Period, the Company may in the future become 
subject to these continuing disclosure obligations of Rule 15~2-12. 

As described in Appendix A under the caption “AVAILABLE INFORMATION”, the Company is 
subject to the information requirements of the Exchange Act and, accordingly, files reports, proxy 
statements and other information with. the Securities and Exchange Commission. 

THE UNDERWRITERS. 

Goldman, Sachs & Co, has agreed to purchase the Jefferson County Bonds at a price equal to 
the principal amount thereof and will receive as compensation for its services an amount equal to .30% 
of the principal amount thereof”. The nature of the purchase commitment is such that Goldman, Sachs 
& Co. is obligated to purchase all of the Jefferson County Bonds under the Jefferson County purchase 
agreement if  any are purchase”d. 

Morgan Stanley & Co. Incorporated has agreed to purchase the Trimble County Bonds at a price 
equal to the principal amount thereof and will receive as compensation for its services an amount equal 
to .30% of the principal amount thereof. The nature of the purchase commitment is such that Morgan 
Stanley & Go. Incorporated Is obligated to purchasg all of the Trimble County Bonds under the Trimble 
County purchase agreement if  any are purchased. 

The Company has agreed to indemnify the Counties and the Undewriters with respect to certain 
civil liabilities. 

The Counties have been advised by the Underwriters that the Bonds of each series may be 
offered and sold to certain dealers (including dealers depositing Bonds of each series into investment 
trusts, funds or accounts) and others at prices lower than the public offering price set forth on the cover 
page of this Official Statement. After either series of the Bonds is released for‘sale to the public, the 
offering price and other selling terms with respe.ct to such series may from time to time be varied by 
the Underwriters. 

TAX TREATMENT 

In the opinion of Bond Counsel, under existing raw, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set forth 
below, interest 011 the Bonds will be excluded from the gross income of the recipients thereof for 
federal Income tax purposes, except that no opinion will be expressed regarding such exclusion from 
gross income with respect to any Bond during any period in which it is held by a “substantial user” or 
a “related person” as such terms are used in Section 147(a) of the Code. Interest on the Bonds will 
be an item of tax preference in determining alternative 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 the 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, 
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The opinion of Bond Counsel assumes and is conditioned on the payment and discharge of all of 
the Refunded Bonds on or before the 90th day following the date of issuance of the Bonds. The 
Company has agreed (i) to apply all of the proceeds of the Bonds, excluding amounts paid with respect 
to accrued interest, if any, to the payment and discharge of the 1989 Bonds within 90 days following 
the date of issuance of the Bonds, (ii) to provide additional funds necessary, on or prior to t'he date of 
issuance of the Bonds, to defease and discharge the 1989 Bonds on the date of issuance of the Bonds 
and (iii) to give irrevocable instructions on the date of issuance of the Bonds to the trustees in respecl 
of the 1989 Bonds directing the redemption of the 1989 Bonds. 

The opinion of Bond Counsel as to the excludability of interest from gross income for federal 
income fax 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 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. On the date of the opinion and subsequent to the original delivery of the  Bonds, such 
representations must be accurate and such covenants 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. 

The opinion of Bond Counsel as to the excfusion 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 qualificatians: 

(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 Bonds would be includable In the amount of effectively 
connected earflings and profits and thus  would increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest on the Bonds, 
may be subject to taxation for any S corporation with Subchapter C "earnings and profits at the 
close of its taxable year if greater than 25% of its gross receipts is passive Investment income. 

Except as stated above, Bond Counsel 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, for taxabIe years beginning 
after December 31, 1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as the 
Bonds, acquired after August 7, 1986. (For purposes of the immediately preceding sentence, a portion 
of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) The Code 
further provides for the disallowance of any deduction for interest expenses incurred by banks and 
certain other financial institutions allocable to carrying certain tax-exempt obligations, such as the 
Bonds, acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other 
than such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with respect 
to individuals, that interest on tax-exempt obligations, including the Bonds, is included in modified 
adjusted gross income for purposes of determining the taxability of social security and railroad 
retirement benefits. 

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 of each Series is included as Appendix 
B-1 and B-2, 
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LEGAL MATTERS 

Certain legal matters incident to the authorization, issuance and sale by the Counties of the Bonds 
are subject to the approving opinlons of tdarper, Ferguson & Davis, Louisville, Kentucky, Bond 
Counsel. Certain legal matters will be passed upon for Jefferson County by Hon. Michael Conliffe, 
County Attorney of Jefferson County and for Trimble County by Hon. Bobby K. True, County Attorney 
of Trimble County, Kentucky. Certain legal matters will be passed upon for the Company by John R; 
McCall, Esq., and Gardner, Carton & Douglas, Chicago, Illinois, counsel for the Company. Certain 
legal matters will be passed upon for the Underwriters by Winston & Strawn, Chicago, Illinois. Copies 
of such opinions will be available at the time of delivery of the Bonds. 

This Official Statement has been duly approved, executed and delivered by the County of 
Jefferson, Kentucky and the County of Trimble, Kentucky. However, neither County has nor assumes 
any responsibility as to the accuraGy or completeness of any of the information in this Official 
Statement set forth under the captions “THE PROJECTS,” o i  any information in Appendix A, all of 
which has been furnished by the Company. 

COUNTY OF TRIMBLE, KENTUCKY COUNTY OF JEFFERSON, KENTUCKY 

-~ Is/ DAVID ARMSTRQNG 
County Judge/Executive , County Jucfge/Execufive 

By: __ /S/ JACK COUCH By: -I 
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APPENDIX A 

THE COMPANY 

Louisville Gas and Electric Company is a subsidiary of LG&E Energy Corp. ("LG&E Energy"), a 
diversified energy-services holding company headquartered in LouisvilIe, Kentucky. As a regulated public 
utility, the Company provides eIectric services to approximately 351,000 customers and natural gas to 
approximately 277,000 customers in Louisville and adjacent areas it1 Kentucky. The Company's service 
territory covers approximately 700 square miles in 17 counties and has aix estimated population of 
800,000. Included in this area is the Fort Kn~x Military Reservation to which the Company transports gas 
and provides electtic service, but which maintains its own distribution systems. 

For the 12 months ended September 30, 1997, approximately 73% of the Company's total 
operating revenues was derived from its electric operations and the balance from its gas operations. 
Approximately 93 % of the company's present electric generating capacity is coal-fired, the remainder 
being made up by a liydroelectric power plant and combustion turbine peaking wits fiieied primarily by 
natural gas. The Company does not have any nuclear generatuig stations and has no plans to build any in 

. f i e  foreseeable future. 

On May 20, 1997, LG&E Energy and KU Energy Corporation r K U  Energy") entered into an 
Agreement and Plan of Merger (the "Merger Agreement"), Pursuant to the Merger Agreement, among 
other things, KU Energy will be merged with and into LG&E Energy, with LG&E Energy as the surviving 
corporation (the "Merger"). The Merger, which 'was unanimously approved by the Boards of Directors of 
LG&E Energy and KU Energy and has been approved by LG&E Enkrgy's and KU Eiiergy's sharehoiders, 
is expected to close shortly after all of the conditions to consummation o f  the Merger, including the receipt 
of all applicable reguIatory approvals, are met or waived. Consuitunation of the Merger is currently 
contemplated in the skcond half of 1998. 

As a iesult of-the Merger, LG&E Energy will become the parent conipany of KU Energy's 
principal operating subsidiary, Kentucky Utilities Company ("Kentucky Iltilities"). The operating utility 
snbsidiaties (tl le Company and Kentucky Utilities) will maintain their separate corporate identities and will 
continue to serve customers in Kentucky aid Virginia under their present names. The preferred stock, debt 
securities and other indebtedness of tlie Company, including the obligations under the Loan Agreements, 
will not be affected by the Merger and will remain obligations of the Company. 

On September 12, 1997, the Kentucky Public Service Coinmission ("Ke~tucky PSC") entered an 
Order (the "Kentucky Order") approving tl le Merger. In the application filed with the Kentucky PSC, the 
utilities proposed that net noil-fuel cost savkgs expected to result fiom the Merger be spread among the 
shareholders, wholesale requirements customers auld the retail electric customers in each state jurisdiction. 
The Kentucky Order approved this regulatory p)an subrniked by tlie companies, Fuel cost savings will be 
passed on to Kentucky retail customers through file1 adjustment clauses. In the Kentucky Order, the 
Kentucky PSC approved proposed surcredit tariffs which will result hi reductions in Kentucky retail 
electiic customers' bills in amounts based on 50% of tlie currently estimated gross non-fiiel cost savings to 
be achieved during the first five years as a result of the Merger, less 50% of the actual casts to achieve 
such savings (but not in excess of the currently estimated costs to achieve}, in each of the five years 
following effectiveness of the Merger. Under the surcredit tariffs, as approved by the Kentucky PSC, 
Kentucky retail customers will be entitled to such reductioiis whether or not such level of cost savings is 
actually achieved, 

Total currently eshated Merger savings for the 10 years following the Merger are $76.5 nillion 
wvit.Ii costs to achieve the savings estimated at $77.2 million. 
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The Kentucky Order requires the Company and Kentucky Utilities to hitiate a formal proceeding 
110 later than nlidway through the fifth year following the Merger to present a plan for sliariiig witfi 
ratepayers the then projected levels of Merger savings for periods following the initial five years. In 
addition, the parties have proposed a base rate cap for five years after consumniation of the Merger, 
except in tlie event of extraordinary circumstances such as a significant increase in the federal corporate 
tax rate. The Kentucky Order notes that the Kentuckjr PSC has the statutory jurisdiction to reguiate utility 
rates including the authority to investigate and review the Company's and Kentucky Utilities' earnings at, 
any time. 

The Kentucky Order also requires the Company and Kentucky Utilities to file by September 14, 
1998 or the consummation of the Merger, whichever is later, detailed plans to address any fUture rate 
regulation that may be adopted in the state. 'If either utility elects to remain under traditional rate of return 
regulation, it must state the reasons and incliide 'an analysis and proposals relative to its earnings at that. 
time. Alteniatively, the Kentucky Order provides that if either utility elects non-traditional regulatioii, tlie 
reasons for this choice must be disclosed, along with details of a proposal aiid how it will achieve the 
Kentucky PSC's goals of providing incentives to utilities and a sharing of resulting benefits with 
ratepayers. The Kentucky Order firther provides that tlie Kentucky PSC will at that time detennine on the 
basis of the described filings and other information whether changes should be made to the existing 
regulation of the Company and Kentucky Utilities. -. 

In addition to approval by the Kentucky PSC, approvals are also required from ff le Federal Energy 
Regulatory Commission, the Virginia State Corporation Commission and the Securities and Exchange 
Conunission under the Public Utility Holding Company Act of 1935. Notices will be filed with the Federal 
Trade Commission and the IJ.S, Department of Justice as well as the Tennessee Regulatory Authority. 

The foregoing description of tiie Merger does not purport to be complete and is qualified in its 
entirety by reference to LG&E Energy's Proxy Statement dated August 22, 1997. 

In addition to the Merger, LG&E Energy alld certain of its non-utility afiliates have entered into a 
Joint Plan of Reorganization with Big Rivers Electric Corporation ("Big Rivers") that provides for the 25- 
year lease by LG&E Energy affiliates of Big Rivers' generation facilities arid other arrangements between 
Big Rivers and LG&E Eiiergy affiliates for operation of those facilities and the purchase of electricity 
therefram. Big Rivers' generation facilities will be dispatched separately from those of the Company and 
Kentucky Utilities and Big Rivers' transmission facilities will not be owned, leased or controlled by the 
Company or Kentucky Utilities. 

Tile Company's executive offices are located at 220 West Main Street, P.O. Box 32010, 
LouisviIIe, Keiitucky 40232, telephone: (502) 627-2000. 

RECENT DEVELOPMENTS 
< -  

On October 10, 1997, the United States Environmental Protection Agency proposed regulations 
that, if adopted, could require numerous utilities, including the Company, to reduce the emission of nitrogen 
oxides by approximately 85% fiom 1990 levels. The Company has already reduced its nitrogen oxide 
ernjssions by approxiniately 40% from such 1990 levels. However, if these regulations are adopted as 
proposed, tlie Company may be required to incur significant capital expenditures and significantly 
increased operation and maintenance costs for remedial measures to meet these requirements for nitrogen 
oxides,The Company is continuing to evaluate the potential impact of the proposed regulations and at the 
present time anticipates that such capital expenditures could exceed $100 nlillion. The Company currently 
anticipates illat a significanl porlion of any sucli capital costs could be recoverable through rates, however, 
there can be no guarantee that such costs will be recovered. 
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SELECTED RNANCIAL DATA 

(Thousands of $ except for ratios) 

Year Ended 
December 3 1, 

12 Months Ended 
September 30, 1997 

f Unaudited) - 1996 -- 1995 

Income Statement Information: 
Operating Revenues. ................ $823,556 $821,1 15 $723,463 

10 7,693 107,941 83,184 Net Income .............................. 
Ratio of Eanlirigs to 

Fixed Charges (I) ................. 4.89 5,07 3.00 

. %of 
At September 30, 1997 Capitalization 

Capitalization: 
Long-Tern Debt (including current $646,800 

Preferred Stock ..................................... 95,328 
673,872 

portioii).. ................................. 
Common Stock Equi ty... ...................... 

45.7% 

6.7 
___I 47.6 

Total Capitalization .... ; .................... $1- JOO.O% 

(1) For purposes of this rafio, “Eaniings” consist of the aggregate of Income Before Cumulative Effect of a Change hi 
Accounting Princjple, taxes on income, inveshnent tax credit (net) and “Fixed Charges.” ‘Tixed Chnrges” consist of 
ititcrest charges and one-tllird of rentals charged to operating expenses. 

AVAILABLE INFORMATION 

The Company is subject to the information requirenlents of the Securities Exchmge Act of 1934 
and, accordingIy, files repoits, proxy statements and other information with the Securities and Exchange 
Coinmission (the “SEC”). Such reports, proxy statements and other infortnation on file can be inspected 
and copied at the public reference facilities of the SEC, currently at Room 1024,450 Fifth Street, N.W., 
Washington, DC 20.549; 14th Floor, 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 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 (I~itp://w\wv.sec.gov.). 
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DOCUMENTS INCORPORATED BY REFERENCE 

"lie following documents, as filed by the Company with tlie SEC, are incorporated herein by 
reference: 

I 
I .  Fonn 

2. Form 
Juiie 30, t 997; and 

3. Form 
October 17, 1997. 

! . "  
" I  . ". 

.. . 

XO-I< hmual Report of the Conipany for the year ended December 3 I, 1996; 

10-Q Quarterly Reports of the Company for the quarters ended March 3 1 , 1997 and 

8°K Current Reports of the Company filed on September 22, 1997 and 

All documents filed by the Company with the SEC pursuant to Sections 13(a), 13(c), 14 or I5(d) 
o f  the Securities Exchange Act of 1934 subsequent to the date of this Official Statement and prior to the 
tenninatioii 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 tlus Official Statement to tlie extent tliat 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 Statemelit modifies or supersedes such stateiiient. tlriy statement 
so modified or superseded siiall not be deemed, except as so modified or superseded, to constitute a part of 
this Official Statement. 

The Conipany 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 whicli have been 
or 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, Louisvillc Gas and Electric 
Company, 220 West Main Street, P.O. Box 32010, Louisville, Kentucky 40232, telephone: 
(502) 627-2000, 
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HARPER, FERGUSON & DAVE3 
ATTO~NEYS AT LAW 
1730 MElDlNGER TOWER 

1462 SOUTH FOURTH AVENUE 

~ O X J ~ ~ L E ,  REN.rUaKY 4OS202-341B 

APPENDIX E-?. 

28 WEST FIFTH STREET 
COVINGTON, KENTUCKY 41011 

LovIsvILm OI?FIOE 
(602) 682-3871 

TELECOPIER (602)  588-3906 

COVTHQTON oFnGs 
(606) 4Sl-07/2 

TELECOPIER (606) 491-0187 

Re: 

November 13, 1997 

$35,000,000 County of Jefferson, Kentucky, Pollution Controf Revenue Bonds, 
1997 Series A (Louisville Gas and Electric Company Project) 

We hereby cettifL that we have examined certified copies of the proceedings of record 
of the County of Jefferson, Kentucky (the "County"), acting by and through its Fiscal Court as its 
duly authorized governing body, preliminaly to and in connection with the issuance by the County 
of its Pollution Control Revenue Bonds, 1997 Series A (Louisville Gas and Electric Company 
Project), dated November 13, 1997, in the aggregate principal amount of $35,00O,OOO (tfie "Bonds"). 
The Bonds will be issued under the provisions of Sections 103.200 to 103.285, inclusive, of  the 
ICentucky Revised Statutes (the "Act"), for the purpose of providing f h d s  which will be used, with 
other finds provided by the Company (hereinafter defined) for the defeasance, payment and discharge 
on the date of issuance of the Bonds of $35,000,000 aggregate principal amount of the County's 
Pollution Control Revenue Bonds, 1989 Series A (Louisville Gas and Electric Company Project), 
dated February 1, 1989 (the "Prior Bonds"), which were issued for the purpose of financing the cost 
of the acquisition, construction, installation and equipping of certain air pollution control facilities to 
serve the MI1 Creek and Cane Run Generating Stations of Louisville Gas and Electric Company (the 
"Company") situated in Jefferson County, Kentucky (the "Project") in order to provide for tfie 
control, containment, reduction and abatement af atmospheric pollutants and contaminants, as 
ptovided by the Act. 

, 

The Bonds mature on November 1,2027, and bear interest initially at Flexible Rates, 
as defined in the Indenture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds wilf 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 filly 
registered Bonds in.the degominations authorized by such Indenture. From such examination o f  the 
proceedings of the Fiscal Court of the County referred to above and fkom an examination o f  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. 
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November 13, 1997 
Page 2 

We have examined an executed counterpart of a certain Loan Agreement, dated as of 
September I ,  1996 (the "Loan Agreement"), between the County and the Company and a certified 
copy ofthe proceedings of record of the Fiscal Court of tfie County preliminary to and in connection 
with the execution and delivery of the Loan Agreement, pursuant to which the County has agreed to 
issue tfie Bonds and to lend tfie proceeds thereof to the Company to provide finds to pay and 
discharge, with othei funds provided by the Company, the Prior Bonds and the Company hits agrecd 
to make Loan payments to the Trustee at times and in amounts fulfy adequate to pay maturing 
principal of, interest on and redemption premium, if any, on the Bonds as same becomes due and 
payable. From such exattination, we are of the opinion that such proceedings of the Fiscal Court of 
the County show lawfill authority for the execution and delivery of the Loan Agreement; thatctlie 
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 actordance with its 
terms, subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought. 

- 

. 

We have also examined an executed counterpart of a certain Indenture o f  Trust, dated 
as of September 1, f 996 (the "Indenture"), by and between the County arid First Trust of New York,' 
National Association, New York, New York, as trustee (the "Trustee"), securing the Bonds and 
setting forth the cavenants 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 ta 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 liolders 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. 

We have also examined an executed counterpart of a certain Escrow Agreement, dated 
as of September 1, 1996 (the "Escrow Agreement"), bp and among the County, the Company and 
Bank One, Kentucky, NA, as escrow agent (the "Escrow Agent"), and a certified copy of the 
proceedings of record in the Fiscal Court of the County preliminary to and in cotinection with the 
execution and delivery of the Escrow Agreement, pursuant to which the proceeds from the Bonds 
and other moneys made available by the Company will be deposited in order to defease, pay and 
discharge the Prior Bonds on 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 o f  the County show 
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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 

November 13, 1997 
Page 3 

i a a l  authority for the execution and delivery of the Escrow Agreement; that the 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, 
insofvency or other similar iaws affecting creditors' rights generally, including equitable provisions 
where equitable remedies are sought. 

We further certify that we have examined the form of the'Bonds of said issue and find 
the same to be in due form of law, and 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 foke 
and effect, and are legaf, 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 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 generalty, 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 Indentiire. 

. 
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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 are firther o f  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 fiom 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 also provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profrts of a foreign corporation which engages in a 
Uqited States trade or Eusitiess. Interest on the Bonds wodd be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax tiability. 

(b) The Code ais0 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 011 tlie 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 I ,  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 tlie Bonds, acquired after August 7, 1986. (For purposes of the immediately 
preceding sentenqe, a portion of dividends paid to an affiliated insurance coinpany may be treated as 
tax-exempt interest.) The Code fiirther provides for the disallowance of any deduction for interest 
expenses incurred by banks atid certain other fiiiaiicial institutions allocable to carrying certaiii 
tax-exempt obiigations, 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 tp purchase or carry the Bonds. 
The Code also provides, with respect to individuals, that interest on tax-exempt obligations, including 
tlie Bonds, is included in modified adjusted gross income for purposes of deterniining the taxability 
of social security and railroad retirement benefits. 

We have received opinions of John R.. McCaII, Esq., general counsel of the Company 
and Gardner, Catton & Douglas, Chicago, IIIiiiois, counsel to the Company, of even date herewith. 
In rendering this opinion, we have relied upon said opinions with respect to, inter alia, (i) the due 
organization of the Company, (ii) the valid existence of the Company in the Commonwealth of 
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Kentucky, (iii) the corporate power of the Company to enter into and the due execution of the Loan 
Agreement and the Escrow Agreement by, and the binding effect and enforceable nature of the Loan 
Agreement and the Escrow Agreement on, the Company, (iv) the legal authority of the Company to 
acquire and construct the Project and the obtaining of necessary regulatory approvah in connection 
therewith, and (v) matters disclosed as a result of an examination of indentures, mortgages, deeds of 
trust and other agreements or instruments to which the Company is a party or by which it or its 
properties are bound, We have also received an opinion of even date herewith of Hon. Michael 
Conliffe, County Attorney of the County, with respect to tlie obligations of the County under the 
Bonds, the Loail Agreement, the Escrow Agreement and the Indenture. Said opinions are in forms 
satisfactory to us as to both scope and content. 

We express no opinion as to fhe title to, tlie description 06 or the existence or priority 
of any liens, charges or encumbrances oh, the Project. 

HARPER, FERGUSON & DAVIS 
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(606) 491-0718 
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November 13, 1997 

Re: $35,000,000 County of Trimble, Kentucky, Pollution Control Revenue Bonds, 
, 1997 Series A (Louisvifle Gas and Electric Company Project) 

We hereby certifl that we have examined certified copies of the proceedings of record 
of thk County ofTritnbIe, Kentucky (the "County"), acting by and through its Fiscal Court as its duly 
authorjzed governing body, preliminary to and it1 connection with the issuance by tfxe County of its 
Pollution Control Revenue Bonds, 1997 Series A (Louisville Gas and Eiecfric Company Project), 
dated November 13, 1997, in the aggregate principal amount of $35,000,000 (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 of providing hnds which will be used, with other fbnds 

*provided by the Company (hereinafter defined) for the defeasance, payment and discharge on the date 
of issuance of the Bands of $35,000,000 aggregate principal amount of the Cdunty's Pollution 
Control Revenue Bonds, 1989 Series A {Louisville Gas and Electric Company Project), dated 
February 1, I989 (the "Prior Bonds"), which were issued fcir the purpose offinanciiig the cost of the 
acquisition, construction, installation and equipping of certaiii air and water pollution cantrol facilities 
and solid waste disposal facilities to serve the Trimble County Generating Station of Louisville Gas 
and Electric Company (the Totnpatiy") situated in Trimble County, Kentucky (the "Project") in order 
to provide for the coiitrol, contaitunent, reduction and abatement of atmospheric and liquid pollutants 
and contaminants and for the disposal of solid wastes, as provided by the Act. 

The BOII~S mature on November 1, 2027, and bear hterest initially at Flexible Rates, 
as defined in the Tndetiture, hereinafter described, subject to change as provided in such Indenture. 
The Bonds wifl be subject to optioi.ial 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 authorized by such Indenture. 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. 
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We have examined an executed counterpart of a certain Loan Agreement, dated as of 
September 1, 1996 (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 fend the proceeds thereof to the Company to provide funds to pay and 
discharge, with other finds provided by the Company, the Prior Bonds and the Company has agreed 
to make Loan payments to the Trustee at times and in amounts fully adequate to pay maturing 
principal of, interest 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 show lawful authority for the execution and delivery of the Loan Agreement; that the 
Loan Agreement has been duly authorized, executed and delivered by the County; and that the Loan 
Agreement is a legal, valid and binding obligation of the County, enforceable in accordance with its 
terms, subject to the qualification that the enforcement thereof may be limited by laws relating to 
bankruptcy, insolvency or other similar laws affecting creditors' rights generally, including equitable 
provisions where equitable remedies are sought, 

We have also examined an executed coulzterpart of a certain Indenture of Trust, dated 
as of September 1, 1996 (the "Indenture"), by and between the County and First Trust of New York, 
National Association, as trustee (the "Trustee"), securing the Bonds and setting forth the covenants 
and undertakings of the County in connection with the Bonds and R certified copy of the proceedings 
of record of the Fiscal Court of the County preliminary to and in coiinection 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 withthe 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 ofthe Fiscal Couit of the County show 
lawfiil 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. 

We have also examined an executed counterpart of a certain Escrow Agreement, dated 
as of September 1, 1996 (the l'Escrow Agreement'!), by and among the County, the Company and 
Bank One, Kentucky, NA, as escrow agent (the "Escrow Agent"), atid a certified copy of the 
proceedings of record in the Fiscal Court of the County prdirninary to arid in connection with the 
execution and delivery of the Escrow Agreement, pursuant to which the proceeds from the Bonds 
and other moneys made available by the Company will be deposited in order to defease, pay and 
discharge the Prior Bonds on 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 

... 
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lawM authority for the execution and delivery of the Escroyr Agreement; that the Escrow Agreement 
Itas been duly authorized, executed and delivered by the County; atid that the Escrow Agreement is 
a legal, valid and binding obligation of the Coun'ty, enforceable in accordance with its terms, subject 
to the qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insohency or other similar laws affecting creditors' rights generally, including equitable provisions 
where equitable remedies are sought. 

We fixther certi@ that we have examined the form of the Bonds of said issue and find 
the same to be in due form of law, and in our opinion the Bonds have been validly authorized, 
executed and issued in accordance with the laws of the Coinmonwealth of Kentucky novir in full force 
and effect, and are legal, valid atid binding special obIigations of the County entitled to the benefit of 
the security provided by the hidenture and are enforceable iii accordance with their terms, subject to 
the qualification that the enforcement thereof may be limited by laws relating to bankruptcy, 
insolvency or other similar laws affecting creditors' rights generally, including equitable provisions 
where equitable remedies are sought, The Bonds are payable by the County solely and only froin 
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 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 fiorn gross income with respect to any Bolid 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(n) 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 th.eCode. 111 arriving at this opinion, we have relied upon certain 
certificates of even date of the Company with respect to certain material facts which are solely within 
the Company's knowledge in reaching our conclusion that substantially all of the proceeds of the Prior 
Bonds were used to finance air and water pollution control facilities and solid waste disposal facilities 
qualified for financing under Section 103(b)(4)(E) and (F) of the Internal Revenue Code of 1954, as 
amended and Section 13 12(a) d 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 
assuined and the opinion is conditioned on, the payment and discharge of the Prior Bands on or 
before the 90th day froin the date o f  issuance of the Bonds, and continuing compliance by the 
Company atid the County with representations and covenants set forth in the Loan Agreement, the 
Escrow Agreement and the Indenture wliich are intended to assure compliance with certain 
tax-exempt interest provisions of the Code. Such represeiitations and covenants must be accurate 
sild mrist 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 . 
cet Eain of such represeiitations and covenants in respect of the Bonds (or with sitnilar requirements 
with respect to sei-tain other bonds issued by the County of Jefferson, Kentucky at substantialIy the 
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, same time as the Bonds) subsequent to the issuance of the Bonds could cause tlie interest thereon to 
be included in gross income for federal income tax purposes retroactively to the date of issuance of 

valorem taxation by the ConimonwealtIi of Kentucky and all political subdivisions thereof. 

1 

the Bonds. We are flirther of the opinion that interest on the Bonds is excluded from gross income 
ofthe recipients thereof for Kentucky income tax purposes and that the Bonds are exempt from ad 

< : 
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P exceptions and qualifications: 

I 

Our opinion as to the exclusion of interest on the Bonds from gross income fof federal 
income tax purposes and federal tax treatment of interest on the Borids is subject to the following 

(a) The Code also provides for a "branch profits tax" which subjects to tax, at a rate of 
30%, the effectively connected earnings and profits of a foreign corporation which engages in a 
United States trade or business. Interest on the Boiids would be includable in the amount of 
effectively connected earnings and profits and thus would increase the branch profits tax liability. 

g 
j 
! 

i 
(b) The Code also provides that passive investment income, including interest on tlie 

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. 

I 

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. 

! 
€30-lders of tlie Bonds should be aware that tlie ownership of the Bonds niay result in 

I 

I 
1 I 

collateral federal income tax consequences. For instance, the Code provides that, for taxable years 
" beginning after December 3 1, 1986, property and casualty insurance companies will be required to 

reduce their loss reserve deductions by 15% of the tax-exempt interest received on certain 
obligations, such as the Bonds, acquired after August 7, 1986. (For purposes of the immediately 
preceding sentence, a portion ofdividends paid to an affiliated insurance company may be treated as 
tax-exempt i-nterest.) The Code firther provides"for the disallowance of any deduction for interest 
expenses incurred by banks and certain other financial jnstitutions 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 ally poition 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 Bands, is included in modified adjusted gross income for purposes of determining the taxability 
of social security and railroad retirement benefits. 

' i 
i 
i 

1. 
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We have received opinions of Jotiii R. McCafl, Esq., general counsel of the Company 

In rendering this opinion, we have relied upon said opinions with respect to, inter alia, (i) the due 
organization of the Company, (ii) the valid existence of the Company in the Commonwealth of 

f 
I: I 

i 
and Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. 

e 
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Kentucky, (iii) the corporate power of the Company to enter into and the due execution of the Loan 
Agreement and the Escrow Agreement by, and the binding effect and enforceable nature of the Loan 
Agreement and the Escrow Agreement on, the Company, (iv) the legal authority of the Company to 
acquire and construct the Project and the obtaining of necessary regulatory approvals in connection . 
therewith, and (v) matters disclosed as a result of an examination of indentures, mortgages, deeds of 
trust and other agreements or instruments to which the Company is a party or by which it or its 
properties are bound. We have also received an opinion of even date herewith of Hon. Bobby R. 
True, County Attorney of the County, with respect to the obligations of the County under the Bonds, 
the Loan Agreement, the Escrow Agreement and the Indenture. 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. 

HARPER, FERGUSON & DAVIS 

, 

By: _-I_- 

Spencer E. Harper, Jr. 

i 





L,QUISVILL,E GAS AND ELJECTRIC COMPANY 

$535,000,000 

$250,000,000 First Mortgage Bonds, 1.625% Series Due 2015 
$285,000,000 First Mortgage Bonds, 5.125% Series Due 2040 

PURCHASE AGREEMENT 

November 8,20 10 

Credit Suisse Securities (USA) LLC 
11 Madison Avenue 
New York, NY 10010-3629 

Merrill Lynch, Pierce, Fenner & Smith 
Incorporated 

One Bryant Park 
New York, NY 10036 

As Representatives of the several Purchasers 
listed on Schedule A hereto 

Ladies and Gentleinen: 

1 .  li.r~oduc~ory. Louisville Gas and Electric Company, a corporation organized under the laws of 
the Commonwealth of Kentucky (the “Company”), agrees with the several purchasers named in Schedule 
- A hereto (the “Purchasers”), for whom you arc acting as repi.escntatives (the “liepresentatives”), 
subject to the ternis and conditions stated lierein, to issue and sell to the seveial Purchasers 
U.S.$250,000,000 principal amount of its First Mortgage Bonds, 1.625% Series due 20 IS (thc ”2015 
Bonds”) and U.S.$285,000,000 principal amount of its First Mortgage Bonds, 5.125% Series duc 2040 
(the “2040 Bonds” and, together with the 201 5 Bonds, thc “Offered Securities”), to be issued under an 
indenture, dated as of October 1 , 201 0, as heretofore supplemented by Supplemental Indenture No. 1, 
dated as of October 15, 2010 (“Supplemental Indenture No. l”), and as to be fiirther supplemented by 
Supplemental Indenture No. 2 thereto relating to the Offered Securities, dated as of November 1, 2010 
(“Supplemental Indenture No. 2” and, together with Supplemental Indenture No. 1 , the “Supplenlental 
Indentures” and, the indenture as so supplemented, the “Indenture”), between the Company and The 
Bank of New York Mellon, as trustee (the “Trustee”). 

The holders of the Offered Securities will be entitled to the benefits of a Registration Rights 
Agreement to be dated the Closing Date (as defined herein) among the Company and the Purchasers (the 
“Registration Rights Agreement”), pursuant to which the Company agrees to tile a registration 
statement (the “Exchange Offer Registration Statement”) with the Commission (as defined herein) 
registering the resale of the Offered Securities under the Securities Act (as so registered, the “Exehange 
Securities” and such offer, the “Exchange Offer”). The OiTered Securities will be secured by the lien of 
the Indenture on certain properties of the Company. 
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The Company hereby agrees with the several Purchasers as follows: 

2. Representations and Warranties of the Con7paitj~ The Company represents and warrants to, 
and agrees with, the several Purchasers that: 

(a) OSferiiig Memol-nnda; Certain Defined Term.  The Company has prepared or will 
prepare a Preliminary Offering Memorandum and a Final Offering Memorandum (each as 
defined below). 

For purposes of this Agreement: 

“Applicable Time” means 5 5 0  pin (New York time) on the date of this Agreement. 

“Closing Date” has the meaning set forth in Section 3 hereof. 

“Commission” means the lJnited States Securities and Exchange Commission. 

“Exchange Act” means the United States Securities Exchange Act of 1934, as amended. 

“Final Offering Memorandum” means the final offering memorandum relating to the Offered 
Securities to be offered by the Purchasers that discloses the offering price and other final terms of the 
Offered Securities and is dated as of the date of this Agreement (even if finalized and issued subsequent 
to the date of this Agreement). 

“Free Writing Communication” means a written communication (as such term is defined in 
Rule405 of the Securities Act) that constitutes an offer to sell or a solicitation of an offer to buy the 
Offered Securities and is made by means other than the Preliminary Offering Memorandum or the Final 
Offering Memorandum. 

“General Disclosure Package” means the Preliininary Offering Memorandum together with any 
Issuer Free Writing Communication existing at the Applicable Time and the information in which is 
intended for general distribution to prospective investors, as evidenced by its being specified as included 
in the General Disclosure Package in  Schedule B hereto. 

“Issuer Free Writing Communication” means a Free Writing Communication prepared by or 
on behalf of the Company, used or referred to by the Company or containing a description of the final 
terms of the Offered Securities or of their offering, in the form retained in  the Company’s records. 

“Preliminary Offering Memorandum” means the preliminary offering memorandum, dated 
November 8,20 10, relating to the Offered Securities to be offered by the Purchasers. 

“Rules and Regulations” means the rules and regulations of the Commission. 

“Securities Act” means the United States Securities Act of 1933, as amended. 

“Securities Laws” means, collectively, the Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”), the 
Securities Act, the Exchange Act, the Rules and Regulations, the auditing principles, rules, standards and 
practices applicable to auditors of “issuers” (as defined in Sarbanes-Oxley) promulgated or approved by 
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the Public Company Accounting Oversight Board and, as applicable, the rules of the New York Stock 
Exchange and the NASDAQ Stock Market (“Exchange Rules”). 

“Supplemental Marketing Material” means any Issuer Free Writing Communication other than 
any Issuer Free Writing Communication specified in Schedule B hereto. Supplemental Marketing 
Materials include, but are not limited to, any Issuer Free Writing Communication listed on Schedule C 
hereto. 

Unless otherwise specified, a reference to a “rule” is to the indicated rule under the Securities 
Act. 

(b) Disclosure. As of the date of this Agreement, the Final Offering Memorandum does 
not, and as of the Closing Date, the Final Offering Memorandum will not include any untrue 
statement of a material fact or omit to state any material fact necessary in order to make tlie 
statements therein, in the light of the circumstances under which they were made, not misleading. 
At the Applicable Time and as of the Closing Date, neither (i) the General Disclosure Package, 
nor (ii) any individual Supplemental Marketing Material, when considered together with the 
General Disclosure Package, included, or will include, any untrue statement of a material fact or 
omitted, or will omit, to state any material fact necessary in order to make the statements therein, 
in the light of the circumstances under which they were made, not misleading. The preceding two 
sentences do not apply to statements in or omissions from the Preliminary Offering 
Memorandtiin, the Final Offering Memorandum, the General Disclosure Package or any 
Supplemental Marketing Material based upon written information furnished to the Company by 
any Purchaser through the Representatives specifically for use therein, it being understood and 
agreed that the only such information is that described as such i n  Section 8(b) hereof. 

(c) Good Standing o f f h e  Con?pni7j)),. The Company has been duly organizcd, is validly 
existing as a corporation in good standing under the laws of the Commonwealth of IGmtucky, has 
the power and authority to own its propetty and to conduct its business as described in the 
General Disclosure Package arid the Final Offering Memorandum and is duly qualified to transact 
business and is in good standing i n  each jurisdiction in which the conduct of its business or its 
ownership or leasing of property requires such qualification, except to tlie extent that the failure 
to be so qualified or be in good standing would not have a material adverse effect on the 
Company. 

(d) Fiiimicial S~afeii ieals. The consolidated financial statements of the Company, 
together with the related notes and schedules, set forth in the General Disclosure Package and the 
Final Offering Memorandum have been prepared i n  all material respects in accordance with 
generally accepted accounting principles in the {Jnited States (“GAAP”) consistently applied 
throughout the periods involved, except as disclosed therein; and no material modifications are 
required to be made to the unaudited interim financial statements for them to be in conformity 
with GAAP. The assumptions used in preparing the pro forma financial statements included in 
the General Disclosure Package and the Final Offering Memorandum provide a reasonable basis 
for presenting the significant effects directly attributable to the transactions or events described 
therein, the related pro forma ad,justinents give appropriate effect to those assumptions, and the 
pro forma columns therein reflect the proper application of those adjustments to the 
corresponding historical financial statement amounts. 
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(e)  Authorization of Agreement. This Agreement has been duly and validly authorized, 
executed and delivered by the Company. 

( f )  Securities. The Offered Securities have been duly authorized by the Company and, 
at the Closing Date, will have been duly executed by the Company; when the Offered Securities 
have been (A) authenticated and delivered by the Trustee in the manner provided for in the 
Indenture and (B) issiied and delivered by the Company against payment of the consideration 
therefor as provided in this Agreement, the Offered Securities will constitute valid and binding 
obligations of the Company, enforceable in accordance with their terms. except to the extent 
limited by bankruptcy, insolvency, fraudulent conveyance, reorganization or moratorium laws or 
by other laws now or hereafter in effect relating to or affecting the enforcement of mortgagees‘ 
and other creditors’ rights and by general equitable principles (regardless of whether considered in 
a proceeding in equity or at law), such laws and principles of equity being hereinafter called, 
collectively the “Enforceability Exceptions”; the Offered Securities will be in the form 
established pursuant to, and will be entitled to the benefits of, the Indenture; and the Offered 
Securities will conform in all material respects to the statements relating thereto contained in the 
General Disclosure Package and the Final Offering Memorandum. 

(g) Indentwe. The Indenture has been duly authorized by the Company; the Indenture 
(excluding Supplemental Indenture No. 2 and the officer’s ceitificates to be delivered at the 
Closing Date to establish certain terms of the Offered Securities (together, the “Officer’s 
Certificate”)) has been duly executed and delivered by the Company; at the Closing Date, 
Supplemental Indenture No. 2 and the Office1 ’s Certificate will have been duly executed and 
delivered by the Company, and assuming due authorization, execution and delivcry of the 
Indenture by the Trustee, the Indenture will constitute a valid and legally binding obligation of 
the Campany enforceable in accordance with its terms except to the extent limited by the 
Enforceability Exceptions and the Indenture will conform in all material respects to the 
statements relating thereto contained in the General Disclosure Package and the Final Offering 
Memorandum. 

(11) Registration Rights Agreement. The Registration Rights Agreement has been duly 
authorized and, when executed and delivered, will be a valid and binding agreement of the 
Company, enforceable against the Company in accordance with its terms, except to the extent 
limited by the Enforceability Exceptions; the Registration Rights Agreement will conform i n  all 
material respects to the statements relating thereto in the General Disclosure Package and Lhc 
Final Offering Memorandum. 

(i) bn~estment Con7pany Act. The Company is not, and after giving effect to the offering 
and sale of the Offered Securities and the application of the proceeds thereof as described in the 
General Disclosure Package and the Final Offering Memorandum, will not be an “investment 
company” as such term is defined in the United States Investment Company Act of 1940, as 
amended. 

6 )  Absence of Maiiipirlation; General Solicitatiorl. Neither the Company nor any 
affiliate (as defined in Rule 501 (b) of Regulation D under the Securities Act, an “Affiliate”) of 
the Company has directly, or through any agent, (i) sold, offered for sale, solicited offers to buy 
or otherwise negotiated in respect of, any security (as defined in the Securities Act) which is or 
will be integrated with the sale of the Offered Securities in a manner that would require the 
registration under the Securities Act of the Offered Securities or (ii) engaged in any form of 

-4. 

(NY) 08014/620/PAlpurcl1nc ngrccrncnl L.GBP doc 



general solicitation or general advertising in connection with the offering of the Offered 
Securities, (as those terms are used in Regulation D under the Securities Act) or in any manner 
involving a public offering within the meaning of Section 4(2) of the Securities Act. 

(k) No Directed Selling Efforts. None of the Company, its Affiliates or any person 
acting on its or their behalf has engaged or will engage in any directed selling efforts (within the 
meaning of Regulation S) with respect to the Offered Securities and the Company and its 
Affiliates and any person acting on its or their behalf have complied and will comply with the 
offering restrictions requirement of Regulation S, except no representation, warranty or 
agreement is made by the Company in this paragraph with respect to the Purchasers. 

(1) No Registration. It is not necessary in connection with the offer, sale and delivery of 
the Offered Securities to the Purchasers in the manner contemplated by this Agreement to register 
the Offered Securities under the Securities Act assuining the accuracy of the representations and 
warranties and agreements of the Purchasers set forth herein, or to qualify the Indenture under the 
United States Trust Indenture Act of 1939, as amended (the “Trust Indenture Act”). 

(m) Rule 144A. The Offered Securities satisfy the requirements set forth in Rule 
144A(d)(3) under the Securities Act. 

(n) Absence of Fziriher Reqitiren~er7~s. The Order or  the Kentucky Public Service 
Commission, dated September 30, 2010, has been obtained and is in full force and effect and is 
sufficient to authorize the issuance and sale by the Company of the Offered Securities as 
contemplated by this Agreement, and no further consent, approval, authorization, order, 
registration or qualification of or with any federal, state or local governmental agency or body or 
any federal, state or local court is required to be obtained by the Company for the consummation 
of the transactions contemplated by this Agreement, the Indenture and the Registration Rights 
Agreement in connection with the offering, issuance and sale of the Offered Securities by the 
Company, or the performance by the Company of its obligations hereunder or thereunder, except 
for (i) any orders of the Coinmission declaring effective the Exchange Offer Registration 
Statement or, if required, the Slielf Registration Statement [each as defined in the Registration 
Rights Agreement) arid qualifying the Indenture under the Trust Indenture Act in connection 
therewith, (ii) such as have been obtained or (iii) such as may be required under the blue sky laws 
of any jurisdiction. 

(0) Absence of Defxtlts ai7d Coi7jlicts Resultii7gfioin Transaction. Neither the execution 
and delivery of this Agreement nor the transactions contemplated by this Agreement, the 
Indenture (nor any supplements thereto) and the Registration Rights Agreement in connection 
with the offering, issuance and sale of the Offered Securities, will violate or breach, or constitute 
a default under, (i) any law or any regulation, order, writ, injunction or decree of any court or 
governmental instrumentality applicable to the Company, (ii) any of the terms and provisions of 
the amended and restated articles of incorporation or by-laws of the Company or (iii) any material 
agreement or instrument to which the Company is a party or by which it is bound, except in the 
case of clauses (i) and (iii) above, for such violations, breaches or defaults that would not in the 
aggregate have a material adverse effect on the ability of the Company to perform its obligations 
hereunder. 

(p) hteri7aI Controls. The Company maintains systems of internal accounting controls 
sufficient to provide reasonable assurance that transactions are esecuted in accordance with 
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management’s authorizations and transactions are recorded as necessary to permit preparation of 
financial statements. 

(4) No Material Adverse Chaiige in Busiiiess. Since the respective dates as of which 
information is given in the General Disclosure Package and the Final Offering Memorandum, 
except as otherwise stated therein or contemplated thereby, there has been no material adverse 
change, or event or occurrence that would result in a material adverse change in the financial 
position or results of operations of the Company. 

(r) Ratings. No “nationally recognized statistical rating organization” as such term is 
defined for purposes of Rule 15~3-1  under the Exchange Act (i) has imposed (or has informed the 
Company that it is considering imposing) any condition (financial or otherwise) on the 
Company’s retaining any rating assigned to the Company or any securities of the Company that 
are so rated or (ii) has indicated to the Company that it is considering any of the actions described 
in Section 7(b)(ii) hereof. 

( s )  Foreign Corrupt Practices Act. None of the Company, any of its subsidiaries or, to 
the knowledge of the Company, any director, officer, agent, employec or affiliate ofthe Company 
or any of its subsidiaries is aware of or has taken any action, directly or indirectly, that would 
result in a violation by such persons of the United States Foreign Corrupt Practices Act of 1977, 
as amended, and the rules and regulations thereunder (collectively, the “FCPA”), including, 
without limitation, making use of the mails or any means or instrumentality of interstate 
commerce corruptly in furtherance of an offer, payment, promise to pay or authorization of the 
payment of any money, or other property, gift, promise to give, or authorization of the giving of 
anything of value to any “foreign official” (as such term is defined in the FCPA) or any foreign 
political party or official thereof or any candidate for foreign political office, in contravention of 
the FCPA, and the Company, any of its subsidiaries and, to the knowledge of the Company, its 
affiliates have conducted their businesses in compliance with the FCPA and have instituted and 
maintain policies and procedures designed to ensure, and which at e reasonably expected to 
continue to ensure, continued compliance therewith. 

(t) Compiiaiice with AnAi4oney Latuidering L a w .  The operations of the Company and 
any of its subsidiaries are and have been conducted at all times in compliance in all material 
respects with applicable financial recordkeeping and reporting requirements of the klnited States 
Currency and Foreign Transactions Reporting Act of 1970, as amended, the money laundering 
statutes of all applicable jurisdictions, the rules and regulations thereunder and any related or 
similar rules, regulations or guidelines issued, administered or enforced by any governmental 
agency (collectively, the “Money Laundering Laws”), and no action, suit or proceeding by or 
before any court or governmental agency, authority or body or any arbitrator irtvolving the 
Company or any of its subsidiaries with respect to the Money Laundering Laws is pending or, to 
the best knowledge of the Company, threatened. 

(11) No Saiictioi7s. Neither the Company nor any of its subsidiaries nor, to the knowledge 
of the Campany, any director, officer, agent, employee or affiliate of the Company or any of its 
subsidiaries is currently subject to any U.S. sanctions administered by the Office of Foreign 
Assets Control of the United States Treasury Department (“OFAC”); and the Company will not 
directly or indirectly use the proceeds of the offering, or lend, contribute or otherwise make 
available such proceeds, to any subsidiary, joint venture partner or other person or entity, for the 
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purpose of financing the activities of any person currently subject to any U.S. sanctions 
administered by OFAC. 

(v) Use of Proceeds. The Company will use the net proceeds received in connection 
with this offering in the manner described in the “1Jse of Proceeds” section of the General 
Disclosure Package. 

(w) Title to Property; Lien of1ndentio.e. (i) The Company has good and sufficient title 
to the interest and estate of the Company in all real property, and good title to all other property, which is 
or is to be specifically or generally described or referred to in the hdenture as being subject to the lien 
thereof, subject only to (A) the lien of the Indenture, (B) Permitted Liens (as defined in the Indenture), 
and (C) defects and irregularities in title and other Liens (as defined in the Indenture) that in each case are 
not prohibited by the Indenture and that, in the Company’s judgment, do not, individually or in the 
aggregate, impair the operation of the Company’s business i n  any material respect; 

(ii) The descriptions of all such property contained or referred to in the 
Indenture are adequate for purposes of the lien purported to be created by the Indenture; 

(iii) The Indenture (excluding Supplemental Indenture No. 2 and the Officer’s 
Certificate) constitutes, and, on the Closing Date, the Indenture will constitute, a valid 
mortgage lien on and security interest in all property which is specifically or generally 
described or referred to therein as being subject to the lien thereof (other than such property 
as has been released from the lien of the Indenture in accordance with the terms thereof), 
subject only to the Liens, defects and irregularities referred to in subparagraph (i) above; and 

(iv) On and after the Closing Dale, the Indenture by its terms will effectively 
subject to the lien thereof all property located in the Commonwealth of Kentucky acquired by 
the Company after the Closing Date of the character generally described or referred to in the 
Indenture as being subject to the lien thereof, subject to (A) defects and irregularities in title 
existing at the time of such acquisition, (B) Purchase Money Liens (as defined in the 
Indenture) and any other Liens placed or otherwisc existing or placed on such property at the 
time of such acquisition, (C) with respect to real property, Liens placed thereon following the 
acquisition thereof by the Company and prior to the recording and filing of a supplemental 
indenture or other instrument specifically describing such real property and (D) possible 
limitations arising out of laws relating to preferential transfers of property during certain 
periods prior to commencement of bankruptcy, insolvency or similar proceedings and to 
limitations on liens OR properly acquired by a debtor after the commencement of any such 
proceedings, and possible claims and taxes of the federal government, and except as 
otherwise provided in  Article Thirteen of the Indenture; it being understood that, if any 
property were to become subject to the lien of the Indenture by virtue of the “springing lien 
provisions” contained in the proviso at the end of the definition of “Excepted Property” in the 
granting clauses of the Indenture, the lien of the Indenture as to such property would be 
subject to any Liens existing on such property at the time such property becainc subject to the 
lien of the Indenture. 

(v) On the Closing Date, the Indenture will have been duly recorded or lodged 
for record as a mortgage of real estate, and any required filings with respect to personal 
property and fixtures subject to the lien of the Indenture will have been duly made, in each 
place in which such recording and filing is required to protect, preserve and perfect the lien 
of the Indenture, and all taxes and recording and filing fees required to be paid with respect to 
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the execution, recording or filing of the Indenture, the filing of financing statements and 
similar documents and the issuance of the Offered Securities will have been paid. 

3. Purchase, Sale and Delivery of Offered Secirrities. On the basis of the representations, 
warranties and agreements and subject to the terms and conditions set forth herein, the Company agrees to 
sell to the several Purchasers, and each of the Purchasers agrees, severally and not jointly, to purchase 
from the Company, at a purchase price of 99.047% of the principal amount of the 2015 Bonds and 
98.037% of the principal amount of the 2040 Bonds, plus, in each case, accrued interest from November 
16,2010 to the Closing Date (as hereinafter defined), the respective principal amounts of the 2015 Bonds 
and the 2040 Bonds set forth opposite the names of the several Purchasers in Schedule A hereto. 

The Company will deliver against payment of the purchase price the Offered Securities to be 
purchased by each Purchaser hereunder and to be offered and sold by each Purchaser in reliance on Rule 
144A (the “144A Securities”) in the form of one or more permanent global securities in definitive form 
without interest coupons (the “Restricted Global Securities”) deposited with the Trustee as custodian for 
DTC and registered in the name of Cede & Co., as nominee for the Depository Trust Company (“DTC”). 
The Company will deliver against payment of the purchase price the Offered Securities to be offered and 
sold by the Purchasers in reliance on Regulation S (the “Regulation S Securities”) in the form of one or 
more temporary global Securities in  registered form without interest coupons (the “Regulation S Global 
Securities”) which will be deposited with the Trustee as custodian for DTC for the respective accounts of 
DTC participants, including the Euroclear System (“Euroclear”), and Clearstream Banking, sociitt 
anonyme (L‘Clcarstream, Luxembourg”), and registered in the name of Cede & Co., as nominee for 
DTC. The Restricted Global Securities and the Regulation S Global Securities shall be assigned separate 
CUSIP numbers. The Restricted Global Securities shall include the legend regarding restrictions on 
transfer set forth under “Transfer Restrictions” in the Final Offering Memorandum. Until the termination 
of the distribution compliance period (as defined in Regulation S) with respect to the offering of the 
Offered Securities, interests in the Regulation S Global Securities may only be held by the DTC 
participants for Euroclear and Clearstream, Luxembourg. Interests in any pelinanent global Securities will 
be held only in book-entry form through Euroclear, Clearstream, Luxembourg or DTC, as the case may 
be, except in the limited circumstances described in the Final Offering Memorandum. 

Payment for the 144A Securities and the Regulation S Securities shall be made by the Purchasers 
in Federal (same day) funds by wire transfer to an account at a bank acceptable to the Representatives 
drawn to the order of the Company at the office of Dewey & LeBoeuf LLP, 1301 Avenue of the 
Americas, New York, New York, at 1O:OO A.M. (New York time) on November 16, 2010, or at such 
other time not later than seven full business days thereafter as the Representatives and the Company 
determine, such time being herein referred to as the “Closing Date”, against delivery to the Trtistee as 
custodian for DTC of (i) the Restricted Global Securities representing all of the 144A Securities and 
(ii) the Regulation S Global Securities representing all of the Regulation S Securities for the respective 
accounts of the DTC participants for Euroclear and Clearstream, Luxembourg. The Regulation S Global 
Securities and the Restricted Global Securities will be made available for checking at the above office of 
Dewey & LeBoeuf LL,P at least 24 hours prior to the Closing Date. 

4. Representations by Pirrchasers; Resole by Piirchasers. (a) Each Purchaser severally 
represents and warrants to the Company that i t  is a “qualified institutional buyer” (as defined in Rule 
144A under the Securities Act). 

(b) Each Purchaser severally acknowledges that the Offered Securities have not been 
registered under the Securities Act and may not be offered or sold within the IJnited States or to, 
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or for the account or benefit of, U.S. persons except in accordance with Regulation S or pursuant 
to an exemption from the registration requirements of the Securities Act. Each Purchaser 
severally represents and agrees that it has offered and sold the Offered Securities, and will offer 
and sell the Offered Securities (i) as part of its distribution at any time and (ii) otherwise until 40 
days afeer the later of the commencement of the offering and the Closing Date, only in 
accordance with Rule 903 or Rule 144A. Accordingly, neither such Purchaser nor its affiliates, 
nor any persons acting on its or their behalf, have engaged or will engage in any directed selling 
efforts with respect to the Offered Securities, and such Purchaser, its affiliates and all persons 
acting on its or their behalf have complied and will comply with the offering restrictions 
requirement of Regulation S. Each Purchaser severally agrees that, at or prior to confirmation of 
sale of the Offered Securities, other than a sale pursuant to Rule 144A, such Purchaser will have 
sent to each distributor, dealer or person receiving a selling concession, fee or other remuneration 
that purchases the Offered Securities from it during the restricted period a confirmation or notice 
to substantially the following effect: 

‘The Securities covered hereby have not been registered under the U.S. 
Securities Act of 1933 (the “Securities Act”) and may not be offered or sold 
within the IJnited States or to, or for the account or benefit of, US. persons (i) as 
part of their distribution at any time or (ii) otherwise until 40 days after the later 
of the date of the commencement of the offering and the closing date, except in 
either case in accordance with Regulation S (or Rule 144A if available) under the 
Securities Act. Terms used above have the meanings given to them by 
Regulation S.” 

Terms used in this subsection (b) have the meanings given to them by Regulation S. 

(c) Each Purchaser severally agrees that it and each of its affiliates has not entered and 
will not enter into any contractual arrangement with respect to the distribution of the Offered 
Securities except for any such arrangements with the other Purchasers or affiliates of the other 
Purchasers or with the prior written consent of thc Company. 

(d) Each Purchaser severally agrees that it and each of its affiliates will not offer or sell 
the Offered Securities in the United States by means of any form of general solicitation or gcneral 
advertising within the meaning or  Rule 502(c), including, but not limited to (i) any advertisement, 
article, notice or other coinmunication published in any newspaper, magazine or similar media or 
broadcast over television or radio, or (ii) any seminar or meeting whose attendees have been 
invited by any general solicitation or general advertising. Each Purchaser severally agrees, with 
respect to resales made in reliance on Rule 144A of any of the Offered Securities, to deliver either 
with the confirmation of such resale or otherwise prior to settlement of such resale a notice to the 
effect that the resale of such Offered Securities has been made in reliance upon the exemption 
from the registration requirements of the Securities Act provided by Rule 144A. 

5. Cerfain Ageenrents of the Company. The Company agrees with the several Purchasers that: 

(a) It  will furnish to each ofthe Purchasers, without charge, copies of the 
Preliminary Offering Memorandum, each other document comprising a part of the General 
Disclosure Package, the Final Offering Memorandum, all amendments and supplements to such 
documents and any supplements and amendments thereto as you may reasonably request. 
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(b) Before amending or supplementing the Preliminary Offering Memorandum, any 
component of the General Disclosure Package or the Final Offering Memorandum, to furnish to 
the Purchasers a copy of each such proposed amendment or supplement and not to use any such 
proposed amendment or supplcment to which the Purchasers reasonably ob.ject in writing. 

(c) If, during such period after the date hereof and prior to the date on which all of 
the Offered Securities shall have been sold by the Purchasers, any event shall occur or condition 
exist as a result of which it is necessary to amend or supplement the General Disclosure Package 
or the Final Offering Memorandum in order to make the statements therein, in the light of the 
circumstances when the General Disclosure Package or the Final Offering Memorandum is 
delivered to a purchaser, not misleading, or if it is necessary to amend or supplement the General 
Disclosure Package or the Final Offering Memorandum to comply with applicable law, forthwith 
to prepare and furnish, at its own expense, to the Purchasers, either amendments or supplements 
to the General Disclosure Package or the Final Offering Memorandum so that the statements i n  
the General Disclosure Package or Final Offering Memorandum, as applicable, as so amended or 
supplemented will not, in the light of the circumstances when the General Disclosure Package or 
the Final Offering Memorandum is delivered to a purchaser, be misleading or so that the General 
Disclosure Package or Final Offering Memorandum, as applicable, as amended or supplemented, 
will comply with applicable law; provided that the expense of preparing and furnishing any such 
amendment or supplement (i) that is necessary in connection with such a delivery of the Final 
Offering Memorandum more than nine months after the date of this Agrecment or (ii) that relates 
solely to the activities of any Purchaser shall be borne by the Purchaser or Purchasers or the 
dealer or dealers requiring the same; and provided f~irther that you shall, upon inquiry by the 
Company, advise the Company whether or not any Purchaser or dealer which shall have been 
selected by you retains any unsold Offered Securities and, for the purposes of this subsection (c), 
the Company shall be entitled to assume that the distribution of the Offered Securities has been 
completed when they are advised by you that no Purchaser or such dealer retains any Offered 
Securities. 

(d) To endeavor to qualify the Offered Securities for offer and sale under the 
securities or Blue Sky laws of such jurisdictions as the Purchasers shall reasonably request; 
provided; however, that the Company shall not be required to qualify to do business as a foreign 
corporation or as a securities dealer, to file a general consent to service of process in any 
jurisdiction in which it is not so qualified, to subject itself to taxation in respect of doing business 
in any jurisdiction in which it is not otherwise so subject or to meet any requirement in 
connection with this paragraph (d) reasonably deemed by the Company to be unduly burdensome. 

(e) To pay or bear (i) all expenses in  connection with the matters herein required to 
be performed by the Company and under the Indenture and Registration Rights Agreement, 
including all expenses (except as provided in Section S(c) above) in connection with the 
preparation of the Preliminary Offering Memorandum and the Final Offering Memorandum, and 
any amendment or supplement thereto, and the furnishing of copies thereof to the Put chasers, and 
all audits, statements or reports in connection therewith, and all expenses in connection with the 
issue and delivery of the Offered Securities to the Purchasers, any fees and expenses relating to 
the eligibility and issuance of the Offered Securities in book-entty form and the cost of obtaining 
CUSIP numbers or other identification numbers for the Offered Securities, all federal and state 
taxes (if any) payable (not including any transfer taxes) upon the original issue of the Offered 
Securities; ( i i )  all expenses in connection with the printing, reproduction and delivery of this 
Agreement and, except as provided in Section S(c) above, the printing, reproduction and deliveiy 
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of the Preliminary Offering Memorandum, the Final Offering Memorandum, the Indenture and 
the Registration Rights Agreement and any amendments or supplerrients thereto, and any other 
documents relating to the issuance, offer, sale and delivery of the Offered Securities; (iii) any and 
all fees payable in connection with the rating of the Offered Securities; (iv) the Company’s costs 
and expenses relating to investor presentations on any “road show” undertaken in connection with 
the marketing of the offering of the Offered Securities, including, without limitation, expenses 
associated with the production of road show slides and graphics, fees and expenses of any 
consultants engaged in connection with the road show presentations with the prior approval of the 
Company, travel and lodging expenses of the representatives and officers of the Company and 
any such consultants, and the Company’s portion of the costs of any aircraft chartered in 
connection with the road show; (v) the qualification of the Offered Securities under the securities 
laws or Blue Sky laws of such jurisdictions as the Purchasers shall reasonably request in 
accordance with the provisions of Section 5(d) hereof, including filing fees and the reasonable 
fees and disbursements of counsel for the Purchasers in connection with any Blue Sky or legal 
investinent survey, (vi) the fees and expenses of the Trustee, including the fees and disbuisernents 
of counsel for the Trustee in connection with the Offered Securities; and (vii) all costs and 
expenses relating to the creation, filing or perfection of the secui ity interests under the Indenture. 

Neither the Company nor any Affiliate will sell, offer for sale or solicit offers to 
buy or otherwise negotiate in respect of any security (as defined in the Securities Act) that would 
be integrated with the sale of the Offered Securities in a manner which would require the 
registration under the Securities Act of the Offered Securities. 

(0 

(g) The Company will not solicit any offer to buy or offer or sell the Offered 
Securities by meaiis of any form of general solicitation or general advertising (as those terms are 
used in Regulation D under the Securities Act) or in any manner involving a public offering 
within the meaning of Section 4(2) of the Securities Act. 

(h) None ofthe Coinpany, its Affiliatcs or any person acting on its or their behalf 
(other than the Purchasers) will engage in any directed selling efforts (as that term is defined in 
Regulation S) with respect to the Offercd Securities, and the Company and its Affiliates and each 
person acting on its or their behalf (other than the Purchasers) will coinply with the offering 
restrictions requirement of Regulation S. 

(i) While any ofthe Offered Securities remain “restricted securities” within the 
meaning of the Securities Act, the Company will make available, upon request, to any seller of 
such Securities the information specified in Rule 144A(d)( 4) under the Securities Act, unless the 
Company is then subject to Section 13 or 1 S(d) of the Exchange Act. 

(j) During the period of one year after the Closing Date the Company will not, and 
will not permit any of its affiliates (as defined in Rule 144A under the Securities Act) to resell 
any of the Offered Securities which constitute “restricted securities” under Rule 144A that have 
been reacquired by any of them. 

(k) The Company will comply with all of the t a m s  in the Registration Rights 
Agreement and to cause the Exchange Offer to be made in the appropriate form to permit the 
Exchange Securities to be offered in exchange for the Offered Securities and to comply with all 
applicable federal and state securities laws in connection therewith. 
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6. Free Writing Commzmications. (a) The Company represents and agrees that, unless it obtains 
the prior consent of the Representatives, and each Purchases represents and agrees that, unless it obtains 
the prior consent of the Company and the Representatives, it has not made and will not make any offer 
relating to the Offered Securities that would constitute an Issuer Free Writing Communication. 

(b) Term Sheets. The Company consents to the use by any Purchaser of a Free Writing 
Communication that contains only (A) information describing the preliminary terms of the 
Offered Securities or their offering or (B) information that describes the final terms of the Offered 
Securities or their offering and that is included in or is subsequently included in the Final 
Offering Memorandum. 

7. Conditions of the Obligations of the Piirchasers. The obligations of the several Purchasers to 
purchase and pay for the Offered Securities will be subject to the accuracy of the representations and 
warranties of the Company herein (as though made on the Closing Date), to the accuracy of the 
statements of officers of the Company made pursuant to the provisions hereof, to the performance by the 
Company of its obligations hereunder and to the following additional conditions precedent: 

(a) Accoz~ntan(s ’ Coiifort Lefler. The Purchasers shall have received letters, in form and 
substance satisfactory to you, dated, respectively, the date hereof and the Closing Date, of 
PricewaterhouseCoopers LL,P confirming that they are a registered public accounting fitin and 
independent public accountants within the meaning of the Securities Laws and containing 
statements and information of the type ordinarily included in accountants’ “comfort letters”. 

(b) No Material Adverse Change. Subsequent to the execution and delivery of this 
Agreement, there shall not have occurred (i) any inaterial adverse change not contemplated by 
General Disclosure Package in or affecting particularly the business or properties of the Company 
(a “Material Adverse Change”) which, in the judgment of the Purchasers, materially impairs the 
investment quality of the Offered Securities, (ii) any dccreasc in thc ratings of the Offered 
Securities by any “nationally rccognized statistical rating organization”, as such term is defined 
for purposes of Rule 15~3-1  under the Exchange Act, or any such organization shall have publicly 
announced that it has under surveillance or review, with possible negative implications, its rating 
of the Offered Securities, (iii) any suspension of or material limitation of tiading generally on the 
New York Stock Exchange or the Nasdaq Global Market, (iv) any suspension of trading of any 
securities of the Company on any exchange or in any over-the-counter market, (v) any general 
moratorium on commercial banking activities in New York declared by either Federal or New 
York State authorities or (vi) any outbreak or escalation of major hostilities in which the United 
States is involved, any declaration of war by Congress or any other substantial national or 
international calamity or emergency if, in the reasonable judgment of the Representatives, the 
effect of any such outbreak, escalation declaration, calamity or emergency makes it impractical 
and inadvisable to proceed with completion of the sale of and payment for the Offered Securities, 
and in the case of any of the events specified in clauses (a)(i) through (vi), such event singly or 
together with any other such event makes it, in your judgment, impracticable to market the 
Offered Securities on the terms and in the manner contemplated in the Preliminary Offering 
Memorandum or the Final Offering Memorandum. 

(c) Opinion of General Cotinsel of Coinpany. The Purchasers shall have received an 
opinion, dated the Closing Date, of the General Counsel of the Company, in form and substance 
reasonably satisfactory to the counsel of the Purchasers, substantially to the effect that: 
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(i) The Company has been duly organized and is validly existing as a 
corporation in good standing under the laws of Kentucky, with power and authority to 
own its properties and conduct its business as described in the General Disclosure 
Package and the Final Offering Memorandum; 

(ii) (a) The Offered Securities have been duly authorized and executed by 
the Company; when the Offered Securities have been (A) authenticated and delivered by 
the Trustee in the manner provided for in the Indenture and (B) issued and delivered by 
the Company against payment of the consideration therefor as provided in the 
Agreement, the Offered Securities will constitute valid and binding obligations of the 
Company enforceable in accordance with their terms, except to the extent limited by the 
Enforceability Exceptions; and the Offered Securities are in the form established 
pursuant to, and are entitled to the benefits of, the Indenture; (b) the Exchange Securities 
have been duly authorized; when the Exchange Securities have been (A) executed by the 
Company and authenticated and delivered by the Trustee in the manner provided for in 
the Indenture and (B) issued and delivered by the Company pursuant to a Registered 
Exchange Offer (as contemplated by the Registration Rights Agreement), the Exchange 
Securities will constitute valid and binding obligations of the Company enforceable in 
accordance with their terms, except to the extent limited by the Enforceability 
Exceptions; and the Exchange Securities shall be entitled to the benefits of, the 
Indenture; 

(iii) The Indenture has been duly authorized, executed and delivered, and 
assuming due authorization, execution and delivery of the Indenture by the Trustee, 
constitutes a valid and legally binding obligation of the Company enforceable in 
accordance with its terms except to the extent limited by the Enforceability Exceptions; 

(iv) The descriptions in the General Disclosure Package and the Final 
Offering Memorandum of statutes, legal and governmental proceedings and contracts and 
other documents arc accuratc i n  all material respects; and nothing has come to the 
attention of such counsel that would lead such counsel to believe either that the General 
Disclosure Package, as of the Applicable Time, or that the Final Offering Memorandum, 
as of the date of this Agreement and as of the Closing Date, contained or contains any 
untrue statement of a material fact or omitted or omits to state any material fact necessary 
to make the statements therein, in the light of the circumstances under which they were 
made, not misleading; it being understood that such counsel need express no opinion as 
to (i) the financial statenients or other financial data contained i n  the General Disclosure 
Package and the Final Offering Memorandum and (ii) statements in the General 
Disclosure Package and the Final Offering Memorandum based upon written information 
furnished to the Company by any purchaser through the Representatives specifically for 
use therein, it being understood and agreed that the only such information furnished by 
any Purchaser consists of that information set forth in Section 8(b) of this Agreement; 

(v) The descriptions of the Indenture and the Offered Securities contained in  
the Preliminary Offering and the Final Offering Memorandum under the captions 
“Descriptions of the Bonds- Security; Lien of Mortgage- General,” insofar as they 
purport ta constitute summaries of certain terms of the Indenture and the Offered 
Securities, are accurate i n  all material respects; 
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(vi) This Agreement has been duly authorized, executed and delivered by the 
Company; and the Registration Rights Agreement has been duly authorized, executed and 
delivered by the Company, and assuming due authorization, execution and delivery 
thereof by the other parties thereto, constitutes a valid and binding obligation of the 
Company enforceable against the Company in accordance with its terms, except to the 
extent limited by the Enforceability Exceptions; 

(vii) The Order of the Kentucky Public Service Commission, dated September 
30,2010, has been obtained and is in full force and effect and is sufficient to authorize 
the issuance and sale by the Company of the Offered Securities as contemplated by this 
Agreement, and no further consent, approval, authorization, order, registration or 
qualification of or with any federal, state or local governmental agency or body or any 
federal, state or local court is required to be obtained by the Company for the 
consummation of the transactions contemplated by this Agreement, the Indenture, and the 
Registration Rights Agreement in connection with the offering, issuance and sale by the 
Company of the Offered Securities, or the performance by the Company of its obligations 
hereunder or thereunder, except for (i) any orders of the Commission declaring effective 
the Exchange Offer Registration Statement or, if required, the Shelf Registration 
Statement (each as defined in the Registration Rights Agreement) and qualifying the 
Indenture under the Trust indenture Act in connection therewith, (ii) such as have been 
obtained or (iii) such as may be required under the blue sky laws of any jurisdiction; 

(viii) Neither the execution and delivery by the Company of nor the 
transactions contemplated by this Agreement, the Indenture or the Registration Rights 
Agreement in connection with the offering, issuance and sale of the Offered Securities, 
will (i) violate any law or any regulation, order, writ, injunction or decree of any court or 
governmental instrumentality known to such counsel to be applicable to the Company, 
(ii) result in a breach or violation of any of the terms and provisions of, or constitute a 
default under, the amended and restated articles of incorporation or by-laws of the 
Company or (iii) result in a breach or violation of, nor a default under, any material 
agreement or instrument known to such Counsel to which the Company is a party or by 
which it is bound, except i n  the case of clauses (i) and (iii) above, for such violations, 
breaches or defaults that would not in the aggregate have a material adverse effect on the 
ability of the Company to perform its obligations hereunder; and the Company has full 
power and authority to authorize, issue and sell the Offered Securities as contemplated by 
this Agreement; 

(ix) The Company has good and sufficient title to the interest and estate of 
the Company in all real property which is or is to be specifically or generally described or 
referred to in the Indenture as being subject to the lien thereof, subject only to (A) the lien 
of the Indenture, (B) Permitted Liens (as defined in the Indenture), and (C) defects and 
irregularities in title and other Liens (as defined in the Indenture) that in  each case are not 
prohibited by the Indenture and that, in the Company’s judgment, do not individually or 
in the aggregate, impair the operation of the Company’s business in any material respect; 

(x) The descriptions of all such property contained or referred to in the 
Indenture are adequate for purposes of the lien purported to be created by the Indenture; 
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(xi) The Indenture constitutes a valid mortgage lien on and security interest 
in all property which is specifically or generally described or referred to therein as being 
subject to the lien thereof (other than such property as has been released from the Lien of 
the Indenture in accordance with the terms thereof), subject only to the Liens, defects and 
irregularities referred to in subparagraph (ix) above; 

(xii) The Indenture by its terms will effectively subject to the lien thereof all 
property located in the Commonwealth of Kentucky acquired by the Company after the 
Closing Date of the character generally described or referred to in the Indenture as being 
subject to the lien thereof, subject to (A) defects and irregularities in title existing at the 
time of such acquisition, (B) Purchase Money Liens (as defined in the Indenture) and any 
other Liens placed or otherwise existing on such praperty at the time of such acquisition, 
C) with respect to real property, Liens placed thereon following the acquisition thereof by 
the Company and prior to the recording and filing of a supplemental indenture or other 
instrument specifically describing such real property and (D) possible limitations arising 
out of laws relating to preferential transfers of property during certain periods prior to 
commencement of bankruptcy, insolvency or similar proceedings and to limitations on 
liens on property acquired by a debtor after the commencement of any such proceedings, 
and possible claims and taxes of the L‘ederal government, and except as otherwise 
provided in Article Thit-teen of the Indenture; it being itnderstood that, if any property 
were to become subject to the lien of the Indenture by virtue ofthe “springing lien” 
provisions contained in the proviso at the end of the definition of “Excepted Property“ in 
the granting clauses of the Indenture, the lien of the Indenture as to such property would 
be subject to any Liens existing on such property at the time such property became 
subject to the Lien of the Indenture; and 

(xiii) The Indenture has been duly recorded or lodged for record as a mortgage 
of real estate, and any required filings with respect to personal property and fixtures 
subject to the lien of the Indenture have been duly made, in each place in which such 
recording and filing is required to protect, preserve and perfect the lien of the Indenture, 
and all taxes and recording and filing fees required to be paid with respect to the 
execution, recording or filing ofthe Indenture, the filing of financing statements and 
similar documents and the issuance of the Offered Securities have been paid. 

In expressing any of the foregoing opinions (other than the opinions in paragraph (iv) 
above), the General Counsel of the Company may rely on opinions, dated the Closing Date, of 
Dewey & LeBoeuf LLP, Stoll Keenon Ogden PLLC, Kentucky counsel of the Company, and/or 
Frost Brown Todd LLC, special Kentucky counsel to the Company, and in the case of the 
opinions in paragraphs (ix) to (xiii) above, the General Counsel shall rely, in part, on such 
opinions of Kentucky Counsel or special Kentucky counsel. Copies of the opinions of Stoll 
Keenon Qgden PLLC and Frost Brown Todd L,LC shall be delivered to the Purchasers and the 
Purchasers and Counsel for the Purchasers shall be entitled to rely on such opinions. 

(d) Opinion of Cozci?sel of Coii7par7j). The Purchasers shall have received an opinion, 
dated the Closing Date, of Dewey & LeBoeuf LLP, special counsel to the Company, in form and 
substance reasonably satisfactory to the corinsel of the Purchasers, substantially to the effect that: 

(i) (a) The Offered Securities have been duly authorized and executed by 
the Company; when the Offered Securities have been (A) authenticated and delivered by 
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the Trustee in the manner provided for in the Indenture and (B) issued and delivered by 
the Company against payment of the consideration therefor as provided in the 
Agreement, the Offered Securities will constitute valid and binding obligations of the 
Company enforceable in accordance with their terms, except to the extent limited by the 
Enforceability Exceptions; and the Offered Securities are in the form established 
pursuant to, and are entitled to the benefits of, the Indenture; (b) the Exchange Securities 
have been duly authorized; when the Exchange Securities have been (A) executed by the 
Company and authenticated and delivered by the Trustee in the manner provided for in 
the Indenture and (B) issued and delivered by the Company pursuant to a Registered 
Exchange Offer, the Exchange Securities will constitute valid and binding obligations of 
the Company enforceable in accordance with their terms, except to the extent limited by 
the Enforceability Exceptions; and the Exchange Securities shall be entitled to the 
benefits of, the Indenture; 

(ii) The Indenture has been duly authorized, executed and delivered, and 
assuming due authorization, execution and delivery of the Indenture by the Trustee, 
constitutes a valid and legally binding obligation of the Company enforceable in 
accordance with its terms except to the extent limited by the Enforceability Exceptions; 

(iii) Nothing has come to the attention of such counsel that would lead such 
counsel to believe that the General Disclosure Package, as of the Applicable Time, 
contained any untrue statement of a material fact or omitted lo state any material fact 
necessary to make the statements therein, in the light of the circumstances under which 
they were made, not misleading; or that the Final Offering Memorandum, as of the date 
of this Agreement and, as of the Closing Date, contained or contains any untrue statement 
of a material fact or omitted or omits to state any material fact necessary to make the 
statements therein, in the light of the circumstances under which they were made, not 
misleading; it being understood that such counsel need express no opinion as to the 
financial statements or other financial or statistical data contained in the General 
Disclosure Package and the Final Offering Memorandum; 

(iv) This Agreement and the Registration Rights Agrcetnent havc been duly 
authorized, executed and delivered by the Company; the Registration Rights Agreement, 
assuming due authorization, execution and delivery by the other parties thereto, 
constitutes a valid and binding obligation of the Company enforceable in accordance with 
its terms except to the extent limited by the Enforceabilily Exceptions; 

(v) No approval, authorization, consent or other order of any public board or 
body of the United States or the State of New York (other than any orders of the 
Commission declaring effective the Exchange Offer Registration Statement or, if 
required, the Shelf Registration Statement (each as defined in the Registration Rights 
Agreement) and qualifjhg the Indenture under the Trust Indenture Act in connection 
therewith and other than in connection or compliance with the provisions of the local 
securities or “blue sky” laws of any jurisdiction) is legally required for the authorization 
of the issuance and sale of the Offered Securities by the Company or in the manner 
contemplated herein and in the General Disclosure Package and the Final Offering 
Memorandum; 
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(vi) The descriptions of the Indenture and the Offered Securities contained in 
the General Disclosure Package and the Final Offering Memorandum, including under 
the captions “Descriptions of Bonds”, insofar as they purport to constitute summaries of 
certain terms of the Indenture and the Offered Securities, are accurate in all material 
respects; 

(vii) The statements set forth in the General Disclosure Package and the Final 
Offering Memorandum under the caption “Material U.S. Federal Income Tax 
Consequences”, insofar as they purport to constitute summaries of matters of U.S. federal 
tax law and regulations or legal conclusions with respect thereto, and subject to the 
exceptions, limitations and qualifications set forth therein, constitute accurate summaries 
of the matters described therein in all material respects; 

(viii) The Company is not an “investment company” as such term is defined in 
the Investment Company Act of 1940, as amended; 

(ix) Based upon the representations, warranties and agreements of the 
Company and o f  the Purchasers in this Agreement, it is not necessary in connection with 
the offer, sale and delivery of the Offered Securities to the Purchasers under this 
Agreement or in connection with the initial resale of such Offered Securities by the 
Purchasers in accordance with this Agreement to register the Offered Securities under the 
Securities Act or to qualify the Indenture under the Trust Indenture Act of 1939, it being 
understood that such counsel need not express any opinion as to any subsequent resale of 
any Offered Security; and 

(x) Neither the execution and delivery by the Company of this Agrcement, 
the Indenture or the Registration Rights Agreement nor the performance by the Company 
of its obligations thereunder, will violate any law of the State of New York as in such 
counsel’s experience, such counsel would consider to be normally applicable to the 
transactions contemplated by such agreements and applicable to the Company. 

In rendering its opinion, Dewey &, LcBoeuf LLP need not express any opinion as to 
incorporation of the Company, corporate and regulatory authorizations (other than expressed in 
paragraph (v) above), titles to property, franchises and the lien of the Indenture, the security 
provided thereby, or any recordation or filing of the Indenture or related financing statements, and 
may rely as to matters involving Kentucky law upon the opinion of the General Counsel of the 
Company or any other special counsel referred to above. 

(e)  OpilliOl’l of CozmseI for Pzn.chnsers. ‘l‘lie Purchasers shall have received from Davis 
Polk &, Wardwell LLP, counsel for the Piitchasers, such opinion or opinions, dated the Closing 
Date, with respect to such matters as the Representatives may require. and the Company shall 
have furnished to such counsel such docuinents as thcy request for the purpose of enabling them 
to pass upon such matters. I n  rendering such opinion, Davis Polk BC Wardwell LLP may rely, as 
to matters involving the matters governed by Kentucky law, upon the opinion of the General 
Counsel of the Company referred to above or the opinion of any special counsel referred to 
above, including those of Stoll Iceenon Ogden PLL,C and Frost Brown Todd LLC. 

( f )  Officers’ Ceriificafe. The Purchasers shall have received on the Closing Date a 
certificate, dated the Closing Date, of an executive officer and a principal financial or accounting 
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officer of the Company, in which such officers, to the best of their knowledge after reasonable 
investigation, shall state that (i) the representations and warranties of the Company in this 
Agreement are true and correct in all material respects as of the Closing Date, (ii) the Company 
has complied in all material respects with all agreements and satisfied all conditions on its part to 
be performed or satisfied at or prior to the Closing Date, and (iii) since the date as of which 
information is given in the General Disclosure Package and the Final Offering Memorandum, 
there has not been any Material Adverse Change except as set forth or contemplated in the 
General Disclosure Package or the Final Offering Memorandum or in an amendment or 
supplement thereto or as described in such certificate. 

(g) Transaction Documenls. The Company shall have executed and the Purchasers shall 
have received fully executed and/or authenticated copies of the Indenture (including any 
supplements thereto) and the Registration Rights Agreement, and shall have received such 
evidence as they may reasonably require of the filing of the Indenture in such ,jurisdictions in the 
Commonwealth of Kentucky as may be required. 

The Company will furnish the Purchasers with such conformed copies of such opinions, 
certificates, letters and documents as the Purchasers reasonably request. The Representatives may in their 
sole discretion waive on behalf of the Purchasers compliance with any conditions to the obligations of the 
Purchasers hereunder. 

8. Indemn$cation arid Cou~ribzrfion. (a) The Company agrees that it will indemnify and 
hold harmless each Purchaser and the officers, directors, partners, members, employees, agents and 
affiliates of each Purchaser and each person, if any, who controls any Purchaser within the meaning of 
Section 15 ofthe Securities Act or Section 20 of the Exchange Act (each “an indemnified party”), against 
any loss, expense, claim, damage or liability to which, jointly or severally, such Purchaser or such 
controlling person tnay become subject, under the Securities Act or otheiwise, insofar as such loss, 
expense, claim, damage or liability (or actions in respect thereof) arises out of or is based upon any 
untrue statement or alleged untrue statement of any material fact contained in the Preliminary Offering 
Memorandum or the Final Offering Memorandum, or any amendment or supplement thereto, or any 
Issuer Free Writing Communication (including, without limitation, any Supplemental Marketing 
Material), or arises out of or is based upon the omission or alleged omission to state therein any material 
fact required to be stated therein or necessary to make the statements therein not misleading and, except 
as hereinafter in this Section provided, the Company agrees to reimburse each indemnified party for any 
reasonable legal or other expenses as incurred by such indemnified party i n  connection with investigating 
or defending against any such loss, expense, claim, damage or liability; provided, however, that the 
Company shall not be liable in any such case to the extent that any such loss, expense, claim, damage or 
liability arises out of or is based on an untrue statement or alleged untrue statement or omission or alleged 
omission made in any such document i n  reliance upon, and in conformity with, written information 
furnished to the Company by or through the Representatives on behalf of any Purchaser expressly for use 
in any such document, it being understood and agreed that the only such information consists of the 
information described as such in subsection (b) below. 

(b) Each Purchaser, severally and not jointly, agrees that it will indemnify and hold 
harmless the Company and its officers and directors, and each of them, and each person, if any, who 
controls the Company within the meaning of Section 15 of the Securities Act, against any loss, expense, 
claim, damage or liability to which it or they may become subject, under the Securities Act or otherwise, 
insofar as such loss, expense, claim, damage or liability (or actions in respect thereof) arises out of or is 
based on any untrue statement or alleged untrue statement of any material fact contained in  the 
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Preliminary Offering Memorandum or the Final Offering Memorandum, or any amendment or 
supplement thereto, or any Issuer Free Writing Communication (including, without limitation, any 
Supplemental Marketing Material), or arises out of or is based upon the omission or alleged omission to 
state therein any material fact required to be stated therein or necessary to make the statements therein not 
misleading, in each case to the extent, and only to the extent, that such untrue statement or alleged untrue 
statement or omission or alleged omission was made in any such documents in reliance upon, and in 
conformity with, written information furnished to the Company by or through the Representatives on 
behalf of such Purchaser expressly for use in any such document, it being understood and agreed that the 
only such information furnished by any Purchaser consists of the following information in the 
Preliminary Offering Memorandum and the Final Offering Memorandum: under the caption “Plan of 
Distribution”, the information in the third paragraph relating to certain terms of the offering of the 
Offered Securities, the information in the second sentence of the eighth paragt aph relating to niarket- 
making activities of the Purchasers and the information in the ninth and tenth paragraphs relating to 
stabilizing transactions, over-allotment transactions, syndicate covering transactions and penalty bids, and 
with respect to Lloyds TSB Bank plc only, that information contained in the eleventh paragraph (it being 
understood and agreed that such information in such eleventh paragraph was provided solely by Lloyds 
TSB Bank plc and not on behalf of any other Purchaser); and, except as hereinafter in this Section 
provided, each Purchaser, severally and not jointly, agrees to reimburse the Company and its officers and 
directors, and each of them, and each person, if any, who controls the Company within the meaning of 
Section 1.5 of the Securities Act, for any reasonable legal or other expenses incurred by it or them in 
connection with investigating or defending against any such loss, expense, claim, dainagc or liability. 

(c) Upon receipt of notice of the commencement of any action against an indemnified 
party, the indemnified party shall, with reasonable promptness, if a claim in  respect thereof is to be made 
against an indemnifying party undei its agreement contained in this Section 8, notify such indemnifying 
party in writing of the commencement thereoc but the omission so to notify an indemnifying party shall 
not relieve it from any liability which i t  may have to the indeinnified party otherwise than under its 
agreement contained in this Section 8. I n  the case of any such notice to an indemnifying party, the 
indemnifying party shall be entitled to participate at its own expense in the defense, or if it so elects, to 
assume the defense, of any such action, but, if it elects to assume the defense, such defense shall be 
conducted by counsel chosen by it and satisfactory to the indemnified party and to any other indemnifying 
party that is a defendant in the suit. In the event that any indemnifying party elects to assume the defense 
of any such action and retain such counsel, the indemnified party shall bear the fees and expenses of any 
additional counsel retained by it unless (i) the indemnifying party and the indemnified party shall have 
mutually agreed to the contrary; (ii) the indemnifying party has failed within a reasonable time to retain 
counsel reasonably satisfactory to the indemnified party; (iii) the indemnified party shall have reasonably 
concluded that there may be legal defenses available to it that are different from or in addition to those 
available to the indemnifying party; or (iv) the named parties in any such proceeding (including any 
impleaded parties) include both the indemnifying party and the indemnified party and the representation 
of both parties by the same counsel would be inappropriate due to actual or potential differing interests 
between them. No indemnifying party shall be liable in the event of any settlement of any such action 
effected without its consent. Each indemnified party agrees proinptly to notify each indemnifying party 
of the commencement of any litigation or proceedings against it in connection with the issue and sale of 
the Offered Securities. 

(d) If any Purchaser or person entitled to indemnification by the terms of subsection (a) 
of this Section 8 shall have given notice to the Company of a claim in  respect thereof pursuant to 
subsection (c) of this Section 8, and if such claim for indemnification is thereafter held by a court to be 
unavailable for any reason other lhan by reason of the terms of this Section 8 or i f  such claim is 
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unavailable under controlling precedent, such Purchaser or person shall be entitled to contribution from 
the Company for liabilities and expenses, except to the extent that contribution is not permitted under 
Section 1 l ( f )  of the Securities Act. In determining the amount of contribution to which such Purchaser or 
person is entitled, there shall be considered the relative benefits received by such Purchaser or person and 
the Company from the offering of the Offered Securities that were the subject of the claim for 
indemnification (taking into account the portion of the proceeds of the offering realized by each), the 
Purchaser or person’s relative knowledge and access to information concerning the matter with respect to 
which the claim was asserted, the opportunity to correct and prevent any statement or omission, and any 
other equitable considerations appropriate under the circumstances. The Company and the Purchasers 
agree that it would not be equitable if the amount of such contribution were determined by pro rata or per 
capita allocation (even if the Purchasers were treated as one entity for such purpose). 

(e) No indemnifying party shall, without the prior written consent of the indemnified 
parties, settle or compromise or consent to the entry of any judgment with respect to any litigation, or any 
investigation or proceeding by any governmental agency or body, commenced or threatened, or any claim 
whatsoever in respect of which indemnification or contribution could be sought under this Section 8 
(whether or not the indemnified parties are actual or potential parties thereto), unless such settlement, 
compromise or consent (i) includes an unconditional release of each indemnified party and all liability 
arising out of such litigation, investigation, proceeding or claim, and (ii) does not include a statement as to 
or an admission of fault, culpability or the failure to act by or on behalf of any indemnified party. 

( f )  The indemnity and contribution provided for in this Section 8 and the 
representations and warranties of the Company and the several Purchasers set forth in this Agreement 
shall remain operative and in full force and effect regardless of (i) any investigation made by or on behalf 
of any Purchaser or any person controlling any Purchaser or the Company or their respective directors or 
officers, (ii) the acceptance of any Offered Securities and payment therefor under this Agreement and (iii) 
any termination of this Agreement. 

9. Defuzilt of Purclrasers I f  any Purchaser or Purchasers default in their obligations to purchase 
Offered Securities hereunder and the aggregate principal amount of Offered Securities that such 
defaulting Purchaser or Purchasers agreed but failed to purchase does not exceed 10% of the total 
principal amount of Offered Securities, the Representatives may make arrangements satisfactory to the 
Company for the purchase of such Offered Secirritics by other persons, including any of the non- 
defaulting Purchasers, but if no such arrangements are made by the Closing Date, the non-defaulting 
Purchasers shall be obligated severally, in proportion to their respective commitments hereunder, to 
purchase the Offered Securities that such defaulting Purchasers agreed but failed to purchase. In the event 
that any Purchaser or Purchasers default in their obligations to purchase Offered Securities hereunder, the 
Company may by prompt written notice to non-defaulting Purchasers postpone the Closing Date for a 
period of not more than seven full business days in order to effect whatever changes may thereby be made 
necessary in the General Disclosure Package or the Final Offering Meinoianduin or in any other 
documents, and the Company will promptly furnish any amendments or supplements to the General 
Disclosure Package or the Final Offering Memorandum which may thereby be made necessary. If any 
Purchaser or Purchasers so default and the aggregate principal amount of Offered Securities with respect 
to which such default or defaults occur exceeds 10% of the total principal amount of Offered Securities 
and arrangements satisfactory to the Representatives and the Company for the purchase of such Offered 
Securities by other persons are not made within 48 hours after such default, this Agreement will terminate 
without liability of any party to any other paity except that the provisions of Sections 8, 10 and 15 shall at 
all times be effective and shall survive such termination. As used in this Agreement, the term “Purchaser” 
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includes any person substituted for a Purchaser under this Section. Nothing herein will relieve a 
defaulting Purchaser from liability for its default. 

10. Survival of Certain Representarions and Obligations. The respective indemnities, 
agreements, representations, warranties and other statements of the Company or its officers and of the 
several Purchasers set forth in or made pursuant to this Agreement will remain in full force and effect, 
regardless of any investigation, or statement as to the results thereof, made by or on behalf of any 
Purchaser, the Company or any of their respective representatives, officers or directors or any controlling 
person, and will survive delivery of and payment for the Offered Securities. If for any reason the 
purchase of the Offered Securities by the Purchasers is not consummated, the Company shall remain 
responsible for the expenses to be paid or reimbursed by it pursuant to Section 5 and the respective 
obligations of the Company and the Purchasers pursuant to Section 8 shall remain in effect. I f  the 
purchase of the Offered Securities by the Purchasers is not consummated for any reason other than solely 
because of the termination of this Agreement pursuant to Section 9 or the occurrence of any event 
specified in clause (iii), (v) or (vi) of Section 7(b) or any combination of events specified in such clauses 
(iii), (v) and (vi), the Company will reimburse the Purchasers for all out-of-poc1e.t expenses (including 
fees and disbursements of counsel) reasonably incurred by them in connection with the offering of the 
Offered Securities. 

1 1. Notices. All communications hereunder will be in writing and, if sent to the Purchasers will 
be mailed, delivered or telegraphed and confirmed to the Purchasers at Merrill L,ynch, Pierce, Fenner & 
Smith Incorporated at One Bryant Park, NYI-100-18-03, New York, NY 30036, Facsimile: 212-901- 
788 I ,  Attention: High Grade Debt Capital Markets Transaction ManagementILegal and Credit Suisse 
Securities (USA) LLC at Eleven Madison Avenue, New York, N.Y. 10010-3629, Attention: LCD-JBD, 
or, if sent to the Company, will be mailed, delivered or telegraphed and confirmed to i t  at 220 West Main 
Street, Louisville, Kentucky 40202, Attention: Treasurer; provided, however, that any notice to a 
Purchaser pursuant to Section 8 will be mailed, delivered or telegraphed and confirmed to such Purchaser. 

12. Szrccessors. This Agreement will inure to the benefit of and be binding upon the parties 
hereto and their respective successors and the controlling persons referred to in Section 8, and no other 
person will have any right or obligation hereunder, except that holders of Offered Securities shall be 
entitled to enforce the agreements for their benefit with respect to information required to be delivered to 
holders of the Offered Securities pursuant to the Indenture and in accordance with Rule 144A(d)(4) 
against the Company as if such holders were parties thereto. 

13. Representatioi7 of Pzrrclinsers. You will act for the several Purchasers in connection with this 
purchase, and any action under this Agreement raken by yoti will be binding upon all the Purchasers. 

14. Cou~~teipurts. This Agreement may be executed in any number of counterparts, each of 
which shall be deemed to be an original, but all such counterparts shall together constitute one and the 
same Agreement. 

15. Absence of Fiduciary Rekationship. The Company acknowledges and agrees that (a) the 
purchase and sale of the Offered Securities pursuant to this Agreement, including the determination of the 
public offering price of the Offered Securities and any related discounts and commissions, is an arm’s- 
length commercial transaction between the Company, on the one hand, and the several Purchasers, on the 
other hand, (b) in connection with the offering contemplated hereby and the process leading to such 
transaction, each Purchaser is and has been acting solely as a principal and is not the agent or fiduciary of 
the Company, or their respective stockholders, creditors, employees or any other party, (c) no Purchaser 

-21- 

(NY) OBOl.1/12O/PNpurcliasc ngrccment LGBE doc 



has assumed or will assume an advisory or fiduciary responsibility in favor ofthe Company with respect 
to the offering contemplated hereby or the process leading thereto (irrespective of whether such Purchaser 
has advised or is currently advising the Company on other matters) and no Purchaser has any obligation 
to Company with respect to the offering contemplated hereby except the obligations expressly set forth in 
this Agreement, (d) the Purchasers and their respective affiliates may be engaged in a broad range of 
transactions that involve interests that differ from those of the Company, (e) the Purchasers have not 
provided any legal, accounting, regulatory or tax advice with respect to the offering contemplated hereby 
and the Company has consulted its own legal, accounting, regulatory and tax advisors to the extent it 
deemed appropriate and ( f )  the Company waives, to the fullest extent permitted by law, any claims it may 
have against the Purchasers for breach of fiduciary duty or alleged breach of fiduciary duty and agree that 
the Purchasers shall have no liability (whether direct or indirect) to the Company in respect of such a 
fiduciary duty claim or to any person asserting a fiduciary duty claim on behalf of or in right of the 
Company, including stockholders, creditors or employees. 

16. Applicable Law. This Agreement shall be governed by, and construed in accordance 
with, the laws of the State of New Yorlc. 

[Signature Pages Follow] 
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If the foregoing is in accordance with the Purchasers’ understanding of our agreement, kindly 
sign and return to us one of the counterparts hereof, whereupon it will become a binding agreement 
between the Company and the several Purchasers in  accordance with its terms. 

Very truly yours, 

NY 

Title: 



The foregoing Purchase Agreement 
is hereby confinned and accepted 
as of the date first above written. 

CREDIT SUISSE SECURITIES (USA) LLC 

MERRILL LYNCH, PIERCE, FEWER & SMITH 
INCORPORATED 

By : 
Name: 
Title: 

Acting on behalf of themselves 
and as the Representatives of 
the several Purchasers 
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The foregoing Purchase Agreement 
is hereby confirmed and accepted 
as of the date first above written. 

CREDIT SUISSE SECURITIES (USA) LLC 

By: 
Name: 
Title: 

MERRILL LYNCH, PIERCE, FENNER & SMITH 
INCORPORATED 

/I- 

Acting on behalf of themselves 
and as the Representatives of 
the several Purchasers 
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Purchaser 

Credit Suisse Securities (USA) LLC ............. 
Merrill Lynch, Pierce, Fenner & Smith 
Incorporated .................................................... 
Credit Agricole Securities (USA) Inc. 

Deutsche Bank Securities Inc. 

KeyBanc Capital Markets Inc. 

Lloyds TSB Bank plc 

CJ.S. Bancorp Investments, Inc. 

BNY Mellon Capital Markets, LLC 

Fifth Third Securities, Inc. 

Mizuho Securities USA Inc. 

PNC Capital Markets LLC 

SCHEDULE A 

Principal 
Amount of the 

2015 Bonds 

$ 50,000,000 

50,000,000 

25,000,000 

25,000,000 

25,000,000 

25,000,000 

25,000,000 

5,000,000 

2,500,000 

10,000,000 

7,500,000 

Total ............................ $ 250.000.00Q 

Principal 
Amount of the 

2040 Bonds 

$ 57,000,000 

57,000,000 

28,500,000 

28,500,000 

28,500,000 

28,500,000 

28,500,000 

5,700,000 

2,850,000 

I 1,400,000 

8,550,000 

-25- 

(NU) 080 14/G20/PNpurcliosc ogrccrncal.LC&E.doc 



SCHEDULE E 

1. Issuer Free Writing Communications (included in the General Disclosure Package): 

1. Final term sheet, dated November 8,20 10, a copy of which is attached hereto. 

-26- 
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CONFIDENTIAL, 

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 Fitch)*: 

Maturity Date: 

Interest Payment Dates: 

Benchmark Treasury: 

Benchmark Treasury Yield: 

Spread to Benchmark Treasury: 

Yield to Maturity: 

Coupon: 

Offering Price: 

Redemption Provisions: 

LtOUISVILLtE 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 / Regulation S with registration rights 

November 8,20 10 

November 16,2010 (T+5) 

Credit Suisse Securities (USA) L,LC 
Merrill Lynch, 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 USA Inc. 
PNC Capital Markets LLC 

First Morteaee Bonds Due 201 5 

$250 million 

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

November IS, 20 IS 

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

1.25% due October 3 1,20 I5 

1.119% 

+58 basis points 

1.699% 

1.625% per annum 

99.647% of principal amount 

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

-. First Mortgage Bonds Due 2040 

$285 million 

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

November 15,2040 

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

4.375% due May 15,2040 

4.1 17% 

+I08 basis points 

5.197% 

5.125% per annum 

98.912% of principal amount 

Prior to May 15,2040, make-whole call, 
in whole or in part, at T+20 basis points, 
plus accrued and unpaid interest. 



Denominations: 

C U S P  / ISFN: 

On or after May 15,2040, 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 of$1,000 

144A: 546676 AR8 I US546676AR87 144A: 546676 AT4 / USS46676AT44 
Reg S: U5462R AA5 i (JSU5462RAA50 Reg S: tJS462R AB3 I USUS462RAB34 

* Note: A security rating is not a recommendation to buy, sell or hold securities, i t  may be revised or withdrawn at any time 
by the assigning rating organization and each rating presented should be evaluated independently of any other rating. 

These securities have not been registered under the Securities Act o f  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-US. persons in compliance with Regulation S unrier 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 information in this communication supersedes the information in the Offering 
Memorandum to the extent it is inconsistent with the information in the Offering Memorandum. ‘I’his communication is 
qualified in its entirely by reference to the Offering Memorandum. 

ANY DISCLAIMERS OR OTHER NOTICES THAT MAY APPEAR BELOW ARE NOT APPLICABLE TO THIS 
COMMUNICATION AND SHOULD BE DISREGARDED. SUCH DISCLAIMERS OR OTHER NOTICES WERE 
AUTOMATICALLY GENERATED AS A RESULT OF THIS COMMlMICATlON BEING SENT VIA BLOOMBERG 
OR ANOTHER EMAIL SYSTEM. 



SCHEDULE C 

Supplemental Marketing Materials: 

Investor R.oadshow Presentation (November 20 10) 

-27- 
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November 21,2008 

Louisville Gas and Electric Company 
(as Borrower) 

Fidelia Corporation, Inc. 
(as Lender) 

LOAN AGREEMENT 
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THIS AGREEMENT made on November 21,2008 

Between 

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

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

Whereas 

The Lender and the Borrower hereby enter into an agreement for the 
provisiori by the Lender to the Borrower of a loan in the amount of 
$50 , 00 0 , 0 0 0 (the ’’ Loa n Arno u n t ” ) ; 

Now it is hereby agreed as follows: 

I. Definitions 

1 .I In this Agreement 

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

Default 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 s u c h  amount, plus 1%; 

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

Final Repaymenf Dafe means November 23,201 5; 

Interest Payment Date means May 21 and November 21 of each year, 
commencing May 21, 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 tneans $50,000,000; 
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Mafurify Date means the Final Repayment Date; 

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

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

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

2. 

2.1 

2.2 

2.3 

3. 

3.1 

4. 

4. I 

4.2 

4.3 

Term Loan 

This Agreement shall come into effect on November 21, 2008 (the 
“Effective Date”). 

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

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

Availability of Requests 

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

In teres t 

The rate of interest on the Loan Amount is 6.48%. 

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

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

5.1 

5.2 

5.3 

Repayment and Prepayment 

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

On any Interest Payment Rate, 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 paymenl is no1 
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 titne of 
prepayment, for the period from the date of prepayment through the 
Maturity Date, which difference, if negative, shall be deemed to be 
zero. The present value will be determined using the prevailing 
interest rate at the time of the prepayment as the discount rate. 

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

6. Payments 

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

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

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

7. I 

7.2 

Term i nation Eve nlts 

The Borrower shall notify the L.ender 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 IO 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); 

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

If a Termination Event occurs according to Clauses 7.2.1 or 7.2.3 of this 
Section, Lender shall at its discretion grant Borrower a reasonable grace 
period unless such grace period shall be detrimental to the Lender. If the 
Termination Event is imcured 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 riot liable for any damages incurred by the Lender 
and the Lender is not liable for any darnages incurred by the 
Borrower caused by Acts of God or other circumstances incurred by  
one party for which the other party carinot be held responsible (i.e. 
power outages, strikes, lock-outs, domestic and foreign acts of 
government and the like). 
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9. 

9.1 

9.2 

9.3 

I O .  

10.1 

2 1 .  

11.1 

12. 

12.1 

Notices 

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

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

Assignment 

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

Co u nterparis 

This Agreement may be executed in any number of counterparts that 
shall together constitute one Agreement. Any party rnay enter into 
an Aareement hv sianina anv such counterPart. 
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13. Law 

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

IN WITNESS whereo 
year first above writt 

SIGNED by _I_ 

Louisville Gas and Electric Company 

SIGNED by ._-____-.. I--- 

Udo H. Koch, President 
Fidelia Corporation 

1 1  
' , / 7  , 1  

, I [ ' ,  , ( SIGNED by { - , J i " < i  I . - 
Claire Morse, Treasurer 
Fidelia Corporation 
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LOAN AND SECURITY AGREEMENT 

This LOAN ANC) SECURITY AGREEMENT, dated as of August 15, 2003 (this 
“Agreement”), is made between LO‘IJISVIL,LE GAS AND ELECTRIC COMPANY a Kentucky 
corporation, as borrower (the “Bon-ower”), and FIDELIA CORPORATION, a Delaware 
corporation, as lender (the “Lender”). 

W I T N E S S  E T  H: 

WHEREAS, tlie Borrower has requested that the Lender provide the Borrower w i t h  teim 
1 o an s ; 

WKEREAS, to induce the Lender to make such term loans available to tlie Bon-ower, the 
Boi.rower has agreed to secure its obligations to the Lender by granting the Lender a security 
interest i n ,  and lien upon, the Collateral (as defined herein); and 

WHEREAS, the Lender is williiig to make swAi term loons available to the Borrower 
upon the terms and conditions set forth i n  this Agreement; 

NOW, THEREFORE, i n  consideration of the foregoing and the mutual agreements 
contained in this Agreement, the Bon-ower and the Lender agree as follows: 

1. DEFINITIONS. 

1.1 General Terms. When used in this Agreement, the following terms have the 
lollowing meanings (such meanings to be equally applicable to both the singular and plural 
folmis of the terms defined): 

“Affiliate”, with respect to any Person, nieans another Person ( i )  t h a t  direclly 01. 

indirectly, tlii.oiigh one or more intermediaries, controls 01- is controlled by 01- is undei- coniinori 
control with such Person, (ii) that directly or beneficially owns or holds 5% or more of any class 
of the voting stock of such Person ar ( i i i )  S% or more of the voting stock (or in the case of a 
Person that is not a corporation, 5% or more of the equity interest) of wliich is owned directly or 
beneficially or held by such Person. 

“Aci-eement” has the meaning set forth in the preamble. 

“Authorized Officer” means at any  time an  individual whose signature has been certified 
to the Lender on behalf of the Borrower by a ceitificate now 01 hereafter executed on behalf of 
the Borrower and delivered to the Lender and whose authority has not been revoked prior to such 
time. 

“Bond Trustee” means BNY Midwest Trust Company as trustee tinder the First Mortgage 
Bond Indenture, or any successor trustee thereunder. 

“Boi.rower” has the meaning set forth in the preamble. 
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“Business Day” means a day (other than a Saturday or Sunday) on which banks are open 
for business in Louisville, Kentucky and Wilmington, Delaware. 

“w’ means the IJniform Commercial Code of the Commonwealth of Kentucky as i n  
effect on the Closing Date. 

“Collateral” has the meaning set forth in Section 4.1. 

“Default” means any event that, with lapse of time or notice or lapse of time and notice, 
will constitute an Event of Default i f  i t  continues unctired. 

“Dollars” -- and the ‘3“ each means lawful money of the United States of America. 

“Equipment” has the meaning set forth in the Code and includes, without limitation, any 
and all of the Boi-rower’s now owned or hereafter acquired machinery, equipment, furniture, 
fuinishings and all tangible personal property similar to any of the foregoing (other than 
Inventory), together with all improvements, accessions and appurtenances thereto and any 
proceeds of any of the foregoing, including insurance proceeds and condemnation awards, 
excluding, however, any Equipment which is not subject to a Lien now or at any time hereafter 
pursuant to the First Mortgage Bond Indenture. 

“Event of Default” means the occiii-i’ence or existence of any one of more of the events 
clescribed i n  Section 7.1. 

“First Mortgage Bond Indenture” means the Trust Indenture dated November I ,  1949 
from the Boi-rower to the Bond Trustee, and any and all supplemental indentures thereof, as 
further amended and supplemented from time to time. 

“GAAP” means generally accepted accounting principles, as in effect in the lJnited States 
froni time to time. 

“Goveinmental Authority” means any nation or government, any federal, state, local 01 

other political subdivision thereof and any entity exercising executive, legislative, judicial, 
regulatory or administrative functions of or pertaining to government. 

“Lender” has the meaning set forth in the preamble. 

“Liabilities” means all of tlie Borrower’s liabilities, obligations, and indebtedness to the 
Lender for monetary amounts, whether now or hereafter owing, arising, due or payable under 
this Agreement and tlie Notes howsoever evidenced, created, incurred, acquired, or owing. 

‘‘my means any mortgage, deed of trust, pledge, hypothecation, assignment, collateral 
deposit arrangement, security interest, encumbrance foi the payment of money, lien (statutory or 
other), preference, right of setoff, priority or other secuiity agreement or preferential 
arrangement of any kind or nature whatsoever, including, without limitation, any conditional sale 
or other title retention agreement, or the interest of a lessor under a capital lease. 

“Loan” has the meaning sei forth in Section 2.1. 
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“Material - Adverse Effect” means a mateiinl adverse effect upon ( i )  the business, assets, 
properties or condition (financial or otherwise), or results of operations of the Borrower, 01 

( i i )  upon the ability of the Borrower to perform or cause to be perfoimed any of its obligations 
tinder this Agreement or the rights or remedies of the Lender under this Agreement. 

“m’ has the meaning set forth in Section 2.4. 

“Permitted Lien” means Liens created under or i n  connection with the First Mortgage 
Bond Indenture and Liens permitted by the First Mortgage Bond Indenture. 

“Person” means any natural person, Firm, enteiprise, institution, corporation, association, 
pnrtnership, trust, unincorporated oipnization, sole proprietorship, joint venlure, limited liability 
company or Governmental Authority. 

1.2 Accounting Terms. Any accounting terms used in this Agreement which are not 
specifically defined in this Agreement have the meanings customaiily given them in  accoi-dance 
with GAAP. 

1.3 Others Terms Defined in the Code. All other terms contained in this 
Agreement (and which are not otherwise specifically defined in the Agreement) have the 
meanings provided by the Code to the extent the same are used or defined i n  the Code. 

1.4 Computation of Time Periods. In this Agreement in the computation of periods 
of time from a specified date to a later specified date, the wolds “from” or “commencing on” 
means “from and including” and the wolds “to,” “through,” “ending on” and “iintil” each mean 
“to but exclnding.” 

1.5 Headings and References. Section and other headings ale for reference only, 
and shall not affect the interpietation or meaning of any provision of this Agreement. Any 
Section or clause iefeiences are to this Agreement, unless olherwise specified. References in this 
Agreement or any other agreement include this Agreement and other agreements as the same 
may be amended, restated, supplemented or otherwise modified from time to time pursuant to the 
provisions hereof or thereof. A reference to any law, statute or regulation shall mean that law, 
statute or regulation as i t  may be amended, supplemented or otherwise modified fiom time to 
time, and any successor law, statute or regulation. 

2. TERM L,OANS. 

2.1 Loans. The Lender, at its discretion, may make available to the Borower term 
loans (the “Loans”) from time to time piirsuant to this Agreement, upon telephonic or written 
communication of a bon,owing request from the Borrower as provided in Section 2.2. 

2.2 Request for Loans. The Borrower may from time to time make requests for 
Loans (each such request being a “Borrowing Notice”) hereunder. Each Bouowing Notice shall 
(i) specify the principal amount of the Loan requested, (ii) specify the final maturity not to be 
less than one year from the Bonowing Date, (iii) specify the proposed date for the borrowing of 
the Loan (the “Boirowino, Date”), (iv) specify whether the Loan shall bear interest at a fixed rate 
or a floating rate, (v) specify the dates on which interest is to be paid, and (vi) specify the 
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number of the account and the name and address of the depository institution to which tlie 
proceeds of the Loan are to be transferred on the Borrowing Date. Each Borrowing Notice may 
be given telephonically or in writing. Each such request for a Loan is subject to acceptance by 
the Lender, in its sole discretion. 

2.3 Interest. 

(A) Interest Rate. The interest rate payable by the Borrower on any Loan shall be set 
at such interest rate as the Borrower and the Lender shall agree, but in no event greater than tlie 
lowest of ( i )  the effective cost of capital of E.ON AG, ( i i )  the effective cost of capital of the 
Lendei. and (iii) the Borrower’s effective cost of capital determined by reference to the effective 
cost of a direct borrowing by the Borrower from a nonassociate for a comparable term loan that 
coulrl be entered into at such time. Such interest rate may be determined as a fixed interest rate 
or a floating rate, as specified by the Borrower in the Borrowing Notice. 

(B) Interest Payments. Accrued but unpaid interest on each Loan is payable in 
arrears on dates agreed to by the Bonower and the Lender as specified in the Borrowing Notice 
~ind lipon payment in full of such Loan. Interest on the Loans is computed on the basis of a 360- 
clay year consisting of twelve 30-day months. 

(C) Highest Lawful Rate. In no contingency or event whatsoever wi l l  interest 
chaIged on the Loans, 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 the Loans. In the event rhat such a coLii-t determines that the 
Lender has received interest under the Loans in excess of the highest rate applicable to the 
Loans, any such excess interest collected by the Lender is deetned to have been a repayment of 
principal and will be so applied. 

2.4 Notes. On each Borrowing Date, the Boirower shall issue to the Lender ;t 

pi-omissory note (the “Notes”) in  a principal amount equal to the principal amount of the Loan to 
be made on such Borrowing Date; to bear interest on the unpaid balance thereof from the date 
thereof at the rate per annum as determined in accordnnce with Section 2.3(A); and to be 
substnntially in the form of Exhibit A attached hereto. The term “Notes” as used herein shall 
include each Note delivered pursuant to this Agreement and each Note delivered in substitution 
or exchange for any such Note. 

2.5 Closings. Not later than ll:30 A.M. (New York City local time) on the 
Borrowing Date for any Loan, the Bonower will deliver to the Lender at the offices of the 
L,ender, a Note dated the Borrowing Date, evidencing the Loan to be made on S U C ~  Borrowing 
Date, against payment of the Loan proceeds by transfer of immediately available funds for credit 
to the Borrower’s account specified in the Bonowing Notice. 

2.6 Payments. 

(A) Place of Payments. The Borrower will make each payment iinder this 
Agreement and under the Notes not later than 200 p.m. (New York time) on the day when due to 
the Lender at its address set forth i n  Section 9.3 in immediately available funds. The Bon-owei’s 
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obligations to the Lender with respect to such payments will be discharged by malting such 
payments to the Lender under this Section 2.6. 

(B) Tinling of Payments. If any payment of any interest or fees owing under this 
Agreement falls due on a day that is not a Business Day, then such due date is extended to the 
next following Business Day. 

(C) Optional Prepayments. On any interest payment date, and with at least three 
business clay’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 in’terest payable at the prevailing 
interest rate at the time af prepayment, for the period fi-om the date of prepayment through the 
final 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 tinie of the prepayment as the discount 
rate. 

2.7 Term of This Agreement, This Agreement shall remain i n  frill force and effect 
unt i l  the second Business Day after the Bonower or the Lender gives notice to the other party 
hereto stating that i t  elects to terminate this Agreement” Notwithstanding the teimination of this 
Agreement, until all of the L.oans under this Agreement have been paid in fi i l l  and all financing 
arrangements between the Borrower and the L,ender under this Agreement have been terminated, 
all of the Lendei’s rights and remedies under this Agreement survive and tlie Lender is enlilled lo 
retain iis security interest in and to all existing and future Collateral. 

3. CONDITIONS OF ADVANCES. 

Notwithstanding any other provisions contained i n  this Agreement to the contrary, tlie 
making of each Loan provided for in this Agreement is conditioned upon 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 L.ender, and 
delivered on or prior to the applicable Borrowing Date: 

This Agreement, duly executed by the Borrower. 

The Note, evidencing such Loan, duly executed by the Borrower. 

UCC-1 financing statements listing the Borrower as debtor, and the Lender, as 
secured party, covering the Collateral. 

Certified copies of all documents evidencing any necessary corporate action, 
consents and governmental approvals, if  any, with respect to this Agreement and 
the Notes. 

A signature authorization certificate for the Borrower. 

Such other documents as the L.ender may reasonably request. 



3.2 No Default. No Default or Event of Default has occurred and is continuing. 

3.3 Reaffirmation of Representations and Warranties . The representations and 
wai-ranties contained in Section 5 are true and coi-rect in all material aspects on and as of the 
Borrowing Date. 

4. COLLATERAL. 

4.1 Security Interest. To secure payment of the Liabilities and performance of its 
obligations tinder this Agreement and tlie Notes, the Boirower grants, mortgages, hypothecates 
and pledges to tlie Lender a continuing lien upon and security interest in all of the Borrower’s 
right, title and interest i n  the Collateral, wherever located, whether now or hereafter existing, 
owned, licensed, leased (to the extent of the Borrower’s leasehold interest in such property), 
consigned (to the extent of the Borrower’s ownership interest in  such popei-ty), arising or 
acquired, subject, however, in all respects to the provisions of Section 8. The “Collateral” shall 
consist of: ( i )  the Equipment; (ii) all insiirance proceeds of or relating thereto, (iii) all of the 
Borrower’s books and recoids relating to any of the foregoing; and (iv) all accessions and 
additions to, substitutions for, and replacements, products and proceeds of any  of the foregoing. 

4.2 Appointment of the Lender as the Borrower’s Attorney-in-Fact. The 
Borrower irrevocably designates, makes, constitiites and appoints tlie Lender (and all persons 
designated by the Lender) as the Borrower’s true and lawful attorney-in-fact, and authorizes the 
Lender, i n  the Borrower’s or the Lender’s name, Lipon the occurrence nnd during the 
continuation of an Event of Default, with respect to any item of Collateral or. the proceeds of 
such Collateral, to do all acts and things which are necessary, in the Lender’s sole discretion, to 
fulfill the Rorrower’s obligations under this Agreement. 

4.3 Preservation of Collateral and Perfection of Security Interests. The Borrower 
will execute and deliver, or cause to be executed and delivered, to the Lender at any time or 
times after tlie date of this Agreement at the request of the Lender, all (i) financing statements or 
( i i )  other documents (and, in each case, pay the cost of filing or recording the same in all public 
offices deenied necessary by the Lender), as tlie Lender may request, in ~1 form satisfactory to the 
Lender, to perfect and keep perfected the security interest, and preserve the priority of such 
security interesl, in the Collateral granted by the Borrower to tlie Lender or to otherwise protect 
and preserve the Collateral and the Lender’s security interest in the Collateral. Should the 
Boirower fail to do so, the Lender is authorized to sign any such financing statements as the 
Ron-ower’s agent. The Borrower further agrees that a carbon, photographic or other 
reproduction of this Agreement or of a financing statement is sufficient as a financing statement. 

4.4 Reasonable Care. The Lender is deemed to Iiave exercised reasonable care in 
tlie custody and preservation of any of the Collateid in its possession if i t  takes such action for 
that purpose as the Borrower requests in writing, but the Lender’s failiire to comply w i t h  any 
such request will not of itself be deemed a failui-e to exercise reasonable care. 

4.5 Termination of Security Interest and Liens. The Lender’s security interest and 
other liens in, on and to the Collateral terminates when all the Liabilities have been paid in f u l l  
and this Agreement has been terminated, at which time the Lender will reassign and redeliver (oi- 



cause to be reassigned and redelivered) to the Borrower, or to such Person as the Boirower 
designates, against receipt, such of the Collateral (if any) assigned by the Borrower to the L.ender 
(or otherwise held by the Lender) as has not been sold or otherwise applied by the Lender under 
the terms of this Agreement and is still held by i t  under this Agreement, together with 
appropriate instruments of reassignment and release. Any such reassignment is without recourse 
upon or representation or warranty by the Lender and will be at the Borrower’s cost and expense. 

5. WPRESENTATIONS AND WARRANTIES. 

The Borrower represents and warrants that as of the date of this Agreement and as of 
each Borrowing Date. 

5.1 Existence. The Borrower is a corporation duly organized, validly existing and i n  
good standing under the laws of the Commonwealth of Kentucky and is dilly qualified as a 
foreign entity and is in good standing in all jurisdictions where the nature and extent of the 
business transacted by it or the ownership of its assets makes such qualification necessary, 
except for those jurisdictions in which the failure so to qualify or to be in good standing would 
not have a Material Adverse Effect. 

5.2 Authority. The execution and delivery by the Borrower of this Agreement and 
the Notes and the performance of the Boirower’s obligations under this Agreement and the 
Notes: ( i )  are within the Borrower’s corporate powers; (ii) are duly authoiized 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 Borrower or ar;y of its property 
is bound; (iv) does not require any consent, registration or approval of any Governmental 
Authoiity, which has not been obtained; (v) does not contravene any material contractual or 
governmental restriction binding upon the Borrower; and (vi) will not, except as contemplated in 
this Agreement, result in the imposition of any Lien, claim or encumbrance upon any property of 
the Borrower under any existing material indenture, mortgage, deed of trust, loan or credit 
agreement oI other material agreement or instrument to which the Borrower is a party or by 
which i t  or its property may be bound or affected. 

5.3 Binding Effect. This Agreement and the Notes are tlie legal, valid and binding 
obligations of the Borrower and are enforceable against the Ron-ower in accordance with their 
respective terms. 

5.4 Financial Statements, The financial statements of the Borrower filed with the 
Securities and Exchange Commission since December 31, 2001 are in accordance with the books 
and records of the Borrower and fairly present the financial condition of tlie Boirower at the 
dates of such financial statements arid the Iesults of operations for the periods indicated (subject, 
in the case of unaudited financial statements, to noimal year-end acljustments), and such financial 
statements weie prepaied in conformity with GAAP (other than the absence of notes to such 
financial Statements). 
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5.5 Collateral. Except for Permitted Liens and as otherwise provided i n  Section 8.5, 
all of the Collateral is and will continue to be owned by the Borrower free and clear of all Liens, 
claiins and encumbrances. 

5.6 Chief Executive Office Jurisdiction of Incorporation. As of the date hereof, 
the principal place of business and chief executive office of the Borrower is located at 220 West 
Main Street, Louisville, Kentucky 40202 and the Ron-ower has been duly incorporated in the 
Commonwealth of Kentucky. 

5.7 Other Corporate Names. The Borrower has not used any other corporate or 
fictitious names in the past five years. 

5.8 Margin Security. The Rorrowei owns no margin security and none of the 
proceeds of the Loans advanced under this Agreement will be used for the purpose of purchasing 
or carrying any margin securities or for the purpose of reducing or retiring any Indebtedness 
which was originally incurred to purchase any margin securities or for any other purpose not 
peixiitted by Regulations T, U or X of the Board of Governors of the Federal Reserve System. 

5.9 Survival of Warranties. All representations contained in this Agreement survive 
the execution and delivery of this Agreement. 

5.10 Conipliance with Laws and Regulations. The execution and delivery by the 
Bon-ower of this Agreement and the performance of the Borrower’s obligations under this 
Agreement and the Notes are not in contravention of any laws. The Borrower is in compliance 
with all laws, orders, regulations and ordinances of all federal, foreign, state and local 
governmental authorities relating to the business, operations and the assets of the Borrower, 
including, without limitation, Regulations T, U and X of the Board of Governors of the Federal 
Reserve System, except for laws, orders, regulations and ordinances the violation of which are 
not likely to have a Material Adverse Effect. 

6. COVENANTS. 

The Borrower covenants and agrees that, so long as any of the Liabilities remain 
outstanding: 

6.1 Financial Statements; Notices; Reports. The Boiiower will keep, in  all 
mnteri;II respects, proper books of record and account in which entries will be made of all 
dealings or transactions of or in relation to the business and affairs of the Borrower, in 
accordance with GAAP consistently applied. The Boirower will furnish to the Lendei: 

(A) SEC Reports. Copies of annual reports and quarterly reports filed by the 
Boimwer with the Securities and Excliange Commission on Forms 10-K and  10-Q, within 20 
Business Days of the date of filing of such report; 

(B) Default Notices. As soan as practicable (but in any event not more than two 
Business Days after any Authorized Officer of the Borrower obtains knowledge of the 
occurrence of an event or the existence of a circumstance giving rise to a Default or an Event of 
Default), notice of any and all Defaults or Event,s of Default; 
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(C) Notice of Change of Name. Notice i n  writing to the Lender, as soon as 
pl-ilcticable and i n  any event within five days after the occurrence of any change i n  the name, 
address or jurisdiction of incorporation of the Borrower or the location of the books and records 
of the Borrower; and 

(D) Other Information. With reasonable promptness, such other business or 
linancial data as the Lender may reasonably request. 

The Lender will take reasonable efforts to keep such information, and all infoimation acquired as 
a result of any inspection conducted in accordance with Section 6.2 (and any other information 
provided to the Lender under this Agreement), confidential, provided that the Lender may 
communicate such information (i) in accordance with the Borrower’s written authorization, 
( i i )  to any regulatoi,y authority having jurisdiction over the Lender, (iii) to any other Person in  
connection with the exercise of the Lender’s rights under this Agreement, ( iv)  to any Person in 
any litigation in which the Lender is a party or (v) to any  other Person if the L.ender believes in 
its sole discretion that discIosure is necessary in connection with any legal process or informal 
insestigative demand, whether issued by a court, judicial or administrative or legislative body or 
committee or other governmental authority. Notwithstanding the foregoing, information will not 
be deemed to be confidential to the extent such information (a) is available in the public domain, 
(b) becomes available in the public domain other than as a result of unauthorized disclosure by 
the Lender or (c) is acquired from a Person not known by the Lender to be in breach of an 
obligation of secrecy to the Borrower. 

6.2 Books, Records and Inspections. The Lender, or any agent or employee 
designated by the Lender in writing, has the right, from time to time after the date of this 
Asieement, to call at  the Boriower’s place or places of business (or any other place where the 
Collateral or any information relating to the Collateral is kept or located) during reasonable 
business hours and, without unreasonable hindrance or delay, (i) to inspect, audit, check and 
make copies of and extracts from the Borrowei’s boolts, recoids, journals, orders, receipts and 
any coiiespondence and other data dot ing to the Borrower’s biisiness or to any transactions 
between the parties thereto, (ii) to make such verification conceining the Collateral as the Lender 
may consider reasonable under the circumstances and ( i i i )  to discuss the affairs, tinances and 
business of the Borrower with any officers, employees or directors of the Borrowel. 

6.3 Conduct of Business. Except as contemplated i n  this Agreement, the Borrower 
will ( i )  maintain its existence, (ii) continue in, and limit its operations to, the same geneial lines 
of business as that presently conducted by i t  or other businesses reasonably related thereto and 
( i i i )  comply with all laws, orders, regulations and ordinances of any federal, foreign, state or 
local goveinmental authority, except for such laws, orders, regulations and ordinances the 
violation of which has no reasonable lilcelihoocl of having a Material Adverse Effect. 

7 .  EVENTS OF DEFAULT, RIGHTS AND REMEDIES OF LENDER. 

7.1 
Default”) occurs: 

Events of Default. If any one or more of the following events (“Events of 
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(A) the Borrower fails to pay any of the principal of or interest on the Loans, or any 
Commitment Fees or other amounts due hereunder, within 10 Business Days after such amounts 
are due (whether by scheduled mahirity, acceleration or otherwise); 

(B) the Borrower fails or neglects to perform, keep or observe any of its covenants, 
conditions or agreements contained in this Agreement; 

(C) any warranty or representation now or hereafter made by the Borrower under this 
Agreement is untrue or incorrect in any  material respect when made; 

(D) a proceeding under any bankruptcy, reorganization, anangement of debt, 
insolvency, readjustment of debt or receivership law or statute is filed by or against the 
Borrower, the Borrower makes an assignment for the benefit of creditors or the Borrower takes 
any requisite action to authorize any of the foregoing and, in the case of an involuntary 
proceeding filed against the Borrower, such proceeding is not discharged or dismissed within 
30 days; 

(E) the Boirower voluntarily or involuntaiily dissolves 01' is dissolved; 

(F) the Borrower becomes insolvent or fails generally ro pay its debts as they become 
due; 

(G) the Lender shall cease to have a valid, perfected security interest in all or any  
material portion of the Collateral; or 

(H) E.ON AG shall cease to own, directly or indirectly, at least 80% of the voting 
capital stock of the Borrower; 

then the Lender, upon notice to the Borrower, may declare the Loans to be immediately due and 
payable, whereupon the Loans will become immediately due and payable; pmvirZec1, that if an 
Event of Default described in Section 7.1(D) exists or occurs, the Loans shall automatically, 
without notice of any kind, become immediately due and payable. 

7.2 Rights and Remedies Generally. Sub"ject to the subordination provisions of 
Section 8, upon the occurrence and continuance of an Event of Default, the Lender has, in 
addition to any other rights and remedies contained in this Agreement, all of the rights and 
iemedies of a secured party under the Code or other 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 iemedy 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. The Borrower. also waives the benefit of a11 valuation, appraisal 
and exemption laws. 
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7.4 Marshalling; Payments Set Aside. The Lender is under no obligation to 
miirshnll any assets i n  favor of the Borrower or any other party or against or in payment of any or 
all of the Liabilities. To the extent that the Borrower makes a payment or payments to the 
Lender or the Lender enforces its security interests or exercises its rights of setoff, and such 
payment or payments or the proceeds of such enforcement or setoff or any part thereof are 
subsequently invalidated, declared to be fraudulent or preferential, set aside andor required to be 
repaid to a trustee, receiver or any other party under any bankruptcy 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 i f  such 
payment had not been made or such enforcement or setoff had not occurred. 

. 

8. SUBORDINATION. 

8.1 Agreement to Subordinate. 

(A) Terms of Subordination. The Lender and the Borrower agree that the lien 
gimted by the Borrower hereunder to secure the Liabilities is subordinate, to the extent and in 
the mannei- set forth in this Agreement, to the lien of the First Mortgage Bond Indenture and any 
and all of the bonds outstanding from time to time thereunder (the "Senior Obligations"). 
Notwithstanding the order or time of creation, acquisition, attachment, or the order, time, or 
nianner of perfection, or the order or time of filing or recordation of any document oi- instrument, 
or other method of perfecting a security interest or Lien on and against any of the Collateral or 
other assets of the Borrower, the Lender agrees that any Lien or security interest now or hereafter 
existing in and to the Collateral in favor of the Lender shall be and at all times remain subject 
and  subordinate in all respects to any Lien or security interest which may now or hereafter at any 
time or from time to time be granted pursuant to the First, Mortgage Bond Indenture on or i n  any 
or all of the Collateral as security for the Senior Obligations. 

(B) Further Assurances. The Lender and the Borrower will, at the Borrower's 
expense and at any time and from time to time, promptly execute and deliver all further 
instruments and documents, and take all further action, that may be necessary, or that the Bond 
Trustee may reasonably request, in order to protect any right or interest granted or purported to 
be granted by this Agreement or to enable the Borid Trustee to exercise and enforce its rights and 
remedies under this Agreement. 

8.2 Administration of Collateral. The Bond Trustee shall have complete and sole 
discretion in ,  and shall not be liable to the L,ender for, determining how, when and in what 
manner the Bond Trustee administers the Senior Obligations or forecloses or otherwise realizes 
upon the Collateral or exercises any rights 01' remedies of a secured party 01 lien cieditor or any 
other lights with respect to the Collateral or otherwise takes any action with respect thereto. 
Without in any way limiting the foregoing, the Lender specifically acltnowledges and agrees that 
the Bond Trustee may take such action as i t  deems appropriate to enforce the Senior Obligations 
and its Lien on and seciiiity interest in the Collateral, whether or not such action is beneficial or 
detrimental to the L,ender's interest. The Lender agrees that it shall not take any action to 
foieclose or otherwise realize upon the Collateral or exercise any rights or remedies of a secured 
party with respect to the Collateral, unless and until the Senior Obligations have been paid in 
f u l l .  Also without in any way limiting the foregoing, the Lender hereby expressly waives and 
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releases any and all rights to have the Collateral oi- any part thereof marshaled upon any 
foreclosure, sale or other realization thereon. There shall be no obligation on the part of the 
Bond Trustee, at any time, to resort for payment of the Senior Obligations to any obligor thereon 
or any guarantor thereof, or to any other person or corporation, their properties or estates, or to 
resort to any other collateral or any other rights or remedies whatsoever, and the Bond Trustee 
shall have the right to foreclose or otherwise realize upon the Collateral upon which i t  has a 
security interest irrespective of whether or not other proceedings or steps are pending seeking 
resort to or realization upon or from any of the foregoing. 

8.3 Delivery of Proceeds of Collateral. So long as the Senior Obligations are 
outstanding, the Lender will without demnnd or request being made upon i t  deliver any parts or 
proceeds of the Collateral which shall come into its possession, control or custody to the Bond 
Trustee for application as set forth in the First Mortgage Bond Indenture. 

8.4 Agreement Not to Contest. The L,ender hereby agrees that i t  shall not contest 
the validity, perfection, priority or enforceability of any security interest or Lien granted to the 
Bond Trustee pursuant to the First Mortgage Bond Indenture. 

8.5 Release of Collateral. The Lender agrees that in the event the Bond Trustee shall 
come into the possession, custody and control of any property or assets of the Borrower as the 
result of any security interest granted to secure the Senior Obligations, the Bond Trustee may, to 
the extent the Bond Trustee does not apply the same to the payment or' partial payment of the 
Senior Obligations, release the same to or upon the order of &he Borrower, without notice, or 
accounting for the same, to the Lender or any other person, firm or coiporation whomsoever, i t  
being specifically understood and agreed that any property so released shall remain subject to all 
claims of the Lender and the Bond Trustee thereto in accordance herewith. Without limiting the 
foregoing, the Lender acknowledges and agrees that the Bond Trustee may from time to time in 
i ts discretion release proceeds of the Collateral in which the Bond Trustee has a security interest 
to the Borrower or otherwise deal with the Collateral in which the Bond Trustee has a security 
interest, without any notice or accounting to the Lender whatsoever. 

8.6 Release of Security Interest. The Lender agrees that, whether or not a default 
has occurred in payment of the Loans, its Lien on the Collateral or any portion thereof shall 
automatically be released ipso facto as to all indebtedness secured thereby owing to the Lender 
i f ,  when and to the same extent that the Bond Trustee releases its Lien on such Collateral 01 

portion thereof. The Lender further hereby agrees to execute and deliver such further 
instruments and do such further acts as the Bon-ower or the Bond Trustee may deem necessary or 
propel to carry out more effectively the foregoing. 

8.7 Obligations under this Agreement Not Affected. Except as specifically 
described in this Agreement, nothing contained in this Agreement or in any Note is intended to 
or impairs, as between the Borrowel, its creditors other than the Bond Trustee and the Lender, 
the obligations of the Borrower, which are absolute and unconditional, to pay to the Lender the 
Liabilities as and when they become due and payable i n  accordance with the terms of this 
Agreement, subject, however, to the terms of this Section 8. Except as specifically described in 
this Agreement, nothing contained in this Agreement or in any Note is intended to 01 affects the 
relative rights of the L'ender and creditors of the Borrower other than the Bond Trustee. 



8.8 Bankruptcy. The Lender agrees that in the event banltruptcy proceedings are 
instituted by or against the Borrower, the Bond Trustee may consent to the use of cash collateral 
or provide postpetition financing under section 364 of the United States Bankruptcy Code, 11 
U.S.C. 3 364, to the Borrower on such terms and conditions and in such amounts as the Bond 
Trustee, in its sole discretion, may decide. The Lender waives any rights it may have under 
applicable law to object to such use of such cash collateral or postpetition financing. 

8.9 Third Party Beneficiary. The Bond Trustee shall be a third party beneficiary of 
this Section 8. 

9. MISCELLANEOUS. 

9.1 Amendments and Waivers. No modification or waiver of, J I O ~  any consent to 
the departure by the Borrower from, any provision of this Agreement will be effective unless i t  is 
in writing from the Lender and then such modification, waiver or consent will be effective only 
on the specific instance and for the piiipose for which i t  is given. 

9.2 Severability. Wherever possible, each provision of this Agreement must be 
interpieted in such manner as to be effective and valid under applicable law, but if any  provision 
of this Agieement is prohibited by or invalid under applicable law, such provision is ineffective 
only to the extent of such prohibition or invalidity, without invalidating the remainder of srich 
provisions or the remaining provisions of this Agreement. 

9.3 Notices. Except as otherwise expressly provided in this Agreement, any notice 
required or desired to be served, given or delivered under this Agreement must be in writing and 
is deemed to have been validly served, given or delivered (i) three days after deposit in the 
United States mails, with proper postage prepaid, (ii) when sent after receipt of confirmation if 
sent by telecopy or other similar facsimile transmission, (iii) one Business Day after deposit with 
a reputable overnight couiier with all charges prepaid or (iv) when delivered, if hand delivered 
by messenger, all of which must be properly addressed to the party to be notified and sent to the 
address or number indicated on the signature page hereof or to such other address or number ;is 
each party designates to the other in the manner prescribed in this Section 9.3. 

9.4 Counterparts. This Agreement and any amendment or supplement to this 
Agreement or any waiver granted i n  connection with this Agreement may be executed in  any 
numbei- of counterparts and by the different parties on separate counterparts and each such 
counterpart is deemed to be an original, but all such countelparts together constitute but one and 
the same Agreement. 

9.5 Prior Agreements. The terms and conditions set forth in this Agreement 
supersede all prior agreements, discussions, correspondence, memoranda and understandings 
(whether written or oral) of the Borrower and the L.ender concerning or relating to the subject 
matter of this Agreement. 

9.6 Successors and Assigns. This Agreement is binding upon the Borrower and the 
Lender and theii respective successors and assigns and inures to the benefit of the Bonower and 
the Lender and their respective successors and permitted assigns. The Borrower has no right 
to assign its lights or delegate its duties under this Agreement, without the prior written consent 

I 
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of the Lender. The Lender has the right to assign to any Affiliate of the Lender all or a portion of 
its rights and obligations under this Agreement. Upon any such assignment by the Lender, ( i )  the 
assignee becomes a party to this Agreement and, to the extent of such assignment, has all rights 
and obligations of the Lender under this Agreement and (ii) the Lender will, to the extent of such 
assignment, relinquish its rights and be released from its obligations under this Agreement. The 
Borrower and the Lender agree to execute and deliver such documents, and to take such other 
actions, as the other party may reasonably request to accomplish the foregoing. 

9.7 CHOICE OF LAW. THIS AGREEMENT SHALL BE GOVERNED BY AND 
CONSTRUED FOR ALL PURPOSES IN ACCORDANCE WITH THE INTERNAL LAWS OF 
TICE STATE OF DELAWARE. 
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the day a n d  
year first above written. 

LOUISVILLE GAS AND ELECTRIC 
COMPANY 

Address: 220 West Main Street 
Louisville, Kentucky 40202 
Attn: Treasurer 

Title: Treasurer 
, 

FIDELIA CORPORATION 

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

Facsimile: 302-417-5913 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF LOUISVILJLE 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 ) 

) 

) 

LJOUISVILLE GAS AND ELECTRIC COMPANY 
RESPONSE TO THE 

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

ONE PAPER COPY 
QUESTION NO. 4 

FILED: SEPTEMBER 1,2011 



LOUISVILLE GAS AND ELECTRIC COMPANY 

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

Case No. 201 1-00162 

Question No. 4 

Witness: Daniel K. Arbough / Counsel 

Q-4. 

A-4. 

Please provide copies of all presentations made to rating agencies and/or investment 
firms by PPL and/or the Company between January 1, 201 1 and the present. 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). 

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