
Kent W. Blake 
Director 
State Regulation and Rates 

LG&E Energy LLC 
220 West Main Street 
Louisville, Kentucky 40202 
502-627-2573 
502-2 17-2442 FAX 
kent.b/ake@/geenergy.com 

November 18,2005 

Elizabeth O’Donnell 
Executive Director 
Kentucky Public Service Commission 
2 1 1 Sower Boulevard 
Frankfort, Kentucky 40601 

RE: Application of Louisville Gas and Electric Company and Kentuckv Utilities Companv To 
Transfer Functional Control o f  Their Transmission System 
Case No. 2005-00 d 7 1 

Dear Ms. O’Donnell: 

Enclosed please find an original and ten (1 0) copies of Louisville Gas and Electric Company e 
(“LG&E”) and Kentucky Utilities Company’s (“KU”) Joint Application and Testimonies of 
Paul W. Thompson, Mark S. Johnson, Mathew J. Morey, Kent W. Blake, Susan F. Tierney, 
Michael S. Beer, Stuart L. Goza and Bruce A. Rew, in the above-referenced docket. 

The notarized verification pages of Susan F. Tierney, Ph.D., and Stuart L. Goza will be 
provided to this Commission next week under separate cover. 

Should you have any questions concerning the enclosed, please do not hesitate to contact me. 

Sincerely, 

Kent W. Blake 

cc: Elizabeth E. Blackford 
Michael L. Kurtz 
Katherine K. Yunker 
James C. Holsclaw 
Stephen C. Kozey 

mailto:kent.b/ake@/geenergy.com


the Matter o 

COMMONWEALTH OF KENTUCKY 

WECE1\6E BEFORE THE PUBLIC SERVICE COMMISSION 

NOV 1 8  2085 
PUBIC SERUICE 1 ~4W4clrnPl APPLICATION OF LOUISVILLE GAS AND 

UTILITIES COMPANY FOR AUTHORITY 
ELECTRIC COMPANY AND KENTUCKY ) 

TO TRANSFER FUNCTIONAL CONTROL ) 
OF THEIR TRANSMISSION SYSTEM ) 

) CASE NO. 2005-00ft7/ 

JOINT APPLICATION 

Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company 

(“KU”) (collectively, the “Companies”) respectfully petition by application the Kentucky Public 

Service Commission (“Commission”) pursuant to KRS 278.21 8 for an order authorizing the 

transfer of the functional control of their facilities from the Midwest Independent Transmission 

System Operator, Inc. (“MISO”)’ to the Companies, for the purpose of withdrawing from 

0 

membership in MISO, and to Tennessee Valley Authority (“TVA”) to the extent necessary for 

TVA to act as the Companies’ Reliability Coordinator and to the Southwest Power Pool (“SPP”) 

to the extent necessary for SPP to perform its function as the Companies’ Independent 

Transmission Organization (“ITO”). 

MISO currently has functional control under the TEMT only over the Companies’ transmission facilities exceeding . 100kv. 



In support of this Application, the Companies state as follows: 

Applicants 

1. The full name and mailing address of LG&E is: Louisville Gas and Electric 

Company, Post Office Box 32010,220 West Main Street, Louisville, Kentucky 40232. The full 

name and mailing address of KU is: Kentucky Utilities Company c/o Louisville Gas and 

Electric Company, Post Office Box 32010, 220 West Main Street, Louisville, Kentucky 40232. 

Both LG&E and KU are Kentucky corporations authorized to do business in the Commonwealth 

of Kentucky. 

2 .  LG&E is a utility engaged in the electric and gas business. LG&E generates and 

purchases electricity, and distributes and sells electricity at retail in Jefferson County and 

portions of Bullitt, Hardin, Henry, Meade, Oldham, Shelby, Spencer and Trimble Counties. 

LG&E also purchases, stores and transports natural gas and distributes and sells natural gas at 

retail in Jefferson County and portions of Barren, Bullitt, Green, Hardin, Hart, Henry, Larue, 

Marion, Meade, Metcalfe, Nelson, Oldham, Shelby, Spencer, Trimble and Washington Counties. 

3. KU is a utility engaged in the electric business. KU generates and purchases 

electricity, and distributes and sells electricity at retail in the following counties in Central, 

Northern, southeastern and Western Kentucky: 

Adair 
Anderson 
Ballard 
Barren 
Bath 
Bell 
Bourbon 
Boyle 
Bracken 
Bullitt 
Caldwell 

Edmonson 
Estill 
Fayette 
Fleming 
Franklin 
Fulton 
Gallatin 
Gerrard 
Grant 
Grayson 
Green 
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Jessamine 
Knox 
Larue 
Laurel 
Lee 
Lincoln 
Livings ton 
Lyon 
Madison 
Marion 
Mason 

Ohio 
Oldham 
Owen 
Pendleton 
Pulaski 
Robertson 
Rockcastle 
Rowan 
Russell 
Scott 
Shelby 



Campbell 
Carlisle 
Carroll 
Casey 
Christian 
Clark 
Clay 
Cri ttenden 
Daviess 

Hardin 
Harlan 
Harrison 
Hart 
Henderson 
Henry 
Hickman 
Hopkins 

McCracken 
McCreary 
McLean 
Mercer 
Montgomery 
Muhlenberg 
Nelson 
Nicholas 

Spencer 
Taylor 
Trimble 
Union 
Washington 
Webster 
Whitley 
Woodford 

4. A certified copy of each of the Companies’ Articles of Incorporation is attached 

to this application pursuant to 807 KAR 5:OOOl Section 8(3) and are marked collectively as 

Application Exhibit I .  

5.  MISO was created on February 12, 1996 when several transmission owners 

convened to create an organization charged with the centralized control of the transmission 

facilities of numerous electric transmission owners in the Midwest. In December 2001, FERC 

granted MISO Regional Transmission Organization (“RTO”) status.2 MISO began providing 

transmission service under its Open Access Transmission Tariff (“OATT”) on February 1, 2002 

0 

and, on April 1, 2005 began operating its Real-Time and Day-Ahead energy markets pursuant to 

its FERC-approved Open Access Transmission and Energy Markets Tariff (“TEMT”). 

6. The Southwest Power Pool was created in 1941 when eleven companies joined 

together to serve national defense needs during World War 11. Currently, SPP is a FERC- 

approved RTO committed to maintaining the reliability of the bulk electric power ~ y s t e m . ~  SPP 

has forty-five members and serves more than 4 million customers. SPP provides independent 

reliability coordination and tariff administration, regional engineering model development, 

planning and operating studies, reliability assessment studies, regional transaction scheduling 

’ Midwest Transmission System Operator, Inc., 97 FERC 7 61,326 (2001). 
Southwest Power Pool, Inc., 109 FERC 7 61,010 (2004), order on reh’g, 110 FERC 7 61,137 (2005). 

3 



and operating reserve sharing services to its members. SPP has also served as the reliability 

coordinator and independent tariff administrator for American Electric Power East, which 

includes Kentucky Power C O . ~  

a 

7. The Tennessee Valley Authority is the nation’s largest public power company. It 

supplies the electricity needs of 8.6 million people in an area spanning portions of seven states 

by providing wholesale power to 158 municipal and cooperative power distributors, and by 

directly serving 62 large industries and government installations in the Tennessee Valley. TVA 

also provides transmission service on a nondiscriminatory, as available basis to other power 

providers requiring power transfers out of or through the TVA system. TVA, as a North 

American Electric Reliability Council (“NERC”) certified Reliability Coordinator, monitors and 

ensures the reliable operation of the bulk transmission system in ten states including Tennessee, 

@ and portions of Alabama, Georgia, Illinois, Iowa, Kentucky, Mississippi, Missouri, North 

Carolina and Virginia. TVA currently serves as reliability coordinator for the East Kentucky 

Power Cooperative, Inc., serving 16 electric cooperatives and 500,000 customers, and Big Rivers 

Electric Corporation, serving 3 electric cooperatives and 107,000 customers. 

8. Copies of all orders, pleadings and other communications related to this 

proceeding should be directed to: 

Elizabeth L. Cocanougher 
Senior Corporate Attorney 

LG&E Energy LLC 
220 West Main Street 

Louisville, Kentucky 40202 

@ American Electric Power Company, Central and South West Corporation, 91 F.E.R.C. fi 61,208 (2001). 
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Kent W. Blake 
Director of State Regulation and Rates 

LG&E Energy LLC 
220 West Main Street 

Louisville, Kentucky 40202 

Kendrick R. Riggs 
William Duncan Crosby 111 

Sarah K. M. Adams 
Ogden Newel1 & Welch PLLC 

1700 PNC Plaza 
500 West Jefferson Street 

Louisville, Kentucky 40202 

The Transmission System 

9. The Companies’ respective transmission systems were built, owned and operated 

for the purposes of transferring power from their own generators to serve their native load. Over 

time, the transmission systems became increasingly interconnected with others in the state in an 

effort to enhance system reliability, engage in off-system sales transactions and reduce facility 

redundancy. Upon their merger in 1998, the Companies’ transmission systems were combined. 

Currently, the Companies’ combined transmission and distribution network covers 27,000 square 

miles. 

0 

10. The Companies were among the earliest participants in MISO, joining in 1998. 

However, they did not transfer functional control of their transmission assets to MISO until 

February 2002. MISO was originally designed as an Order No. 888 compliant IS0 whose 

functions were to operate the region’s transmission facilities under a single OATT and to allow 

open access to the regional grid without customers having to pay multiple transmission rates. 

These functions are commonly referred to as MISO’s “Day 1” operations. MISO began selling 
0 
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~ regional transmission service under its FERC-approved tariff on February 1, 2002. 

Subsequently, MISO developed its “Day 2” market design which included the administration of 
I 

; a  
regional energy markets. MISO filed its Open Access Transmission and Energy Markets Tariff 

on March 3 1, 2004,5 which tariff FERC approved on August 6, 2004.6 

I 

I the evidence presented during the investigation, the Companies advised the Commission that 

1 1. On July 17, 2003, the Commission, by order, initiated an investigation of the 

Companies’ membership in MIS0.7 In the order, the Commission indicated its willingness to 

explore the feasibility of the Companies’ leaving MISO and joining a different RTO. In light of 

I they would seek to withdraw from MISO and pursue an alternative model that satisfies FERC’s , 

I non-discriminatory, open access transmission service objectives and other relevant policy goals. 

I When MISO filed its TEMT and Day 2 Market proposals with FERC, the Commission reopened 

12. On October 7 ,  2005, in LG&E Energy LLC, Louisville Gas & Electric Company 

et al, Docket Nos. EC06-4-000 & EC06-20-000, the Companies petitioned FERC for an order 

authorizing the transfer of the functional control of their facilities from MISO back to themselves 

and authorizing the Companies to enter into agreements with SPP to serve as the Companies’ 

Midwest Independent Transmission System Operator, Inc., Open Access Transmission and Energy Markets Tar# 

Midwest Indep. Transmission Sys. Operator, Inc., 108 FERC 7 61,163 (2004). 
In the Matter of: Investigation into the Membership of the Louisville Gas and Electric Company and Kentucky 

Utilities Company in the Midwest Independent Transmission System Operator, Inc., Case No. 2003-266, Order 
issued July 17,2003. 

Utilities Company in the Midwest Independent Transmission System Operator, Inc., Case No. 2003-266, Order @ Issued June 22,2004. 

5 

Docket No. ER04-691-000. 

7 

In the Matter of: Investigation into the Membership of the Louisville Gas and Electric Company and Kentucky 

6 



OATT administrator and with TVA to serve as the Companies’ NERC-certified reliability 

coordinator. The IT0 and reliability coordinator proposal ensures that the Companies will 

maintain the requisite level of independence in the operation of their transmission system while 

maintaining a high level of system reliability. FERC approval of this transaction is required 

because such withdrawal constitutes a change in rates under the Federal Power Act (“FPA”) 

Section 205. A complete electronic copy of the Companies’ FERC Application on compact disc 

accompanies this Application as Application Exhibit 2. 

The Proposed Transfer is Governed by KRS 278.218 

13. Pursuant to KRS 278.2 18( l), Commission approval is required for the “transfer of 

ownership of or control, or the right to control,” certain utility assets. Further, KRS 278.218(2) 

provides that approval is to be granted, “if the transaction is for a proper purpose and is 

consistent with the public interest.” 0 
14. Under the Companies’ proposal, they would transfer functional control of their 

facilities from MISO back to themselves, to TVA for reliability coordination purposes, and to 

SPP for the purposes of SPP’s acting as the Companies’ ITO. Because this proposal requires 

transfer of functional control of the Companies’ transmission assets from MISO, the Companies 

must seek Commission approval under JSRS 278.218. 

15. In In the Matter of: Application of Kentucky Power Company D/B/A American 

Electric Power for Approval, to the extent necessary, to Transfer Functional Control of 

Transmission Facilities Located in Kentucky to PJM Interconnection L.L. C. Pursuant to KRS 

278.218, Case No. 2002-00475, Order issued July 17, 2003, the Kentucky Power Company 

sought Commission approval to transfer control of certain transmission facilities to PJM 

7 



Interconnection L.L.C. In finding that the proposed transfer fell within the purview of KRS 

278.21 8, the Commission clarified that the statute’s “public interest” standard requires a showing 
a 

I 9 rates. 

that the transfer produces some benefits for the public and does not adversely affect service or 

16. The information submitted in connection with this application will show that the 

Companies’ proposal to transfer functional control will not result in adverse effects on service or 

rates and will, in fact, provide potential benefits. It is estimated that the Companies’ proposal to 

exit MISO and enter into agreements with an I T 0  and a reliability coordinator will save $10 to 

$12 million per year. Thus, the savings from the proposal will exceed the estimated $41 million 

MISO exit fee in approximately four years. Further, the proposal will ensure that Kentucky 

retail electricity customers continue to receive reliable service at the lowest reasonable cost. 

Therefore, the transfer of operational control of the Companies’ transmission assets should be 

approved by the Commission pursuant to KRS 278.218. 
0 

Testimony in SupDort of the Application 

17. LG&E and KU support their request for authority to transfer functional control of 

their transmission systems from MISO with the following testimony: 

e The testimony of Paul W. Thompson, Senior Vice President, Energy Services, 

LG&E Energy Services, Inc., will provide a brief overview of the application and 

the evidence supporting it. His testimony will also demonstrate the Companies’ 

business reasons for becoming charter members of MISO and why they now seek 

to exit it. 

8 



a The testimony of Mark S. Johnson, Director of Transmission, LG&E Energy 

Services, Inc., describes the functions of the IT0 and Reliability Coordinator and 

the Request For Proposal processes that led to the selection of SPP and TVA to 

serve in those roles. 

a The testimony of Dr. Mathew J. Morey, Sr. Consultant, Laurits R. Christenson 

Associates, Inc., explains why the Companies’ IT0  and Reliability Coordinator 

proposal is economically superior to, and therefore more prudent than, the 

Companies continuing MISO membership. 

e The testimony of Kent W. Blake, Director of State Regulation and Rates, LG&E 

Energy Service, Inc., will explain why the Companies’ IT0  and Reliability 

Coordinator proposal satisfies the requirements of 278.2 18. 

a The testimony of Susan F. Tierney, Ph.D., Managing Principal, Analysis Group, 

Inc., explains why the Companies’ IT0  and reliability coordinator proposal meets 

the “proper purpose” and “public interest’’ standards set out in KRS 278.218 as 

governing transfers of functional control of utility assets. 

a The testimony of Michael S. Beer, Vice President, Federal Regulation and Policy, 

LG&E Energy Services, Inc., explains how the Companies’ application today fits 

in the context of the current Commission proceeding investigating the 

Companies’ ongoing membership in MISO and the Companies’ currently pending 

application before FERC for approval of the same transaction that is the subject 

matter of this application. 

9 



LG&E and KU also support their application with the following testimony submitted by 

the Tennessee Valley Authority and the Southwest Power Pool, as the prospective third-party 

vendors of reliability coordination and independent transmission operation, respectively, 

regarding their qualifications and interests: 

e 

0 The testimony of Stuart L. Goza, Reliability Coordinator for TVA, provides 

background regarding how TVA acts as reliability coordinator for other electric 

systems and how TVA proposes to provide such service to the Companies. 

e The testimony of Bruce A. Rew, Executive Director of Contract Services, 

Southwest Power Pool, will provide information on the capabilities of SPP to 

perform the functions of an IT0 for the Companies. 

WHEREFORE, Louisville Gas and Electric Company and Kentucky Utilities Company 

respectfully request that the Commission: 

10 

1. Issue an order, pursuant to KRS 278.21 8, approving the transfer of the functional 

control of their facilities from the Midwest Independent Transmission System 

Operator, Inc. to the Companies, for the purpose of affecting the withdrawal of 

their membership fi-om the Midwest Transmission System Operator, Inc., and to 

Tennessee Valley Authority (“TVA”) to the extent necessary for TVA to act as 

the Companies’ reliability coordinator and to the Southwest Power Pool (“SPP”) 

to the extent necessary for SPP to perform its function as the Companies’ 

Independent Transmission Organization; 



2. Allow the Companies to establish a regulatory asset in the amount of the MISO 

exit fee; 

3 .  Deem the MISO exit fee prudently incurred because incurring it will result in 

recurring savings and ultimately lower base rates; and 

4. Issue the requested order by March 3 1, 2006. 

Dated: November 18,2005 Respectfully submitted, 

dAFL-5 ? [ (  

Kendrick R. Riggs 
William Duncan Crosby I11 
Sarah K. M. Adams 
Ogden Newel1 & Welch PLLC 
1700 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202 
Telephone: (502) 582-1601 

Elizabeth L. Cocanougher 
Senior Regulatory Counsel 
Louisville Gas and Electric Company 
220 West Main Street 
Post Office Box 32010 
Louisville, Kentucky 40232 
Telephone: (502) 627-4850 

11 
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Trey Grayson 
SECRETARY OF STATE 

CERTIFICATE 

I, Trey Grayson, Secretary of State for the Commonwealth of Kentucky, do hereby certify that the 

foregoing writing has been carefully compared by me with the original thereof, now in my official custody 

as Secretary of State and remaining on file in my office, and found to be a true and correct copy of 

AMENDED AND RESTATED ARTICLES OF INCORPORATION OF 

- 
KENTUCKY UTILITIES COMPANY FILED OCTOBER 28,1992, 

ARTICLES OF AMENDMENT FILED DECEMBER 14,1993, 

ARTICLES OF AMENDMENT FILED APRIL 8,2004. 

IN WTNESS WHEREOF, I have hereunto 
set my hand and affied my offical seal at 
Frankfort, Kentucky this 14th day of November, 
2005. 

Secretary of State 
Commonwealth of Kentucky 

(Printed By: BWeber - Certificate ID: 22599) 

Kentucky Secretaly of State's Oftice Corporate Records 11/14/2005 - Page 1 of 1 
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ARTICLES OF MIENDMENT 
TO 

0 F ....af&-? AMENDED AND RZSTNED ARTICLES OF INCORPORATION k c  I 5 i  ~ 1 2 0  '93 

2 
3 

. I  I :  ~ 

KENTUCKY UTILITIES COMPANY 
, . _. 

To tne Secreta.ry of State of Kentucky and the State Corporation 
Commission of Virginia (the "Commission" ) : 

Kentucky Revi.sed Statutes and Title 13.1 of t h e  Code of Virginia ,  
the undersigned corporation hereby amends its Artio ies  of 

statements : 

P u r s u a n t  to the provisions of Chapter 271B of the 

. '-.-.Incorporation, and for that purpose, submits the following 

1. The name of the corporation i s  KENTUCKY UTILITIES 
COMPANY. 

2. The board of directors, acting on behalf of t h e  
corporation, duly adopted the following amendnent (the 
"Amendment"j. t o  its Amended and Restated Articles of 
Incorporation (the "Articles") determining the terms of a 
series of Preferred Stock  in accordance with authority 
granted to the board by the Articles. The Amendment adds 
new paragraph (12) to Division I of Arti.cle FIFTH of 2&&337 
Articles as follows: 

(12)(a) A n  additional series of the Preferred Stock 
of t h e  corporation, consiGting of 200,000 shares, is 
hereby created and established out of the authorized 
and unissued shares of t h e  Preferred Stock, xilthout par 
value, of the corporation; said shares, and each share 
thereof, shall be designated "6.53% Preferred Stock";  
the stated value of each share of said series shall be 
$100 and all of said 200,000 shares of said series are 
hereby authorized to be issued by the corporation. 

(b) The rate of dividend per annum payable in respect 
of each share of said series shall be 6.53% of t h e  
stated value of each such share, and dividends on the 
shares of s a i d  series at sa id  rate per aniium shall be 
computed OR the basis of a 360-day year consisting of 
30-day months, shall be payable on March I ,  June 1, 
September 1 and December 1 in each year commen.cing on 
March 1, 1994, and shall be cumulative from and 
including the date of i s s u a n c e .  

(c) The shares of said series are not redeeinable pr io r  
to Dece.mber 1, 2003. On and after December 1, 2003 the 
shares of said series shall be subject to redemption at 
the option of the corporation, in whole at; any time or 
in part from time to time, upon the notice and i n  the 
manner provided in paragraph ( 4 )  of Division I of 
Article FIFTH of the Articles, at the applicable 



* !, - 

redemption price per share set forth below, plus, in 
each case, an amount equal t u  accrued and unpaid 
dividends to the daSe of redemption. 

December 1, 

December 1, 

December 1 , 
Iiecernber 1, 

December i ,  

December 1 ,  

December 1, 

December 1, 

December 1, 

December 1, 

December 1, 

Redemption Dates 
tinelusive) 

2003 through November 30, 

2004 through November 30, 

2005 through Hovewber 3 0 ,  

2006 through November 3 0 ,  

2007 through November 3 0 ,  

2008 through November 3 0 ,  

2009 through November 3 0 ,  

2010 through November 3 0 ,  

2011 through November 30 ,  

2012 tnrough November 3 0 ,  

2 0 1 3  and thereafter 

2004 

2 0 0 5  

2006 

2007 

2008 

2009 

2010 

201 1 

2012 

2013 

Redernptir?~ 
Price Per Share 

$ 103.265 

$ 1 0 2 . 9 3 9  

$ 102.612 

$ 102.286 

$ 101..959 

$ 101.633 

$ 101.306 

$ 100.980 

$ 100.653 

$ 100.327 

' $100.00 

! 

( d )  The s h a r e s  of said series s h a l l  be s u b j e c t  to all 
t h e  terms, provisions and restrictions set forth in the 
Articles w i t h  respect to shares of the Preferred Stock  
of the Company and, except o ~ l y  as to t h e  rate of 
d iv idend  per annum payable i n  respect of the shares of 
said series, the redemption price and the terms and 
c o n d i t i c l n s  of redemption a p p l i c a b l e  to the shares of 
sa id  series, and except as o t h e r w i s e  provided in the 
Articles, the s h a r e s  of sa id  series s h a l l  have the sains 

I 

relative r i g h t s  and preferences as, shall  be of equal 
rank w i t h ,  and shall confer rights e q u a l  to those 
c o n f e r r e d  by, all other  shares of t h e  Preferred S t o c k  
of t h e  corporation. All shares of s a i d  series redeemed 
and retzired pursuant t u  t h e  p r o v i s i o n s  of this 
Daragraph (12), and a l l  s h a r e s  of s a i d  series purchased 
br  otherwise acquired and r e t i r e d  by the corporation, 
s h a l l  be c h n c e l l e d ,  shall not be reissued as shares of 
s a i d  series and shall C o n s t i t i J t e  a u t h o r i z e d  and 
unissued shares of t h e  P r e f e r r e d  Stock of t h e  
corporation; and, 60 long as any shares of s a i d  series 
are o u t s t a n d i n g ,  the -corporat ion  s h a l l  not issue any of 
i ts  a u t h o r i z e d  ana unissued shares of Preferred Stock 
as additional.  shares of said series.  Each notice of 
redemption of shares of said series to he redeemed 
pursuant to t h e  provisions of this paragraph (12) shall 
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a I 

,e 
i 
! 

s t a t e  that the redem,ptiori shall be of shares of sa id  
series, t h e  date and place of redemption, the 
redemption price and t h e  number of shares he ld  by such 
holder  to be redeemed. 

3 .  The Amendment was adopted on DeL5mber 13, 3993. 

4 .  The kmendment, and t h e  certificate related there to  
issued by t h e  Commission, shall be ef fec t ive  an pecexber 

5. The Amendment-. was duly adopted by the board of 
directors of the c o r p o r a t i o n  without shareholder approval 
pursuant to Section 2718.6-020 of the Kentucky Revised 
Statutes and Section 13.1-639 of the Code of V i r g i n i a ,  and 
shareholder action was n o t  required. 

- 1993, 

Dated: December 1 4 ,  1993 - KENTUCKY UTILITIES COMPANY 

W 
Chairman and P r e s i d e n t  

STATE OF KENTUCKY 
COllilTY OF FAYETTE SS. 

1 ,  the undersigned, a Notary Publ ic  il? and for the State and County 
aforesaid.  do hereby c e r t i f y  that  OR t h i s  14th day of December, 1993, 
personal ly  appeared before me John T. Newton, who being by me f i r s t  duly 
swwn declared t ha t  he i s  Chairman and President of K.entucky U t i l i t i e s  
Company, that he signed the foregoing Amended and Restate Art ic les o f  
Incorporat ion o f  Kentucky U t i l i t i e s  Company, and t h a t  the  statements 
there in  contained are true. 

NITNESS ny signature t h i s  14th day of December, 1993. 

George S .  Brooks I 1  I flotary Public, State a t  Large, Kentucky 
irly commission expires  January 19, 2997 

I 

The foregoing instrument was 
prepared by George S. Brooks 11, 
One Q u a l i t y  S t r e e t ,  Lexfngton, Kentucky 40507 

George S.  Brooks 11 
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0028494.09 “,“::: 
Trey Grayson 
Secretary of State 
Received and Filed 

ARTICLES OF AMENDMENT 
TO 

ARTICLES OF INCORPORATION 0410812004 12:42:02 PM 
OF Fee Receipt: $40.00 

KENTUCKY UTILITIES COMPANY 

Pursuant to the provisions of the Kentucky Revised Statutes and the Virginia 
Corporation Act, the following Articles of Amendment to the Articles of Incorporation of 
Kentucky Utilities Company, a Kentucky and Virginia corporation (the “Corporation”), 
are hereby adopted: 

FIRST: The name of the Corporation is Kentucky Utilities Company. 

SECOND: 
Articles of Incorporation is as follows: 

The text of the amendment to Article Seventh of the Corporation’s 

“SEVENTH: All corporate powers shall be exercised by or under the 
authority of, and the business and affairs of the corporation managed 
under the direction of, its Board of Directors. The number of directors 
shall be fixed by resolution of the Board of Directors from time to time. 

The Board of Directors of the corporation, to the extent not prohibited by 
law, shall have the power to cause the corporation to repurchase its own 
shares and shall have the power to make distributions from time to time to a the corporation’s shareholders.” 

THIRD: The above designated amendments do not provide for an 
exchange, reclassification or cancellation of issued shares of stock of the 
Corporation. 

FOURTH: The designated amendments were adopted by the 
Corporation’s Board of Directors on July 1, 2002, and submitted for 
approval by the Corporation’s sole shareholder entitled to vote. The 
Corporation has 31,817,878 outstanding shares of common stock, without 



par value, which are entitled to vote on the amendment. One hundred 
percent of the common shares were indisputably represented at a duly 
called shareholders’ meeting held on December 16, 2003, with 31,817,878 
of the common shares indisputably cast in favor of the amendment, such 
vote being sufficient for approval of the amendment. 

DATED: February 6,2004 
Kentucky Utilities Company 

BY: 
Joh6 R. McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 

o:\board\corpkapdocku art arnd.doc 



ARTICLES OF AMENDMENT 
TO 

ARTICLES OF INCORPORATION 
OF 

KENTUCKY UTILITIES COMPANY 

Pursuant to the provisions of the Kentucky Revised Statutes and the Virginia 
Corporation Act, the following Articles of Amendment to the Articles of Incorporation of 
Kentucky Utilities Company, a Kentucky and Virginia corporation (the “Corporation”), 
are hereby adopted: 

FIRST: The name of the Corporation is Kentucky Utilities Company. 

SECOND: 
Articles of Incorporation is as follows: 

The text of the amendment to Article Seventh of the Corporation’s 

“SEVENTH: All corporate powers shall be exercised by or under the 
authority of, and the business and affairs of the corporation managed 
under the direction of, its Board of Directors. The number of directors 
shall be fixed by resolution of the Board of Directors from time to time. 

The Board of Directors of the corporation, to the extent not prohibited by 
law, shall have the power to cause the corporation to repurchase its own 
shares and shall have the power to make distributions from time to time to 
the corporation’s shareholders.” 

THIRD: The above designated amendments do not provide for an 
exchange, reclassification or cancellation of issued shares of stock of the 
Corporation. 

FOURTH: The designated amendments were adopted by the 
Corporation’s Board of Directors on July 1, 2002, and submitted for 
approval by the Corporation’s sole shareholder entitled to vote. The 
Corporation has 31,8 17,878 outstanding shares of common stock, without 



par value, which are entitled to vote on the amendment. One hundred 
percent of the common shares were indisputably represented at a duly 
called shareholders’ meeting held on December 16, 2003, with 31,817,878 
of the common shares indisputably cast in favor of the amendment, such 
vote being sufficient for approval of the amendment. 

DATED: February 6,2004 
Kentucky Utilities Company 

BY: 
John k. McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 

o:\board\corp\corpdocUtu art amd.doc 
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Trey Grayson 
SECRETARY OF STATE 

CERTIFICATE 

I, Trey Grayson, Secretary of State for the Commonwealth of Kentucky, do hereby certify that the 

foregoing writing has been carefblly compared by me with the original thereof, now in my official custody 

as Secretary of State and remaining on file in my office, and found to be a true and correct copy of 

AMENDED AND RESTATED ARTICLES OF INCORPORATION OF 

LOUISVILLE GAS AND ELECTRIC COMPANY FILED NOVEMBER 6,1996, 

ARTICLES OF AMENDMENT FILED APRIL 8,2004. 

IN WITNESS WHEREOF, I have hereunto 
set my hand and affixed my ofical seal at 
Frankfort, Kentucky this 14th day of November, 
2005. 

Trey Grayson 
Secretary of State 
Commonwealth of Kentucky 

(Printed By: BWeber - Certificate ID: 22597) 
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CERTIFICATE 

Pursuant to the provisions of' KRS 271 B. 10-070. Louisville Gas and Electric Company, a 
Kentucky corporation (the "Company"), files herewith Articles of Amendment and Restated 
Articles of incorporation and hereby certifies that: 

The name ofthe Company is Louisville Gas and Electric 
Company. 

The Articles of Amendment and Restated Articles of 
Incorporation (the "Restatement") filed herewith contains 
no miendments to the Cmrpzny's Articles of Incorporation 
which require shareholder approval. 

Ankles First through Fourteenth of the Conipany's 
ArticIes of incorporation are restated in their entirety as set 
fotth in h e  Restatement filed herewith, a copy of which is 
attached hereto. 

The Restatement of the Company's Articles of 
incorporation was adoptcd by the Company's Board of 
Directors as of September 4. 1996. 

'a Dated: Sqternber 4.1996. 

LOiLilSVKLEE GAS AND ELECTIUQ: COMPANY 

- -  
By: 

John It. MCCall 
Title: Executive Vice President, General Counsel 

arid Corporate Secretary 

h 
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ARTICLES OF AMENDMENT AND 
RIFSTATEI) ARTICLES OF INCOIRPQIWTION 

OF 
IAWISVILLE GAS AND ELECTRIC COMPANY 

Pursuant to the provisions of KRS 271B.10-030 and KRS 27lB.10-060, Louisvik Gas 
and Electric Company, a Kentucky copration (the “Company”), hereby adopts the following 
Articles of Ameadment to its Amended and Restated Articles of Incorporation. as amended, md 
restates its Articles of Incorporation. as amended: 

FIRST: 

SECOND: 

THIRD: 

FOZIRTH: 

FIFrM: 

Dated: 

The n m c  of the Company is Louisville Gas and Electric Cornipany. 

These Articles of Amendment and Restated Articles of Incorporation (the 
“Resratemenf’ } do not contain any amendments to the Company’s 
Amended and Restated Articles of Incorporation as amended, requiring 
shareholder approval and were adopted by the Company’s Boacd of 
Directors on September 4, 1996. 

’fie amendments contained in the Restatement do not provide for ar~  
exchange, reclassification or cancellation of issued shares of stock of the 
Company. 

The Restatement together with the mnendments contained therein, 
supersede the original Amended and Restated Articles of Incorporation, as 
ametrded. 

The Resiternent. containing the amendments adopted, shall read in its 
entirely as set forth on Exhibit A attached hereto. 

September 4, 1996 

LQUISVIILLE CAS AND ELECTRIC 
COMPANY 

Title: Executive Vice President, General Counsel 
and Corporate Secretary 
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%". The corporate name io 



(b)  The rate of dividends (within such limits as shall be permitted by law not 
exceeding 8% per annum) payable on the shares of the particular series; 

(c) Thc prices (not less than tile amount limited by law) arid terms upon which 
the s h e s  oC the particular series niay be redeemed; and 

(d) The amount or amounts which shdl be paid to the holders of the shares of 
particular series in case of v o l u n ' ~  or involuntary dissolution or any distribution of 
assets. 

The shares of the Preferred Stock (without par value) of different series may vary as to: 

(a) The distinctkc serial designations and number of shares of such series; 

(b) The stated value thereof; 

(c) The rate or rates of dividends (within such limits as shdl be permitted by 
law) payable on the shares of the particular series, which may be expressed in terms of a 
formula or other method by which such rate or rates shall be calculated fiom time io time, 
and the dividend periods, including the date or dates on which dividends are payable; 

(d) Tlie prices (not less than the amount limited by law) and terns (including 
sinking fund provisions) upon which the shares of the particular series may be redeemed; 
and 

(e) The amount or amounts which shall be paid to the holders ~f the shares of 
the particular series in case of voluntary or involuntary dissolution or my distribution of 
aS5et.S. 

T i e  shares of all series of Preferred Stock and Preferred Stock (without par valuc) shdl in 
all other respects be identical, except that the Preferred Stock (without par value) shdl 
not have the voting rights of the Preferred Stock provided by paragraph 9(A) hereof. 

(2) The holders of each series of the Preferred Stock and the Preferred Stock (without 
par value) at the time outstanding shall be entitled, pari passu, with the holders of every other 
series of the Preferred Stock and the Preferred Stock (without par value), to receive, but only 
when rurd as declared by the Board of Directors, out of funds legally availabte for the payment of 
dividends, cumuiative preferential dividends, zt the dividend rate or rates for the particular series 
fixed therefor as herein provided, payable on such dates or for such period or periods as may be 
specified by the Board of Directors at the time of establishment o€ such series, to shareholders of 
record the respective dates, not exceeding thirty (30) days preceding such dividend payment 
dates, fixed for the purpose by the Board of Directors. No dividends shall be declared on any 
series of the Preferred Stock or the Preferred Stock (without par value) in respect of any dividend 
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prior1 unless there shall likewise he declared on all shares of all other series of the Preferred 
Stock and the Preferred Stock (withour par \*due) at the time outs tding.  like proportionate 
dIvidcn&. ratably. in proportion to the respecrive dividend rates fised therefor. in respect of the 
same' dividend period, *O the extent that such shares are entitled to receiw dividends for such 
dividend p.iod. 'ihe dividends on s h e s  of dl series of the Preferred Stock and the Preferred 
Stock (widwit par value) shall be cumulative. In the case of ail shares of each particular series, 
the dividends an shares of such series shall tse cumulative tiom the date of issue thereof unless 
tlx W of Directors at ?he tinre of establishing such series specifies that such dividends shall 
be ccmrulative from the first day of the current dividend period in which shares of such series 
:Mi have been issued. so hat unless dividends on all outstanding shares o f a o h  series of the 
k f m d  Stock .and thc Prefixred Stock (wirhout par vdt~)). at die dividend rate or rates aid 
h r n  the dates far accumulatioo thereof fixed as herein provided shall have been paid for all past 
dividend per i~ds .  but without inte:est on cumulative dividends. no dividends shdl be paid or 
declared and no olher distribution shall be made on 6hc Common Stock and no Common Stock 
shall be purclrased or dimvise acquired for value. The holders of the Preferred Stock and the 
Preferred Stock (wjthout par value) of any series shall not be entitled to receive rmy dividends 
tkreon other than the dividends referred to in this paragraph (2). 

(3) The Company. by action of its Board of Directors. may redeem ?he whole or any 
part of any series of the PreferTed Stock or the Preferred Stock (without par value), at any t *me or 
from time to rime. by paying in cash the redemption price of the shares of the particular series, 
fixed thenefor &as herein providcd, together with a sum in the casc of each share of each series so 
to be redeemed, computed at the dividend rate or rates for the series of which the particular shve 
is a part. faom the date fiom which dividends 011 such share h i e  cumulative to the date fixed 
for such redemption, less the aggregate of the dividends theretofore or on such redemption date 
paid rhereon. Notice of e v q  such nxlcmption shall be given ti) at such time. in such form and 
in such mannzr as may have k n  determined and fixed fix each series of Preferred Stock and 
Preferred Stcck (without pa. value) at the time of estabiishnent of such series or (ii) if such 
matters shall riot have been so fixed by the Board of Directors. by publication at least once in one 
daily newspaper printed in the English language aid of general circulation in Louisville. 
Kentucky. the first publication in such newspaper to be at least thirty (30) days prior PO the date 
fixed for such retieniption. and at least thirty (30) days' previous notice of every such redemption 
shall also be mailed to t!!e holders of record of the shares of the Preferred Stock cr the Preferred 
Stock (without par value) so to be redeemed, at their respective addresses as the same shali 
appear on the books of the Conipany; but no failure :o mail such notice nor any defmt therein or 
in the mailing thereof shall at'fect the validity of the proceedings for the redemption of any shaxs 
of the Preferred Stock or the Preferred Stock (-without par value) so to be rcdeenied. In case of 
redemption of part only of any series of the Preferred Stock or the Preferred Stock (without par 
value) at the time outstanding. the Board of Directors shall fix and determine the stock to be so 
redcenied either by lot or by redemption pro rata or by designation of particular shares for 
rcdeniptiori or in any other m m e r  the Board of Directors may see fit. The Board of Directors 
shall have full power and authority, sutjjzct to the limitations and provisions herein contained, to 
prescribe the maimer in which, and the terms and conditions upon which, the shares of the 
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Preferred Siock or the Preferred Stock (without par value) shall be redeemed from time to time. 
I f  sxch notice of redemptian shall Iwe been duly given and if on or before the rcdemption date 
specified in such notice all funds necessary for such redemption shall have been set aside by tlie 
Company, separate and apart froin its other funds, in trust for the account of the holders of the 
shares to be redeemed, so as to be and continue to be avaiiable therefor, tlien, notwithstanding 
!hat any certificate for such shares so called for redemption shall not have been siirrendered for 
cancellation, from and after the date fixed for redemption, the shares represented thereby shall no 
loiiger be deemed outstanding, the right to receive dividends thereon shall ceasc to accrue and all 
rights with respect to such shares so called for redemption shall forthwith on such redemption 
datc ccase and terminate, except only the right of the holders thereof to receive out of the hnds 
so set aside in trust, the amount payable upon redemption thereof, without interest; provided, 
however, that the Company may, after giving notice of any such redemption as hereinteiore 
provided or after giving to tlie bank or trust company hereinafter referred to irrevocable 
autlicrization to give such notice. and at any time prior to the redemption date specificd in such 
notice, deposit in trust, for the account of the holders of thc shares to be redeemed, so as to be 
and contiiiue to be available therefor, funds necessary for such redemption with a bank or trust 
company in good standing. organized under the laws of the United States of America or of the 
Comnionwealth of Kentucky or of the State of New York doing business in the City of 
Louisville, or in the Borough of Manhattan. the City of New York, and having capital, surplus 
‘and undivided profits aggregating at least S 1 .iK)O.OO, designated in such notice of redemption, 
and, upon such deposit in trust. all shares with respect to which such dcposit shall hive: been 
made shall no longer he deemed to be outstanding, and all rights with respect to such shares shall 
forthwith cease and terminate. except only the right of the holders thereof to receive at any time 
from and after thc date of such deposit, the amount payable upon the redemption thereof, without 
interest. 

(4) Before any amount shall &e paid to. or my assets distributed unong, the holders 
of the Common Srock or my other stock ranking junior to ?he Preferred Stock imd the Preferred 
Stock {without par value) of each series. upon my liquidation, dissolution or wifiding up of the 
Company. and after paying or providing for the payment of all creditors of the Compmy, the 
holders of each series of the Prefcrred Stock and the Preferred Stock (without par value) at the 
titnc owamding shall he entitled. pari passu, with the holders of every other series of the 
Preferred Stock md the Preferred Stock (without par value). to be paid in cash the amount for the 
particular series fixed therefor LIS hereiil provided, together with a sum in the case of each share 
of each series, computed at the dividend late or mtes for the series of which the par;-,icular share is 
ii part, from the date from which dividends on such share became cumulative to the date fixed for 
the payment of such distributive nmount, less the aggregate of the dividends theretoforc or on 
such date paid thereon; but no pymcnts on account of such distributive amounts shall be made 
to the hojders of m y  series of the Prrfemd Stock or the Preferred Stock (without par value) 
unless there shall likewise be paid ai the m e  time to the holders of each other series of the 
Preferred Stock arid the Preferred Stock (without par vaiue) at the time outstanding, like 
propdenate  distributive arnourts. ratably. in proportion to the full distributive amounts to 
which they are respectively entitled as liercin provided. nie holders of the Preferred Stock and 
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the Preferred Stock (without par value) of any series shall not St: entitled to receive any amounts 
with respect thcreto upon any liquidation. dissoluiion or winding up of  the Company other than 
as provided in this pangraph. Neither the consolidation or mcrger of the Company with any 
other corporalion or corporations. nor thc saie or transfer by thc Company of all or any part of i& 
assets. shall be decrncd to be a liquidation. dissolution or winding up of the Company. 

I S )  Whenever the fult dividends on all series of the Preferred Stock md the Preferred 
Stcxk (withour par value) at the time outstarrding for all past dividend periods shall have been 
p3id fir declared ;and set apart for payment. then such dividends as may be determined by the 
Board o f  Directors may be declared and paid on the Common Stock or aiiy other stock ranking 
junior to the Prefened Stock and the Frefcrred Stock (without par value) of each series, but only 
out of' funds legally available fur the payment. of dividcnds; previded. however, that no dividend 
shall be declared or paid and no othcr disirihutioras shall be made on the Common Stock or on 
any such other stock and no shares of the Common Stock or of any such other stock shall be 
purchased or otherwise acquired for value out of capital surplus arising from a reduction in 
capital. 

( 6 )  I n  the event of any liquidation, dissolution or winding up of the Company, all 
assets ami Funds of the Company remaining after paying or providing for the paynieiit of all 
creditors of the Company and after paying or providing for the payment to the holders of all 
series of the Preferred Stock and the Preferred Stock (without par value) of the full distributive 
amounts to which they are respectively entitled as herein provided, shall be divided among and 
paid to the hofdcrs of the Common Stock or my other stock ranking junior to the Preferred Stock 
and the Preferrcd Stock (without par value) of each series. according to their respective rights 
and interests. 

(7') (A) So long as any shares of the Preferred Stock or the Preferred Stock 
(without par value) of any series are outstanding, the Company shall not, without the afftnnative 
vote or writiirn consent of the holders of at least two-thirds of the total nuinbcr of shares of such 
?referred Stock arid Preferred Stock (without par vzlue) then outstanding: 

Amend, alter. change or repeal any of the exprcss terms of 
(my series of the Preferred Stock or the Preferred Stock (without 
par value) then outstanding in a manner prejudicial to the holdm 
thereof: provided, however, that if any such amendment, alteration, 
change or repeal shall be prejudicial to the holders of one or more, 
but no! ail. of the series of Preferred Stock or the Prcferrcd Stock 
(without par-value) at the time outstanding, only such consent of 
the holders of two-thirds of the total number of shares of all series 
so affectcd shall be required. 

(B) So long as any shares of the Preferred Stock or the Preferred Stock 
(without par value) of any series are outstanding. the Coriipany shall not, without the affirmative 
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vote or written consent of (lie holders of a majority of the: total number of shares of such 
Preferred Stock and Preferred Stock (without par value) then outstanding: 

a 
(a) Create or authorize any class of  stock ranking prior to or (other 

than a scries of' the 1,720,000 authorii~d shares of  Preferred Stock or 6,750,000 
authorized shares of Preferred Stock (without par value)) rznking on a parity with any 
series of the Preferred Stock 2nd the Preferred Stock (without par value) as to dividends 
or distributions, or create or authorize any obligation or secufity convertible into shares of 
stock of any such class; or 

(b) Issue. sell or otherwise dispose of any shares of the Preferred Stock 
or the Preferred Stock (without par value). or of any class of stock ranking prior to or on a 
parity with the I'referrcd Stock and the Preferred Stock (without par value) of each series 
as to dividends or distributions. unlcss the net income of the Company, determined in 
accordance with generally accepted accouiitjng practices, !o be availzbie for the payment. 
of dividends on the Preferred Stock. the Preferred Stock (without par value) and any class 
of stock ranking prior thereto or on a parity therewith as aforesaid, for a period of twelve 
( 12) consecutive calendar months within thc fifteen ( 15 j calendar months immediately 
preceding the issuance, sale or disposition of such stock, is at least equal to twice the 
annual dividend requirements on the entire amount of all Frcferred Stock, all Preferred 
Smck (without par value), arid of all such other classes of stock ranking prior thereto or 
011 I parity therewith. as to dividends or distributions to be outstanding immediately after 
thc issuance. sale of disposition of such additional shares: provided that for purposes of 
calculating thc annual dividend swptirements applicable to aiiy series of Preferred Stock 
(without par vdue) proposed io be issued which will have dividends determined 
according to an adjustable. floating w variable rate. the dividend rate used shall be the 
higher of ( I ) the divitknd rate applicable to such series of Preferred Stock (without par 
value) 011 the datc of such calcalation or (2) the average dividend rate payable on all 
series of Preferred Stock and Preferred Stock (without par value) during the twelve month 
period imniediately preccding the date of such calculation; provided further that for 
purposes of calculating the annual dividend requirements applicable to any series of 
Preferred Stock (without par value) outstanding at the date of such proposed issue mC 
hwing dividends determined according to an adjustable. floating or variable rate. the 
dividend rate used shall be: ( 1  ) if such series of Preferred Stock (without par value) has 
been outstanding for at least twelve months. the actual amount of dividends paid OR 
account of such sefies of Preferred Stock (without par valuej for the twelve-mor1t.h period 
immediately preceding the date of such calcu!ation. or (2) if  such series of Preferred 
Stmk (without p3r value) has heen outstanding for icss than twelve months. the average 
dhidend rate payable on such series of Preferred Stock (without par value) during the 
period immediately preceding the date of such calctiiation: or 

it) Merge or consolidate with or into any other corporation or 
corporations. unless such merger or consolidation, or the issuance or assumption of all 
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sccutities. to he issued or assumed iii connection with any such merger or consolidation, 
shall have been ordered. approved. or permitted by the Securities and Exchange 
Conmission under the provisions of [he Public Litility Holding Company Act of 1935 or 
h.y any successor commission or regulatory authority of the United States of America 
having jurisdiction in the premises; provided that the provisions of this clause (c) dial1 
not appIy to a purchase or other acquisition by the Company of franchises or assets of  
anolher corporation in any manner which does not involve a merger or consdidation. 

(cj So iong as any shares of the Preferred Stock or Preferred Stock (without pctr 
vaiuc) of m y  series are outstanding. the Comp,my shall not without written consent of the 
holdcrs of a majority of the total number of shares of such Preferred Stock and Prefmed Stock 
(without par value) then outstanding or, in the alternative and subject to Ihl: proviso hereinafter 
set forth in this subdivision 7(C). the nfllnnative vote of the holders of H majority of the total 
number of thc shares of such Preferred Stock and Prefcrred Stock (without par value) which are 
rcpresented, b l  the nttcndance of thc holders thereof in person 0: by proxy, at a meeting duly 
called for the purpsc: 

issue or assume any unsecured notes. debentures or other sccurities representing 
unsecured indebtedness for any purposc other than ( I )  the refunding of outstanding 
unsecured sccurities theretofore issued or assunied by the Compzity, (2) thc financing of  
pollution controf facilities (as defined in the Internal Revenue Code. as amended or as 
hcreaftcr amended. and the regulations and rulings thereunder) through the issuancc or 
assumption of unsecured note:+. debenturcs or other sccriritics representing unsecured 
indebtedness ihc receipt of intercst on which is excmp? from federal income tax at the 
time of‘ such issuance o r  assumption, or (3) the redcrnption or other retircment of 
outstanding shares of m e  or more series of the i’reterred Stuck or Preferred Stock 
(without par value) if, immediately after such issuance or assumption, the total principal 
ainount of all unsecured notes, debentures or other unsecirred securities representing 
unsecured indebtedness issued or assumed by the Company and then outstanding 
(including unsecmed securities then to be issued or assumed but excluding unsccured 
securities theretofore comenteti to by the holders of such Preferred Stock and Preferred 
Stock (without par value)) will exceed 2@% of  the sum of( i )  the total principal amount of 
all bonds or other securitics representing sccttred indebtcdness issued or assumed by the 
Company and thcn to bc ouwanding,. and (i i )  the capital and surplus of the Company a 
then to ke statcd on the books of’accouiit of the Company. 

Prouidcd. howcver. that if, at any such meeting. at least one-third of all shares of 
such Prefcrred Stock and Fieferred Stock (Hiihout par value) thct! outstanding shall be 
voted against the action thcn proposed. of the character armsaid, such action may be 
taken only with the affirmative vote of a majority of all shares of such Prefcrred Stock 
and Preferred Stock (wEthout par value) then outstanding. 
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I f  at any meeting of such Preferred Stock mrd Preferrcd Stock (without par value) 
for the puqwx of taking action nil matters set forth in this subdivision 7(C). the presence 
in pcrson or by prisxy of the holdcrs of a majority of such stock shall not have been 
obtained and shall not be obtained for a period of ahiny days from the date of such 
mceting. thc prcscnce in person or by proxy of the holders of one-third of such stock ;her1 
outstanding shall bc sufficient to constitute a quorum. 

( 8 )  No holder of sham of Preferred Stock or Prcfcrred Stock (without par value) shall 
bc cntitlcd as such as a matter of‘ right to submibe for or purchase any part of a:iy new or 
additional issuc of stock. or securitics convertible into stock. of any class whatsoever, whether 
now or hereafter authorized. and whethcr issiicd for cash, property. services, by way of 
dividcnds. or othcnvisc. 

(9) (A) Evcry holder of Preferred Stock of any series shall havc one vote for each 
share of such Prefitrcd Stock held by him. atid cwry holder of the Common Stock shall have one 
vote for cuch share of Common Stock held by him. for thc eledion of Directors and tipon all 
other matlers. except as otherwise provided in this paagraph (9) hereof. At all elcctiom of 
directors, any Sharcholder may VOW cumulatively. The foregoing shall not modify or affect the 
special votcs and coriscnts provided for in paragraph (7) h e r d .  

fB) If and when dividends shall bc in default in an amount equivalcnt to 
dividends for shc immediately preceding eighteen months on ail sharcs of ail series of the 
I’reftrrcd Stock and the Preferred Stock (without pa: value) at the time outstanding, arid until all 
dividcnds in default on saich P:cfcrrcJ Stock and such Preferred Stock (without par value) shall 
havc k e n  paid. the holders of  a!l shares of the Preferred Stock i d  all shares of the Preferred 
Stock (without par value). voting separately as one class. shall be entitlcd to c!cct the smallest 
number of Directors ncxessary to constitute a majority of the full Board of Directors, and the 
holders of the Commo!i Stock. voting separatcly as a class. shall be entitled to elect the 
reinairring Directors of the Company. 

(C) If and when all diuidcnds then in default on the l’rcfcncd Stock and the 
Prefcrrcd Stock (without par value) at the time outstanding shall be paid (and such dividends 
shall bc declarcd and paid. or dcclarcd and funds set aside for that purp<ac out o f  any funds 
lcgally availahk therefor as w o n  as reasonably practicable). the Preferred Stock and thc 
Prtfcrred Stock (without p3r value) shall thcreupon k divcsted of m y  special right with respect 
?o the clcctjon of Directors provided in subparagraph (B) hereof, and the voting power of the 
PFefCmcd Stsck, the Preferred Stock (without par value) and the Common Sioock shall revert to 
the stutus existing kfore the txccurrencc of such dcfaul;; but always subjcct to the same 
provisions for vcsting such special rights in the Preferred Stock and thc Prefcrred Stock (without 
par value) in case of funher likc default or defaults in dividcnds thereon. 

(D) In case of any vacancy in thc Board of Directors occrvFing among the 
Diiectors clccted hy the holders of the Preferred Stock and thc Prcferrcd Stock (without. par 
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value), as a class. pursuant to sihpri~gnpb (Bj hereof. a majority of the rcmainitig Directors 
clectcd by the holders of rhc Preferred Stock and the Preferred Stock (withou: par value) 
(including. as clectcd by such holders. any Directors then in officc who were chosen by other 
Dircctars as suwes.wr Directors 10 fi l l  vacancies as provided in this scntence) may elec: a 
successor t o  hold crtlicc for the uncxpited term of  the Director whose placc shall be vacant. 1;a 
caw of a vacancy in thc Board of Directors occurring among the Directors elected by the holders 
of the Comnron Stock. as a class. pursuant to subparagraph (B) hcreof. a majority of the 
remaining Dinz-tors eiccctcd by thc holders of the Common Stock (including, as elected by such 
haldcn. any Dircxtun then in ofice who were choscn by other directors as successor directors to 
fill vacancies as provided in this sentence) ma)- elect a successor to hold office for the unexpired 
ttnn of the I.?imtar whose place shall be vacant. IR all other cases, any vacancy occurring 
among the Ljircctors shall be filled by the vote of a majority of the rcrnaining Directors. 

(E) AI all meetings of shareholders held for thc p\irposc of electing Directors 
during such times as the holders of shares of the Preferred Stock and the Preferred Stock (without 
pat value) shsfl haw thc special right, voting separately as one class. to elect Directors pursuant 
tu subpat-~graph (B) hereof, the presencc in person or by proxy ofthc holders of 8 ni@o&y of the 
outstanding shares of  the Common Stock shall be required to constitute a quorum of such class 
for the cIrction of directors. and thc presence in person or by proxy of the holders of Preferred 
Stock and Preferred Stock (without par value) entitled to cas: a majority of all the votes to which 
ihc hoiders of the Preferred Stock and the Preferred Stock (without par value) arc entitled, shall 
be rcquircd to constitute a quonnn of such class for the election of Directors; provided. howcver, 
that ihc abscnse of a quorum (according to votes. as aforesaid) of  the holders of stock of any such 
class shall not prevent thc election at m y  such rnecting or adjourninent thereof of Directors by 
the other such class if such quorum ofthe holders of stock of such other class is present in person 
or by proxy at such meeting: and provided further that in the absencc of such quorum of the 
lroldcrs of stock of any such class. s majority (according 10 votes, as aforesaid) of those holders 
of thc stock of such class who are present in person or by proxy shall have power to adjourn the 
e!ectim of thc dircctors to bc elected by such class from time to time without notice othcr iban 
announcerncnt at the meeting until the holders of the requisite number of shares of such class 
shall be present in person or by prosy. 

(F) Exccpt when some mandatory provision of law slrall be controlling and 
except as othcnvisc. prwidcd in paragraph (7) hcreof whenever shares of two or More series of 
the Preferred Stock or of thc Preferred Stock (without par value) we outstanding, no particular 
series shall be entitled to vote as 8 separate series on any matter and all shares of the Preferred 
Stock and the Preferred Stock (without par value) shall bc deemed to constitute but one class for 
any purpose for which Q vote of the shareholders of the Company by classes may now or 
hereaftcr be required. 
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_..__ . . .. . . .. . . . - 

5% CUMULATIVE PREFERRED STOCK, $25 PAR VALUE 

(1  0) Thc Company has classified $2 I ,5 19.300 par value of the Preferred Stock as a 
wries of such P r ~ f t ~ ~ d  Stock designated 3s "5% Cumulative Preferred Stock, $25 Par Value," 
consining of 860.772 shares of h e  par value of $25 pcr share. 

( 1  1)  The preferences. rigkits, qwl i f idons  a d  restrictions of the shares of the "5?6 
Cumulative Preferred Stock, $25 Par Value.̂  shalt be as follows: 

(a) The annual iii\;idend rate for such series shall be 5% per annum; 

(b) The redemption price for such series shall be $28.00 per share; md 

(c )  The preferential mounts to which the holders of shares of such series 
shall k entitlcd upon my liquihtion. dissolution or winding up of the Company. in 
xldition to dividends accumu?akd but unpaid thereon, shaH be: 

$27.25 pcr strare, in the event cf any voluntary liquidation, dissolution or winding 
up of the Company. excep: that if such voluntary liquidation, dissolution or winding up of 
the C~mparr). &!l have been approved by the vixe in favor thereof given at a rncztirtg 
catleci for that purpose or by the writtern consent of  the holdcrs of a majority of the total 
sh;ires of the 5% Cumulative Prefmd Stock, $25 1% Value then outstanding, the 
itmount w payable on such voluntary liquidation, dissolution, or winding up shall be $25 
pcr *: or 

$25 per share. in the event of any involuntary fiquidation, dissolution or winding 
up of the Compng. 

COMMON STOCK 
(Wichotrt par value) 

The B o d  of Directors i s  hereby ailthosized to causc shares of Conunon Stock, without 
par value, to tpe issued from time to t h e  for such consideration as may be fixed from time to 
time by the Board of Directors. or by way of s o c k  split pro rata to the holders of thc Common 
Stock. The Board of Directors may also determine the proportion of the proceeds received h m  
the sale cf such stack which shall he srcdited upon the books of the Company to Capital or 
Ciipi*d Surplus. 

h c h  s h e  of the Commm Stock shall be equal in all respects to evcry other share of the 
Comion Stock. 

No holder of s h e s  of C o m o n  Stock shall k. ent.itled as such as a matter of right to 
subsrribg for or purchase any put of any new or additional issue of stock, or securities 
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convertible into sock. of any class whatsoever, whether now or hereafter authorized, and 
whether issued for cash. property, services, or ohenvise. 

SIXTH. The Rwation of the Company shall be perpetual. 

SEVENTH. The private property of the shareholders of tlie Company shall not bt: 
wbject to the payment of corporate debts. 

EIGHTH. A. CERTAIN DEFINITIONS. For purposes of this Article Eighth: 

(1) f'AfilEate," including the term "affiliated person," means a person who 
directly, or indirectly through one ( 1 )  or more intermediaries, controls, or is controlled by, or is 
under common control with, a specified person. 

(2) "Assoc.iate," when used to indicate a relationship with any person, 
means: 

(a) Any corporation or organization (other than the Company or a 
Subsidiary), of which such person is an officer, director or partner or is, directly 
or indirectly, the Beneficial Owner of ten percent (1 0%) or more of any class of 
Equity Securities; 

(b) Any trust or other estate in which such person has a substantial 
beneficial interest or as to which such person serves as trustee or in a similar 
fiduciary capacity; and 

(c) Any relative or spouse of such person. or any relative of such 
spouse, any one (1) of whom has the same home as such person or is a director or 
officer of the corporation or any of its Affliates. 

(3) "Beneficial Owner," when used with respect to any Voting Stock, means a 
person: 

(a) Who. individually or with any of its Affiliates or Associates, 
beneficially owns Voting Stock, directly or indirectly; or 

(b) Who, individually or with any of its Affiliates or Associates, has: 

I .  The right to acquire Voting Stock, whether such right is 
exercisable immediately or only after the passag of time and whether or 
not such right is exercisable only after specified conditions are met, 
pursuant to any agreement, arrangement, or undersomiding or u p n  the 
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exercise of conversion rights. exchange rights. wirrants or 0ptio.m. ar 
ohmvisc: 

-_ 7 The right to sote Voting Sock pursmi to any agreemen& 
arrmgmeot. or understanding: or 

3. Any a_nremmt, arrangement. or understanding for the 
purpose of qu i r i~g .  holding. voting or disposing of Voting Stock with 
m y  othm person who beneficially owm. or whose Affiliates or Associates 
beneficially ow;?. directly or indirectly, such shares of Voting Stock. 

(4) "Business Combination" means: 

(a) Any merger or consolidation of the Company or any Subsidiary 
with any Interested Shareholder. or any other corporation, whether or not itself an 
lnm-ested Shareitofeta, which is. or atier the merger or conso!idation would be, an 
AtXliatt: of an Intermed Shareholder who was an Interested Shareholdcr prior to 
the transaction; 

(b) Any d e ,  lease. trader,  or other disposition, other t b i  in the 
ordinary course of bilsiris. in one (1) transaction or a series of transactions in 
any twelve-month p e r i d  to any Interested Shareholder or any Afiliate of arty 
Interested Shareholder, other than t5e Company OT any Subsidiary, of any assets 
of the Conipany or any Subsidiary having, measured at the time the transaction or 
transactions are approved by the Board of Diiectors of the Company, an aggregats 
book value as of the end of the Company's most recently ended fiscal quarter af 
five percent (5?@ or more of the total Market Value of the outmnding stock of 
the Company or of its net wort?i?i as of &e end of its most recently ended fiscal 
quarter; 

(c) The issuance or transfer by the Company, or any Subsidiary, in one 
transacti~n or a series of transactions in my twelve-month prjcd, of any Eqaity 
Sacmities of the Company or any Subsidiary which have an aggregate Market 
Vaiue of five percent (WO) or more ofthc totai Market Value of the outstming 
stock of the C o m p y ,  determined as of the end of the Company's most mennly 
ended fiscal quarter prior to the fm such issuance or transfer, to any Interested 
Shimholder or any Affiliate of any Interested Shareholder. other than the 
Company or m y  of its Subsidiaries, except pursuant to the exerciF8 of warrants or 
rights to purchase securities offered pro rata to all hoiders of the Company's 
Voting Stack or my other method affording subsmtially proportionate treatment 
to the holders of Voting Stock; 
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(d) The adoption of any plan or proposal for the liquidation or 
dissolution of the Company in which any thing other than cash will be received by 
an lnterested Shareholder or any Affiliate of my Interested Shareholder; or I 

(e) Any reclassification of securities, including any reverse stock split; 
or recapitalization of the Company; or any merger or consolidation of the 
Company with any of its Subsidiaries; or any other transaction which has the 
effect. directly or indirectly, in one transaction or a series of transactions, of 
increasing by five percent (5%) or more the proportionate amount of the 
ou;standing shares of any class of Equity Securities of the Company or any 
Subsidiary which is directly or indirectly beneficially owned by any Interested 
Shareholder or any Afiliate of m y  interested Shareholder. 

( 5 )  "Common Stock" means any stock ofthe Company other than preferred or 
preference stock ofthe Company. 

(6j "Continuing Director" means any member of the Company's Board of 
Directors who is not an Interested Shareholder or an Afijliate or Associate of an 
Interested Shareholder or any of' its kffiliatcs, other than the Company or any of its 
Subsidiaries. and who was a director of the Company prior to the time the interested 
Slimeholder became zn Interested Shareholder, and any successor to such Continuing 
Director who is not an Interested Shareholder or an Affiliate or Associate of an Interested 
Shareholder or any of its Affiliates. other than the Company or any of its Subsidiaries, 
and was recommended or elected by a majority of the Coritinuinp Directors at a meeting 
a! which a quorum consisting of a majority of the Continuing J1ii.ectors is present. 

(7) "Control," includiiig the terns "controlling," "controlled by" and "under 
common control with," means the possession, directly or indirectly, of the power to direct 
or cause the direction of the management and policies of a person, whether through the 
ownership of voting securities, by contlact, or othcnvise. and the beneficial ownership of 
ten percent ( I  0%) or more of the votes entitled to be cast by a corporation's Voting Stock 
crea.tes a presumption of control. 

(8) "Equity Security" means: 

(a) Any stock or similar security, certificate of interest, or participation 
in any profit-sharing agreement, voting trust certificate, or certificate of deposit 
for the foregoing; 

(b) Any security convertible, with or Withoui consideration, into an 
Equity Seclrrity. or m y  w a m t  or other seciwity carrying ZUAY right to subscribe to 
or purchase an Equiry Security: or 
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(,c) Any put, call. straddle. or other option. right or privilege of 
acquiring an Equity Security from or s e h g  an Equity Security to mother without 
being bound to do so. 

(9) "Interested Shareholder" means any person, other than the Company or 
an, of its Subsidiaries. who: 

(a) Is the Beneficial Owner. directly or indirectly, of ten percent (1 0%) 
or more of the voting power of the outstanding Voting Stock of the Company; or 
is an Affiliate of the Company and at any time within the two-year period 
immediately prior 10 the dzte in question was the Beneficial Ow-er, directly or 
indirectly. of ten percent (10%) or more of thc voting power of  the then 
outstanding Vnting Stock of the Company. 

(b) For the purpose of determining whether a person is an Interested 
Shareholder. the number of shares of Vcting Stock deemed to be outstanding shall 
include shares deemed owned by the person through application of Subsection (3) 
of this Paragraph A of Article Eighth but shall not include any other shares of 
Voting Stock which may be issuable pursuant to any agreement, arrangement, or 
understanding, or upon exercise of conversion rights, w,rrr"rrxlts or options or 
othcmise. 

(1  0) "Market Value" means: 

(a) In the case of stock, the highest closing sale price during the thirty- 
day period immediately preceding the date in question of a share of such stock on 
the composite rape for New York Stock Exchange listed stocks, or, if such stock 
is not quoted on the composite tape, on the New York Stock Exchange, or if such 
stock is not listed on New So& Stock Exchange. or if such stock is not listed on 
such exchange. on the principal United States securities exchange, registered 
under the Securities Exchange -4ct of 1934 on which such stock is listed, or, if 
such stock is not listed on my such cxclxmge, the highest closing bid quotation 
with respect to a share of such stock during the thirty-day period preceding the 
date in question on the National Association of Securities Dealers, Inc., 
Automated Quotations System or any syslem then in use, or if no such quotations 
are avaiiable, the fair market value on the date in question of a share of such stock 
as determined by a majority of the Continuing Directors at a meeting of the Board 
of Directors at which a q u o m i  consisting of at teast a majority of the Continuing 
Directors is present; and 

(b) In the case of property other than cash or stock, the fair market 
value of such property on the date in question as determined by a majority of the 
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Continuing Dirzctors at a meeting of the Board of Directors at which 3 quorum 
consisting of at least a majority ofthe Continuing Directors is present. 

( 1) For purposes of Section (2) of this Paragraph C: 

(a) ".Announcement Date" means the first general public 
announcement of the proposal or intention to make a propod of the Business 
Combination or its first com.uniication generally to shareholders of the 
Company, whichever is mlier: 

(b) "Dctenninatiion Date" meam the date on which an interested 
Sh~reholder first k a m e  an interested Shareholder; and 

15 

( 1  1) "Subsidiary" means any corporation of which Voting Stock having a 
majority ofthe votes entitled to be cast is owned, directly or indirectly, by the Company. 

(13) "Voting Stock" means siiares of capital stock of a corporation entitled to 
vote generally in the election of its directors. 

B. MINIMUM SL4R.E VOTE REQUIREMENTS FOR APPROVAL 
OF RUSPNESS COMBINATlONS. 

(1) In addition to any vote otherwise required !y Iaw or these Articles of 
Incorporation. a Business Combination sldi be recommended by the Board <if Directors 
of the Company and approved by the ailirmative vote of at least: 

(a) Eighty percent (80%) of the votes entitled to be cast by outstanding 
shares of Voting Stock ofthe Company, voting together as a single voting group; 
and 

(b) Two-thirds of the votes entitled to be cast by holders of Voting 
Stock otlier than Voting Stock beneficially owned by the Interested Shareholder 
who is, or whose Afiiiate is, a party to the Business Combination or by a1 
Affiliate or Associate of such Interested Shareholder, voting together as a single 
voting group. 

(2) Unless a Business Combination is exempted From the operation of &+is 
Paragraph €3 in accordance with Piuagraph C of this Article Eigkh, the failure to comply 
with the voting reqiirernents of Subsection (1) of this Paragraph B shall render such 
Business Combination void. 

G. ErnMPTIONS FROM MINIMUM SHARE VOTE 
FtEQUIREMENTS. 



(c) “Valuation Date” means 

1. For a Business Combination voted upon by shareholders, 
the latter of the day prior to the date of the shareholders‘ vote or the date 
twenty (20) days prior the consunimtion of the Business Combination; 
and 

2. For a Business Combination not voted upon by 
shareholders. the dale of the consummation of the Business Cornbination. 

(21 The vote required by Section B ofthis Article Eighth does not apply to a 
Business Combifiation if each of the follow+ng conditions is met: 

(a) The aggregate amount of the cash and !he Market Vaiue as of the 
Valuation Date of consideration other than cash to be received per share by 
hoiders of Common Stock in such Business Combination is at least equal to the 
highest of the following: 

1. The highest per share price (including any brokerage 
commissiow. transfer axes and soliciting dealers’ fees) paid by the 
interested Siriueholder for any shares of Common Stock of the same class 
or series acquired by it: 

a. Within the two-year period immediately prior to the 
Announcement Date of the proposal of the Business Combination; 
or 

b. In the transaction in which it became an Interested 
Shareholder, whichever is higher; or 

2. The Market Value per share of Common Stock of the same 
class or series on the Announcement Date or on the Determination Date, 
whichever is higher; or 

3. The price per share e q d  to the Market Value per share of 
Common Stock of the: same class or series determined pursuant to clause 2 
of this Subsection (a), multiplied by the itaction of: 

a. The highest per share price, including any brokerage 
coI::4ssions, transfer taxes and soiiciting dealers’ fees, paid by the 
interested Shareholder for any shares of Common Stock of the 
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same clias5 or serics acquired by it within the twoyear period 
immediately prior to the Announcement Date, over 

b. T k  Mvket Value per share of Common Stock of 
the same class c v  series on the first day in such ~ W Q - Y ~ Z U  period on 
which the Interested Shareholder acqrrired any shares of Common 
Stock. 

(h) The a m g a e  amount of the cash and the Market Value as of &e 
Valuation Date of consideration other than cash to be received per share by 
holders of shares of any class or series of outstanding stock other than Common 
Stuck is at least equal to tte highest of the following, whether or not the Interested 
Shareholder has prcviousfy acquired my shares of a particular class or series of 
stock: 

1. The highest jxr  share price. including any brokerage 
commissions. bansfer taxes and soliciting deaiers' fks, paid by the 
Intensed Shareholder for any shares of such class of stock acquired by it: 

a. Within the two-year period immediately prior to the 
Announcement Date of the proposal of the Brasirzss Combination; 
or 

b. in the transaction in which it became an I m t e r e s d  
Shareholder. whichever is higher; or 

2. The hi&es? prefmntial amount per s k  to which the 
holders of shams of such class of S ~ Q C ~  are entitled in the event of my 
voiuntary or in\*olun&iry liquidation, dissolution or windiug up of the 
Company; or 

3. The Market Vdue per share of such class of stock on the 
Announcement Date or on the fitemhation Date. whichever is higher: or 

4. The price jwr share e q d  to the Market VAUG per share of 
such class of stock determined pursuant to clause 3 of this Subsection (b), 
midtiplied by the fraction of: 

a Tfx highest per share price, including my brokerage 
coMLnissionss, transfer tixxes and soliciting dealers' fees, paid by the 
Interested Shareholder for any shares of any class of Voting Stock 
acquired by it wiihin the two-year period imniediately prior IC the 
Announcement Date, over 
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b. The Market Value per share of the same class of 
Voting Stock on the first day in such two-year period on which the 
Interested Sharehoider acquired my shares of the same class of 
Voting Stock. 

(c) In making any price caicuIation under Section (2) of this Paragraph 
C. appropriate adjustments shall be made to reflect my reclassification, including 
any revem stock split; recapibliiation; reorganization; or any similar transaction 
which has the effect of reducing the number of outstanding shares of the stock. 
The consideration to be received by hckters of any class or series of outstanding 
stock is to !x in cash or in the same form as the Interested Sharcholder has 
previously paid for shares of the same class or wries of stock. If the Interested 
Shareholder has paid for shares of any class of stock with varying forms of 
consideration, the fonn of consideration for such class of stock shall be either cash 
or the fonn used to acquire the iargest number of slimes of such class or serics of 
stock previously acquired hy it. 

(d) 1. After the hirerested Shareholder has become an interested 
Sharcholder and prior LO the cor;summation of such Business Combination: 

a. There shall have been no failure to declare 
and pay at the regular date therefor any full periodic 
dividends, whether or not cumulative, on ilny outstmding 
prefcrred stock of the Company; 

b. There shall have been no reduction in the 
annual rate of dividends paid on any class or series of stock 
of the Company that is not preferred stock, except as 
necessary to reflect any subdivision of the stock: arid an 
increase in such a ~ ~ l  rate of dividends as necesswy to 
reflect any reclassification. including any reverse stock 
split: recapitalization; reorganization; or any similar 
transaction which has the effect of reducing the number of 
outstanding shares ofthe stock; and 

The interested Shareholder shall not become 
the Beneficial Owner of any additional shzses of stock of 
the Company except as part of the transaction which 
resulted in such Interested Shareholder becoming an 
Interested Shareholder or by virtue of proportionate stock 
splits or stock dividends. 

C. 
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... 7 The provisions of subciauses a and b of clause I do 
not apply if no Interested Shareholder or an Afiliate or Associate 
of the Interested Shareholder voted as a director of the Company in 
3 manner inconsistent with such subclauses and the Interested 
Shareholder. within ten (10) days after any act or failure to act 
inconsisterit with sucb subcliwses. notifies the Board of Directors 
of the Company in writing that the Interested Shareholder 
disapproves thereof and requests in good faith that the Board of 
Directmi recti@ such act or failure to acr. 

(e) After the Interested Shareholder has become an Interested 
Sharcholder. the Interested Shareholder may not have receivcd the benefit, 
directly or indirectly. except proportionately as a shareholder. of any 
loans. advances, guarantees, pledges or other financial assistance provided 
by the Conipany or my Subsidiary, whtxtrcr in anticipation of or in 
connection with such Business Cornbination or otherwise. 

(3) (a) The vote required by Section E3 of this Articic Eighth does 
not apply to m y  Business Combination that is approved by a majority of 
Continuing Eirirectors at a meeting of rhe Board of Directors at which a quorum 
consisting of at least a majority of the Continuing Directors is present. 

(b) LMes by its terms a resolution adopted under the 
foregoing subsection (a) of this Section (3) is made irrevocable. it may be 
altered or repealed by the Board OC Directors, but this shall cot affat any 
Business Combinations that have been consummated, or are the subject of 
an existing agreement entered into. prior to the alteration or reped. 

D. Powers of tlrc Bcard of Directors. A majority of the Continuing Directors of the 
Company shall have the power and duty to determine. on the basis of information hiown io them 
after reasonable inquiry. all facts necessary to determine compliance with this Article Eighth, 
including without limitation. (a) whether a person is an Interested Shareholder. (b) the number of 
shares of Voting Stock beneficially owned by any person. (c) whether a persori is an Amliate or 
Associate of another. (d) whether the assets which are the subject of any Business Combination 
have. or the consideration to he received for the issudmce or transfer of securities by the Company 
or any Subsidiary in any Business Combination has. an 'aggregate book value or Market Value of 
five percent (5%) or more of the total Market VaIue ofthe outstanding stock of h e  Company or 
of its net worth, and (e )  whether the requirements of Paragraph C of this Artic!e Eighth have 
been met. 

E. - No Effect OR Fiduciw Obliaations of Interested Shareholders. Nothing 
contained in this Ariicle Eighth shail be construed to relieve any Intcrestecl Shareholder from any 
fiduciary obligation imposed by law. 
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F. Amendment or ReDeaI. Notwithstanding any other provisions of this Article 

Ei@h or of any other .4rticle hereof, or of the By-Laws of the Company (and notwithstanding 
the fact that a lesser percentage may be specified from time to time by law, this Article Eighth, 
any other Article hereof. or the By-Laws of the Company), the provisions of this Article Eighth 
may not be altered. amended or repealed in any respect, nor may any provision inconsistent 
therewith be adopted. unless such aheration, amendment, repeal or adoption is approved by the 
affirmative vote of the holders of at least: (i) 8096 of the combhed voting power of the then 
outstanding Voting Stock of the Company, voting together as a single class and (ii) 66-2/3% of 
the combined voting power of the then outstanding Voting Stock (which is not beneficidly 
owned by any Interested Shareholder), voting together as a single cizs. 

;YwrH. A. Number. Election and Terms of Directors. 'The business of the 
Company shall *be managed by a Board of Directors. The number of directors of the Company 
shall be fixed from time to time by or pursuant to the By-Laws of the Company. Except as 
othenvise providcd in or fixed by or pursuant to the provisions of Article Fifth hereof relating to 
the rights of the holdets of any class or series of stock having a preference over the Common 
Stock as to dividends or upon liquidation to elect directors under specified circumstances, the 
directors shall be ciassified. with respect to the time for which they severally hold office, into 
three classes, as nearly eqml in number as possible, as shall be provided in the manner specified 
in the By-Laws of the  Company, one class to be originally elected for a term expiring at the 
anlual meeting of shareholders to he held in 1958, another class to be originally elected for a 
tern expiring at the annual meeting of shareholders to be held in 1989, and another class to be 
originally elected for a term expiring at the annual mceting of shareholders to be held in  11990, 
with each member of each class to hold office until his successor is elected and qualified. At 
each m u d  meeting of shareholders of the Company and except as otherwise provided in or 
fixed by or pursuant to the provisions of Article Fifth hereof relating to the rights of the holders 
of any class or series of stock having a preference over the Common Stock 2s to dividends or 
upon liquidation to elect directors under specified circumstances, the successors of the class of 
directors whose term expires at that meeting shall be elected to hold ofice for a term expiring at 
the annual meeting of shareholders held in the third year following the year of their election. 

B. Shweholder Nomination of Director Candidates and introdilction of Business. 
Advance notice of shareholdei nominations for the election of directors, and advance notice of 
business to be brought by shareholders before an annual meeting of shareholders, shall be given 
in the manner provided in the By-Laws of the ComDany. 

C. Ncwlv Created Directorshim and Vacancies. Except as otherwise provided in or 
fixed by or pursuant to the provisions of Article Fitih hereof relating to the rights of the holders 
of any clriss or series of stock having a preference over the Common Stock as to dividends or 
upon liquidation to elect directors under specified circumstances: (i) newly created directorships 
resulting from any increase in the number of directors and my vacancies cxi thc Board of 
Directors resulting from death, resignation. disqualification, removal or other cause shall be 
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filled by the af'finriative vote of a majority of the remaining directors rhen in ofice. even though 
lcss than a quonim of the Board of Directors: (ii) any director elected in accordance with the 
preceding clause (i) shall hold office for the remainder of the full term of the class of directors in 
which the new directorship was created or the vacancy occurred and until such director's 
successor shall have been elected and qualified; and (iii) no decrease in the number of directors 
constituting the Board of Directors shall shorten the term of any incumbent director. 

D. Removai. Except as otherwise provided in or fixed by or pursuant to thc 
provisions of' .Article Fifth hereof relating to the rights of the h.olders of any class or series of 
stock having a preference over the Comnion Stock as to dividends or upon liquidation io elect 
directors under s p i i i e d  circumstances. any director may be removed fiom office. with or 
witho.clt cause. only by the affjimative vote of the holders of at least 80% of the combined voting 
power of the h e n  outstanding shares o f  the Company's stock endiled to vote generally, voting 
together as ti single class. Notwithstanding the foregoing provisions of this Paragraph 13, if at 
any time any shareholdcrs of the Company have cumu1a:ive voting rights with respect to the 
election of directors and less than thc entire Board of Directors is to be removed, no director ma! 
be removed from ofice if the votes c s t  against his removal would be sufficient to elect him as a 
director if then curnuIativcly voted at an election of the class of directors of which he is a part. 
Whenever in this Article Ninth or in Article Tenth hereof or in Article Eleventh hereof, the 
phrase, "the then outstanding shares of the Company's stock entitled to vote generally" is used. 
such phrase shall mean each then outstazibing share of any class or series of the Company's stock 
that is entitled to vote generally in the election ofthe Compctny's directors. 

E. Amendment or R e d .  Notwithstanding m y  other provisions of th is  Article 
Ninth or of m y  other Article hereof or of the By-laws of the Company (and nowithstanding the 
fact that a lesser percentage may b: specified fiom time to time by law. this Article Ninth, any 
other Article hereof, or the By-Laws of the Cornpaiiy), the provisions of this Article Ninth may 
not be altered, amended or repealed in m y  respect. nor may any provision inconsislent therewith 
be adopted, unless such alteration. amendment. repeal or adoption is approved by the affirmative 
vote of at lea5t 80% of the combined voting power of the then outstanding shares OF the 
Company's stock entitled to vote generally, voting together as a single class. 

T'ENTPI. Any action required or permitted to be taken by the shareholders of the  
Company a: a meeting of such holders may be taken without such a meeting Q& if a consent in 
writing setting forth the action so taken shall be signed by all of the shareholders entitled to vote 
with respect to the subject matter thertwt Except as 0therwi.w niandated by Kentucky law and 
except as otherwise provided in or fixed b i  or pursuant to the provisions of Article Fifth hereof 
relating to the rights of the holders of m y  class or series of stock having a preference over the 
Coinniori Stock. as to dividends or upon liquidation to elect directors under specified 
circumstances, special meetings of shareholders of the Company may be called only by the 
Board of Directors pwsuaiit to a resolution approved by a majority of the entire Board of 
Directors or by the President of the Company. Notwithstanding arty other provisions of this 
Article Tenth or of any other Article hereof or of the By-Laws of the Company (and 
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notwithstanding the fact that a lesser percentage may bi: specified from time to time by law, this 
Article Tenth, any other Article hereof. or t!ie By-Laws of the Company), the provisions of this 
Article Tenth may not be altered, amended or repealed in any respect, nor may any provision 
inconsistent therewith be adopted, unless such alteration, amendment, repeal or adoption is 
approved by the afimative vote of the holders of at least 80% of the combined voting power of 
the then outstanding shares ofthe Company's stock entitled to vote generally? voting tcgether as 
a single class. 

ELEVENTH.Thc Board of Directors shall have power in adopt, miend and repeal the 
By-Laws of the Company to the maximum extent pcrmitted from time to time by Kentucky law; 
providsd, however. that any By-Laws adopted by the Board of Directors ufider the powers 
conferred hereby may be mended of repealed by the Board of Directors or by the holders or at 
least a rn2jority of the combined voting power of the then outstanding shares of the Company's 
stock entitled to vote generally, voting together as a single class. except that, and notwithstanding 
any other provisions of his Article Elevcnth or of any other Article hereof or of the Ry-Laws of 
the Company (and notw;ithstanding the fact that a lesser percentage may be specified from time 
to time by h v .  this Ankle Eleventh, any other Article hereof or the By-Laws of the Company), 
no provision of Section 2, Section 4 or Section 5 of Article 1 cf the By-Laws or of Section 1 of 
Article IT of the By-Laws or of Section 2 of Article IV of the By-Laws or of h i c k  IX of the By- 
Laws may be altered. amended or repealed in any respect, nor may any prosision inconsistent 
therewith be adopted, unless such alteration, amendment. repeal or adoption is approved by the 
aftinnative vote of thu holders of at least 80% of the combined vat.::: power of the then 
outstanding shares of the Company's stock entitled to vote generally. voting together as a single 
class. Noiuvithstmding any other provisions of this Article Eleventh or of any other Article 
hereof or of the By-Laws of the Company (and notwithstanding the fact that a lesser pacentage 
may be spcified from t h e  to rime by law. this Article Eleventh, any other Articre hereof or the 
By-Laws of the Company). the provisions of this Article Eleventh may not be altered, amended 
or repealed in m y  respxt. nor may any provision inconsistent therewith be adoptd, unless such 
altercation. mmdment. repal  or adoption is approved by the affirmative vote of the holders of at 
least 80% of rfac comhined voting power of the then outstanding shares: of the Compm,y's stock 
entitled to vote generafly. voting together as a single class. 

TWELFTllt. A director of the Company shall not be personally liable to the Company 
or its sharchofders for monetary darnages for breach of his duties as a director, except for liability 
(I)  for any transaction in which the director's personal financial interest is in conflict with the 
financial interests of the Company or its shareholders. (ii) for acts or omissions not in good f ~ t h  
or which involve intentional misconduct or are known to the director to be a violation of law. 
(iii) under Kentucky Revised Statutes 271 R.8-330. or (iv) for any transaction from which the 
djmtur derived my improper personal benefit. If the Kentucky Busines Corporation Act is 
miended d e r  approval by the shambolden of this Article to authorize corporate action ftlrther 
elirniiiating or limiting the perssnal liability of directors. then the liability of a director of the 
Company shalt k clinrinated or limited to the hllest extent permitted by the Kentucky Business 
Cqxxatiorn Act z s  so amended. 
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Any repeal or modification of the foregoing paragraph by the shareholders of the 
Company shall not adversely affect any right or protection of a director of the Compzny existing 
at the time of such repeal or modificarion. 

TEIIRTEENTH. A. RIGHT 1'0 INDEMNIFICATION. Each person who was or is a 
director of the Company and who was or is madc a party or is threatened to be made a party to or 
is otherwise involved (including, N-ithout limitation, as a witness) in any action, suit or 
proceeding. whether civii, criminal, administrative or investigative (hereinafter a "proceeding"), 
by reason of the fact that he or she is or was a director or officer of the Company or is or was 
serving at the request of the Company as a director, oficer, pzrtner, trustee. employee or agent of 
another corporation or of a partnership. joint venture, trust ar other enterprise, including service 
with respect to an employee benefit plan (hereinafter an "Indemnified Director"), whether the 
basis of such proceeding is alleged action in an official capacity as 2 director or oflicer or in any 
other capacity while serving as a director or officer. shall be indemnified and held harmless by 
the Company to the hltest extent permitted by the Kentucky Business Corporation Act, as the 
s a ~ ~ e  exists or may hereafter be mended (but, in the case of any such amendment. only to the 
estent that such amendment permits the Company to provide broader indemnification rights than 
such law perniittted the Company to provide prior to such amendment), against all liability, ail 
reasonzbie expense and all loss (including, without limitation, judgments, fines, reasonable 
attorneys' fees, ERISA excise taxes or pedties and amounts paid in settlement) incurred or 
suffered by such Indemnified Director in connection therewith and such indemnification shall 
continue as to an lndemnified Director who has ceaed to be a director and shall inure to the 
benefit of'the Indemnified Director's heirs. executors and administrators. Each person who was 
or is an ofiicer of the Company and not a director of the Company md who was or is made a 
party or is threatened to be made a party to or is otlierwise involved (including. without 
limitation, as a witness) in any proceeding, by reason of the fact that he or she is or was an 
officer of the Company or is Oi was serving at the request of the Company as a director, officer, 
partner, trustee. employee or agent of another corporation or of a partnership. joint venture, trust 
or other enterprise. including senrice with respect to an employee benefit plan (hereinafter an 
"Indemnified Officer"). whether the basis of such proceeding is alleged action in an official 
capacity as an uflicrr or in any other capacity while serving as an officer, shall be indemnified 
and held hamiless by the Company against all liability. all reaqonable expense and all loss 
(including, without limitation, judgments. fines. reasonable attorneys' fees, ERISA excise taxes 
or penalties and amounts paid in senlernent) incurred or suffered by such Indemnified Officer to 
the same extent and under the smie conditions that the Company must indemnify an Indemnified 
Director pursuant to the immediateiy preceding Sentence and to such M e r  extent as is not 
contnry to public policy and such indemnification shall continue as to an Indemnified Officer 
who has c e d  to be an officer and shall inure the benefit of the Indemnified OFficer's heirs, 
executors md administrators. Notwithstanding the foregoing and except as provided in 
Puagiaph B of this .Article Thineenth wi& respect to proceedinv; to enforce rights to 
indenmi fration. the Company shall indernnifq. an Indemnified Director or Indemnified Officer in 
connection with a proceeding (or thereof) initiated by such lndemnified Director or 
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Indemnified Oficer only if such proceeding (or part thereof) was authorized by the Board of 
Directors of the Company. As hereinafter used in this Article Thirteenth, the temi "indemnitee" 
means any lndernnified Director or Indemnified Officer. Any person who is or was a director or 
officer o f a  subsidiary of the Company shall be deemed to be serving in such capacity at the 
request of the Company for purposes of this Article Thirteenth. The right to indemnification 
conferred in this Article shdl include the right to be paid by the Company the expenses incurred 
in defending any such proceeding in advance of its final disposition (hereinalter an 
"advancement of expenses"); provided, however, that, if the Kentucky Business Corporation Act 
requires, an advancement of expenses incurred by an indemnitee who at the time of receiving 
such advance is a director of the Company shall be made orlly upon: (i) delivery to the Company 
of an undertaking (hereinafter an "undertaking"), by or on behalf of such indemnitee, to repay ail 
amounts so advanced if ii shall ultimately be determined by find judicial decision from which 
there is no M e r  right to appeal (hereinafter, a "final adjudication") that such indemnitee is not 
entitled to be indemnified for such expenses under this Article or otherwise: (ii) delivery to the 
Company of a written affirmation of the indemnitee's good faith belief that he or she has met the 
..:.mdard of conduct that makes indemnification by the Company permissible under the Kentucky 
E:usiness Corporation Act; and (iii) a determination that the facts then known to those making the 
determination would not preclude indemnification under the Kentucky Business Corporation 
Act. The right to indemnification and advancement of expenses conferred in this Pmgrilp5 A 
shall be a contract right. 

B. RIGHT OF INDEMNITEE TO BRING SUIT. If a claim under Paragraph A of 
this .&-tick Thirteenth is not paid in full by the Company within sixty days afier il written claim 
has becn received by the Company (except in the case of i? claim €or an advancement of 
expenses, in which case the applicable period shall be twenty days), the indemnitee may at any 
time thereafter bring suit against the Company to recover the unpaid amount of the claim. If 
successful in whole or in part in any such suit or in a suit brought by the Company to recover an 
advancement of expenses pursuant to the terms of an undertaking, the indemnitee also shall be 
entitled to be paid the espense of prosecuting or defending such suit. In (i) any suit brought by 
the indemnitee to enforce a right to indemnification hereunder (other than a suit to enforce a 
right to an advancement of expenses brought by an indemnitee who will not be a director of the 
Company at the time such advance is made) it shall be a defense that, and in (ii) any suit by the 
Company to recover an advancemen1 of expenses pursuant to the terms of an undertaking the 
Company shall be entitled to recover such expenses upon a final adjudication that, the 
indemnitee has not met the standard that makes it permissible hereunder or under the Kcntucky 
Busincss Corporation Act (the "applicable standard") for the Company to indemnify the 
indemnitee for the amoiint claimed. Neither the failure of the Company (including its Board of 
Directors. a committee of the Board of Directors, independent legal counsel or its shareholders) 
to have made a determination prior to the commencement of such suit that indemnification of the 
indemnitee is proper in the circumstances because the indemnitee has met the applicable 
standard, nor an actual determination by the Company (including its Board of Directors, a 
committee of t!ie Board of Directors. independent legal counsel or its shareholders) that the 
indemnitee has not niet the applicable standard shall create a presumption that the indemnitee has 
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not met the applicable standard or. in the case of such a suit brought by the indemnitee, shall be a 
defense io such suit. In any suit brought by the indemnitee to enforce a right to kdeinnificaiion 
or to an advancernent of expenses hereunder, or by the Company to recover an advancement of 
expenses pursuant to the terms of an undertaking, the burden of proving that the indemnitee is 
not entitled to be indemnified or to such advancement of expenses under this Article Thirteenth 
or othenvise shall be on the Company. 

C. NON-EXCLUSIVITY OF RIGHTS. The rights to indemnification and to the 
advancement of expenses conferred in this Article Thirteenth shall not be exclusive of m y  other 
right which any person may have or hereafter acquire under my s?atutc, these Articles of 
Incorporation, any By-Law, any agreement, any vote of shareholders or disinterested directors or 
otherwise, 

D. INSIJRANCE. The Company may maintain insurance. at its expense, to protect 
itself and any director, officer, employee or agent of the Company or another corporation, 
partnership, joint venture, trust or other enterprise against any expense, liability or loss, whether 
or not the Company would have the power to indemnifL such person against such expense, 
liability or loss under the Kentucky Business Corporation Act. 

E. INDEMNIFICATION OF EMPLOYEES AND AGENTS. The Company may, to 
the extent autliorized from time to time by the Board of Directors, grant rights to indemnification 
and to the advancement of expenses to any employee or agent of the Company and to any person 
serving at the request of the Company as an agent or employee a f  another corporation or of a 
joint venture, trust or other enterprise to the hilest extent of the provisions of this Article 
Thirteenth with respect to the indemnification and advancement of expenses of either directors or 
officers of the Company. 

F. REPEAL OR MODIFICATION. Any repeal or modification of any provision of 
this Article Thirteenth shall not adversely affect any rights to indemnification and to 
advancement of expenses that any person may have at the time of such repeal or modification 
with respect to any acts or omissions occurring prior to such repeal or modification. 

G.  SEVERABlLLTY. In case any one or more of the provisions of this Article 
Thirteenth or any application thereof, shall be invalid or unenforceable in any respect, the 
validity, legality mid enforceability of the remaining provisions in this Article 'Thirteenth and 
any other appiication thereof, shall not in any way be affected or impaired thereby. 

FOURTEENTH. 

A. Terms of Preferred Stock. Auction Series A (without uar value). The Company 
has classified 500,000 shares of the Preferred Stock (without par vaiue) as a series of such 
Preferred Stock designated ZL? "Preferred Stock, Auction Series A {without par value)." The 
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preferences, rights, qualifications and restrictions of the shares of the "Preferred Stock, Auction 
Series A (withour par value)" shal! be as foilows: 

( I )  Authorized Shares: Units. 

The shares of Preferred Stock, Aucticin Series A (without par value) (hereinafter referred 
to as the "Series A Stock") shall be purchased, sold, bansferred and redeemed only in iJnits of 
1,000 shares per unit (a "Unit"), except as provided in subsection (d) of Section (5 ) .  

(2) Dividends. 

la) The Holders shall be entitled to receive, when and as declmtxi by the 
Board of Directors of the Company, out of funds legally available therefor, 
cumulative cash dividends at the dividend rate per annum, determined as, and 
payable on the respective dates, sct forth below. 

(W The dividend rate on shzres of Series A Stock shall be 3.30% per m u m  
during the period (the "Initial Dividend Period") from February 11,  1992 (the 
"Date of Original issue") and ending on April 14, 1992 and shall be payable on 
April 15, 1992 (the "Initial Dividend Payment Date"). Subsequent dividends shall 
be equal to the rake per m u m  that results fiom implementation of the Auction 
Procedures, except in the case of a Payment Failure. Notwithstanding the results 
of any Auction, however. and subject to subsection (1) of this Section (2), the 
dividend rate on the Series A Stock will not exceed 25?4 per annum for m y  
Dividend Period (as hereinafier defined). Dividends on shares of Series A Stock 
shalf accrue from February 1 1, 1992. 

(c) As of the end of the Initial Dividend Period and any subsequent Dividend 
Period, the Board of Directors of the Company may designatc either (i) a 
Dividend Period of thrce months which shalt commence on the day immediately 
following the last day of the preceding Dividend Period and shall end on the 
fourteenth Jay of January, April, July or October next succeeding (a "Quarterly 
Period") or (ii) a Dividend Period of either 49 days or 13 weeks (in either case, 
subject to adjustment for non-Business Days and to meet the Minimum Holding 
Period, as provided ia subsection (g) of this Section (2)) (a "Short-Tenn Period"). 
(The Initial Dividend Period, each subsequent Quarterly Period and any Short- 
Term Period, individually, is rcfcrred to herein as a "Dividend Period".) If and 
when the Board of Directors designates a Short-Tenn Period, each subsequent 
Dividend Period shall be a Shcrrt-Tem Period. In the event of a change in law 
altering the minimum holding period (currently found in Section 246(c) of the 
internal Revenue Code of i986, as amended (the "Code")) (the "Minimum 
Holding Period") required for taxpayers to be entitled to the Dividends-Received 
Deduction, the length of each Short-Term Period commencing after the effective 
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date or such change in law- shall be adjusted so that the niirnber of days in such 
Short-Term Periods shdl exceed the then-current Minimum Holding Period; 
provided that, (i) the Short-Tenn Period that originally was a 49-day Short-Tern 
Period shall not exceed by more th'm nine days the length of the then-current 
Minimum Holding Period. (ii) the number of days in any Short-Term Period shall 
be evenly divisible by seven, and (iii) the maximum number of days in any Short- 
Term Periud shJ1 in no event exceed 98 days. !!wn any such change in the 
number of <lays in a Short-Term Period, the Company shall give notice of such 
charge to the Trust Company, the Securities Depository and each Existing 
Holdcr. Notwithstanding the provisions of this subsection (cj. designation of a 
Short-Tern) Period shall be permitted only after such amendments to these 
Artides as are necessary to accommodate the paymcnt of dividends for a Short- 
Term Period have been duly adopted. 

Id) The initial Short-Tern1 Period shall end on a Wednesday designated bjj the 
Board of Directors of the Company which will be no earlier than the 46th day and 
no larer than the 98th day afier the iast day of the preceding Quarterly Period (in 
any case, subject to adjustment for non-Business Days and to meet the Minimum 
Holding Period, as provided ir. subsection (g) of this Section (2)). Each 
subsequent Short-Term Period will commence on the day immediately following 
the last day of the preceding Shorz-Term Period and wiI1 end (i) on the seventh 
Wednesday zhmeafter, in the case of a 49-day Short-Term Period or (ii) on the 
thirteenth Wednesday hereafter. in the case of a 13-week Short Term Period (in 
each case, subject to adjutment for non-Business Days and to meet the Minimum 
Holding Period as provided in subsection lg) of this Section (2)). in the absence 
of a designation by the Board of Directors of the Company to the contrary, each 
4 9 - k ~  Short-Term Period trill be followed by a 49-day Short-Term Period and 
each I3-weeek Short-Tcm Period will be followed by a 13-week Short-Term 
PZrid.  

(e) Following m y  amendmeni of these Articles to permit dividend payments 
on a basis orher than quarterly, and without regard to the designation by the 
Board of Directors of the Company of the duration of the next succeeding 
Dividend Period, (i) if Sufficient Clearing Bids do not result from an Auction, 
then the Dividend Period to which such Auction relates will be a 49-day Short- 
Term Period *:r (5) if a Payment Failure has occurred, then the Dividend Period 
during which such Paymefit Failure has occurred, and each subsequent Dividend 
Period until such Payment Fdure has keen cured, will bt: a @-day Short-Term 
Period (in each case, subject to adjustment for non-Business Days and to meet the 
Minimum Holding Period, as described in subsection (6) of this Section (2)). 

( 0 Dividends with respect to any Quarterly Period will be payable in arrears, 
when and as declared, on the fifteenth day of each January, April, July and 
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October, mless such day is not a Business Day. in which case they shall be 
payable on the next succeeding Business Day (each a "Qux%erly Dividend 
Payment Date"). Dividends with respect to any Short-l'em Period shall be 
payable in arrears, when and as declared, on the 'Thursday next following die last 
day of the Short-Term Period (a Short-Term Dividend Paynient Date"), except as 
provided in subsection (g )  ofthis Section (2). (Each Quarterly Dividend Payment 
Date and Short-Term Dividend Payment Date, individually, is referred to herein 
as a "Dividend Payment Date.") 

(6) Notwithstanding the provisions of subsections (cj, (d), (e) and (0, with 
respect to the Short-Term Dividend Payment Date: 

1. If the Thursday is not a Business Day, then the Short-Term 
Dividend Payment Date shall be the preceding Tuesday if both such 
Tuesday and the Wednesday fol!owing such Tuesday are Business Days; 
or 

2. If the Friday following such Thursday is not a Business Day, then 
the Short-Term Dividend Payment Date will be the Wednesday preceding 
such Thursday if both such Wednesday and such Thursday are Business 
Days; OK 

3. If either (a) such Thursday is not a Business Day and either the 
preceding Tuesday or Wednesday is not a Business Day or (b) siich 
Thursday is a Business Day and the Friday foliowing such Thursday and 
siich preceding Wednesday are not Business Days, then the Short-Term 
Dividend Payment Date shall be &e first Business Day preceding such 
Thursday that is next succeeded by a Business Day. 

Even though any particular Short-Term Dividend Payment Date may not occur on 
the originally scheduled Short-Tern1 Dividend Payment Date because of the 
adjustments provided for in this subsection (g), the next succeeding Shoit-Term 
Dividend Payment Date shail occur, subject to such adjustments, on the seventh 
or the thirkenth 'Thursday, as applicable, following the originally scheduled 
Sbofl-Tern1 Dividend Payment Date. Notwithstanding the foregoing, if any 
Short-Term Dividend Payment Date set pursuant to this subsectioti (6) would 
occur in a number of days after the immediately preceding Short-Term Dividend 
Payment Date tbat is less than the number of days in the then-current Minimum 
Holding Period, the Short-Tern Dividend Payment Date shal! instead kc the next 
Business Day that (i) is at least a number of days after the preceding Dividend 
Payment Date as to include the then-current Minimum Holding Period and (6) is 
next succeeded by a Business Day. After any such adjustment pursuant to this 
subsection (g )  to the Dividcnd Payment Date for any Short-Tern Period, the last 
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day of such Short-Term Period shall also be adjustcd so as to be the day 
immediately preceding such Dividend Payment Datc. 

01) Any designation by the Board of Directors of a Short-Tcn Period 
following a Quarterly Period shall be effective upon wriiten notice thereof given 
by the Company to die Trust Company and to the Securities Depository prior to 
1:OO P.M., New York City time, on the fifth Business Day prior to tire Aucticn 
Date. Any designation by the Board of Directors of a change in the duration of 
the Short-Term Period shall be effective upon written notice thereof given by the: 
Company to the Trust Company and to the Securities Depository prior to 1:OO 
P.M,, New York City time, on the third Business Day prior to the Auction Date. 

(i) Dividends shall be payable to the Ho!ders 3s their names appear on the 
stock books of the Company or of the registrar of the Series A Stock on the 
Business Dzy next preceding the Dividend Payment Date in the case of a Short- 
Term Period and on such date, not more than 30 days arid not less than IO days, as 
may tK! fixed by the Board of Directors. next preceding the Dividend Payment 
Date in the case of a Quarterly Period; provided that, if a Payment Failure exists. 
dier. such dividends shall be paid to the Holders as their names appear on the 
stock books on such date, not exceeding 15 days preceding the payment date 
thereof, as may be fixed Ly the Board of Directors. 

Dividend rates for the s h c s  of Series A Stock for each Dividend Period 
(oihcr than the Initial Dividend Period) shall be equal to the rate per annum that 
resuits from the Auction with rrzpect to such Dividend Period; provided that, (i) if 
a Payment Failure shall have oc'ciured. the dividend rate for all Dividend Periods 
commencing on or after such Dividend Payment Date or redemption date and 
until such Payment Failure has k e n  cured shdl be a rate pes annum equal to 
250% oftbe Applicable AA Composite Commercial Paper Rate on the Business 
Day next preceding the comniencement of each such Dividend Period 
(notwithstanding the results of any Auction for my siich Dividend Period); a i d  
(ii) if a Payment Failure is remedied by reaon of the Company having paid all 
dividends accrued and unpaid, and all unpaid rcdcrnption payments, OR all shares 
of Series A Stock, the dividend rate for each Dividend Period commencing after 
the date on which the Payment Failure is remedied shall again be determined by 
an Auction. Notwithstanding the foregoing. and subject to subsection (1) of this 
Section (2), the dividend rate for any Dividend Period shall not exceed 25% per 
mum. The rate per annuni at which dividends are prtyzble on shares of Series A 
Stock for any Dividend Period (other than the initial Dividend Period) is 
hereinafter referred to as the "Applicable Rate." 

(k) The dividend per share to accrue and bc payable on each share of Series A 
Stock for the Initial Dividend Period shall be comprrted by multiplying the 
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product of 3.30% (the dividend rate for the initial Dividend Period) and $100 by a 
fraction, the numeralor of which shall be the nuniber of days in the Initial 
Dividend Period, including the first and last days of such Initial Dividend Period, 
and the denominator of which shall be 360. The dividend per share to accrue and 
be payable on each share of Series A Stock for each Quarterly Period shall be 
computed by dividing by four the product of the Applicable Rate for such 
Dividend Period and $100. 171e dividend per share to accrue and be payable on 
each share of Series A Stock for any Short-Tarn Period shall be computed by 
multiplying the Applicable Rate for such Short-Tern Period by a fraction, the 
numerator of which shall be the nuniber of days in such Short-Tcnn Period, 
including the first and last days of such Dividend Period, and the denominator G f  
which shall k 350, and multiplying by $ IO0 the rate so obtained. 

(1) Notwithstanding anything to tlie contrary contained in subarticle A of this 
Article Fourteenth, the dividend rate for any Dividend Period on the Series A 
Stock shall not exceed 25% per annum; provided, however, that if paragraph 
(7)(B)(b) of Article Fifth hereof is amended to providt- a method for computing 
the dividend rate on preferred stock having dividends determined pursuant to an 
adjustable, floating or variable rate, then from and after the date such amendment 
becomes effective, this subsection (I), including the 25% restriction contained in 
this subsection (I), shall cease to be operative, and shall be of no force and effect 
and all references to this subsection (I) in subarticle A of this Article Fourteenth 
shall be of no force a id  effect. 

B. Tenns of $5.875 Cumulative Preferred Stock (without oar value). The Company 
has classified 250,000 shares of the Preferred Stock (without par value) as a series of such 
Preferred Stock designated ils “$5.875 Cumulative Preferred Stock (without par value).” ‘The 
preferences. rights, qualificrittions and restrictions of the shares of the “$5.875 Cumulative 
Preferred Stock (without par value),” shall be as follows: 

(3)  Delinitions 

As used with respect to the shares of Series A Stock. the following terms shall have the 
folIowing meanings, unless the context otherwise requires: 

“Affiliate“ shali mean any Person known to the Trust Company to be controlled 
by. in control of or under coinirion controj with the Company. 

“Avent Member” shall mcan a member of the Securities Depository that will act 
on behalf of a Bidder and is identified as such in such Bidder’s Master 
Purchaser’s Letter. 
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"&PIicable AA Cornnosite Commercial Paper Rate," on any date. shall mean (i) 
wilh respect to a 49-day Short-Term Period, (A) the Interest Equivalent of the 60- 
day rate on commercial paper placed on behalf of issuers whose corporate bonds 
are m:ed "AA" by Standard & Poor's Corporation or its successor ("S&P"), or the 
equivalent of such rating by S&P or another rating agency, as such 60-day rate is 
made available on a discount basis or otherwise by the Federa: Reseive Bank of 
New York for the Business Day immediately preceding such date, or (B) in the 
event that the Federal Reserve Bank of New York does not make available such a 
rate. then the arithmetic average of the interest Equivalent d the 6Uday rate on 
commercial paper placed on behalf of such issuers. and as quoted, on a discount 
basis or otherwise, to the Trust Company for the close of business on the Business 
Day immediately preceding such date by the Commercial Paper Dealers or (ii) 
with respect to a Quarterly Period or a 13-week Short-Tenn Period, the Interest 
Equivalent of the 90-day rate on such commerciai paper as so determined. In the 
event that either of the Commercial Paper Dealers does not quote a rate required 
lo determine the Applicable AA Composite Commercial Paper Rate, the 
Applicable AA Composite Commercial Paper Rate shall be determined on the 
basis of the quotations furnished by the remaining Commercial Paper Dealcr and 
the Substitute Commercial Paper Dealer selected by the Company to provide such 
rate or. if the Company d m  not select any such Substitute Commercial Paper 
Dealer. the remaining Commercial Paper Dealer. If an adjustment is made to the 
length of a Short-Tam Period to comply with the Minimum Holding Period 
pursuant to subsectaon (c) of Section (2), then if the resulting number of days in 
each subsequent Short-Term Period. before any adjustment shall be (i) 70 or more 
days but fewer than 85 days, such rate shall be the arithmetic average of the 
lntrrcst Equivalent of the 60day and 90-day rates OR such commercial paper, or 
( i i )  65 or more days but 98 or fewer days, such rate shall be the Interest 
Equivalenr of the 90-day ratc on such commercial paper. 

"Annficabfe Rate" shall have the meaning specified in Section (21, subsection 6). 

"Auction" shall mean periodic implementation of the Auction Procedures set forth 
herein. 

"Auction Date" shall mean the Business Day immediately preceding a Dividend 
Payment Da!e. 

"Auctioti Procedures" shall mean the Procedures for conducting Auctions set forth 
in Section (4). 

"Available Units" shall have the meaning specified in Section (4), subsection (cj, 
paragraph 1. subparagraph a. 

lo I 
I 
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"Bid" -I and I'm' shall have the respective meanings specified in Scction (41, 
subsection (a), paragraph I ,  subparagrzph c. 

"Bidder" -- and "Bidders" shall have the respective meanings specified in Section 
(4). subsection (a), paragraph I, subparagraph c. 

"Board of Dircaors" shall mean the Board of Directors of the Company or any 
committee authorked by the Board of Directors to perform any or all of the duties 
of the Board with respect tu the Series A Stock. 

"Broker-Dealer" shall mean any broker-dealer or other entity permitted by law to 
perform the functions required o f a  Broker-Dcaler in Sections (4) and (51, that is a 
tneniber of, or a participant in, the Securities Depository and that has been 
selected by the Company and has entered into a Broker-Dealer Agreement with 
the Trust Company that remains effective. 

"Broker-Dealer Anreement" shall mean an agreement between the Trust Company 
and a Broker-Dealer pursuant to which such Broker-Dealer agrees to fallow the 
procedures specified in Sections (4) arid (5 ) .  

"Business Day'' shall mean a day on which the New York Stock Exchange, Inc. is 
open for trading and which is not a day on which banks in New York City are 
authorized by law to close. 
"Code" I- shall tnean the internal Revenue Code of 1986, as amended. 

"Commercial Pauer Dealers" shall mean Goldman, Sachs & Co. w.d Morgan 
Stanley 22 Co. Incorporated or, in lieu thereof. their respective affiliates or 
successors that are engaged in the busincss of buying and selling commercial 
paper. 

"Date of Original issue" shall have the meaning specified in Sectior '21, 
subsection (b), 

"Dividend -- Payment Da:e" shall have the meaning specified in Section (3), 
subsection (0. 

"Dividend Period" shall have the meaning specified in Section (2), subsection (c). 

"Dividends-Received Deduction" shall m e a  the dividends-received deduction on 
preferred stock held by nonaffiliate corporations (currently found in Section 
243(a) of'the Code). 

32 



I 

"Existine. Holder" shall mean a Person who has executed a Master Purchaser's 
Letter and who is listed as the beneficial owner of shares of Series A Stock in the 
records of the Trust Conipny. 

"Hold Order" md "Hold @des" shalt have the respective meanings specified in 
Section (4). subsection (a), paragraph 1, subparagraph c.  

"Holders" shall mean the holders of shares of the Series A Stock 2s the same 
appear on the stock books of the Company or the registrar of the Series A Stock. 

"Initial Dividend Pavment Date" shall have the meaning specified in Section (2), 
subsection (b). 

"initial Dividend P e m '  shall have the meaning specified in Section (2), 
subsection (b). 

"Interest Eauivalent" shall mean hhe equivalent yield on a 360-day h i s  of a 
discount basis security to m interest-bearing security. 

"Master Purchaser's Lett& shall mean a letter addressed to the Company, the 
Trust Company, tile remarketing agent, a Broker-Dealer and m Agent Member in 
which the executing Person agrees, among other things, to ofTer to purchase, to 
purchase, t.0 offer to sell and to sell shares of Series A Stock as set firth in Section 
(4). 

"Maximurn Rate" for any Auction shall mean, subject to subsection (1) of Section 
(2), the product of the Applicable AA Composite Commercial Paper Rate on the 
Auction Date for such Auction and the Kate Multiple. 

"Minimum Holdine Pcriw shall have the meaning specified in Section (2), 
subsection (c). 

"Minimum Rate" for m y  Auction shall mean. subject lo subsection (1) of Section 
(2), 58% of the Applicable AA Cornpasite Commercial Paper Rate on the Auction 
Date for such Auction. 

"Order" I__ and "Orders" shall have the respective meanings specified in Section (4), 
subsection (a), paragraph 1, subparagraph c. 

"Outstandine Shares" shall mean, as of any date. shares of Series A Stock 
theretofore issued by the Company except, wiz'nout duplication, (i) any shms 
theretofore canceled or delivered to the Trust Company for c,mcelIation or 
redeemed or deemed to have been redeemed by the Company, (ii) my shares as to 
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which the Company or any Affiliate thercof shall be an Existing Holder, and (iii) 
any sharcs represented by any certificate in lieu of which a new certificate has 
been executed and delivered by ihe Company. 

"Outstandina IJnits" shall mean Units comprised of Outstanding Shares. 

"Pewmcnt Failure" shall mean a failure by the Company to pay to the I-foideis on 
or within thee Business Days (i) afier any Dividend Payment Date, the fill1 
amount of any dividends to be paid on such Dividend Payment Date on any share 
of the Series A Stock or (ii) after any redemption date, the redemption price tc be 
paid on that redemption date on any share of the Series A Stock with respect to 
which a notice of redemption has been b- wen. 

"Person" shall mean an individual, a partnership, a corporation, a trust, an 
unincorporated association, a joint venture or other entity or a government or any 
agency or political subdivision thereof. 

"Potential Holder" shall mean my Person, including any Existing Holder, (i) who 
shall havc executed a Master Purchaser's Letter and (ii) who may be a prospective 
purchaser of Units (or, in the case oian Existing Holder, additional Units). 

"Oumeriv Dividend Pasrneni Date" shall have the mcaning specified in Section 
(2), subsection (1). 

"Ou<uterlv Period" shall havc hc meaning specified in Section (7). subsection (c). 
"Rate Multiole." on any Auction Date, shall nicm the percentage determined as 
set forth below based on the Prevailing Rating (as dciined belowj of the Series A 
Stock in effect a1 the close of business on the Business Day immediately 
preceding such Auction Date: 

Prevailing Rating Percent;tee 

RAha or above ............................................................ 1 10% 

B B B h  ....................................................................... 200% 
Below B B B h  ........................................................... 250% 

k'3 ................................................................................ 150% 

f%r p v s c s  of this definition, the "Prevailins Rating" of the Series A Stock shall 
be (il AAlaa or above. if the Series A Stock has a rating of AA- or better by S&P 
and a rating ofaa3 or betier by Moody's Investors Service, !nc. or its succcssor 
("Moody's"). or the equivalent of both of such ratings by a substitute ming 
ag~ncy or substitute rating agencies selected as provided below, (ii) if not AAIm 
or above, then Na. if the Series A Stock has a rating of.& or better by S&P and s 
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a rating of a3 or better by Moody's. o r  the equivalent of both of such ratings hy a 
substitutc rdng agency or substitute rating agencies selected as provided Mow, 
(iii) if not AN= or above or Ma. then WBBhaa, ifthe Series A Stock has a rating 
of HRB- or better by S&P and a rating of baa3 or better by Mcody's, or the 
cquivalent of both of such ratings by a substitute iating agency or substitute rating 
agcncics sclwted as provided below, and (iv) if not AA/aa or above, A/a or 
RBB!'ba then Bctow BRBhaa. If both S&P and MotKIy's fail to make such a 
mting avaifable. GoldInim. Sachs & Co. and Morgan Stanley & Co. Incorporated, 
or their successors and assigns. will select one or two nationally recognized 
securities rating agencies to act as a substitute rating agcncy or agencies. The 
Company will take all reasonable action necessary to enable S&P and Moody's, 
or such substitute rating agency or agencies, to provide a rating for the Series A 
Stock. 

I 

I 

"Rernainirrc Units" shall have the meaning specified in Section (4), subsection (d), 
paragraph 1, subparagraph d. 

"Sccurities Demsitoq" shall mem The Depository Trust Company and its 
successors and assigns or any other securities depository selected by the Company 
which agrees to follow the procedures required to be followed by such securities 
depository in connection with shares of the Series A Stock. 

"Sell Order" and "Sell Orders" shall have the rcspective meanings specified in 
Section (4). subsection (a), paragraph 1, subparagraph e. 

"Short-Term D i v i w  Pavment Date" shall have the meaning specitied in Section 
(2). subsection (i). 

"Short-'Term Perid.'' shall have the meaning specified in Section (2): subsection 
(e). 

"Submission Deadline" shall mean 1:OO Y.M., New York City time, on any 
Auction Date or such other tirric on any Auction Date by which Broker-Dealers 
are required to submit Orden to the Trust Company as specified by the Trust 
Company from time to time. 

"Suhrrritted Bid" and "Submittcd Bids" shall have the respective meanings 
speciticd in Section (4). subsection (c), paragraph 1. 

"Suhmitted Hold Order" and "Suhmittcd Hold Orders" shall have the respective 
meanings specified in Section (4), subsection (c), paragraph I. 
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"Submitted Q r r  shall have the meaning specified in Section (4). subsection (c), 
W P F h  1- 

"Submined Scll Order'' and "Submitted Sell Orders" shall have the respective 
meanings specified in Section (4), subsection (c), paragraph 1. 

"Substitute Commercial Paper Dealer" shall mean any commercial paper dea!er 
that is a iading dealer in the commercial papcr market. 

"Sufficient - CIcarinp: Bids" shall ha.ve the meaning specified in Section (4), 
subsection (c). paragraph I ,  subparagraph b. 

"Trust Company!" shall mean a bank or trust company duly appinted as such with 
respect to the shares of the: Series A Stock. 

"IJnit" - shall have the meaning specified in Saction (I). 

"Winninr Bid R.ate" shall have the meaning specified in Section (4), subsection 
(c) paragraph 1. subparagraph c. 

(4) .4uction Procedures. 

(a) Orders bv Existing fJolders and Potential Holders. 

1. Prior to the Submission Deadline on each Auction Date: 

a. Each Existing Holder may submit to a Broker-Dealer by 
telephone information as to: 

( i>  

( i i )  

( i i i)  

the number of Outstanding Unit:.. if any, held by 
such Existing Holder that such Exi;.:.:: &lder desinls to 
continue to hold for the next succe'.c. --g Dividend Period 
v.ithout regard to the rate determined by the Auction 
Procedures: 

the number of Outstanding Units, if any, that such 
Existing Hofdm desires to continue to hold for the next 
succeeding Dividend Period, if the rate determined by the 
Auction procedures shall not be less than the rate per 
annun specified by such Existing Holder; and/or 

the number of Outstanding Units, if any. held try 
such Existing Holder ?!hat such Existing Holder offers to 
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sell without regard to the rate determined by the Auction 
Procedures for the next succeeding Dividend Peeiod; L 1 

b. Each Broker-Dealer, using a list of Potential Holders. in 
good faith for the purpose of conducting a competitive Auction in a 
commercially reasonable manner, shall contact Pc tential Holders, 
including Persons that are not Existing Holders, on such list to 
determine the number of Outstanding Units, if any, that each such 
Potential Holder offers to purchase, if the rate determined by the 
Auction Procedures for the next succeeding Dividend Period shall 
not be less than the rate per annum specified by such Potential 
Holder. 

C. For the purposes hereof, the communication to a Broker- 
Dealer of infcrmation refelTed to in subparagraph a or 
subparagraph b of this paragraph 1 is referred to hereinafter as an 
"Order1' and collectively as "Orders," and each Existing Holder and 
each Potential Holder placing an Order is referred to hereinafter as 
a "Bidder" arid collectively as "Bidders;" an Order containing the 
information referred to in clause (i) of subparagraph a of this 
paragnph 1 is referred to hereinafter as a "Hold Order" and 
collectively as "Hold Orders;" an Order containing the information 
referred lo in clause (ii) of subparagraph a or subparagraph b of 
this paragraph I is referred to hereinafter as a "Bid" and 
collectively as "Bids;" and an Order containing the information 
referred to in clause (iii) of subparagraph a of this paragraph 1 is 
referred to hereinafter as a "Sell Order" and collectively as "Sell 
Orders." 

d. On any Auction Date, a Bici smmitted by an Existing 
Holder shalt constitute an irrevocable offer to sell: 

0 )  the number of Outstanding Units specified in such 
bid if the rate determined by the Auction Procedures on 
such Axtion Date shall be less than the rate specified in 
such Bid; or 

(ii) such number or a lesser number of Outsranding 
llnits to be determined as set forth in subsection (d), 
paragraph 1, subparagraph ci, of this Section (4), if the rate 
determined by the Auction Procedures on such Auction 
Date shall be e q d  to the rate specified in such Bid; or 
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(iii) 3 lesser number of Outstanding Units than \vas- 
specified ir. such Bid. to be determined as sct forth in 
subsection (d), paragraph 2, subparagraph ct of this Section 
(4), if the mtc specified Phemin shall be higher than the 
Maximum Rate and Suflicicnt Clwrbg Bids do not exist. 

I 
I. 

e. On any Auction Date, a Sell Order by an Existing Kolder 
shalt constitute an irrevocable dyer to sell: 

(i) the number of Outstanding Units specified in such 
Sell Order: or 

(ii)  such number or a lesser number of Outstanding 
lh&s as set forth in subsccrion (a), partd-mpph 2, 
subparagraph c, of this Section (4) if SuRlcictit Clearing 
bids do not exist. 

f. Om any Auction Date, a Bid by a Pokntid Holder shall 
constitute an irrevocable offer to purchase: 

( i) the number of Outstanding Units specified in such 
Bid if the rate determined by the Auction Procedures on 
svch Auction Date shall be higher than the rate specified in 
such Bid; or 

(ii) such number or a lesser number of Outstanding 
Units as set forth in subsection (d), paragraph 1, 
subparagraph e, of this Section (4) if the rate determined by 
the Auction Procedures on such Auction Date shall be 
equal to the rate specified in such Bid. 

6. On each Auction Date, die Trust Company shall determine 
the Applicable AA Composite Cumrnercial Paper Rate and the 
Maximum Rate and shall notify the Company and each Broker- 
Dealer of each such me not later than 9:30 A.M. OR such Auction 
Date or such other time on such Auction Date as specified by the 
Trust Company with the consnt of the Company (which consent 
shall nos be unreasonably withheld). 

I 
I 

I 

'0 
i 
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(b) Submission of Orders by Bioker-DtAers to Trust ComDanv. 

1. Each Broker-Dealer shall submir in writing to the Trust CORI~~UIY 
prior to the Submission Deadline oti each Auction Date all Orders 
obtained by such Broker-Dder and specifj'ing with respect to each Order: 

a. The name of the Bidder placing such Order; 

b. The aggregate nnmber of Units that are the subject of such 
Order; 

C. 

(0  

(i i)  

(iii) 

d. 

To the extent that such Bidder is an Existing Holder: 

the number of Units, if any, subject to any Hold 
Order placed hy such Existing Holder; 

the number of Units, if any, subject to any Bid 
placed by such Existing Holder and the rate specifid in 
such Bid; and 

the number of Units, if any, subject to any Sell 
Order placed by such Existiiig Holder; and 

To the extent such Bidder is a Potential Holder, the number 
of Units and the rate specified in such Potential Holder's Rid. 

2. Ifany rate specified in ariy Bid contains more than th iw  figures to 
the right of the decimal p in t ,  the Trust Company shall round such rate up 
to the next highest one thousandth ( .OM)  of 1 %. 

3. If. for any reason, an Order or Orders covering all of the 
Outstanding Units held by my Existing Holder is not submitted to the 
Trust Company prior to the Submission Deadline, the Trust Company 
shall deem a Hold Order to have been submined on behalf of such 
Existing Holder covering the number of Outstanding h i t s  held by such 
Existing Holder and not subject to Ordeis submitted PO Trust Company. 

4. If one or more Orders by an Existing Holder covering in the 
aggregate more than the number of Outstanding Units held by such 
Existing Holder are submitted to the Trust Company by one or more 
Broker-Dealers on behalf of such Existing Holder, such Orders shall be 
considered valid as fo~lows and in the following order of priority: 
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a. Any Hold Orders submitted on behalf of such Existing 
Holder shall be considered valid up to and including, in  the 
aggregate, the number of Outstanding Units held by such Existing 
Holder; provided that. if more than one Hold Order is submitted on 
behalf of such Existing Holder arid the number of Units subject to 
such Hold Orders exceeds the num'kr of Outstanding Units held 
by such Existing Holder, the number of Units subject to such Hold 
Orders shall be reduced pro nta so that such Hold Orders shall 
cover only the numbzr of Outstanding Units held by such Existing 
Holder; 

b. (.i) 

(ii) 

(iii) 

(iv) 

Any Bid submitted on behalf of an Existing Holder. 
shall be considered valid up to and including the excess of 
the number of Outstanding Units held by such Existing 
Holder over the number of Units subject te valid Hold 
Orders of such Esisting flolder referred to in subparagraph 
a of this paragraph 4. 

subject to clause (i) of this subparagraph b. if more 
than me Bid with the same rate is submitted on behalf of 
such Existing Holder and the aggregate number of 
Outstanding Units subject tu such Bids i s  greater than the 
excess referred to in clause (i j of this subparagraph b, such 
Bids shdl be considered valid up to the amount of such 
excess and the number of Units subject to such Bids shall 
be reduced pro rata so that such Bids shall cover only the 
number of Units equal to such escess, 

subject to clause ( i )  of this subparagraph b, if more 
than one Bid with different rates is submitted on behalf of 
such Existing Holder, such Bids shall be considered valid 
in their entirety up to the excess referred to in clause (i) of 
this subparagraph b in the ascending order of thcir 
respective rates, and 

in any such event specified in this scbpaaagraph b, 
the number, if any, of such Units subject to Bids not valid 
under this subpmmph b shall be treated as the subject of 
a Bid by a Potential Holder; and 

c. Any Set\ Order shall be considered valid up to and 
including, in the aggregate, the excess of the numbcr of 
Outstanding Units heid by such Existing Holder over the sum of 
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the Units subject to valid Hold Orders of such Existing Holder 
referred to in subparagraph a of this ,paragraph 4 and vaiid Bids by 
such Existing Holder referred to in subparagraph b of this 
paragraph 4. 

5. I n  any Awtion, if more than one Bid is submitted on behalf of any 
Potential Holder, each Bid submitted shall be a sep-ate Bid with the rate 
and number uf Units therein specified. 

6. Orders by Existing Holders and Potential Holders must specifj. a 
whole number of Units. An Order that does not specify a whole number 
of IJnits will nut be considered a Submitted Order for purposes of the 
Auction. 

i c  1 Determination of Suff&nt Clearinp Bids ,Anning  Bid Rate mnd_ 
ApDlicable Rate. 

1. Not earlier than the Submission Deadline on each Auction Date, the Trust 
Company shall ,assemble all Orders submitted or deemed submitted to it 
by Broker-Dealers (each such Order as submitted or deemed submitted by 
a Broker-Dealer being refened to hereinafter individually as a "Submitted 
Hold Order," a "Submitted Bid" or a "Submitted Sell Order," as the case 
may be, or as a "Submitted Order") and shal1 dctermine: 

a. The excess of  he total number of Outstanding Units over 
the number of Outstanding Units that are the slrbject of Submitted 
Hold Orders (such excess being hereinafter referred to as the 
"Available Units"); 

b. From the Submitted Orders. whether the number of 
Outstanding Units that me the subject of Submitted Bids by 
Existing Holders and Potential Holders specifying one or more 
rates equal to or fower than the Maximum Rate exceeds or is equal 
to the sum of: 

the number of Outstanding IJnits that we h e  subject 
of Submitted Bids by Existing Holders spci@ing one or 
more rates higher than the Maximum Rate, and 

(ii? the number of Outstanding Units th3t are subject to 
Submitted Sell Orders (in the event of such excess OT of 
such equality (other than because the number of Units 
specified in each of clauses ( i j  and (ii) of this subparagraph 
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b is zero because all of the Outstanding Units are the 
subject of Submitted Hold Orders) such Submitted Bids in 
this subparagraph b me hereinafter referred to collectively 
as "Suflicient Clearing Bids"): and 

C. If Suffcient Clearing Bids exist, the lowest rate specified in 
the Submitted Bids (the "Winning Bid Rate") which if: 

(i) (A) Each Submitted Bid from Existing Holders 
speciking such Winning Bid Rate and (B) all other 
Submitted Bids from Existing Holders specifying lower 
rates were accepted, ihus entitling such Existing Holders to 
corttinue to hold the Outstanding IJnits that are the subject 
O ~ S I J C ~  Submitted Bids, and 

(ii) (A) Each Submitted Bid from Potential Holders 
specifjing such Winning Bid Rate and (B) all other 
Submitted Bids from Potential Holders specifying lower 
rates were accepted. thus requiring the Potential Holders to 
purchase the Outstanding Unirs that are subject to such 
Submitted Bids, 

would result in such Existing Holders described in clause (i) of this 
subparagraph c continuing to hold an aggregate number of 
Outstanding Units that, when added to the numbcrs of Outstanding 
Units to be purchased by such Potential HoIders described in 
clause (ii) of this subparagraph c, would at least equal the 
Available Units. 

In connection with any Auction and proniptly after the Trust 
Company has made the detcrminatioiis pursuant to paragraph I of this 
subsection (c), the Trust Company shall advise the Company of the 
Applicable AA Composite Commercial Paper Rate and the Maximum 
Rate and, based on such determinations, of the Applicable Rate for the 
next succeeding Dividend Period and such other information as foliows: 

a. If Sufficient Clearing Bids exist. that the Applicable Rate 
for the next succeeding Dividend Period shall be q u a l  to the 
Winning Bid Rate so determined; 

b. If Sufiicient Clearing Bids do not exist (other than because 
all of the Outstanding Units are the subject of Submitted Hold 
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Orders). that the AppIicable Rate Tor the next succeeding Dividend 
Period shall be the Maximum Rate; or 

C. If all of the Outstarding Units are the subject of Submitted 
Hold Orders, that the Applicable Rate for the next succeeding 
Dividend Perid shall k equal to the Minimum Rate. 

(dl A c c e ~ m c e  and Reiectian of Submitted Bids and Suhmitted Sell 
Ordcrs and Allocation of Units. 

Based on the detenninasions made pursuant to subsection (c), paragraph 1, 
of this Section (Si- the Submitted Bids and Submitted Sell Orders shall be 
accepted or rejected and the Trust Company shall take such other action as 
set forlh below: 

1. 1fSufEcient CSearing Bids have been made, subject to the 
prosisions of paragraphs 4 and 5 of th is  subsection (d), Submitted 
Bids and Submitted Sell Orders stiall be accepted or rejected in the 
following order of priority and all other Submitted Bids shall be 
rejected: 

a. 

b. 

C. 

d. 

The Subniitted Sell Orders of each Existing Holder 
shaH he accepted and the Submitted Bids of each Existing 
Holder speci@ying any rate that is higher than the Winning 
Bid Rate shall be Ejected, thus requiring each such 
Existing Holder to sell the Outstanding Units that are the 
subject of such Submitted Sell Orders or Submitted Bids; 

'fie Submitted Bids of each Existing Holder 
specifying any rate that is tower thm the Winning Bid Rate 
shall be accepted, thus entitling each such Existing Holder 
to continue to hold the Outamding iJnits that are the 
subject of such Submitted Bids: 

The Submitted Bids of each Potential Holder 
specifying my rate that is lower than the Winning Bid Rate 
shall be accepted, thus requiring such Potential Holder to 
purchase the number of Outstanding Units that are the 
subject of such Submitted Bids; 

The Submitted Bids of each Existing Holder 
specifying a rate that is equal to the Winning Bid Rate shdi 
be accepted, thus entitling such Existing Molder to continue 
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10 hold the Outstanding Units that are the subject of each 
such Submitted Bid, unless the number of Outstanding 
Units subject 10 all such Submitted Bids of Existing 
Ko1ders shall be greater than the number of Outstanding 
hits  ("Remaining hits") equal to the escess of the 
Available Units over the number of Outstandiilg Units 
subject to Submined Bids described in subparagraphs b and 
c of this paragraph I ,  in which event the Submitted Bids of 
each such Existing Holder shalI be rejected, and each such 
Existing Holder shall bc required to sell Units, but only in 
an amount equal to the ditrerence between (i) the nuinbcr of 
Outstanding Units then held b;l such Existing Holder 
subject to such Submitted Bid and (ii) the number of 
Outstanding Units obtained 'by multiplying (x) the number 
of Remaining Units by (y) a Fraction (the numerator of 
which shall be the number of Outstanding Units hetd by 
such Existing Holder subject to such Submitted Bid and the 
denonrinator of which shali be the sum of the number of 
Outstanding Uniis subject to such Submitted Bids made by 
all such Existing Holders that specified a rate equal to the 
Winning Bid Kate); and 

e. The Submitted Bid of each Potentia! Holder 
spcci&ing a mte that is equal to the Winning Bid Rate shall 
he accepted. but only in an arnoufit equal to the number of 
Outstanding Units obtained by multiplying (x) the 
difference between the Available Units and the number of 
Outstanding Units subject to Submitted Bids described in 
subparagraphs b, c, and d of this paragraph 1 by (y) D 

fraction (the numerator of which shall be the number of 
Outsianding Units subject to such Submitted Hid of such 
Potentiill Holder and the denominator of which shalt be the 
sum of the number of Outstanding lJnits subject to 
Submitted Bids that specitiecl rates equal to the Winning 
Bid Kate submitted. by all such Potential Holders). 

2. If Suflicient Clearing Bids have not been made (other than 
because all of the Outstanding Units ate subject to Submitted Hold 
Orders), subject to the provisions of paragraph 4 of this subsection 
(d). Submitted Orders shall be accepted or rejected in the following 
order urpriority and all other Submitted Bids shall be rejected: 
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a. l h c  Subniitted Bids of each Existing Holder 
spcxifying any rate that is equal to or lower than the 
Masimum Rate shall be acccpted. thus entitling such 
Existing Holder to continue to hold the Outstanding Units 
rh3t are the subject of such Submitted Bids; 

b. The Submitted Bids of each Potential I-foldcr 
specifying any rate that is equal to or lower lhan the 
Maximum Rate shall be accepted, thus requiring such 
Potential Holder to purchase the Outstanding IJnits that arc 
the subject ofsuch Submitted Bids; atid 

C. Tlc: Submitted Bids of each Existing Holder 
specifj.ing any rate that is higher than the Maximum Rate 
shall be rejected. and each Submitted Sell Order of each 
Existing Holder shall be accepted, thus requiring such 
Existing I-lnlder to sell the Outstanding Units that are the 
subjeci of  each such Submitted Bid or Stibrnitted Sell 
Order, in both cases only in an amount equal to the 
difference bctween (i) the number of Outstanding Units 
then held by such Existing Holder subject to such 
Submitted Bid or Submitted Sell Order and (ii) the number 
of Outstanding Units obtained by multiplying (xj the 
ditrerence between the Available IJirits md the aggregate 
number of Outstandin?, Units subject to Submitted Bids 
described in subpar,.igtaphs a and b of this pangraph 2 by 
(y; a fraction (the numerator of which shall be the number 
of Outstanding Units held by such Ejiisting Holder subject 
to such Submitted Bid or Submitted Sell Order and the 
denominator of which shall be the number of Outstanding 
Units suhject to all such Submitted Bids and Submitted Sell 
Orders of Existing Holders). 

3. if ail of the Outstanding Units are the subject of Submitted 
Hold Orders. all Submitted Bids shall be rejected. 

4. If .  as a result of the proccdures dcscribcd in paragraph 1 or 
2 of this stkhseclion (d), any Existing Holder would be entitled to 
hold or required to sell. or any Potential Holder would be required 
to purchase. a fndon of a h i t  on any Auction Date, the Trust 
Company shall. in swh manner as, in its sole discretion, it shali 
determine, round up or down the number of Units to be held or 
wld by any EKisting Holder or purchased by any Potential liolder 
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on such Auction Date sa that the nuinher of Units held or sold by 
each Existing iiolder or purchased by any Potcntial tloldcr OR such 
Auction Date shall be a whole number of Units. 

5 . If, as a result of the procedures described in paragraph i of 
this subsection (a), any Poterrtial Holder would be entitled or 
required to purchase less tlian a whole Unit on any Auction Date, 
the Trust Cumpany shall. in such manner is, in its sole discretion, 
it shall determine. allocate Units for purchase among Potential 
Holders so that only whole Units are purchased on such Auction 
Date by any Potential Holder. even if such allocation results in one 
or more of such Potential I-lolders not purchasing tinits on such 
Auction Date. 

6.  Based on the results of each .4uction, the Trust Company 
shalt determine the aggregate iiumber of Outstanding Units to be 
purchased and the aggregate number of Outstanding Units to be 
sold by Potential llolders and Existing Holders on whose bchalf 
each Broker-Dealer submitted Bids or Sell Orders and, with respect 
to each Broker-Dealer. to the extent that such aggregate number of 
Units to be sold differ, determine to which other Broker-Dealer or 
Broker-Dealers acting for one or more purchasers such Brokcr- 
Dcaler shall deliver. or from which other Broker-Dealer or Broker- 
Dealers acting for one or more scllers such Broker-Dealer shail 
rcccive. as the case may bc, Units. 

( 5 )  Miscellaneous. 

(a) So long as the Applicable Rate is based on the results of an Auction. an 
Existing thlder (i) may sell. transfer or csthewise dispose of shares of Series A 
Stock only in Units and only pursuant to a Bid or Sell Order in accordancc with 
the Auction Procedurcs. or to or through a Broker-Dealer or to a Person that has 
delivered a signed copy o f a  Master Purchaser's Letter to the Trust Company; 
pmvided that. in the case of all tt-ansfers other than pursuattt to Auctions, such 
Existing Holder or its Broker-Dealer or its Agcnt Menikr advises the Trust 
Company of' such transfer. arrd ( i i )  shall have the ownership of the shares of Series 
A Stock held by it maintained in book entry form by the Securities Depository in 
thc account of its Agent Membcr. which in twn will maintain account records of 
such Existing Holder's benefjcial ownership. 

(b) Neither the Company nor any Affiliate thereof' may subinit an Order in any 
Auction. 



t e) Commencing with the Dividend Payment Date for which a Payment 
Faiiure occurs. the Company or an Affiliate thereof. at the option of  the Company, 
may perform any of the functions to bc performed by the Trust Company or the 
Securities llrlpository set forth herein. 

03 Thc Board of Directors of thc Company may interpret :he provisions of 
the Auction Procedures as set forth hercin to resolve any inconsistency or 
ambiguity which may arise or be revealed in connection therewith, mid, if such 
inconsistency or ambiguiiy reflects an inaccurate provision hereof, the Board of 
Directors of the Company may, in appropriate circumstances, authorize the filing 
of B cornctcd Articles of Amendmcnt. 

!g) Sharcs of Scries A Stock which have been redeemed or otherwise acquired 
by the Company or any Afiliate are not subject to reissuancc as Series A Stock. 

(6) Bedemmion. 

'The shares of Series A Stock shall be subject to redemption. in whole or in part on 
any Dividend Payment Date, upon the notice and in thc manner and with the cffect 
provided in Article FiRh of these Articles; provided that if such Article Fifth is amended 
to grant the Company's Board of 1)irectors in certain instances the authority to detnmine 
the time. form and rnmner of a notice of rcdemption, from and after the date such 
amendment becomes effective, publication of notice of the redemption of the Series A 
Stock shall not be required and notice of such redemptioii shall be suficient if mailed at 
least thirty (30) days' prior to redemption to the holders of record of the Scrics A Stock 
so to be redeemed. a( their respcctive addresses as the same shall appear on the books of 
the Company, but no failurc tc mail a parlicular notice iicr ar,y defect thcrein or in the 
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(c) AH rcfcrcnccs 10 tinie ofday refer to New York City time. 

(4 Fmtii and during thc continuancc of a Paynient Failure and during any 
pr iod  in which there shall not bc a Securities Depository. shares of Series A 
Stock may be registered for transfer or exchange and ncw certificates issued upon 
surrcnder of ihc old certiticates properly cndorscd for transfer, with (i) all 
necessary endorscrs' signatures guaranteed in such manner and form as the Trust 
Company (or such other transfer aeent or registrar) may require by a guarantor 
acasonatbly bclieved by the 'Trust Company (or such other transfer agent at 
registrar) to be responsiblr, (ii) accompanied by such assurances as the Trust 
Compmy (or such other tnnsfer agent or registrar) shall deem necessary or 
appropriate to evidcnce the genuineness and effectiveness of each necessary 
cndorsement and (iii) sa!iafactory evidence of compliance with dl applicable laws 
relatinK to the collection of taxes or funds neccssary for the payment of such 
taxes. 
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rnailifig thercof shall aflcct the validiiy of‘ the proceedings for the redcmption of those 
sharcs of  Scrics A Stock for which proper notice has lxen givcn; providcd further that ail 
other temrs of Article Fifth. as amended, relating to the rcdemption of shares of Preferred 
Stock and Preferred Stock (without par value) shall continue to apply to the redenrption 
of the Scrics A Stock. The notice of redemption shall include a statement setting forth (i) 
thc numbcr of shares of thc Series A Stock to be redeemed (if applicable to be 
denorninatcd in Units). ( i i )  the date fix.ed for redemption and ( i i i )  the redernptiaii price. 
So long as shz-. ci of Series A Stock arc held of record by the nominee of the Securities 
Depository. th:: 5’:~rnpany need only give notice to the Securities Depository of any such 
redemption. The redcmption price or priccs applicable to shares of said serics shall be 
I;lOO.Otl p r  sharc plus accrued and unpaid dividends to the date of redemption. Unless 
thc shares of Series A Stock shall have been registered for transfer and exchange as 
provided in subscc?ion (d) of Section (5 ) .  redemptions shall be madc only in whole Units. 

Thc preferential amounts to which the holders of Series A Stock shall be entitled 
upon any voluntar)’ or involuntary liquidation. dissolution or winding tip of the Company, 
in addition to dividends accurnulatcd but unpaid thereon. shall be $1 00 pcr share. 

(I) Stated Val=. 

The statcd value of the Series A Stock shall be $100 per share. 

B. Terms of $5.875 Cumulativc Prefcrred Stock (without nar value). The Company 
has classified 250.000 sharcs of the PreferEd Stock (without par value) as a series of  such 
Prefcrrcd Stock dcsignatcd as “$5.875 Cumulativc Preferrcd Stock (without par value).” The 
preferences. rights. qualifications and restrictions of thc shares of the “05.875 Cumiilative 
Preferred Stock (without par value).” shall be as follows: 

( 1 ) The annual dividend payablc in respect of each share of said series shall be 
$5.875; and the initial dividend in respect of each share of said scries shall be payable on July 15, 
1993. when and a. declared by the Board of Directors of this Company, to holders of record on 
June 50. 1993. and wiIl accrue from the datc of original isstlance of said scries; thereafter, such 
dividends shall be payahlc on January 15, .4pril 15, July I5 and October I5 in each year (or the 
next business date thereafter in each case), when and as declared by the Board of Directors of this 
Company. for thc quartmyearly period ending on the last business day of the preceding month. 

(2) The sham of said series arc not subject to redemption prior to July 1, 
1998. On and alter July 1. 1908, the shares of said series shall be subject to redemption, in 
whole o r  in pm, in the manner and with the ctrect provided in these Articlcs; and the redemption 
price or prices applicablc to shares of said series shall be $105.875 per share pfus accrued and 
unpaid dividends to thc clatc of rcdcniptfon if such dote of redemption is on or subsequent to July 
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1. i998, and prior to July I .  lW9: $i04.700 per share plus accrued and unpaid dividends to tkc 
dale of redemption if such datc of redemption is on or subsequent to July 1. 1999, and prior to 
July 1. 2000; $103.525 per share plus accrued and unpaid dividends to the date of redemption if 
such dare of redemption is on or subsequent to July 1 ,  2000. and prior to July I ,  2001; $102.350 
per share plus accrued and unpaid dividends to the date of redemption if such date of redemption 
i s  on or subsequcnt to July 1. 200 I ,  and prior to July 1, 2002; S 101.175 per share plus accrued 
and unpaid dividelids to the date of redemption if such datc of redemption is on or subscquenk t3 
Ju!y I .  2002. and prior to July 1, 2003; and $100.000 per share plus accrued and unpaid 
dividends thereafter. 

Notice of every such redemption s'hafi be mailed at feast thirty (30) &ys prior to 
rcdenrption to  he holders of record of the $5.875 Cumulative Preferred Stock (without par vaiue) 
so to bc redeemed. at their respective addresses as the same shall appear on the books of the 
Company, but no faiiurc to inail a particular notice nor any defect therein or in the mailing 
thereof shall affcct the validity of tfic proceedings for the redemption of those shares of $5.875 
Cumulative Prefencd Stock (without par value) for which proper notice has been given. 

(3) Sa long as any shares ofsaid series shall rcrnain outstanding, the Company 
shall OR or before July i 5.2003, and an or bcfore July 1 S of each year thereafter to and including 
July 15, 2007. set aside. sepamte and apan fram its other finds, an amount equal to $1,250,000 
(UP such lesser amount as may be suffjcient to redeem all of the shares of said series then 
outstanding) and skalt on or before July 15. 2008 (each such July 15 being hereinafter in this 
Section 3 cailcd a "Sinking Fund Redemption Dare..). set aside, separate and apart from its other 
funds. an mount equal to S f 8.750.000 (or such lesser amowit as may be sufficient to redeem all 
the shares of said scrics then outstanding) as a mandatory sinking hnd  payment for the exclusive 
benefit of shares of said series, plus such further amount as shall equal the accrued and unpaid 
dividends of: the sharcs of said series to bc redeemed out of such payment (as hereinafter in this 
Section 3 provided) through the day preceding the applicahle Sinking Fund Redemption Date. 
The obligation of the Company to make such payment shall be cumulativc, so that if for any 
reason the &I1 mount  thereof shall not be set aside for any year, thc amount of the deficiency 
fmm time to time shall be added to the *amount due from the Company on subsequent Sinking 
Fund Redemption Dates (or. if such deficiency exists on July i5, 2008. on subsequent quarterly 
dividend payment dates thereafter for such scries) until the deficiency shall have been hIly 
satisfied. The Company shall be entitled to credit against any such mandatory sinking fhd 
payment s h  of said series redcemed by the Company at the Company's option, purchased by 
the Chrqxtny in the open market or otherwise acquired by the Company, except through 
application of any sinking fund pqiyment, and not theretofore so credited, at the sinking fund 
rLdernption price hcreinafier specified in this Section 3. 

Any anm.mts set aside by thc Company pursuant to this Section 3 shall be applied 
on the date OC such setting aide if a Sinking Fund Redemption Date or otkenvise on the first 
Sinking Fund Rcdcmption Date occumrrg thereafter to the redemption of shares of said series at 
$1 Cfl.OIH) per shuc. plus accrued and unpaid dividends through the day preccding the applicable 
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Sinking Fund Z-edemption Date, in the m m c r  and upon the notice provided in Section 2 of this 
srrbartic!e B. If any Sinking Fund Redemption Date shall be a Saturday, Sunday or other day on 
which banking institutions in Louisville. Kentucky ixe authorized or obligated to remain closed, 
such term sfili he construed to refer to the nexi preceding business day. 

Notwithstanding anything tr) the contrary set forth above, no sinking fund 
payments on the shares of said series of $5.875 Cumulative Preferred Stock shall be made: (i) 
tinless the full dividends on all shares of Preferred Stock and Preferred Stock (wiihout par value) 
at thc time outstanding for ail past dividend periods shall have been paid or declared atid set apart 
for payment or (ii) i f  such sinking fund payment would be contrary to applicable law. 

(4) The preferential ~UIIOUA~S to which the holders of shares of such series 
shall be entitled upon any liquidation. dissulution or winding up of the Company in addition to 
dividends accumulated but unpaid thereon. shall be %;100.000 per share in the event of any 
voluntary liquidation, dissoiution or winding up of the Company, except that if such voluntary 
liquidation, dissolution or winding up of the Company shall have been approved by the vote in 
favor thereof given at a meeting called for that purpose or by the written consent of the holders of 
a rnqjority of the total shares of the $5.875 Cumulative Prefeerred Stock (without par vdae) then 
outstanding, the moun t  so payable on such vduntary liquidation. dissolution or winding up 
shall be $100.000 per share; or S!OO.OMI peer share, in the event of any involuntary liquidation, 
dissolution or whding up of the Company. 

( 5 )  The stmes of said series of $5.875 Cumulative Preferred Stock (without 
par value) shall be subject to all other terms. provisions and restrictions set forth in these Articles 
with respect to the shares of the k f m d  Stock (without par value) and, excepting only as to the 
rates of divided payable in resptm of the shares of said series, the dividend periods mid 
dividend payment dates. the redemption price or prices applicable to the shares of said series, the 
s id ing  hnd provisions applicable to the shares of said series, and the liquidation price 
applicable to shares of said series, shall hiwe the szme relative rights and preferences as, shall be 
of equal rank with. and shall confer rights equal to those conferred by, ail other shares of the 
Preferred Stock (without par value) of the Company. 

(6 )  The stated value of the shares of said series shall be $1 00.00 per share." 

The undersigned hereby certifies that the Articles of Amendment and Restated Articles of 
Inccrrporation comctly sets forth the corresponding Articles of Incorporation as amended and 
that these Articles of Amendment and Rcstated Articles of Incorporation supersede the original 
Ariicles of lncorpoiation and any amendments and corrections thereto. 

Louisville Gas and Electric Company 

xhn k. McCaf I, Executive Vice President, 
Secretary and General Comsci 
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LOUISVILLE GAS AND ELECTRIC COMPANY 

Pursuant to the provisions of KRS 271B.10-030 and KRS 271B.10-060, the 
following Articles of Amendment to the Articles of Incorporation of Louisville Gas and 
Electric Company, a Kentucky corporation (the “Corporation”), are hereby adopted: 

FIRST: The name of the Corporation is Louisville Gas and Electric 
Company. 

SECOND: 
Articles of Incorporation is as follows: 

The text of the amendment to Article Ninth of the Corporation’s 

“NINTH: All corporate powers shall be exercised by or under the authority 
of, and the business and affairs of the Company managed under the 
direction of, its Board of Directors. The number of directors shall be fixed 
by resolution of the Board of Directors from time to time. 

The Board of Directors of the Company, to the extent not prohibited by 
law, shall have the power to cause the Company to repurchase its own 
shares and shall have the power to make distributions from time to time to 
the corporation’s shareholders.’’ 

THIRD: The above designated amendments do not provide for an 
exchange, reclassification or cancellation of issued shares of stock of the 
Corporation. 

FOURTH: The designated amendments were adopted by the 
Corporation’s Board of Directors on March 21, 2003, and submitted for 
approval by the Corporation’s shareholders. The Corporation has 
21,294,223 outstanding shares of common stock, without par value and 
860,287 outstanding shares of Preferred Stock, par value $25 per share, 
5% Series, which are entitled to vote on the amendment. One hundred 
percent of the common shares and at least 99.9 percent of the voting 
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Preferred Stock were indisputably represented at a shareholders’ meeting 
held December 16, 2003, duly called in accordance with the Kentucky 
Business Corporation Act, with 21,294,223 of the common shares and 
65,098 Preferred Shares indisputably cast in favor of the amendment, 
such votes being sufficient for approval of the amendment. 

DATED: February 6,2004 
Louisville Gas and Electric Company 

BY: <I.. 
Johh R. McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 

o:\board\corp\corpdoc\lg&e arnd artdoc 
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ARTICLES OF AMENDMENT 
TO 

ARTICLES OF INCORPORATION 
OF 

LOUISVILLE GAS AND ELECTRIC COMPANY 

0 

Pursuant to the provisions of KRS 271 6.10-030 and KRS 271 6.1 0-060, the 
following Articles of Amendment to the Articles of Incorporation of Louisville Gas and 
Electric Company, a Kentucky corporation (the ”Corporation”), are hereby adopted: 

FIRST: The name of the Corporation is Louisville Gas and Electric 
Company. 

SECOND: 
Articles of Incorporation is as follows: 

The text of the amendment to Article Ninth of the Corporation’s 

“NINTH: All corporate powers shall be exercised by or under the authority 
of, and the business and affairs of the Company managed under the 
direction of, its Board of Directors. The number of directors shall be fixed 
by resolution of the Board of Directors from time to time. 

The Board of Directors of the Company, to the extent not prohibited by 
law, shall have the power to cause the Company to repurchase its own 
shares and shall have the power to make distributions from time to time to 
the corporation’s shareholders.” 

a 
THIRD: The above designated amendments do not provide for an 
exchange, reclassification or cancellation of issued shares of stock of the 
Corporation. 

FOURTH: The designated amendments were adopted by the 
Corporation’s Board of Directors on March 21, 2003, and submitted for 
approval by the Corporation’s shareholders. The Corporation has 
21,294,223 outstanding shares of common stock, without par value and 
860,287 outstanding shares of Preferred Stock, par value $25 per share, 
5% Series, which are entitled to vote on the amendment. One hundred 
percent of the common shares and at least 99.9 percent of the voting 
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Preferred Stock were indisputably represented at a shareholders’ meeting 
held December 16, 2003, duly called in accordance with the Kentucky 
Business Corporation Act, with 21,294,223 of the common shares and 
65,098 Preferred Shares indisputably cast in favor of the amendment, 
such votes being sufficient for approval of the amendment. 

e 

DATED: February 6,2004 
Louisville Gas and Electric Company 

BY: 
Jdiiii k. McCall 
Executive Vice President, 
General Counsel and 
Corporate Secretary 

o:\board\corp\corpdocUgae amd art.doc 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF LOUISVILLE GAS AND ) 
ELECTRIC COMPANY AND KENTUCKY ) 
UTILITIES COMPANY TO TRANSFER ) CASE NO: 2005- my71 
FUNCTIONAL CONTROL OF THEIR 1 
TRANSMISSION SYSTEM 1 

TESTIMONY OF 
PAUL W. THOMPSON 

SENIOR VICE PRESIDENT OF ENERGY SERVICES 
LG&E ENERGY LLC 

Filed: November 18,2005 
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Please state your name, position and business address. 

My name is Paul W. Thompson. I am the Senior Vice President of Energy Services 

for LG&E Energy LLC (“LG&E Energy”), the parent company of Louisville Gas and 

Electric Company (“LG&E”) and Kentucky Utilities Company (“KU”) (LG&E and 

KU are collectively referred to as the “Companies”). My business address is 220 

West Main Street, Post Office Box 32020, Louisville, Kentucky 40202. 

What is the purpose of your testimony? 

I will provide a brief general overview of the Companies’ application and the 

evidence that supports it. I will also present the Companies’ reasons for becoming 

charter members of Midwest Independent Transmission System Operator, Inc. 

(“MISO”), and describe the reasons that the Companies now seek to withdraw from 

MISO in favor of pursuing operation with an Independent Transmission Organization 

(“ITO”) and a new North American Electric Reliability Council (“NERC”)-certified 

Reliability Coordinator (“RC”). Finally, I will briefly state why the Commission 

should, pursuant to KRS 278.2 18, approve the Companies’ exit from MISO and 

transfer of functional control of the Companies’ transmission assets from MISO to the 

Companies, to TVA for reliability coordination purposes, and to SPP for the purposes 

of SPP’s acting as the Companies’ ITO. 

Please provide a brief overview of the Companies’ proposal set out in its 

application and the evidence that supports it. 

The proposal contained in the Companies’ application would not only effect the 

Companies’ exit from MISO, but would also install an Independent Transmission 

Organization to administer the Companies’ Open Access Transmission Tariff 
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(“OATT”) and a new NERC-certified Reliability Coordinator to maintain the 

Companies’ excellent transmission system reliability. The Companies issued Request 

for Proposals (“RFPs”) to identify the best candidates for these roles, and have 

selected the Southwest Power Pool (“SPP”) and the Tennessee Valley Authority 

(“TVA”) to fill the IT0 and RC roles, respectively. These providers will allow the 

Companies and their customers to enjoy significant cost savings as compared to 

continued MIS0 membership, and will maintain the level of independence in the 

operation of their transmission system that the Federal Energy Regulatory 

Commission (“FERC”) requires, and will maintain a high level of system reliability. 

The Companies are currently in negotiations with SPP regarding an IT0 

Agreement. To date, the IT0 Agreement has not been executed, so the Companies 

submit a pro forma version of this agreement in MSJ Exhibit 5 .  Under that 

agreement, the Companies will remain the owners and operators of their transmission 

system (as they are today), and will continue to maintain ultimate responsibility for 

the provision of transmission service, including the sole authority to amend their 

OATT pursuant to Section 205 of the Federal Power Act. However, the IT0  would 

assume responsibility for a number of core transmission functions, including OATT 

administration, approval of all transmission service requests, oversight of system 

impact studies and facilities study agreements, OASIS administration, calculation of 

total transfer capability and available transmission capacity, transmission scheduling, 

generation interconnections, and administration of a stakeholder process. Each of the 

functions that will be assigned to the IT0 meets, or exceeds, the level of 
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responsibility that FERC has found to facilitate competition through transmission 

independence. 

In addition, the Companies have negotiated an agreement and coordinated 

with TVA to institute TVA as their NERC-certified Reliability Coordinator. (To 

date, the RC Agreement has not been executed, so the Companies submit a pro forma 

version of this agreement in MSJ Exhibit 6.) In this role, TVA will provide: (i) 

security coordination (as defined in relevant NERC Version 0 standards); (ii) 

transmission planning and regional coordination; and (iii) administration of any 

seams agreements (although this function may also be provided by the Companies). 

In support of its filing, the Companies submit the testimony of several 

witnesses. First, Mr. Mark Johnson, Director of Transmission, LG&E Energy, LLC 

(“LG&E Energy”) describes the functions of the Independent Transmission 

Organization and Reliability Coordinator and the RFP process that led to their 

selection, and why the Commission can be assured that the Companies will continue 

to provide to their customers excellent transmission system reliability once they exit 

MISO. Second, Dr. Mathew J. Morey, Senior Consultant, Laurits R. Chnstensen 

Associates Inc., explains how the Companies’ proposed ITOmC is economically 

superior to, and hence more prudent than, the Companies’ continuing MISO 

membership. Third, Mr. Kent W. Blake, Director, State Regulation and Rates for 

LG&E Energy Services, Inc., testifies concerning why the Companies’ ITORC 

proposal meets the requirements of KRS 278.218. Fourth, Dr. Susan F. Tierney, 

Managing Principal of The Analysis Group, Inc., testifies that the Companies’ 

ITORC proposal is one the Commission ought to approve based on her independent 
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analysis and opinion that the proposal is consistent with the regulatory requirements 

of Kentucky. Fifth, Mr. Mike S. Beer, Vice President, Federal Regulation & Policy 

for LG&E Energy Services, Inc., testifies about how this application, the Companies’ 

recent FERC application concerning this same subject matter, and the Commission’s 

earlier investigation of the Companies’ membership in MISO, relate to one another. 

Finally, the Companies present the independent testimony of representatives 

of two third-party contractors, TVA and SPP, which testimony informs the 

Commission of the contractors’ qualifications to perform the duties of the 

Companies’ RC and ITO, respectively. Specifically, Mr. Stuart L. Goza of TVA 

testifies as to TVA’s qualifications and ability to serve as the Companies’ Reliability 

Coordinator, and Mr. Bruce Rew of SPP testifies concerning SPP’s qualifications and 

ability to serve as the Companies’ Independent Transmission Organization. 

What were the reasons that the Companies became charter members of MISO? 

The Companies had two primary goals in helping to form and initially joining MISO 

as it was originally conceived: (i) to comport with emerging federal regulations, such 

as Order No. 888 (and subsequently Order No. 2000); and (ii) to achieve greater 

transmission system reliability. At the time the Companies became charter members 

of MISO, they believed that MISO’s structure and function would help further their 

functions as low- cost, vertically integrated utilities because MISO’s purposes were 

limited to providing non-discriminatory open access transmission service over the 

transmission assets entrusted to its operational control, as well as receiving and 

distributing funds for the use of those assets as agent for the MISO Transmission 

Owners. The Companies’ belief that MISO could help the Companies’ continue their 

4 I 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

15 

16 

17 

18 

19 

20 

21 

low-cost provision of service to native load also made MISO participation seem 

prudent from a state regulatory perspective. 

Why do the Companies now seek to exit MISO in favor of the ITO/RC proposal? 

As the Companies’ evidence showed in the Commission’s previous investigation of 

the Companies’ membership in MISO, Case No. 2003-00266, even on conservative 

assumptions concerning the costs of MISO membership, the Companies can obtain 

significant and recurring economic benefits by exiting MISO in favor of an 

arrangement such as the ITO/RC proposal. The Companies’ actual operating 

experience to date confirms the Companies’ estimates of MISO membership costs 

were indeed quite conservative, so it truer today than it was then that exit from MISO 

should afford financial benefits for the Companies and their customers. Dr. Morey’s 

updated cost-benefit figures contained in his testimony filed today show that the 

ITO/RC proposal will provide the Companies and their customers $10-12 million in 

net economic benefits each year as compared to the Companies’ continued MISO 

membership. As Dr. Morey further shows, the Companies and their customers can 

expect net benefits from MISO withdrawal even taking into account the fee that the 

Companies will have to pay MISO upon exit.’ 

Q. 

A. 

Moreover, the Companies can obtain equivalent reliability coordination 

services from other providers because all reliability coordinators must be NERC- 

certified. Indeed, FERC has proposed that RCs will be governed by an Electric 

Reliability Organization pursuant to FERC’s new authority in Title XII, Subtitle A, 

’ - See Agreement of Transmission Facilities Owners to Organize The Midwest IndeDendent Transmission 
System 
Operator, Inc., A Delaware Non-Stock Cow., (“MISO Transmission Owners’ Agreement”) Article V, Effective 
Feb. 1,2002. 
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0 Section 1211(a) of the Energy Policy Act of 2005, further ensuring equivalence of 

reliability coordination services. 

As Mr. Blake more fully explains in his testimony, the ITORC proposal, 

which provides economic benefits to the Companies and their customers while 

maintaining the Companies’ superb transmission system reliability, fully complies 

with the requirements of KRS 278.218. 

For these reasons, on December 28, 2004, the Companies formally notified 

MISO in writing of their intent to withdraw from the MISO. Sending the notice 

before the end of the calendar year also served to prevent the Companies from having 

to pay an additional year of schedule fees. (A copy of the notice is attached hereto as 

PWT Exhibit 1 .) MISO has acknowledged that the Companies have given proper and 

effective notice and that, once the Companies receive the Commission’s and FERC’s 

permission to exit, the Companies may indeed exit MISO as early as January 1,2006. 

As demonstrated by the letter attached to Mr. Michael Beer’s testimony as MSB 

Exhibit 1, the Companies and MISO have reached agreement on the formula that will 

be used to calculate the exit fee once the date of the Companies’ withdrawal from 

MISO becomes certain; the exit fee is currently projected to be approximately $41 

million. 

By what date do the Companies plan to have completed their exit from MISO? 

It is the Companies’ goal to complete exit from MISO, including obtaining all 

necessary regulatory approvals, no later than April 2006. The Companies therefore 

request that the Commission issue its final order in this case no later than March 31, 

Q. 

A. 
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3 Q. Does this conclude your testimony? 

4 A. Yes, it does. 

2006, granting the Companies’ application, subject to the FERC issuing an order 

approving the Companies’ application before that agency. 
a 

a 
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3 Q. Does this conclude your testimony? 

4 A. Yes, it does. 

2006, granting the Companies’ application, subject to the FERC issuing an order 

approving the Companies’ application before that agency. 
a 

a 
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The undersigned, Paul W. Thompson, being duly sworn, deposes and says he is the 
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therein are true and correct to the best of his information, knowledge and belief. 

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

this 18th day of November, 2005. n 
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VIA OVERNIGHT MAIL. FACSIMILE. AND ELECTRONIC MAIL 
(3 17) 249-5943 

December 28,2004 

Mr. James P. Torgerson 
President & CEO 
Midwest Independent System Operator, hc. 
701 City Center Drive 
Carmel, Indiana 46032 

Dear Jim: 

Pursuant to and in accordance with Section 1 of Article Five and Section J of Article Nine 
of the Agreement of Transmission Facilities Owners to Organize the Midwest Independent 
Transmission System Operator, Inc. (“MISO), a Delaware Non-Stock Corporation (“TO 
Agreement”), Louisville Gas and Electric Company and Kentucky Utilities Company (hereinah, 
the “Companies”), each hereby tenders to you in your capacity as President of MIS0 notice of 
withdrawal to effectuate withdrawal of the Companies’ facilities from the Transmission System 
(as defined under Article One of the TO Agreement). The Companies note that Section 1 of 
Article Five of the TO Agreement provides that, based on the delivery date of this notice of 
withdrawal, the Companies’ withdrawal will not become effective at any time prior to Decembex 
3 I, 2005, and that such withdrawal requires the approval of the Federal Energy Regulatory 
Commission. Such withdrawal, when effective, shall terminate the Companies’ status as an Owner 
pursuant to the TO Agreement. 

The Companies look forward to working with you closely to coordinate any transition 
issues that may arise. We are also certain that MISO and LG&E personnel will continue to 
coordinate their efforts to ensure that the system is operated in a reliable and efficient manner. 

Please do not hesitate to contact me if you have any further questions. 

Sincerely, 



In the Matter of: 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

APPLICATION OF LOUISVILLE GAS AND 
ELECTRIC COMPANY AND KENTUCKY 
UTILITIES COMPANY TO TRANSFER 
FUNCTIONAL CONTROL OF THEIR 
TRANSMISSION SYSTEM 

) 

) CASE NO: 2005- - 00 971 

TESTIMONY OF 
MARK S. JOHNSON 

DIRECTOR, TRANSMISSION 
LG&E ENERGY LLC 

Filed: November 18,2005 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

a 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Please state your name and business address. 

My name is Mark S. Johnson. I am currently employed as Director, Transmission for 

LG&E Energy LLC. LG&E Energy LLC is the parent company of Louisville Gas and 

Electric Company (“LG&E”) and Kentucky Utilities Company (“KU”) (collectively, 

the “Companies”), the applicants in this proceeding. My business address is 220 

West Main Street, Louisville, Kentucky 40202. A complete statement of my 

professional training and work experience is contained in Appendix A. 

Can you expand upon your current employment duties? 

I am responsible for the oversight of functions related to transmission reliability, 

planning and expansion for LG&E and KU. I oversee the development and analysis 

of base cases for the Companies’ footprint used today by the Midwest Independent 

Transmission System Operator, Inc. (“MISO”) in power flow analyses and electricity 

models, stability analyses, Available Transfer Capability (“ATC”) calculations, and 

reliability criteria compliance. My responsibilities also include the oversight review 

of studies and analyses for transmission service and generation interconnection 

requests in coordination MISO as required. Recently, I have actively participated in 

the process to choose for the Companies an Independent Transmission Organization 

(“ITO”) to perform key transmission-related functions and a Reliability Coordinator 

(“RC”) to manage reliability functions for the Companies’ transmission system. 

Q. 

A. 

I am also directly involved in organization and formation of ReliablityFirst 

Council, the larger successor to three regional reliability councils: East Central Area 

Reliability Council, Midwest Reliability Organization, and Mid-America 

Interconnected Network, Inc. ReliabilityFzrst’s goal is to preserve and enhance 
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Q. 

A. 

Q. 

A. 

electric service reliability and security for the interconnected electric systems within 

its region. The portions of the network covered by ReliabilityFzrst are currently in 

the East Central Area Reliability Council Mid-America Interconnected Network and 

the Mid-Atlantic Area Council. These councils will turn over regional 

responsibilities and will wind down other operations when ReliabilityFirst becomes 

operational in early 2006. 

I have also been involved with NERC’s efforts to implement the provision in 

the Energy Policy Act of 2005 concerning the authorization of a self-regulatory 

Electric Reliability Organization (“ERO”) and to gain recognition as the ERO. 

Have you previously testified before this Commission? 

Yes. I have testified in the Commission’s investigation into the continuation of the 

Companies’ membership in the Midwest Independent System Operator, Inc. and in 

numerous cases involving the public convenience and necessity for transmission 

lines. 

What is the purpose of your testimony in this proceeding? 

The purpose of my testimony is twofold. First, I will explain the fundamental 

characteristics and functions of an RC and ITO. Second, I will describe the Request 

for Proposals (“RFP”) process by which the Companies chose TVA to act as their RC 

and SPP to act as their ITO. 

Overview of Independent Transmission Organization and Reliabilitv Coordinator 

Q. Would you briefly explain what a Reliability Coordinator (“RC”) will do to 

manage reliability functions for the Companies’ transmission system? 
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A Yes. The RC will perform reliability coordination services consistent with North 

American Electric Reliability Council (“NERC”) guidelines, have authority to 

approve or deny maintenance schedules for the Companies’ systems, and act as the 

transmission planning authority for the systems (including reviewing and determining 

the need for expansions and upgrades, approving planning criteria, and conducting 

reliability assessments). 

Q. Would you briefly explain what key transmission-related functions an 

Independent Transmission Organization (“ITO”) will perform? 

Yes. The IT0 will conduct all transmission scheduling (including calculation of 

available transmission capacity and awarding of transmission service to customers), 

administer the Companies’ Open Access Transmission Tariff (“OATT”) and Open 

Access Same-time Information System (“OASIS”), and control all generation 

interconnection determinations, among other functions. Representatives of TVA and 

SPP are also submitting testimony in this proceeding to describe their organizations’ 

capabilities relevant to perfonning their functions as the Companies’ RC and ITO, 

respectively. 

Is the I T 0  a good fit for a vertically integrated utility like LG&E or KU? 

Yes. An IT0 provides a mechanism for retaining the benefits of the vertically 

integrated utility model (rate stability and least-cost integrated planning of generation 

and transmission investments) while also gaining the market benefits of open access 

wholesale competition (and the assurance to market participants that transmission will 

be run by an independent party). It allows low-cost vertically integrated utilities to 

continue the planning and operating activities that have made them low-cost; it 

A. 

Q. 

A. 
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provides the non-discriminatory transmission access that is essential to wholesale 

competition; and it keeps the costs of transmission and coordination services low. 

What role will the I T 0  play in the operations of the LG&E/KU systems? 

The IT0 will be responsible for, and have the authority necessary to carry out, 

management of transmission service on the Companies’ system. The IT0 will be the 

single contact for transmission customers seeking to schedule transactions on the 

Companies’ system and will make all decisions relating to allocation of transmission 

service to customers. 

What are some of the specific functions of the ITO? 

As the relevant RFP and pro forma agreement provide, SPP as the IT0 will take over 

many of the same transmission functions that MIS0 currently performs for the 

Companies. The IT0 will have complete authority, and an obligation, to administer 

the terms and conditions of the Companies’ FERC-approved OATT. The IT0 will 

have the authority and obligation to administer the Companies’ OASIS, including the 

responsibility to update and post information to ensure compliance with all FERC 

OASIS-related regulations. 

SPP as the IT0 also will evaluate all transmission service requests, including 

requests for network service and existing point-to-point service agreements. The IT0 

will maintain all of the appropriate documentation associated with transmission 

determinations. As with all other functions managed by the ITO, transmission 

requests must be evaluated on a non-discriminatory basis. In addition, the IT0 will 

be the clearinghouse for transmission customers’ questions regarding transmission 
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and scheduling. The IT0 will act as the scheduling coordinator for all transmission 

transactions into, out of, or through the Companies’ transmission system. 

The IT0 will also conduct all System Impact Studies (“SIS”) and Facilities 

Studies as may be required under the OATT when transmission service is requested. 

The IT0 has the option of coordinating with the Companies or Reliability 

Coordinator personnel to the extent that it wishes assistance in performing such 

studies. The Companies have the right to review and provide comment on studies, 

but the IT0  has ultimate authority to determine the impact of service requests on the 

system and required upgrades. The IT0 will calculate ATC and Total Transfer 

Capability in accordance with the FERC-approved OATT. ATC will be calculated on 

a control area basis for LG&E/KU’s control area interfaces. 

With regard to generator interconnection, the IT0 will process all requests by 

generators and will perform such studies as warranted by the OATT and the 

interconnection standards contained therein. This authority includes the ability to 

manage the interconnection queue and establish a system model to evaluate requests 

for interconnection. 

Will the I T 0  and RC work cooperatively so that each can perform their 

respective functions? 

Yes. The IT0 and RC will exchange information and cooperate to ensure that both 

entities can perform their assigned functions. The application contains a matrix which 

highlights the functions of each entity, and communications and coordination 

protocols. (The Matrix is attached hereto as MSJ Exhibit 1 .) 
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Request for Proposal Process 

Where you involved in the Companies’ RFP process to choose and I T 0  and RC? 

Yes. I was involved in all steps of the two, separate W P s  to select an IT0 and RC. I 

assisted in the preparation of the RFPs, including the listed functions of the IT0 and 

RC. 

Please describe the Companies’ RFP process to choose an IT0  and RC. 

On August 10, 2005 the Companies’ issued an RFP for the Reliability Coordinator 

position to MISO, TVA, SPP and PJM. A copy of the RC W P  is attached to my 

testimony as MSJ Exhibit 2. The Responses to the RFP were due on August 24, 

2005. On August 30, 2005, the 

Companies selected TVA as the reliability coordinator for their systems and, based on 

TVA’s response to the RFP, on September 27, 2005, the parties executed a Letter of 

Intent, which is attached hereto as MSJ Exhibit 3. The parties anticipate negotiating a 

mutually acceptable Reliability Coordination Agreement to be executed on or before 

April 1, 2006. 

There were only two respondents to the RFP. 

The Companies’ IT0 RFP was distributed on August 22, 2005. As with the 

RFP for the RC, the Companies issued the RFP to a number of potential entities that 

could provide the needed services: SPP, PJM, MISO, New York ISO, IS0 New 

England, ERCOT, and the California ISO. Responses to the IT0 RFP were due on 

September 8, 2005. A copy of the IT0 RFP is attached hereto as MSJ Exhibit 4. 

SPP was the only respondent. SPP and the Companies are currently negotiating an 

IT0 agreement. The parties plan to conclude negotiations on mutually acceptable 

terms on or before April 1, 2006. A copy of the current pro forma IT0 agreement 
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between the Companies and SPP is attached hereto as MSJ Exhibit 5 ,  which 

agreement sets out SPP’s role as ITO, including its having the complete authority, 

and an obligation, to administer the terms and conditions of the Companies’ FERC- 

approved OATT. The IT0 will also have the authority and obligation to administer 

the Companies’ OASIS, including the responsibility to update and post information to 

ensure compliance with all FERC OASIS-related regulations. 

SELECTION OF TVA AS RC 

Q. What were the reasons the Companies selected TVA to be the Reliability 

Coordinator for their systems? 

Of the two responses received by the Companies to their RFP for RC services, TVA’s 

proposal was the most reasonable, least cost-alternative to the current MIS0 

membership. The evidence of this evaluation is contained in the testimony of Dr. 

Morey; based on TVA’s response to the Companies’ RFP, the Companies anticipate 

that TVA’s RC services will cost $1.5-2.0 million per year. In addition to being 

lowest cost respondent, TVA has substantial operational experience in the power 

industry. 

A. 

TVA already acts as the Reliability Coordinator for the Big Rivers Electric 

Corporation (“BREC’) and East Kentucky Power Cooperative, Inc. (“EKPC”), 

systems that adjoin the Companies’ system. Once TVA becomes the RC for the 

Companies’ system, TVA will manage a Reliability Area that encompasses most of 

Kentucky. TVA’s expertise with the BREC and EKPC systems, and the region 

generally, was seen as a substantial benefit that certainly influenced the Companies’ 

decision to engage TVA as its Reliability Coordinator. 
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TVA also has in place an operational seams agreement with MIS0 and the 

Pennsylvania-Jersey-Maryland RTO (“PJM”), which agreement is called a Joint 

Reliability Coordination Agreement (“JRCA”). This is an important benefit: were the 

Companies to obtain reliability coordination services from an entity not a party to the 

JRCA, the Companies would have to develop individualized seams agreements with 

each adjacent control area. Although any of the three NERC-certified Reliability 

Coordinators who are parties to the JRCA could fold the Companies into the market 

to non-market seams arrangement set forth in the JRCA, TVA was the only one of the 

three to respond to the Companies’ RC RFP. 

In addition to demonstrating a core competency and a contractual arrangement 

to handle reliability coordination issues in the region, TVA meets all of the criteria 

regarding independent operation, and met all of the numerous other requirements 

outlined in the RFP. 

Finally, as I alluded to before, TVA has proposed to perform the functions of 

Reliability Coordinator at a rate that is very competitive and would offer the most 

economic benefit to the Companies’ retail customers. The cost of the proposed TVA 

service is reflected in the analysis present by Dr. Morey in this case. 

In sum, the Companies now have chosen TVA as their reliability coordinator 

through an RFP process and are confident that TVA will be an excellent Reliability 

Coordinator. TVA currently provides reliability coordination service for public power 

customers in Kentucky with widely dispersed loads throughout the Companies’ 

service territory. TVA is well suited to provide such service to the Companies. In 

addition, the Companies’ proposed contract gives TVA the authority to oversee 
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A. 

Q. 

A. 

Q. 

regional planning. This makes sense from market and reliability perspectives 

considering TVA’s current reliability footprint in Kentucky. (A copy of the TVA 

Reliability Coordination Agreement is attached hereto as MSJ Exhibit 6.) 

Is contracting for reliability coordination services typical in the electric utility 

industry? 

Yes. Reliability Coordination services have been contracted out by public utilities for 

many years and continue to be obtained through contract. The Companies can enter 

into a contract with one of several NERC-certified Reliability Coordinators in 

proximity to the Companies’ control area. The reliability of the transmission system 

will be maintained and the costs of doing so can be kept to a minimum. Prior to 

joining MISO, the Companies contracted with American Electric Power to provide 

reliability coordination services for many years. 

What factors lead the Companies to select TVA as their proposed Reliability 

Coordinator? 

The Companies’ proposed contract gives TVA the authority to oversee regional 

planning. This makes sense from market and reliability perspectives considering 

TVA’ s current reliability footprint in Kentucky. 

Given TVA’s NERC-certification as a reliability coordinator, its demonstrated 

excellence as an RC for EKPC, BREC, and other systems, and all of TVA’s 

other qualifications, is it your opinion that TVA will ensure the reliability of the 

Companies’ transmission system as well as has MISO? 
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A. 

Q. 

A. 

Yes, it is my opinion that TVA has clearly demonstrated that it can provide reliability 

coordination services that will result in reliability for the Companies’ transmission 

system that is equivalent to the reliability the Companies enjoy today. 

SELECTION OF SPP AS THE IT0  

What factors led the Companies to select SPP as their ITO? 

The Companies selected SPP as their IT0 using essentially the same factors as the 

Companies used to select a Reliability Coordinator. Namely, the Companies wanted 

to ensure that the IT0 can: (i) competently perform the functions required of it, as 

described in the RFP; (ii) meet all other requirements listed in the FWP, especially 

those related to their independence from other market participants; and (iii) provide 

substantial value to LG&E/KU’s customers through a competitive rate for the service 

it provides. Based on SPP’s RFP response, the Companies anticipate that SPP’s IT0 

services will cost approximately $3.0 million per year. 

Although SPP was the only entity to respond to the IT0 RFP, its proposal was 

very reasonable when compared to, for example, the cost of the arrangement between 

Duke and MISO, which, based on my understanding, generally provides for the same 

types of tariff administration services. SPP is competent to perform the duties 

required of the ITO, willing to perform all of those duties, and sees provision of these 

unbundled services as mutually beneficial for the Companies and SPP’s existing 

membership. SPP already has in place the personnel and infrastructure needed to 

perform the transmission function duties needed and, most importantly, has 

substantial experience in transmission operations. SPP has offered to provide IT0 

services to the Companies at a very competitive rate. Moreover, SPP processed 
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transmission service requests for the American Electric Power East (which includes 

Kentucky Power) transmission system from 2000 through 2004. In this role, SPP 

independently accepted or denied transmission service requests received on AEP’s 

OASIS. Thus, SPP is well qualified to serve as the Companies’ ITO. 

Are the proposed agreements with TVA and SPP for a proper purpose and 

consistent with the public interest? 

Yes, in my opinion, the agreements are clearly for a proper purpose and are consistent 

with the public interest. Collectively, they will allow the Companies to satisfy 

FERC’s regulation of the operation of the transmission system and provide a 

reasonable and reliable method of operating the transmission system at a more 

reasonable cost than is allowed under the Companies’ current MIS0 membership. 

The Companies expect to enter into final agreements with TVA and SPP within the 

next sixty days and will file them with the Commission. 

Does this conclude your testimony? 

Yes. 
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Director of Transmission 
LG&E Energy LLC 
220 West Main Street 
Louisville, Kentucky 40202 
Telephone: (502) 627-2824 

Education 

Murray State University, Bachelor of Science - Civil Engineering Technology (1980) 

Previous Positions 

LG&E Energy LLC 

0 Jan 2001 - Director of Transmission 

0 Nov 1997 - Director, Distribution Operations 

Entergy, Grand Gulf Nuclear Generation Station 

0 Jan 1985 to Feb 1987 - Manager, Engineering Support 

Tennessee Valley Authority, Watts Bar Nuclear Generating Station 

0 Feb 1987 to Nov 1997 - Area Vice President, Transmission, Customer Service 
and Marketing (for 3-1/2 years), and other various senior level positions in power 
generation, transmission, customer service and marketing 

0 May 1980 to Jan 1985 - Manager, Document Control and Configuration 
Management 
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PRIMARY RESPONSIBILITIES AND SUPPORT FUNCTIONS FOR OPERATING AND OVERSEEING 
TRANSMISSION OWNER’S TRANSMISSION SYSTEM UNDER THE ITO/RELIABILITY 

COORDINATOR MODEL’ 

RELIABILITY COORDINATOR 

A. Primary Responsibilities 

e 

e 

e 

e 

e 

e 

e 

The Reliability Coordinator shall enforce operational reliability requirements as the 
NERC-certified Reliability Coordinator. 

The Reliability Coordinator shall implement applicable NERC and regional reliability 
criteria initiatives, such as maintaining a connection to NERC’s Interregional Security 
Network (“IS”), day-ahead load-flow analysis, transmission loading relief procedures, 
and information exchange. 

The Reliability Coordinator shall develop and coordinate with the Reliability 
Coordination Advisory Committee new operating procedures and guidelines and 
revisions to existing operating procedures and guidelines under this Agreement. 

The Reliability Coordinator shall develop and maintain system models and tools needed 
to perform analysis needed to develop operational plans. 

The Reliability Coordinator shall coordinate with neighboring Reliability Coordinators 
and other operating entities as appropriate to ensure regional reliability. 

The Reliability Coordinator shall coordinate transmission loading relief and voltage 
correction actions with Transmission Owner and with other Reliability Coordinators. 

The Reliability Coordinator shall identify Coordinated Flowgates and determination of 
flowgates requiring Reciprocal Coordination (twice annually). 

The Reliability Coordinator shall compile reservation set based on Freeze Date; compile 
designated resources based on Freeze Date; calculate Historic Firm Flow Values and 
Ratios for all coordinated flowgates on both Transmission Owner’s system and adjoining 
systems (Bi-annual). 

The Reliability Coordinator shall develop Reciprocal Coordination Agreements that 
establish how each Operating Entity will consider its own Flowgate or constraint usage as 
well as the usage of other Operating Entities when it determines the amount of Flowgate 
or constraint capacity remaining. This process will include both operating horizon 
determination as well as forward looking capacity allocation. 

1 This list of primary responsibilities and support functions is designed to compliment Attachment L of the 
OATT and does not replace or negate any provision contained therein. 
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The Reliability Coordinator shall implement AFC Process -- determine AFC attribute 
requirements; obtain NNL Impact Data; implement Allocation Calculation Process; 
implement ASTFC Process; implement AFC Calculation Process; implement CMP 
business rules for AFC vs. ASTFC. 

The Reliability Coordinator shall provide the Transmission Owner and IT0 with data 
necessary to analyze requests for new Transmission service. 

The Reliability Coordinator shall monitor, analyze, and coordinate the reliability of the 
Transmission Owner’s facilities and interfaces with other Balancing Authorities, 
Transmission Operators, and other Reliability Coordinators. 

The Reliability Coordinator shall ensure a long-term (one year and beyond) plan is 
available for adequate resources and transmission within the Area; integrate and assess 
the plans from the Transmission Planners and Resource Planners within the Reliability 
Area to ensure those plans meet the reliability standards; and coordinate the development 
of recommended solutions to plans that do not meet those standards. 

The Reliability Coordinator shall integrate transmission and resource (demand and 
capacity) system models from the Relaibility Area operating entities to evaluate 
transmission system performance and resource adequacy. 

The Reliability Coordinator shall apply methodologies and tools to assess and analyze the 
transmission systems expansion plans and the resource adequacy plans. 

The Reliability Coordinator shall collect all information and data required for modeling 
and evaluation purposes. 

The Reliability Coordinator shall monitor all reliability-related parameters within the 
Reliability Authority Area, including generation dispatch and transmission maintenance 
plans and perform analyses of planned transmission and generation outages and the 
coordination of such outages with NERC, the ITO, the Transmission Owner, and other 
Reliability Coordinators. 

The Reliability Coordinator shall direct revisions to transmission maintenance plans as 
required and as permitted by agreements. 

The Reliability Coordinator shall request revisions to generation maintenance plans as 
required and as permitted by agreements. 

The Reliability Coordinator shall develop Interconnection Reliability Operating Limits 
(to protect from instability and cascading outages). 

The Reliability Coordinator shall perform the reliability analysis (actual and contingency) 
for the Reliability Authority Area. 
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0 The Reliability Coordinator shall approve or deny bilateral schedules from the reliability 
perspective. 

0 The Reliability Coordinator shall assist in the determination of Interconnected Operations 
Services requirements for balancing generation and load, and transmission reliability 
(e.g., reactive requirements, location of operating reserves). 

The Reliability Coordinator shall identify, communicate, and direct actions to relieve 
reliability threats and limit violations in the Reliability Authority Area. 

0 The Reliability Coordinator shall direct implementation of emergency procedures. 

The Reliability Coordinator shall direct and coordinate System Restoration. 

0 The Reliability Coordinator shall perform analyses to develop an evaluation of the 
expected next-day transmission system operations and the overall system conditions with 
information provided by the Transmission Owner. 

The Reliability Coordinator shall assess, develop and document resource and 
transmission expansion plans by: 

o Integrating and verifying that the respective resource and transmission expansion 
plans for the Planning Authority Area meet reliability standards. 

o Identifying and reporting on potential transmission system and resource adequacy 
deficiencies, and provide alternate resource and transmission expansion plans that 
mitigate these deficiencies. 

The Reliability Coordinator shall approve Interchange Transactions from ramping ability 
perspective. 

0 The Reliability Coordinator shall provide telemetry of transmission system information. 

The Reliability Coordinator shall notify others of any planned transmission changes that 
may impact their facilities. 

B. Support Functions 

0 The Reliability Coordinator shall review the Transmission Owner’s development and 
maintenance of transmission and resource (demand and capacity) system models to 
evaluate transmission system performance and resource adequacy. 

The Reliability Coordinator shall review the Transmission Owner’s methodologies and 
tools for: (i) the analysis and simulation of the transmission systems in the assessment 
and development of transmission expansion plans; and (ii) the analysis and development 
of resource adequacy plans. 
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0 The Reliability Coordinator shall review the ITO’s plans for evaluating responses to 
long-term (generally one year and beyond) transmission service requests 

0 The Reliability Coordinator shall review the ITO’s and Transmission Owner’s evaluation 
of transmission facility plans required to integrate new (end-use customer, generation, 
and transmission) facilities into the interconnected bulk electric systems. 

The Reliability Coordinator shall review the ITO’s analyses and reports as required on 
the long-term resource and transmission plans for the Planning Authority Area. 

0 The Reliability Coordinator shall review the Transmission Owner’s monitoring of 
transmission expansion plan and resource plan implementation. 

0 The Reliability Coordinator shall review the Transmission Owner’s coordination of 
project implementation that requires transmission outages that can impact reliability and 
firm transactions. 

0 The Reliability Coordinator shall review the ITO’s evaluation of the impact of revised 
transmission and generator in-service dates on resource and transmission adequacy. 

0 The Reliability Coordinator shall review the ITO’s formulation of operational plans 
(generation commitment, outages, etc) for reliability assessment. 

0 The Reliability Coordinator shall review the Transmission Owner’s determination of the 
need for Interconnected Operations Services. 

0 The Reliability Coordinator shall review the Transmission Owner’s deployment of 
Interconnected Operations Services. 

0 The Reliability Coordinator shall review the Transmission Owner’s implementation of 
emergency procedures. 

0 The Reliability Coordinator shall review the Transmission Owner’s role in maintaining 
reliability of the transmission area in accordance with Reliability Standards. 

0 The Reliability Coordinator shall review the Transmission Owner’s maintenance 
schedules (dates and times). 

The Reliability Coordinator shall review the Transmission Owner’s defined voltage 
profiles. 

0 The Reliability Coordinator shall review the Transmission Owner’s definitions of 
operating limits, development of contingency plans, and oversight of operations of the 
transmission facilities. 
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The Reliability Coordinator shall review the Transmission Owner’s development of a 
long-term (generally one year and beyond) plan for the reliability (adequacy) of the 
interconnected bulk electric transmission systems within a portion of the Planning 
Authority Area. 

The Reliability Coordinator shall review the Transmission Owner’s maintenance of 
transmission system models (steady-state, dynamics, and short circuit) and application of 
appropriate tools for the development of transmission plans. 

The Reliability Coordinator shall review the Transmission Owner’s development of 
transmission plans to ensure that such plans are within defined voltage and stability limits 
and within appropriate facility thermal ratings. 

The Reliability Coordinator shall review the Transmission Owner’s definitions of system 
protection and control needs and requirements, including special protection systems 
(remedial action schemes), that are needed to meet reliability standards. 

The Reliability Coordinator shall review the ITO’s evaluation of and plan for 
transmission service and interconnection requests beyond one year. 

The Reliability Coordinator shall review the Transmission Owner’s development of and 
report on transmission expansion plans for assessment and compliance with reliability 
standards. 

The Reliability Coordinator shall coordinate with the Transmission Owner to define, 
collect and develop information needed for planning purposes, including: (i) transmission 
facility characteristics and ratings; (ii) demand and energy end-use customer forecasts, 
capacity resources, and demand response programs; (iii) generator unit performance 
characteristics and capabilities; and (iv) long-term capacity purchases and sales. 

The Reliability Coordinator shall assist the IT0  in reviewing and determining TTC 
values (generally one year and beyond) as appropriate. 

The Reliability Coordinator shall coordinate with the Transmission Owner to ensure that 
Transmission Owner has control over the following combinations within a Balancing 
Authority Area: (i) Load and Generation (an isolated system); (ii) Load and Scheduled 
Interchange; (iii) Generation and Scheduled Interchange; and (iv) Generation, Load, and 
Scheduled Interchange. 

The Reliability Coordinator shall assist the Transmission Owner in calculating Area 
Control Error within the Balancing Authority Area. 

The Reliability Coordinator shall assist the Transmission Owner in reviewing generation 
commitments, dispatch, and load forecasts. 
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The Reliability Coordinator shall assist the Transmission Owner in implementing 
interchange schedules. 

The Reliability Coordinator shall assist the Transmission Owner in monitoring and 
reporting control performance and disturbance recovery. 

The Reliability Coordinator shall assist the Transmission Owner and the IT0 in providing 
balancing and energy accounting (including hourly checkout of Interchange Schedules 
and Actual Interchange), and administering Inadvertent energy paybacks. 

The Reliability Coordinator shall assist the IT0 in determining valid, balanced, 
Interchange Schedules (validation of sources and sinks, transmission arrangements, 
interconnected operations services, etc.). 

The Reliability Coordinator shall assist the IT0  in verifying ramping capability of the 
source and sink Balancing Authority Areas for requested Interchange Schedules. 

The Reliability Coordinator shall assist the IT0  in collecting and disseminating 
Interchange Transaction approvals, changes, and denials. 

The Reliability Coordinator shall assist the I T 0  in authorizing implementation of 
Interchange Transactions. 

The Reliability Coordinator shall assist in entering Interchange Transaction information 
into Reliability Assessment Systems (e.g., the Interchange Distribution Calculator in the 
Eastern Interconnection). 

The Reliability Coordinator shall assist the Transmission Owner in defining and 
collecting transmission information and transmission facility characteristics and ratings. 

The Reliability Coordinator shall assist the Transmission Owner in monitoring and 
reporting, as appropriate, on transmission expansion plan implementation. 

The Reliability Coordinator shall assist the IT0  in processing transmission service 
requests. 

The Reliability Coordinator shall provide support to the I T 0  in approving or denying 
transmission service requests. 

The Reliability Coordinator shall provide support to the IT0 in approving Interchange 
Transactions from a transmission service arrangement perspective. 

The Reliability Coordinator shall assist the IT0  in determining and posting available 
transfer capability (ATC) values. 
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I T 0  

A. Primary Responsibilities 

0 The IT0  shall evaluate plans for customer requests for transmission service. 

o The IT0 shall evaluate responses to long-term (generally one year and beyond) 
transmission service requests. 

o The IT0  shall review transmission facility plans required to integrate new (end- 
use customer, generation, and transmission) facilities into the interconnected bulk 
electric systems. 

The IT0 shall review and determine TTC values as appropriate. 

0 The I T 0  shall provide analyses and reports as required on the long-term resource and 
transmission plans for the Planning Authority Area. 

The I T 0  shall evaluate the impact of revised transmission and generator in-service dates 
on resource and transmission adequacy. 

0 The IT0  shall formulate an operational plan (generation commitment, outages, etc) for 
reliability assessment. 

The I T 0  shall provide balancing and energy accounting (including hourly checkout of 
Interchange Schedules and Actual Interchange), and administer Inadvertent energy 
paybacks. 

The IT0 shall determine valid, balanced, Interchange Schedules (validation of sources 
and sinks, transmission arrangements, interconnected operations services, etc.). 

The IT0 shall verify ramping capability of the source and sink Balancing Authority 
Areas for requested Interchange Schedules. 

The IT0  shall collect and disseminate Interchange Transaction approvals, changes, and 
denials. 

0 The IT0  shall authorize implementation of Interchange Transactions. 

The IT0  shall maintain record of individual Interchange Transactions. 

0 The IT0 shall evaluate and plan for transmission service and interconnection requests 
beyond one year. 

The IT0  shall receive transmission service requests and process each request for service 
according to the requirements of the tariff. 
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0 The IT0  shall maintain commercial interface for receiving and confirming requests for 
transmission service according to the requirements of the tariff (e.g., OASIS). 

0 The IT0  shall approve or deny transmission service requests. 

0 The IT0  shall approve Interchange Transactions from transmission service arrangement 
perspective. 

The IT0  shall determine and post available transfer capability (ATC) values. 

B. Support Functions 

0 The I T 0  shall assist the Reliability Coordinator in directing revisions to transmission 
maintenance plans as required and as permitted by agreements. 

0 The I T 0  shall assist the Reliability Coordinator in requesting revisions to generation 
maintenance plans as required and as permitted by agreements. 

0 The I T 0  shall assist the Reliability Coordinator in approving or deny bilateral schedules 
from the reliability perspective. 

0 The IT0  shall assist the Transmission Owner in defining, collecting, and developing 
demand and energy end-use customer forecasts, capacity resources, and demand response 
programs. 

The I T 0  shall assist the Transmission Owner in defining, collecting, and developing 
Long-term capacity purchases and sales. 

The IT0 shall assist the Reliability Coordinator in assessing, developing, and 
documenting resource and transmission expansion plans. 

o The IT0  shall assist the Reliability Coordinator in integrating and verifying that 
the respective plans for the Planning Authority Area meet reliability standards. 

o The IT0  shall assist the Reliability Coordinator in identifying and reporting on 
potential transmission system and resource adequacy deficiencies, and providing 
alternate plans that mitigate these deficiencies. 

The IT0  shall assist the Transmission Owner in monitoring transmission expansion plan 
and resource plan implementation. 

The IT0 shall assist the Transmission Owner in coordinating project implementation that 
requires transmission outages that can impact reliability and firm transactions. 
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The IT0  shall coordinate with the Transmission Owner to ensure that Transmission 
Owner has control over the following combinations within a Balancing Authority Area: 
(i) Load and Generation (an isolated system); (ii) Load and Scheduled Interchange; (iii) 
Generation and Scheduled Interchange; and (iv) Generation, Load, and Scheduled 
Interchange. 

The I T 0  shall assist the Transmission Owner in calculating Area Control Error within the 
Balancing Authority Area. 

The I T 0  shall assist the Transmission Owner in reviewing generation commitments, 
dispatch, and load forecasts. 

The IT0  shall assist the Transmission Owner in implementing interchange schedules. 

The IT0  shall assist the Transmission Owner in monitoring and reporting control 
performance and disturbance recovery. 

The IT0 shall assist in the development and review of Transmission Owner’s 
maintenance schedules (dates and times). 

The IT0  shall assist the Reliability Coordinator in notifying others of any planned 
transmission changes that may impact their facilities. 

The IT0  shall assist the Transmission Owner in monitoring and reporting, as appropriate, 
on transmission expansion plan implementation. 

The IT0  shall assist the Transmission Owner in allocating transmission losses (MWs or 
funds) among Balancing Authority Areas. 

TRANSMISSION OWNER 

A. Primary Responsibilities 

The Transmission Owner shall develop and maintain transmission and resource (demand 
and capacity) system models to evaluate transmission system performance and resource 
adequacy. 

The Transmission Owner shall maintain and apply methodologies and tools for the 
analysis and simulation of the transmission systems in the assessment and development 
of transmission expansion plans and the analysis and development of resource adequacy 
plans. 

The Transmission Owner shall define and collect or develop information required for 
planning purposes, including: (i) transmission facility characteristics and ratings; (ii) 
demand and energy end-use customer forecasts, capacity resources, and demand response 
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programs; (iii) generator unit performance characteristics and capabilities; and (iv) long- 
term capacity purchases and sales. 

The Transmission Owner shall review transmission facility plans required to integrate 
new (end-use customer, generation, and transmission) facilities into the interconnected 
bulk electric systems. 

The Transmission Owner shall monitor transmission expansion plan and resource plan 
implementation. 

The Transmission Owner shall coordinate project implementation that requires 
transmission outages that can impact reliability and firm transactions. 

The Transmission Owner must have control the following combinations within a 
Balancing Authority Area: (i) load and generation (an isolated system); (ii) load and 
Scheduled Interchange; (iii) generation and Scheduled Interchange; and (iv) generation, 
load, and Scheduled Interchange. 

The Transmission Owner shall calculate Area Control Error within the Balancing 
Authority Area. 

The Transmission Owner shall review generation commitments, dispatch, and load 
forecasts. 

The Transmission Owner shall implement interchange schedules by entering those 
schedules into an energy management system. 

The Transmission Owner shall provide frequency response. 

The Transmission Owner shall monitor and report control performance and disturbance 
recovery. 

The Transmission Owner shall provide balancing and energy accounting (including 
hourly checkout of Interchange Schedules and Actual Interchange), and administer 
Inadvertent energy paybacks. 

The Transmission Owner shall determine needs for Interconnected Operations Services. 

The Transmission Owner shall deploy Interconnected Operations Services. 

The Transmission Owner shall implement emergency procedures. 

The Transmission Owner shall maintain reliability of the transmission area in accordance 
with Reliability Standards. 
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The Transmission Owner shall provide detailed maintenance schedules (dates and times) 
to the Reliability Coordinator for review. 

The Transmission Owner shall maintain defined voltage profiles. 

The Transmission Owner shall define operating limits, develop contingency plans, and 
monitor operations of the transmission facilities. 

The Transmission Owner shall provide telemetry of transmission system information. 

The Transmission Owner shall develop a long-term (generally one year and beyond) plan 
for the reliability (adequacy) of the interconnected bulk electric transmission systems 
within a portion of the Planning Authority Area. 

The Transmission Owner shall maintain transmission system models (steady-state, 
dynamics, and short circuit) and apply appropriate tools for the development of 
transmission plans. 

The Transmission Owner shall define and collect transmission information and 
transmission facility characteristics and ratings. 

The Transmission Owner shall develop transmission plans within defined voltage and 
stability limits and within appropriate facility thermal ratings. 

The Transmission Owner shall define system protection and control needs and 
requirements, including special protection systems (remedial action schemes), to meet 
reliability standards. 

The Transmission Owner shall develop and report, as appropriate, on its transmission 
expansion plan for assessment and compliance with reliability standards. 

The Transmission Owner shall monitor and report, as appropriate, on its transmission 
expansion plan implementation. 

The Transmission Owner shall allocate transmission losses (MWs or funds) among 
Balancing Authority Areas. 

B. Support Functions 

The Transmission Owner shall cooperate with the Reliability Coordinator in its 
enforcement operational reliability requirements. 

The Transmission Owner shall cooperate with the Reliability Coordinator in its 
monitoring of all reliability-related parameters within the Reliability Authority Area, 
including generation dispatch and transmission maintenance plans. 
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The Transmission Owner shall comply with the Reliability Coordinator’s revisions to 
transmission maintenance plans as required and as permitted by agreements. 

The Transmission Owner shall consider the Reliability Coordinator’s requests for 
revisions to generation maintenance plans as required and as permitted by agreements. 

The Transmission Owner shall assist the Reliability Coordinator in developing 
Interconnection Reliability Operating Limits (to protect from instability and cascading 
outages). 

The Transmission Owner shall assist the Reliability Coordinator in performing reliability 
analyses (actual and contingency) for the Reliability Authority Area. 

The Transmission Owner shall comply with the Reliability Coordinator’s approval or 
denial of bilateral schedules from the reliability perspective. 

The Transmission Owner shall assist in determining Interconnected Operations Services 
requirements for balancing generation and load, and transmission reliability (e.g., reactive 
requirements, location of operating reserves). 

The Transmission Owner shall comply with the Reliability Coordinator’s directives for 
relieving reliability threats and limiting violations in the Reliability Authority Area. 

The Transmission Owner shall comply with the Reliability Coordinator’s directives for 
implementing emergency procedures. 

The Transmission Owner shall comply with the Reliability Coordinator’s directives 
regarding System Restoration. 

The Transmission Owner shall assist the IT0 in its evaluation of responses to long-term 
(generally one year and beyond) transmission service requests. 

The Transmission Owner shall assist the IT0 in its review and determination of TTC 
values as appropriate. 

The Transmission Owner shall assist the Reliability Coordinator in assessing, developing, 
and documenting resource and transmission expansion plans. 

o The Transmission Owner shall assist the Reliability Coordinator in integrating 
and verifying that the respective plans for the Planning Authority Area meet 
reliability standards. 

o The Transmission Owner shall assist the Reliability Coordinator in identifying 
and reporting on potential transmission system and resource adequacy 
deficiencies, and providing alternate plans that mitigate these deficiencies. 
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0 The Transmission Owner shall assist the IT0 in preparing analyses and reports as 
required on the long-term resource and transmission plans for the Planning Authority 
Area. 

0 The Transmission Owner shall assist the IT0 in evaluating the impact of revised 
transmission and generator in-service dates on resource and transmission adequacy. 

The Transmission Owner shall assist the IT0 in formulating an operational plan 
(generation commitment, outages, etc) for reliability assessment. 

The Transmission Owner shall assist the IT0 in determining valid, balanced, Interchange 
Schedules (validation of sources and sinks, transmission arrangements, interconnected 
operations services, etc.). 

The Transmission Owner shall assist the IT0 in verifying ramping capability of the 
source and sink Balancing Authority Areas for requested Interchange Schedules. 

The Transmission Owner shall assist the IT0 in collecting and disseminating Interchange 
Transaction approvals, changes, and denials. 

The Transmission Owner shall assist the IT0 in authorizing implementation of 
Interchange Transactions. 

The Transmission Owner shall assist in entering Interchange Transaction information into 
Reliability Assessment Systems (e.g., the Interchange Distribution Calculator in the 
Eastern Interconnection). 

The Transmission Owner shall assist the Reliability Coordinator in notifying others of 
any planned transmission changes that may impact their facilities. 

The Transmission Owner shall assist the Reliability Coordinator in evaluating and 
planning for transmission service and interconnection requests beyond one year. 

The Transmission Owner shall assist the IT0 in processing transmission service requests. 

The Transmission Owner shall assist the IT0 in maintaining a commercial interface for 
receiving and confirming requests for transmission service according to the requirements 
of the tariff (e.g., OASIS). 

The Transmission Owner shall assist the IT0 in the process of approving or denying 
transmission service requests. 

0 The Transmission Owner shall assist the IT0 in the process of approving Interchange 
Transactions from transmission service arrangement perspective. 
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The Transmission Owner shall assist the IT0 in determining and posting available 
transfer capability (ATC) values. 
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L A 

Coordination 

TOslRCslRRC 

, and transmission reliability (e.g., reactive requirements, location of 

b. Demand and energy end-use customer forecasts, capacity resources, and demand 

c. Generator unit performance characteristics and capabilities, and 
response programs, 

d. Long-term capacity purchases and sales. 
4. Evaluate dans  for customer reauests for transmission service. 

L C C Y e s  
L C Y e s  
L C C 

a. Evaluate responses to long-term (generally one year and beyond) transmission 
service requests. 

b. Review transmission facility plans required to integrate new (end-use customer, 
generation, and transmission) facilities into the interconnected bulk electric systems. 

5. Review and determine TTC values (generally one year and beyond) as appropriate. 
6. Assess. develom and document resource and transmission exDansion dans. 

C A L Y e s  

L A L 

C C L 

a. Integrate and verify that the respective plans for the Planning Authority Area 

b. Identify and report on potential transmission system and resource adequacy 
meet reliability standards. C L C Y e s  
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7. Provide analyses and reports as required on the long-term resource and transmission 
plans for the Planning Authority Area. 
8. Monitor transmission expansion plan and resource plan implementation. L 

reliability and firm transactions. L 

resource and transmission adequacy. C 

C 

9. 

10. Evaluate the impact of revised transmission and generator in-service dates on 

Coordinate project implementation requiring transmission outages that can impact 

Function - Balancing 
Tasks 

1 .  Must have control of any of the following combinations within a Balancing Authority 
Area: 

a. Load and Generation (an isolated svstem) L 
b. Load and Scheduled Interchange 
c. Generation and Scheduled Interchange 
d. Generation. Load. and Scheduled Interchange 

L 
L 
L 

2 .  Calculate Area Control Error within the Balancing Authority Area. 
3. Review generation commitments, dispatch, and load forecasts. 

L 
L 

4. Formulate an operational plan (generation commitment, outages, etc) for reliability 
assessment C 
5. Approve Interchange Transactions from ramping ability perspective 
6. Implement interchange schedules by entering those schedules into an energy 
management system L 
7. Provide freauencv resuonse L 
8. Monitor and report control performance and disturbance recovery L 

9. Provide balancing and energy accounting (including hourly checkout of Interchange I 
Schedules and Actual Interchange), and administer Inadvertent energy paybacks 
10. Determine needs for Interconnected Operations Services 
1 1. Dedov Interconnected Ouerations Services. 

L 
L 
L 

12. Implement emergency procedures L 
I 

Function - Transmission Operations 
Tasks 

1. Maintain reliability of the transmission area in accordancc with Reliability Standards. 
2 .  Provide detailed maintenance schcdulcs (dates and timcs) 

I L 
L 

3. Maintain defined voltaee mofiles. I L  
4. Define operating limits, develop contingency plans, and monitor operations of the 
transmission facilities. I L  
5 .  Provide telemetrv of transmission svstem information I L  

Function - Interchange 
Tasks 
1. Determine valid, balanced, Interchange Schedules (validation of sources and sinks, 

C 
Verify ramping capability of the source and sink Balancing Authority Areas for 
ouested Interchange Schedules C 

transmission arrangements, interconnected operations services, etc.). 

3. Collect and disseminate Interchange Transaction approvals, changes, and denials I C 

RCITVA 
Coordination 
With Other 

TOslRCslRRC 
RCITVAI 1 5 

C C I  
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C C I  
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I I 
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A I  Yes 

A I Yes 
L 1 

I 
C I L I Yes 
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L C C 4. Authorize implementation of Interchange Transactions 
5. Enter Interchange Transaction information into Reliability Assessment Systems (e.g., 

I the Interchange Distribution Calculator in the Eastern Interconnection) C C ? Yes 
6. Maintain rccord of individual Interchangc Transactions 

Function - Transmission Planning 

Develops a long-term (generally one year and beyond) plan for the reliability (adequacy) 
of the interconnected bulk electric transmission systems within a portion of the Planning 
Authority Area. 
1 .  Maintain transmission system models (steady-state, dynamics, and short circuit) and 
apply appropriate tools for the development of transmission plans. 
2. Define and collect transmission information and transmission facility characteristics 
and ratings. 
3. Develop plans within defined voltage and stability limits and within appropriate facilit) 
thermal ratings. 

Tasks 

I Yes L A I Yes L 

L 

L 
14. Define system protection and control needs and requirements, including special 
protection systems (remedial action schemes), to meet reliability standards. 
5. Determine TTC values as  appropriate. 

L 
C 

A 
C + 16. Notify others of any planned transmission changes that may impact their facilities. C L 

. Evaluate and plan for transmission service and interconnection requests beyond one 
ear. 

8. Develop and report, as appropriate, on its transmission expansion plan for assessment 
and compliance with reliability standards. 

9. Monitor and reuort. as amrouriate. on its transmission exuansion ulan imulementation. 

C A 

L 

L 

A 

C 

Function - Transmission Service 

1 .  Receive transmission service requests and process each request for service according tc 
the reauirements of the tariff. 

Tasks 

I C 

C 

C 
a. Maintain commercial interface for receiving and confirming requests for 

transmission service according to the requirements of the tariff (ex.. OASIS). 
2. Approve or deny transmission service requests 

3. Amrove Interchange Transactions fiom transmission service arrangement uersuective 

C C 

C C 
C C 4. Determine and post available transfer capability (ATC) values. 

5. Allocate transmission losses (MWs or funds) among Balancing Authority Areas. L C I  
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Request for Proposal No. 3034 

1 I n  trod uction 

1.1 Corporate Overview 

LG&E Energy LLC is a diversified energy services company and is a member of E.ON AG, headquartered 
in Dusseldorf, Germany. LG&E Energy LLC, headquartered in Louisville, Kentucky, operates in domestic 
and international markets with businesses in power generation; project development; retail gas and 
electric utility services; and asset-based energy marketing. LG&E Energy LLC, through its subsidiaries, 
Louisville Gas and Electric, Kentucky Utilities (KU), and Western Kentucky Energy (WKE) provides electric 
and gas service throughout the state of Kentucky and in seven counties in Virginia and is one of the US’S 
lowest-cost energy providers and an industry innovator. LG&E Energy Services Inc., another subsidiary 
of LG&E Energy LLC provides support functions for Louisville Gas & Electric, KU, and WKE (LG&E Energy 
LLC and its affiliates collectively referred to as ”LG&E”). Our mission is to provide exceptional value to 
our customers and shareholders as we move toward the era of competition in the energy industry. 

1.2 History and RFP Goals 

LG&E would like to receive pricing related to the cost of outsourcing the services associated with 
Reliability Coordinator, as outlined in this document. The LG&E / KU system consists of 5,120 pole miles 
of transmission lines, 142 substations, 122 transformers, 1,052 breakers, and 339 RTU’s. 

No Subsidization of Related Costs. Any entity that is either a member of the entity to which the RFP 
is being sent, or is otherwise responsible for any of the costs associated with the operation of such entity 
will not, under any circumstances, be expected to contribute to or otherwise subsidize the costs of the 
service provider providing services to LG&E under any resulting agreement and, further LG&E will be 
solely responsible for all costs associated with any infrastructure investments that may be reasonably 
required for the service provider to perform its obligations under such agreement. Any entity in receipt of 
this RFP will not bear any responsibility for any costs associated with the termination of any resulting 
agreement, either through mutual agreement of the parties, or by expiration, unless the service provider 
is otherwise obligated under the agreements for costs and /or the rendering of some performance. 

Reaional develoDment Dlans can be ODtimized. The service provider will develop the base 
transmission expansion plan for LG&E. This plan will then be used to optimize regional development for 
all members that choose to participate in the process. This approach presents a real opportunity to 
reduce overall transmission expansion costs. 

0 

Reliabilitv coordination between the RTO reaion and LG&E Enerav Services Inc. will be 
enhanced. The service provider will assure non-discriminatory assessment and operation of the LG&E 
system. RTO members will benefit from an increased range of options available to the reliability 
coordinators in resolving projected overloads in the region. 

1.3 Timetable 

The following events are tentatively scheduled for this bid: 

August 10, 2005 
August 24, 2005 
August 25, 2005 

RFP Issued 
Proposal Deadline by 12:OO p.m. EDT. 
Emailed Copy of Proposal sent by 1O:OO a.m. 

LG&E RESERVES THE RIGHT TO CHANGE THE ABOVE SCHEDULE AT ANY TIME WITHOUT 
NOTICE. 
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1.4 Confidentiality 

This RFP is confidential and for the sole use of supplier's preparation of a Proposal. By supplier's 
acceptance hereof, supplier agrees: 

1.4.1 

1.4.2 
1.4.3 

Not to disclose, copy or distribute this RFP in whole or in part to persons other than supplier's 
employees and agents who are authorized by nature of their duties to receive such information. 
To return any LG&E confidential or proprietary materials upon LG&E's request. 
Not to use any information in this RFP or any other materials related to the business affairs or 
procedures of LG&E and of its affiliates for supplier's advantage, other than in performance of 
this RFP. 
Suppliers who intend to use subcontractors will be required to have such subcontractors execute 
non-disclosure agreements prior to work being done by subcontractor. 
Suppliers who seek to negotiate possible sub-contract arrangements with LG&E's existing 
subcontractors will be held accountable for any breach of the non-disclosure agreements that 
they have signed with LG&E. 

1.4.4 

1.4.5 

1.5 Disclaimer 

This RFP is not an offer to enter into a Contract but is merely a request for the supplier to submit 
information. Expenses incurred in responding to this request are the responsibility of the supplier. All 
materials submitted become the property of LG&E. LG&E reserves the right to modify, reject or use 
without limitation any or all of the ideas from submitted information. LG&E reserves the right to 
discontinue the RFP process at any time for any reason whatsoever. The finalist's response to this RFP 
will become part of the final contract if awarded. Wherever there is a conflict between supplier's 
responses to this RFP and the terms and conditions contained in any contract subsequently entered into 
by the parties, the terms and conditions of the contract shall prevail. LG&E has no obligation to disclose 
the results of the RFP process or to disclose why particular supplier(s) were selected to participate in the 
contract negotiations process. 
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1.6 Pre-bid Questions 

All operational, technical, business and contractual questions regarding this RFP and the scope contained 
herein shall be submitted in writing via email. Questions shall be sent to Tony Moir a t  
tony.moir@lgeenergy.com. 

No pre-bid conference meeting will be held. 

Specific details on LG&E's strategies will not be disclosed. Questions and answers/clarifications given to 
potential respondents on any aspect of this RFP will be published and distributed to all suppliers invited to 
submit information. 

1.7 Duration of Offer 

Proposals must be valid for a minimum of 90 days following the submission of responses to this RFP. 

1.8 Response Instructions 

All Proposals must contain a table of contents delineating responses to each section. Proposals must be 
organized to include all responses including attachments as outlined in Section 3. Each section of your 
response must contain all items in the sequence identified. An authorized official must sign Proposals. 
The Proposal must also provide the names, titles, phone numbers, and email addresses of those 0 
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individuals with authority to negotiate and contractually bind the company. 
information to obtain clarification of information provided. Please provide: 

LG&E may use this 

1. Notify Tony Moir via phone or email immediately if RFP contents are incomplete. 
2. All responses to this RFP must correspond with the sequence outlined in section 3, which 

includes attachments. 
3. A total of two (2) hard copies and one (1) electronic copy (in a format that can be edited and 

sent via email, and in MS Office (Word/Excel/PowerPoint) applications) of the response in the 
sequence outlined shall be submitted. With the exception of insurance certificates, .PDF 
files are not acceptable. Please keep the number of files on the electronic copy to a 
minimum, preferably only one (1) per application for ease of distribution to the evaluation 
committee. You may also submit supplemental hardcopy material such as brochures, etc. (3 
copies of each). 

4. One (1) of the two (2) hard copies shall be unbound in a format made ready for 
photocopying for ease of reproduction by LG&E. 

5. You may submit additional information in a separate document, which you feel, may help 
LG&E evaluate your Proposal; however, it is understood that such information is not a 
replacement for any component of this RFP. 

6. Fax responses will not be accepted. 
7. No advance notification of Award will be given. 

Responses to the RFP must be received no later than 12:OO PM, August 24, 2005 Eastern Daylight Time 
to be considered. Two (2) hard copies and one (1) e-mailed copy shall be sent to: 

Tony Moir 
Sourcing Leader 
LG&E Energy Services Inc. 0 820 West Broadway 
Louisville, Kentucky 40202 

tonv.moir@lqeenerqv.com 
502-627-3428 

I f  your Proposal is hand carried, it must be delivered to the first floor (8'h Street) mailroom, Broadway 
Office Complex at 820 West Broadway, Louisville, Kentucky 40202. Late Proposals will be rejected. 

Your Proposal must be returned in a sealed envelope or container. The attached green and white label 
must be used for returning your Proposal to LG&E. 

Any prospective supplier, who receives this RFP and either; chooses not to respond or; submits an 
incomplete Proposal, will be disqualified from consideration. 

1.9 Disqualification 

Under no circumstances (except those noted above) are respondents to contact any LG&E employee with 
regards to this RFP or any of the information contained herein. Respondents are strictly forbidden from 
visiting LG&E locations or approaching any LG&E current provider or subcontractor for any information 
specific to the account. Violations of this provision will subject the respondent to immediate 
disqualification. 

An evaluation committee will perform the evaluation of written Proposals. During this time, LG&E may 
initiate discussions with suppliers who submit responses or who are potentially submitting responses for 
the purpose of clarifying aspects of the Proposals; however, Proposals may be evaluated without such 
discussions. Suppliers shall not initiate discussions. @ 
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2. Business Objective and Scope of Work/Setvice Requirements. 

LG&E desires to obtain lump sum pricing for the cost of outsourcing the services associated with 
Reliability Coordinator, as outlined below. The LG&E / KU system consists of 5,120 pole miles of 
transmission lines, 142 substations, 122 transformers, 1,052 breakers, and 339 RTU’s. 

It should be noted that the information contained in this section, ”Business Objective and Scope of 
Work/Service Requirements” will serve as the basis for a contract. Any contract entered into pursuant to 
this RFP will reflect LG&E’s requirement for a strong regulatory out provision. The contract term will begin 
March 1, 2006 provided that LG&E acquires all appropriate regulatory approvals allowing it to perform its 
obligations under such contract; the receipt of the regulatory approvals being a condition precedent to 
the commencement of any contract. Items listed below may be modified or provisions added at LG&E’s 
discretion. Contractor will be notified of any procedural changes and will be allowed sufficient time for 
implementation. However, all items listed in this section will be required and in place upon contract 
execution unless negotiated otherwise. 

OPERATIONS FUNCTIONS 

Function - Operating Reliability 
Definition 
Ensures the real-time operating reliability of the interconnected bulk electric transmission systems within 
a Reliability Authority Area. 
Tasks 
1. Enforce operational reliability requirements 
2. Monitor all reliability-related parameters within the Reliability Authority Area, including generation 
dispatch and transmission maintenance plans 
3. Direct revisions to transmission maintenance plans as required and as permitted by agreements 
4. Request revisions to generation maintenance plans as required and as permitted by agreements 
5. Develop Interconnection Reliability Operating Limits (to protect from instability and cascading 
outages). 
6. Perform reliability analysis (actual and contingency) for the Reliability Authority Area 
7. Approve or deny bilateral schedules from the reliability perspective 
8. Assist in determining Interconnected Operations Services requirements for balancing generation and 
load, and transmission reliability (e.g., reactive requirements, location of operating reserves). 
9. Identify, communicate, and direct actions to relieve reliability threats and limit violations in the 
Reliability Authority Area 
10. Direct implementation of emergency procedures 
11. Direct and coordinate System Restoration 

0 

OPERATIONS PLANNING FUNCI-IONS 

Function - Planning Reliability 
De finitton 
Ensures a long-term (generally one year and beyond) plan is available for adequate resources and 
transmission within a Planning Authority Area. It integrates and assesses the plans from the Transmission 
Planners and Resource Planners within the Planning Authority Area to ensure those plans meet the 
reliability standards, and develops and recommends solutions to plans that do not meet those standards. 
Tasks 
1. Develop and maintain transmission and resource (demand and capacity) system models to evaluate 
transmission system performance and resource adequacy. @ 
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2. Maintain and apply methodologies and tools for the analysis and simulation of the transmission 
systems in the assessment and development of transmission expansion plans and the analysis and 
development of resource adequacy plans. 
3. Define and collect or develop information required for planning purposes, including: 
a. Transmission facility characteristics and ratings, 
b. Demand and energy end-use customer forecasts, capacity resources, and demand response programs, 
c. Generator unit performance characteristics and capabilities, and 
d. Long-term capacity purchases and sales. 
4. Evaluate plans for customer requests for transmission service. 
a. Evaluate responses to long-term (generally one year and beyond) transmission service requests. 
b. Review transmission facility plans required to integrate new (end-use customer, generation, and 
transmission) facilities into the interconnected bulk electric systems, 
5. Review and determine TTC values (generally one year and beyond) as appropriate. 
6. Assess, develop, and document resource and transmission expansion plans. 
a. Integrate and verify that the respective plans for the Planning Authority Area meet reliability 
standards. 
b. Identify and report on potential transmission system and resource adequacy deficiencies, and provide 
alternate plans that mitigate these deficiencies. 
7. Provide analyses and reports as required on the long-term resource and transmission plans for the 
Planning Authority Area. 
8. Monitor transmission expansion plan and resource plan implementation. 
9. Coordinate projects requiring transmission outages that can impact reliability and firm transactions. 
10. Evaluate the impact of revised transmission and generator in-service dates on resource and 
transmission adequacy. 
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Responsible Entity - Planning Authority 
Relationships with other Responsible Entities 
1. Collects information as appropriate, including: 
a. Transmission facility characteristics and ratings from the Transmission Owners, Transmission Planners, 
Transmission Operators, and others. 
b. Demand and energy end-use customer forecasts, capacity resources, and demand response programs 
from Load-Serving Entities and Resource Planners. 
c. Generator unit performance characteristics and capabilities from Generator Owners and others. 
d. Long-term capacity purchases and sales from Transmission Service Providers. 
2. Receives requests for long-term transmission service from Transmission Planners and provides the 
resulting plans to Transmission Service Providers and Transmission Owners. 
3. Provides transmission facility plans required to integrate new (end-use customer, generation, and 
transmission) facilities into the interconnected bulk electric systems to the Transmission Owners, 
Generator Owners, and other requesters. 
4. Coordinates l T C  values (generally one year and beyond) with Transmission Planners and neighboring 
Planning Authorities. 
5. Integrates and verifies that the respective plans of the Resource Planners and Transmission Planners 
meet reliability standards. 
6. Coordinates the plans for the interconnection of facilities' to the bulk electric systems within its 
Planning Authority Area with Transmission Planners and Resource Planners. 
7. Coordinates as appropriate with resource suppliers outside of the Planning Authority Area, 
8. Coordinates transmission system protection and control, including special protection systems, with 
Transmission Planners, other Planning Authorities, Generator Owners, Generator Operators, Transmission 
Owners, Transmission Operators, Reliability Authorities, and Distribution Providers. 
9. Coordinates with its related Reliability Authority(ies) and other Planning Authorities on reliability issues, 
as appropriate. 

0 

0 '  Generators, transmission lines, and end-use customer equipment 
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0 Function - Interchange 
Definition 
Authorizes implementation of valid and balanced Interchange Schedules between Balancing Authority 
Areas, and ensures Interchange Transactions are properly identified for reliability assessment purposes. 
Tasks 
1. Determine valid, balanced, Interchange Schedules (validation of sources and 
sinks, transmission arrangements, interconnected operations services, etc.). 
2. Verify ramping capability of the source and sink Balancing Authority Areas for 
requested Interchange Schedules 
3. Collect and disseminate Interchange Transaction approvals, changes, and denials 
4. Authorize implementation of Interchange Transactions 
5. Enter Interchange Transaction information into Reliability Assessment Systems 
(e.g., the Interchange Distribution Calculator in the Eastern Interconnection) 
6. Maintain record of individual Interchange Transactions 

Responsible Entity - Interchange Authority 
Relationships with other ResponsiMe Entities 
Ahead of Time 
1. Verifies ramping capability for requested Interchange Schedules with Balancing Authorities. 
2. Receives requests from Purchasing-Selling Entities to implement Interchange Transactions. 
3. Submits all Interchange Transaction requests to the Reliability Authorities, Balancing Authorities, and 
Transmission Service Providers for approvals. 
4. Receives confirmation from Transmission Service Providers of transmission arrangement(s). 
5. Receives confirmation from Balancing Authorities of the ability to meet ramping requirements for 
submitted Interchange Schedules. 
6. Receives information from Balancing Authorities of expected Interconnected Operations Services 
deployments that result in an Interchange Transaction (for example, an Interchange Schedule that is 
enabled by reducing load in a Balancing Authority Area, which frees up resources.) 
7. Informs Purchasing-Selling Entities on implementation of load-provided Interconnected Operations 
Services that were bid into the market that result in an Interchange Transaction. 
8. Provides approved, valid, and balanced Interchange Schedules to the Balancing Authorities for 
implementation. 
Real Time 
9. Provides Transmission Service Providers with the requested Interchange Transactions received from 
Purchasing Selling Entities using that Transmission Service Providers' transmission system. 
10. Receives curtailments and redispatch implementation from Reliability Authorities. 
11. Informs Transmission Service Providers, Purchasing-Selling Entities, Reliability Authorities, and 
Balancing Authorities of Interchange Schedule Implementations and Curtailments. 
12. Receives information on Interchange Schedule interruptions due to generation loss or load 
interruption from the Balancing Authorities. 
After the hour 
13. Maintains and provides records of individual Interchange Transactions for the Balancing Authorities. 

Function - Transmission Planning 
Definition 
Develops a long-term (generally one year and beyond) plan for the reliability (adequacy) 
of the interconnected bulk electric transmission systems within its portion of the Planning 
Authority Area 
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Tasks 
Develops a long-term (generally one year and beyond) plan for the reliability (adequacy) of the 
interconnected bulk electric transmission systems within a portion of the Planning Authority Area. 
rws  
1. Maintain transmission system models (steady-state, dynamics, and short circuit) and apply appropriate 
tools for the development of transmission plans. 
2. Define and collect transmission information and transmission facility characteristics and ratings. 
3. Develop plans within defined voltage and stability limits and within appropriate facility thermal ratings. 
4. Define system protection and control needs and requirements, including special protection systems 
(remedial action schemes), to meet reliability standards. 
5. Determine l T C  values' as appropriate. 
6. Notify others of any planned transmission changes that may impact their facilities. 
7. Evaluate and plan for transmission service and interconnection requests beyond one year. 
8. Develop and report, as appropriate, on its transmission expansion plan for assessment and compliance 
with reliability standards. 
9. Monitor and report, as appropriate, on its transmission expansion plan implementation. I 

I 
I Responsible Entity - Transmission Planner 

Relationships with other Responsible Entities 
1. Provides transmission information, as appropriate, to planning and operating entities and service 
entities. 
2. Coordinates and collects data as appropriate for system modeling, and plans transmission system 
modifications and expansion for Load-Serving Entities, Generator Owners, and Distribution Providers with 
other Transmission Planners, Transmission Owners, and Transmission Service Providers. 
a. Coordinates its transmission models with its Planning Authority. 
b. Notifies Generator Owners and Transmission Owners of any planned transmission changes that may 
impact their facilities. 
c. Coordinates with Resource Planners on the deliverability of new and proposed generation facilities, as 
appropriate. 
3. Coordinates with Transmission Service Providers, Transmission Owners, Reliability Authorities, Planning 
Authorities, and other Transmission Planners on system limitations, transmission adequacy plans, and the 
determination of l-fC values as appropriate. 
4. Coordinates with its Planning Authority, other Planning Authorities, and other Transmission Planners 
within its Planning Authority Area on reliability issues, as appropriate, including 
a. Develops and reports its transmission expansion plan to its Planning Authority for assessment and 
compliance with reliability standards. 
b. Works with its Planning Authority to identify potential alternative solutions, including solutions 
proposed by stakeholders, to meet interconnected bulk electric system requirements. 
c. Reports on transmission expansion plan implementation to its Planning Authority. 
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2.1 Summary of RFP Requirements 

All Proposals must also include the following to be considered complete: 

Service providers shall describe all partnerships/arrangements included in the Proposal for 
subcontracting any aspect of the work. 

Service providers shall include detailed and firm pricing in Attachment F. 

0 All items in Sections 2 above and Sections 3 and 4 below. 

' TTC is the total transfer capability and refers to the amount of electric power that can be moved 
or transferred reliably from one area to another area of the interconnected transmission systems by 
way of all transmission lines (or paths) between those areas under specified system conditions. a 
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0 A transition plan to take over the work on or about March 1, 2006 

3 Company Information and Sequence of Proposal 0 
3.1 Proposed Solution 

Provide a description of services for the proposed solution to meet LG&E’s business objective as 
described in Section 2. Successful service providers will be working with LG&E to develop acceptable 
forms for all related reports, work schedules, transition plans, etc. 

3.2 Conditions of Bid 

I n  submitting a response to this RFP, respondent acknowledges and accepts the following conditions by 
initialing each sub-paragraph in Attachment A. 

3.3 Service Provider Contact Information 

I n  Attachment 6, please provide contact information of the authorized person making this Proposal and 
any alternate person with like such authority whom LG&E should contact in the event of questions or 
clarifications. 

3.4 Company Profile 

Briefly complete your company profile information as listed in Attachment C and include a copy of your 
current insurance certificate. Also provide a separate Attachment C and insurance certificate for each 
subcontractor included in your Proposal. 

3.5 Support for Minority and Women-Owned Businesses ’ 
It is LG&E policy to promote and increase participation of MBE/WBE’s in its purchasing and contractual 
business. Maximum practicable opportunity shall be given to MBE/WBE’s to participate as LG&E 
suppliers, but in order to achieve this goal LG&E encourages additional opportunities for MBE/WBE’s by 
requiring participation plans from suppliers who are not MBE/WBE firms. I n  Attachment D, please 
indicate which business classification your company falls into. A description of each business 
classification is provided. If your firm currently or intends to use minority sub-contractors or suppliers in 
the performance of this work, please indicate so in the space provided on Attachment D. 

3.5 Use of Union Labor 

Also in Attachment D, please indicate whether your company will use union or non-union labor. 

3.7 Bid Clarifications and/or Exceptions 

Your Proposal shall conform to in all respects with the applicable specifications, terms and conditions 
referred to in this RFP and the attached proposed contract, including the General or Professional Services 
Agreement. Submission of a Proposal constitutes your company‘s commitment that it can provide the 
services in this RFP and acceptance of the General or Professional Services Agreement. An inability to 
provide an individual service(s) will not eliminate your firm from consideration. Any deviations from or 
exceptions to this RFP and the attached contract shall be clearly stated in your Proposal using the form 
titled ”BID CLARIFICATIONS AND/OR EXCEPTIONS” in Attachment E. I f  there are not such exceptions, 
please state so. An award of a contract will not take place until there are executed terms and conditions 0 
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between the parties. If a contract is awarded, any exceptions taken after announcing the award will not 
@ be considered. 

3.8 Pricing 

PRICING AND FEES SHALL BE SUMMARIZED I N  ATTACHMENT F. Pricing shall be submitted on a 
lump sum basis for each of contract periods identified in Attachment F. 

The price shall be firm for the duration of this contract. Identify assumptions made regarding LG&E's 
environment that would impact the cost. The bid price(s) shall include all costs to service provider, 
including taxes (if applicable) and profit. 

Prospective contractors are invited to submit other pricing options for consideration by the evaluation 
committee. All final pricing agreed to in the contract will be based on an understanding of how all costs 
are derived. 

LG&E reserves the right to accept other than the lowest priced Proposal and to accept or reject any 
Proposal in whole or in part, or to reject all Proposals with or without notice or reasons, and if no Proposal 
is accepted, to abandon the work or to have the work performed in such other manner as LG&E may elect. 

Any firm doing business with LG&E will be required to meet LG&E's supplier certification requirements. 

LG&E makes no guarantee or promise as to the amount of work to be performed under the proposed 
Contract, nor does it convey an exclusive right to the Contractor to perform work of the type or nature set 
forth in the proposed Contract. 

e 3.9 Confidentiality Agreement 

As part of this RFP and proposal response, all LG&E prospective contractors are required to read, agree to, 
sign, and return the Confidentiality Agreement, which is enclosed as part of this RFP. 

4 Other Services 

4.1 Additional Services 

Please provide detail on any additional or unique services provided by your organization. Generic 
information without detail will be excluded from the analysis. Any fees associated with any 
extraordinary services should be clearly listed separately as an appendix to your Proposal. 

Enclosure: (ireen \dtlrrrs [.ahel. 
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Attachment A 
CONDITIONS OF BID 

I n  submitting a response to this RFP, respondent acknowledges and accepts the following conditions, and 
makes the following representations. Please initial (blue ink) each sub-paragraph in each box 
below in your response. 

A-1 

A-2 

A-3 

A-4 

A-5 

A-6 

A-7 

A-8 

A-9 

A-10 

A-11 

A-12 

A-13 

Ownership of Proposals - All Proposals in response to this RFP are to be the sole property of 
LG&E, Louisville, Kentucky. 

0 Oral Contracts - Any alleged oral Contracts or arrangements made by a respondent with any 
employee of LG&E will be superceded by the written Contract. 

0 Amendina or Cancelina Reauest- LG&E reserves the right to amend or cancel this RFP, at 
any time, if it is in the best interest of LG&E. 

0 Reiection for Default or MisreDresentation - LG&E reserves the right to reject the Proposal 
of any supplier that is in default of any prior contract or for misrepresentation. 

0 Clerical Errors in Awards - LG&E reserves the right to correct inaccurate awards resulting 
from its clerical errors. 

Reiection of Oualified ProDosals - Proposals are subject to rejection in whole or in part if 
they limit or modify any of the terms and/or specifications of the RFP. 

0 Presentation of Sumortina Evidence - If requested, respondent(s) shall present evidence of 
experience, ability and financial standing necessary to satisfactorily meet the requirements set 
forth in the RFP or those implied in the Proposal. 

Consistencv in Submissions - The hardcopy submission of the Proposal will prevail in the I] 
case of a discrepancy between the electronic and hardcopy version of the documents. 

0 Chanaes to Proposals - No additions or other changes to the original Proposal will be allowed 
after submittal. While changes are not permitted, clarification at the request of LG&E may be 
required at the sole expense of the respondent. 

0 Collusion - In  submitting a Proposal, the respondent implicitly states that the Proposal in not 
made in connection with any competing respondent submitting a separate response to the RFP, 
and is in all respects fair and without collusion or fraud. 

Costs - LG&E shall not be liable for any cost incurred in the preparation of this RFP. L i l  
0 Subcontractors - The use of subcontractors must be clearly identified and explained in the 

Proposal. The prime contractor shall be wholly responsible for the performance of the contract in 
its entirety whether or not subcontractors are used. Subcontractors shall be bound by the terms 
and conditions of this RFP. The prime contractor shall indemnify and hold LG&E harmless from 
any and all activities related to the services provided by the subcontractor(s) under this contract. 

0 Leaal ComDliance- I n  submitting a Proposal, the respondent warrants that it is legally 
authorized to do business in the state of Kentucky, is in compliance with all applicable laws and 
regulations, is not prohibited from doing business with LG&E by law, order, regulation, or 
otherwise, and the person submitting the Proposal on behalf of the supplier is authorized by the 
supplier to bind it to the terms of the Proposal. 
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Attachment B 
SERVICE PROVIDER INFORMATION 

SERVICE PROVIDERS COMPANY NAME 

SERVICE PROVIDERS MAILING ADDRESS 

SERVICE PROVIDERS PHYSICAL ADDRESS(if different from above) 

~ ~~~ 

PRIMARY CONTACT NAME 

TELEPHONE NUMBER 

ALTERNATE PHONE NUMBER 

FAX NUMBER 

EMAIL ADDRESS 

RFP # 

DUN & BRADSTREET NUMBER 

TAX IDENTIFICATION NUMBER 

PROVIDE A CURRENT CERTIFICATE OF INSURANCE 

RECENT OR PENDING MERGERS, ACQUISITIONS OR IPO'S 

13 
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Attachment D 
BUSINESS CLASSIFICATION 

Identify which category(s) your company falls into (see following page for classification definitions). 
Attach any certificates verifying your company as a Small Business, Small Disadvantaged Business, 
Minority Business Enterprise (MBE), Woman-Owned Business Enterprise (WBE), Disabled-Owned Business, 
Veteran-Owned Business. 

Large Business - Over 500 people or dominant in field 
Small Business - Less than 500 people and not dominant in field 
Small Disadvantaged Business - Less than 500 people, not dominant in field and meeting criteria 
on next page 
Minority Business Enterprise 
Woman-Owned Business Enterprise 
Disabled Owned Business 
Veteran Owned Business 

USE OF UNION LABOR: 

Non-Union Labor will be used. 

Union Labor will be used 
(List any and all local unions involved and labor contract expiration dates) 

Local No. Exp. Date 

Local No. Exp. Date 

Local No. Exp. Date 

Please indicate any MBE/WBE firms which you intend to use as subcontractors or suppliers as 
part of your Proposal. 

14 
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BUSINESS CLASSIFICATION DESCRIPTIONS 
Small Business 

Defined as a concern, including its affiliates, that is independently owned and operated, not 
dominant in the field of operation in which it is bidding on government contracts, and qualified as 
a small business under the criteria and size standards in 13 CFR Part 121 (see 19.102). Such a 
concern is "not dominant in its field of operation" when it does not exercise a controlling or major 
influence on a national basis in a kind of business activity in which a number of business concerns 
are primarily engaged. In  determining whether dominance exists, consideration shall be given to 
all appropriate factors, including volume of business, number of employees, financial resources, 
competitive status or position, ownership or control of materials, processes, patents, license 
agreements, facilities, sales territory, and nature of business activity. 

GSA (General Services Administration) Federal Acquisition Regulation (FAR) Part 19 

Small Disadvantaged Business 

Defined as a small business concern that is at least 51  percent unconditionally owned by one or 
more individuals who are both socially and economically disadvantaged, or a publicly owned 
business that has at least 51 percent of its stock unconditionally owned by one or more socially 
and economically disadvantaged individuals and that has its management and daily business 
controlled by one or more such individuals, This term also means small business concern that is 
at least 51 percent unconditionally owned by an economically disadvantaged Indian tribe or Native 
Hawaiian Organization, or a publicly owned by one of these entities, that has its management and 
daily business controlled by members of an economically disadvantaged Indian tribe or Native 
Hawaiian Organization, and that meets the requirements of 13 CFR 124. 

GSA (General Services Administration) Federal Acquisition Regulation (FAR) Part 19 

Minoritv Business EnterDrise 

Defined as a for profit enterprise, regardless of size, physically located in the United States or its 
trust territories, which is owned, operated and controlled by minority group members. "Minority 
group members:'' are U.S. citizens who are African-American, Hispanic American, Native American, 
Asian-Pacific American, and Asian-Indian American. "Ownership" by minority individuals means 
business is at least 51% owned by such individuals or, in the case of a publicly owned business, at 
least 51% of the stock is owned by one or more such individuals. Further, the management and 
daily business operations are controlled by those minority group members. 

KMSDC (Kentucky Minority Supplier Development Council) 

Woman-Owned Business 

Defined as a business that is at least 51% owned by a woman or women who also control and 
operate it. "Control" in this context means being actively involved in the day-to-day management. 

GSA (General Services Administration) 

Larae Business 

Defined as more than 500 employees. 

GSA (General Services Administration) 



Service provider understands that unless itemized above, no other clarifications or 
exceptions to this Request for Proposal are taken by the Service provider. 

Request for Proposal No. 3034 

Attachment E 
BID CLARIFICATIONS AND/OR EXCEPTIONS 

Service provider offers the following clarifications and/or exceptions taken to any requirement or 
provision of this RFP and any proposed modifications or replacement language for each 
clarification or exception (If none, so state.): 

1. 

0 
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Attachment F 
PRICING SUMMARIES 

Please provide a summary of your pricing proposal for all services related to the delivery of your solution. 
Pricing shall be submitted on lump sum basis for each of the following contract length periods and 
include all costs to LG&E: 

2 year $ (cost per year) 

5 year $ (cost per year) 

10 year $ (cost per year) 

e 
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RECIPROCAL CONFIDENTIALITY AGREEMENT 

This Reciprocal Confidentiality Agreement (this “Agreement”) is entered this 10th day of August, 
2005 by and among , and LG&E Energy Services, Inc., 
(individually, each shall be referred to herein as a “Party” and, collectively, as the “Parties”) in 
connection with the Parties’ consideration of a business alliance (the “Opportunity”). As a condition 
to showing, furnishing, or making available information in respect of the Opportunity to each other, 
the Parties, respectively, require and agree, as set forth below, to treat confidential such information, 
and all other information that each of the other Parties or any of its employees, officers, directors, 
shareholders, or legal or financial advisors (collectively, “Representatives”) show, furnish or make 
available (collectively, the “Confidential Information”). 

For purposes hereof, “Confidential Information” shall also include, (i) the fact of and existence 
of the Parties consideration of the Opportunity, (ii) the fact of and the substance of the Parties’ 
discussions concerning the Opportunity, and (iii) all studies, analyses, and projections of the 
Parties concerning the Opportunity; irrespective of whether any of the above are shown, 
furnished, or made available to either of the other Parties. 

The Parties acknowledge that the Confidential Information is being finished solely in connection 
with their consideration of the Opportunity. The Parties agree that the Confidential Information shall 
be treated as “secret” and “confidential,” and used solely for the purpose of considering the 
Opportunity throughout the period commencing January 28, 2005 (the “Confidentiality Period”). 

During the Confidentiality Period, no portion of the Confidential Information shall be disclosed by a 
Party to any person or entity other than: (i) such of its affiliates, directors, officers, employees, 
agents, representatives, and legal and financial advisors whose knowledge and evaluation of the 
Confidential Information shall be reasonably necessary for a thorough investigation by such Party of 
the Opportunity; or (ii) to the extent a Party or such other persons or entities shall be legally 
compelled to make such disclosure by any court or other governmental agency or instrumentality 
having jurisdiction over them (in which event the Party shall provide the other Party with reasonable 
prior notice of such compelled disclosure so that such latter Party may, in its discretion, seek a 
protective order with respect to such disclosure, or waive compliance with the provisions hereof); or 
(iii) to such affiliates as may be directly involved in some aspect of the Opportunity; or (iv) another 
Party to this Agreement. 

The Parties shall inform all of their affiliates, directors, officers, employees, agents, representatives, 
and legal and financial advisors (collectively, the “Party Representatives”) of the confidentiality 
covenants set forth herein when showing, furnishing, or making available Confidential Information 
to Party Representatives. Each Party shall be responsible for the use or disclosure of any 
Confidential Information by any of its Party Representatives during the Confidentiality Period. 

The Confidential Information shall not include any information which is in the public domain as of 
the date of its disclosure to a Party hereunder. For purposes of this Confidentiality Agreement, 
information which is in the public domain shall include, without limitation: (a) any information 
which is or becomes generally available to the public other than by reason of a disclosure by the 
applicable Party or any Party Representative in violation of this Confidentiality Agreement; (b) any 
information which is or was made available to a Party by a source other than one of the other Parties, 
provided the former Party had no reason to believe the source of such information was under a 
contractual obligation to such latter Party or any of its affiliates not to make such disclosure; (c) (b 
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information which was known to a Party prior to disclosure by one of the other Parties, as reasonably 
documented in the former Party’s corporate records, or (d) any information which is or was 
independently acquired or developed by a Party without violating any of its covenants set forth in 
this Agreement. 

All Confidential Information in a Party’s or its Party Representatives’ possession (including without 
limitation, all copies thereof) which is not then in the public domain shall be promptly returned or 
destroyed by such Party should it have no interest in the Opportunity, or should the other Party 
request its return in writing at any time, in which case, the Party required to return Confidential 
Information may destroy the same in lieu of its return. 

During the Confidentiality Period, a Party shall not entice, solicit, or induce, directly or indirectly, 
any of another Party’s officers or employees who have been involved in consideration of the 
Opportunity, to leave their employment in order to accept employment with such other Party hereto. 

The Parties understand that none of them is hereby making any representations or warranties as to the 
completeness or accuracy of any Confidential Information, and that any such representations and 
warranties shall be made by a Party solely in one or more signed definitive agreements with respect 
to the Opportunity, and then subject to the provisions thereof. 

The Parties agree that they, respectively, may not have an adequate remedy at law by reason of any 
breach by a Party or its Party Representatives of the covenants set forth in this Agreement, and that, 
in addition to all other remedies available at law or in equity, a Party shall be entitled to injunctive 
relief from any such breach. This Agreement shall be governed by the laws of the Commonwealth of 
Kentucky, exclusive of the conflicts of law rules of that state. 

It is understood and agreed that this Agreement creates no obligation to enter into any Opportunity or 
any agreement relating to an Opportunity, and that no contract or agreement providing for any 
Opportunity shall be deemed to exist unless and until a final definitive agreement has been executed 
and delivered. 

0 

WITNESS the signatures of the authorized representatives of each of the undersigned as of the date 
first written above. 

LC&E Energy Services Inc. 

By: 
Name (Print): 
Title: 

Entity Name 
By: 
Name (Print): 
Title: 
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ZONFIDENTIAL 
SEALED BID 
3 0  NOT OPEN 
ZFQ: 

losing Date: August 24,2005 
irom: .. 

TO: TONY MOIR 
CORPORATE PURCHASING 
LG&E ENERGY SERVICES INC. 
820 WEST BROADWAY 
LOUISVILLE KY 40202 

:arm SD 768 Rev. 4/97 

IMPORTANT NOTICE TO 
SERVICE PROVIDER 
It is imperative that this label be posted on the envelope or box submitting your quotation. 

e 
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LG&E Energy Services Inc. RFP #3045 

1 Introduction 

1.1 Corporate Overview a 
LG&E Energy LLC is a diversified energy services company and is a member of E.ON AG, headquartered 
in Dusseldorf, Germany. LG&E Energy LLC ("LG&E"), headquartered in Louisville, Kentucky, operates in 
domestic and international markets with businesses in power generation; project development; retail gas 
and electric utility services; and asset-based energy marketing. LG&E Energy LLC, through its 
subsidiaries, Louisville Gas and Electric ("Louisville"), Kentucky Utilities ("KU"), and Western Kentucky 
Energy ("WKE") provides electric and gas service throughout the state of Kentucky and in seven counties 
in Virginia and is one of the US'S lowest-cost energy providers and an industry innovator. Louisville and 
KU own certain electric transmission facilities which are the subject of this RFP. LG&E Energy Services 
Inc., another subsidiary of LG&E Energy LLC provides support functions for Louisville Gas & Electric, KU, 
and WKE (LG&E Energy LLC and its affiliates collectively referred to as "LG&E"). Our mission is to 
provide exceptional value to our customers and shareholders as we move toward the era of competition 
in the energy industry. 

1.2 Background and RFP Goals 

LG&E would like to receive proposals from qualified bidders regarding the costs, terms and conditions 
under which qualified bidders would provide certain services to LG&E as provided for herein. Specifically, 
LG&E is seeking proposals regarding the outsourcing of certain transmission tariff administration and 
independent oversight services associated with Louisville and KU's legal obligation to provide open access 
transmission service and comply with requirements imposed by the Federal Energy Regulatory 
Commission ("FERC"), as outlined in this document. 

LG&E proposes that the service provider would act as an Independent Transmission Organization ("ITO") 
for the company, and would perform the functions outlines below. 

The Louisville / KU transmission system consists of 5,120 pole miles of transmission lines, 142 
substations, 122 transformers, 1,052 breakers, and 339 RTU's. 

LG&E is currently a transmission owning member of the Midwest Independent Transmission System 
Operator, Inc. ("MISO"). LG&E's membership in the MISO is currently under investigation by the 
Kentucky Public Service Commission ("KPSC"). In  that proceeding, LG&E has presented testimony that 
the costs of its membership in MISO outweigh the benefits for Kentucky electric customers. Accordingly, 
LG&E seeks to investigate alternatives to the provision of certain services currently provided to the 
company by MISO. Should LG&E receive acceptable responses to this RFP, LG&E would choose a bidder 
with whom to negotiate regarding the specifics of the provision of such services, subject to the limitations 
and discretion retained by the company as provided for herein. 

Bidders should note that the final consummation of a binding contract between any bidder and LG&E to 
perform such services is subject to regulatory approvals by the FERC and the KPSC. 

Bidders should also consult legal counsel regarding the regulatory consequences for such bidders of 
providing such services to LG&E. LG&E provides no express or implied warranty regarding the regulatory 
consequences associated with the provision of such services by any bidder to LG&E. 

Operational Control of Transmission System. Louisville/KU currently operates a NERC-certified 
control area subject to the security coordination of the MISO. LG&E is proposing that Louisville/KU will 
retain operational control over the transmission system, but will follow the directives of the IT0 
(consistent with the role of such party as tariff administrator and an independent oversight authority as 
provided for herein). ~m 
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Relationship Between I T 0  and Transmission Provider. As an owner of transmission facilities 
subject to the jurisdiction of FERC, Louisville/KU is required to provide open access transmission service, 
or to have these services provided by an independent party. LG&E proposes that Louisville/KU will be the 
owner-Transmission Provider under a new open access transmission tariff, but will sub-contract key 
functions to the ITO. The I T 0  will be responsible for administration of, and certain responsibilities under, 
the open access tariff. LG&E seeks to contract with the IT0  in order that it may meet its open access 
obligations through performance of key functions by an independent party. 

0 

Services Agreement and Governing Contracts. The arrangement between LG&E and the I T 0  will 
be specified by contract ("Services Agreement"). LG&E has also issued an RFP for Reliability Coordination 
("RC") service to be performed by a third party, and foresees contract arrangements between the RC, the 
IT0 and LG&E. 

The Services Agreement will constitute a filed rate schedule subject to the jurisdiction of the FERC. 

The Services Agreement will provide that LG&E/KU shall retain the right to file amendments to the 
Services Agreement, subject to FERC approval, no earlier than two years after the Agreement's effective 
date. 

Independence of Bidders. Bidders must demonstrate to the satisfaction of LG&E that they are not 
affiliated with LG&E, or any market participant, consistent with the current rules of the FERC. LG&E 
requests that bidders demonstrate that they will be able to meet any requirements which FERC may 
impose necessary for the bidder's independent administration of the company's open access transmission 
tariff and other functions set out herein. 

Standards of Conduct. Bidders must agree to abide by FERC regulations regarding Standards of 
Conduct, which require separation of operations between power sales and merchant functions, and 
prohibit transmission information from being shared with market participants (other than in limited 
controlled circumstances). Bidders should seek advice of legal counsel regarding such restrictions. 

No Subsidization of Related Costs. Any entity that is either a member of the entity to which the RFP 
is being sent, or is otherwise responsible for any of the costs associated with the operation of such entity 
will not, under any circumstances, be expected to contribute to or otherwise subsidize the costs of the 
service provider providing services to LG&E under any resulting agreement and, further LG&E will be 
solely responsible for all costs associated with any infrastructure investments that may be reasonably 
required for the service provider to perform its obligations under the Service Agreement. Any entity in 
receipt of this RFP will not bear any responsibility for any costs associated with the termination of any 
agreement to which LG&E is currently a party, either through mutual agreement of the parties, or by 
expiration, unless the service provider is otherwise obligated under agreement(s) for costs and /or the 
rendering of some performance. 

1.3 Timetable 

The following events are tentatively scheduled for this bid: 

August 22, 2005 
September 8, 2005 
September 9, 2005 

RFP Issued 
Proposal Deadline by 12:OO p.m. EDT. 
Emailed Copy of Proposal sent by 1O:OO a.m. 

LG&E RESERVES THE RIGHT TO CHANGE THE ABOVE SCHEDULE AT ANY TIME WITHOUT 
NOTICE. 

4 
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0 1.4 Confidentiality 

This RFP is confidential and for the sole use of supplier's preparation of a Proposal. 
acceptance hereof, supplier agrees: 

By supplier's 

1.4.1 

1.4.2 
1.4.3 

Not to disclose, copy or distribute this RFP in whole or in part to persons other than supplier's 
employees and agents who are authorized by nature of their duties to receive such information. 
To return any LG&E confidential or proprietary materials upon LG&E's request. 
Not to use any information in this RFP or any other materials related to the business affairs or 
procedures of LG&E and of its affiliates for supplier's advantage, other than in performance of 
this RFP. 

1.4.4 Suppliers who intend to use subcontractors will be required to have such subcontractors execute 
non-disclosure agreements prior to work being done by subcontractor. 

1.4.5 Suppliers who seek to negotiate possible sub-contract arrangements with LG&E's existing 
subcontractors will be held accountable for any breach of the non-disclosure agreements that 
they have signed with LG&E. 

1.5 Disclaimer 

This RFP is not an offer to enter into a Contract but is merely a request for the supplier to submit 
information and proposals. Expenses incurred in responding to this request are the responsibility of the 
supplier. All materials submitted become the property of LG&E. LG&E reserves the right to modify, 
reject or use without limitation any or all of the ideas from submitted information. LG&E reserves the 
right to discontinue the RFP process at any time for any reason whatsoever. The finalist's response to 
this RFP will become part of the final contract if awarded. Wherever there is a conflict between supplier's 
responses to this RFP and the terms and conditions contained in any contract subsequently entered into 
by the parties, the terms and conditions of the contract shall prevail. LG&E has no obligation to disclose 
the results of the RFP process or to disclose why particular supplier(s) were selected to participate in the 
contract negotiations process. 

1.6 Pre-bid Questions 

All operational, technical, business and contractual questions regarding this RFP and the scope contained 
herein shall be submitted in writing via email. Questions shall be sent to Tony Moir at 
tony.moir@lgeenergy .corn .  

No pre-bid conference meeting will be held. 

Specific details on LG&E's strategies will not be disclosed. Questions and answers/clarifications given to 
potential respondents on any aspect of this RFP will be published and distributed to all suppliers invited to 
submit information. 

1.7 Duration of Offer 

I Proposals must be valid for a minimum of 90 days following the submission of responses to this RFP. 

1.8 Response Instructions 

All Proposals must contain a table of contents delineating responses to each section. Proposals must be 
organized to include all responses including attachments as outlined in Section 3. Each section of your 
response must contain all items in the sequence identified. An authorized official must sign Proposals. 
The Proposal must also provide the names, titles, phone numbers, and email addresses of those 0 
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individuals with authority to negotiate and contractually bind the company. 
information to obtain clarification of information provided. Please provide: 

LG&E may use this 

1. Notify Tony Moir via phone or email immediately if RFP contents are incomplete. 
2. All responses to this RFP must correspond with the sequence outlined in section 3, which 

includes attachments. 
3. A total of two (2) hard copies and one (1) electronic copy (in a format that can be edited and 

sent via email, and in MS Office (Word/Excel/PowerPoint) applications) of the response in the 
sequence outlined shall be submitted. With the exception of insurance certificates, .PDF 
files are not acceptable. Please keep the number of files on the electronic copy to a 
minimum, preferably only one (1) per application for ease of distribution to the evaluation 
committee. You may also submit supplemental hardcopy material such as brochures, etc. (3 
copies of each). 

4. One (1) of the two (2) hard copies shall be unbound in a format made ready for 
photocopying for ease of reproduction by LG&E. 

5. You may submit additional information in a separate document, which you feel, may help 
LG&E evaluate your Proposal; however, it is understood that such information is not a 
replacement for any component of this RFP. 

6. Fax responses will not be accepted. 
7. No advance notification of Award will be given. 

Responses to the RFP must be received no later than 12:OO PM, September 8, 2005 Eastern Daylight 
Time to be considered. Two (2) hard copies and one (1) e-mailed copy shall be sent to: 

Tony Moir 
Sourcing Leader 
LG&E Energy Services Inc. 
820 West Broadway 
Louisville, Kentucky 40202 

tonv.moir@laeenerav.com 
502-627-3428 

I f  your Proposal is hand carried, it must be delivered to the first floor (8th Street) mailroom, Broadway 
Office Complex at 820 West Broadway, Louisville, Kentucky 40202. Late Proposals will be rejected. 

Your Proposal must be returned in a sealed envelope or container. The attached green and white label 
must be used for returning your Proposal to LG&E. 

Any prospective supplier, who receives this RFP and either; chooses not to respond or; submits an 
incomplete Proposal, will be disqualified from consideration. 

1.9 Disqualification 

Under no circumstances (except those noted above) are respondents to contact any LG&E employee with 
regards to this RFP or any of the information contained herein. Respondents are strictly forbidden from 
visiting LG&E locations or approaching any LG&E current provider or subcontractor for any information 
specific to the account. Violations of this provision will subject the respondent to immediate 
disqualification. 

An evaluation committee will perform the evaluation of written Proposals. During this time, LG&E may 
initiate discussions with suppliers who submit responses or who are potentially submitting responses for 
the purpose of clarifying aspects of the Proposals; however, Proposals may be evaluated without such 
discussions. Suppliers shall not initiate discussions. 

6 
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2. Scope of Work & Services 
0 

LG&E desires to obtain proposals for I T 0  services as outlined herein. 

It should be noted that the of “IT0 FUNCTIONS AND SERVICES” contained in this section, “Business 
Objective and Scope of Work/Service Requirements” will serve as the basis forthe Services Contract. 

Bidders should note that any contract entered into pursuant to this RFP will subject to the approval of the 
FERC, and will contain provisions granting LG&E the discretion to nullify the contract should regulatory 
approvals be denied, withheld, or granted on terms unacceptable to LG&E. 

The Service Contract term will begin March 1, 2006, subject to receipt of all appropriate regulatory 
approvals. Items listed below may be modified or provisions added at LG&E‘s discretion. Contractors will 
be notified of any procedural changes and will be allowed sufficient time for implementation. However, 
all items listed in this section will be required and in place upon contract execution unless negotiated 
otherwise. 

7 
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IT0 FUNCTIONS AND SERVICES 

Function -- Tariff Administration 

Description 

Administer the terms and conditions of LG&E/KU's FERC-approved Open Access Transmission Tariff 
("OAlT"). The O A T  will be based upon the pro forma tariff adopted by the Commission originally in 
Order Nos. 888 and 889 etseq. The OAlT will be updated to include Rate Schedules and Attachments 
reflecting current FERC requirements (for example, generation interconnection procedures). The OAlT 
will also reflect that the IT0  will have independent authority to administer the tariff, and that reliability 
coordination services will be provided by an independent third party. 

Function - Evaluate Transmission Service Requests ("TSRs") 

Tasks 

1. Evaluate Transmission Service Requests ("TSRs") presented by potential and existing 
transmission customers who seek to purchase transmission service on the LG&E transmission system. 

2. Process and evaluate (grant or deny) all TSRs, including those transactions associated with 
network service and existing point-to-point service agreements, on a non-discriminatory basis consistent 
with the Tariff and all applicable legal and good utility practice. 

2. Document all transmission service requests under the Tariff, the disposition of such requests, 
and any supporting data required to support the decision with respect to such requests. 

3. With respect to long term service requests, coordinate with LG&E transmission personnel for 
the purpose of managing and conducting, as required, system impacts studies ("SIS"). I f  an SIS 
indicates transmission upgrades are required on LG&E's transmission system, the requesting 
Transmission Customer may request a Facilities Study. The IT0 will provide the Transmission Customer 
with the Facilities Study Agreement if an SIS indicates that upgrades are needed, and will manage the 
process of . The IT0 will coordinate the Facilities Study and prepare the initial draft of the Facilities 
Study report, and the IT0 will finalize the Facilities Study after review and comment by LG&E. 

4. Upon satisfactory completion of the SIS and requisite Facilities Studies, the ITO, together with 
LG&E/KU, shall execute a Transmission Service Agreement providing for service to the customer and 
payment for service to LG&E/KU. 

8 
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Function -- OASIS Administration 

Definition 

Respondent will administer LG&E/KU's Open Access Same-Time Information System ("OASIS") 
node for purposes of processing and evaluating TSRs and ensuring compliance with LG&E's obligation to 
publicly post transmission-related information pursuant to the Commission's OASIS regulations. 

Tasks 

1. Perform the duties of a Responsible Party as defined in the Commission's OASIS regulations, 
18 C.F.R. 5 37.5; and post information required to be on the Transmission Provider's OASIS under the 
Commission's OASIS regulations, 18 C.F.R. 5 37.6. 

a 

2. As the Transmission Provider, LG&E will be responsible for providing bidder with the 
information necessary to comply with the posting requirements. 

Function -- l T C  and ATC Calculation 

Definition 

Respondent shall calculate Total Transmission Capability ("lTC") and Available Transmission 
Capability ("ATC") in accordance with applicable provisions of the OAT. ATC will be calculated by the 
bidder on a Control Area-to-Control Area basis for the Transmission Provider's Control Area interfaces. 
Bidder will be responsible for ensuring that ATC values are calculated on a nondiscriminatory basis. 

Function -- Transmission Scheduling 

Definition 

Bidder shall act as the single contact for Transmission Customers scheduling transactions into, 
out of, or through LG&Efs Control Area. 

Function -- Generation Interconnection 

Definition 

Respondent shall process all generation interconnection requests and perform generation 
interconnection impact studies in a nondiscriminatory manner in accordance with the Large Generator 
Interconnection Process ("LGIP") and Interconnection Study Criteria. The IT0 will have authority to 
interpret and apply the guidelines, and shall have responsibility for administration of the LGIP, including 
queuing of interconnection requests, completion of specified studies associated with interconnection 
requests, and development of the transmission system modeling process, software, and assumptions 
used to evaluate requests to interconnect to the Transmission System. 
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Function -- Administration of a Stakeholder Process 

Definition 

The IT0 will facilitate a quarterly Stakeholder Conference of LG&E/KU transmission customers, 
interconnection customers, wholesale customers, affected transmission providers, and similarly qualified 
third parties within the LG&E/KU Control Area ("Tariff Participants"). Stakeholders, including the 
Transmission Provider, may submit comments and suggestions to the ITO, who will make them publicly 
available to all interested parties. 

All Operating Procedures governing the exercise of the ITO's responsibilities are subject to 
comment and review in the open stakeholder process. The IT0 shall coordinate regarding the Operating 
Procedures with LG&E/KU and other stakeholders before the IT0 begins its functions. 

2.1 Other RFP Requirements 

All Proposals must include the following to be considered complete: 

0 Service providers shall describe all partnerships/arrangements included in the Proposal for 
subcontracting any aspect of the work. 

Service providers shall include detailed and firm pricing in Attachment F. 0 

0 Service providers shall provide a work plan and a descriptive proposal outlining their approach to 
providing the services set out herein, as well as any critical terms and conditions pursuant to which 
they will provide such services. 

0 

0 

All items in Sections 2 above and Sections 3 and 4 below. 

A transition plan to take over the work on or about March 1, 2006 

3 Company Information and Sequence of Proposal 

3.1 Proposed Solution 

Provide a description of services for the proposed solution to meet LG&E's business objective as 
described in Section 2. Successful service providers will be working with LG&E to develop acceptable 
forms for all related reports, work schedules, transition plans, etc.; 

3.2 Conditions of Bid 

In  submitting a response to this RFP, respondent acknowledges and accepts the conditions for 
qualification set out above, and the following conditions in Attachment A, each of subparagraph of which 
shall be initialed by respondent 

3.3 Service Provider Contact Information 

I n  Attachment B, please provide contact information of the authorized person making this Proposal and 
any alternate person with like such authority whom LG&E should contact in the event of questions or 
clarifications. 
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3.4 Company Profile 

Briefly complete your company profile information as listed in Attachment C and include a copy of your 
current insurance certificate. This material should include information demonstrating the independence 
of the respondent bidder. Also provide a separate Attachment C and insurance certificate for each 
subcontractor included in your Proposal. 

0 

3.5 Support for Minority and Women-Owned Businesses 

It is LG&E policy to promote and increase participation of MBE/WBE's in its purchasing and contractual 
business. Maximum practicable opportunity shall be given to MBE/WBE's to participate as LG&E 
suppliers, but in order to achieve this goal LG&E encourages additional opportunities for MBE/WBE's by 
requiring participation plans from suppliers who are not MBE/WBE firms. I n  Attachment D, please 
indicate which business classification your company falls into. A description of each business 
classification is provided. I f  your firm currently or intends to use minority sub-contractors or suppliers in 
the performance of this work, please indicate so in the space provided on Attachment D. 

3.5 Use of Union Labor 

Also in Attachment D, please indicate whether your company will use union or non-union labor 

3.7 Bid Clarifications and/or Exceptions 

Your Proposal shall conform to in all respects with the applicable specifications, terms and conditions 
referred to in this RFP and the attached proposed contract, including the General or Professional Services 
Agreement. Submission of a Proposal constitutes your company's commitment that it can provide the 
services in this RFP and acceptance of the General or Professional Services Agreement. An inability to 
provide an individual service(s) will not eliminate your firm from consideration. Any deviations from or 
exceptions to this RFP and the attached contract shall be clearly stated in your Proposal using the form 
titled "BID CLARIFICATIONS AND/OR EXCEPTIONS" in Attachment E. I f  there are not such exceptions, 
please state so. An award of a contract will not take place until there are executed terms and conditions 
between the parties. I f  a contract is awarded, any exceptions taken after announcing the award will not 
be considered. 

0 

3.8 Pricing 

PRICING AND FEES SHALL BE SUMMARIZED I N  AlTACHMENT F. Pricing shall be submitted on a 
lump sum basis for each of contract periods identified in Attachment F. 

The price shall be firm for the duration of this contract. Identify assumptions made regarding LG&E's 
environment that would impact the cost. The bid price(s) shall include all costs to service provider, 
including taxes (if applicable) and profit. 

Prospective contractors are invited to submit other pricing options for consideration by the evaluation 
committee. All final pricing agreed to in the contract will be based on an understanding of how all costs 
are derived. 

LG&E reserves the right to accept other than the lowest priced Proposal and to accept or reject any 
Proposal in whole or in part, or to reject all Proposals with or without notice or reasons, and if no 
Proposal is accepted, to abandon the work or to have the work performed in such other manner as LG&E 
may elect. 

Any firm doing business with LG&E will be required to meet LG&E's supplier certification requirements. 

a 
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LG&E makes no guarantee or promise as to the amount of work to be performed under the proposed 
Contract, nor does it convey an exclusive right to the Contractor to perform work of the type or nature 
set forth in the proposed Contract. m 
3.9 Confidentiality Agreement 

As part of this RFP and proposal response, all LG&E prospective contractors are required to read, agree 
to, sign, and return the Confidentiality Agreement, which is enclosed as part of this RFP. 

4 Other Services 

4.1 Additional Services 

Please provide detail on any additional or unique services provided by your organization. Generic 
information without detail will be excluded from the analysis. Any fees associated with any 
extraordinary services should be clearly listed separately as an appendix to your Proposal. 

Enclosure: Green iddrcrr 1,ahcl. 

12 
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Attachment A 

CONDITIONS OF BID 

I n  submitting a response to this RFP, respondent acknowledges and accepts the following conditions, and 
makes the following representations. Please initial (blue ink) each sub-paragraph in each box 
below in your response. 

A-1 

A-2 

A-3 

A-4 

A-5 

A-6 

A-7 

I() A-8 

A-9 

A-10 

A-11 

A-12 

A-13 

OwnershiD of ProDosals - All Proposals in response to this RFP are to be the sole property of I] 
LG&E, Louisville, Kentucky. 

0 Oral Contracts - Any alleged oral Contracts or arrangements made by a respondent with any 
employee of LG&E will be superceded by the written Contract. 

0 Amendina or Cancelina Reauest- LG&E reserves the right to amend or cancel this RFP, at 
any time, if it is in the best interest of LG&E. 

0 Rejection for Default or MisreDresentation - LG&E reserves the right to reject the Proposal 
of any supplier that is in default of any prior contract or for misrepresentation. 

0 Clerical Errors in Awards - LG&E reserves the right to correct inaccurate awards resulting 
from its clerical errors. 

Rejection of Oualified ProDosals - Proposals are subject to rejection in whole or in part if 1-1 
they limit or modify any of the terms and/or specifications of the RFP. 

0 Presentation of Sumortina Evidence - I f  requested, respondent(s) shall present evidence of 
experience, ability and financial standing necessary to satisfactorily meet the requirements set 
forth in the RFP or those implied in the Proposal. 

Consistencv in Submissions - The hardcopy submission of the Proposal will prevail in the n 
case of a discrepancy between the electronic and hardcopy version of the documents. 

Chanqes to ProDosals - No additions or other changes to the original Proposal will be allowed 
after submittal. While changes are not permitted, clarification at the request of LG&E may be 
required at the sole expense of the respondent. 

0 Collusion - In  submitting a Proposal, the respondent implicitly states that the Proposal in not 
made in connection with any competing respondent submitting a separate response to the RFP, 
and is in all respects fair and without collusion or fraud. 

Costs - LG&E shall not be liable for any cost incurred in the preparation of this RFP. U 

0 Subcontractors - The use of subcontractors must be clearly identified and explained in the 
Proposal. The prime contractor shall be wholly responsible for the performance of the contract in 
its entirety whether or not subcontractors are used. Subcontractors shall be bound by the terms 
and conditions of this RFP. The prime contractor shall indemnify and hold LG&E harmless from 
any and all activities related to the services provided by the subcontractor(s) under this contract. 

0 Leaal Comdiance- I n  submitting a Proposal, the respondent warrants that it is legally 
authorized to do business in the state of Kentucky, is in compliance with all applicable laws and 
regulations, is not prohibited from doing business with LG&E by law, order, regulation, or 
otherwise, and the person submitting the Proposal on behalf of the supplier is authorized by the 
supplier to bind it to the terms of the Proposal. 

13 
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Attachment B 

SERVICE PROVIDER INFORMATION 

SERVICE PROVIDER‘S COMPANY NAME 

SERVICE PROVIDER’S MAILING ADDRESS 

C. SERVICE PROVIDER’S PHYSICAL ADDRESS(if different from above) 

D. 

E. 

F. 

G. 

H. 

I. 

1. 

K. 

M. 

PRIMARY CONTACT NAME 

TELEPHONE NUMBER 

ALTERNATE PHONE NUMBER 

FAX NUMBER 

EMAIL ADDRESS 

RFP # 

DUN & BRADSTREET NUMBER 

TAX IDENTIFICATION NUMBER 

PROVIDE A CURRENT CERTIFICATE OF INSURANCE 

RECENT OR PENDING MERGERS, ACQUISInONS OR IPO’S 

14 
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Attachment C 

BUSINESS CLASSIFICATION 

Identify which category(s) your company falls into (see following page for classification definitions). 
Attach any certificates verifying your company as a Small Business, Small Disadvantaged Business, 
Minority Business Enterprise (MBE), Woman-Owned Business Enterprise (WBE), Disabled-Owned 
Business, Veteran-Owned Business. 

0 

Large Business - Over 500 people or dominant in field 
Small Business - Less than 500 people and not dominant in field 
Small Disadvantaged Business - Less than 500 people, not dominant in field and meeting criteria 
on next page 
Minority Business Enterprise 
Woman-Owned Business Enterprise 
Disabled Owned Business 
Veteran Owned Business 

USE OF UNION LABOR: 

Non-Union Labor will be used. 

Union Labor will be used 
(List any and all local unions involved and labor contract expiration dates) 

Local No. Exp. Date 

Local No. Exp. Date 

Local No. Exp. Date 

Please indicate any MBE/WBE firms which you intend to use as subcontractors or suppliers 
as part of your Proposal. 
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BUSINESS CLASSIFICATION DESCRIPTIONS 

A) Small Business 

Defined as a concern, including its affiliates, that is independently owned and operated, not 
dominant in the field of operation in which it is bidding on government contracts, and qualified as 
a small business under the criteria and size standards in 13 CFR Part 121 (see 19.102). Such a 
concern is "not dominant in its field of operation" when it does not exercise a controlling or major 
influence on a national basis in a kind of business activity in which a number of business 
concerns are primarily engaged. I n  determining whether dominance exists, consideration shall 
be given to all appropriate factors, including volume of business, number of employees, financial 
resources, competitive status or position, ownership or control of materials, processes, patents, 
license agreements, facilities, sales territory, and nature of business activity. 

I GSA (General Services Administration) 

GSA (General Services Administration) Federal Acquisition Regulation (FAR) Part 19 

B) Small Disadvantaaed Business 

Defined as a small business concern that is at least 51 percent unconditionally owned by one or 
more individuals who are both socially and economically disadvantaged, or a publicly owned 
business that has at least 51 percent of its stock unconditionally owned by one or more socially 
and economically disadvantaged individuals and that has its management and daily business 
controlled by one or more such individuals, This term also means small business concern that is 
at least 51 percent unconditionally owned by an economically disadvantaged Indian tribe or 
Native Hawaiian Organization, or a publicly owned by one of these entities, that has its 
management and daily business controlled by members of an economically disadvantaged Indian 
tribe or Native Hawaiian Organization, and that meets the requirements of 13 CFR 124. 

GSA (General Services Administration) Federal Acquisition Regulation (FAR) Part 19 

a C) Minoritv Business EnterDrise 

Defined as a for profit enterprise, regardless of size, physically located in the United States or its 
trust territories, which is owned, operated and controlled by minority group members. "Minority 
group members:" are U.S. citizens who are African-American, Hispanic American, Native 
American, Asian-Pacific American, and Asian-Indian American. "Ownership" by minority 
individuals means business is at least 51% owned by such individuals or, in the case of a publicly 
owned business, at least 51% of the stock is owned by one or more such individuals. Further, 
the management and daily business operations are controlled by those minority group members. 

KMSDC (Kentucky Minority Supplier Development Council) 

D) Woman-Owned Business 

Defined as a business that is at least 51% owned by a woman or women who also control and 
operate it. "Control" in this context means being actively involved in the day-to-day 
management. 

E) Larae Business 

Defined as more than 500 employees. 
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Attachment D 

BID CLARIFICATIONS AND/OR EXCEPTIONS 

Service provider offers the following clarifications and/or exceptions taken to any requirement or 
provision of this RFP and any proposed modifications or replacement language for each 
clarification or exception (If none, so state.): 

a l- 

Service provider understands that unless itemized above, no other clarifications or 
exceptions to this Request for Proposal are taken by the Service provider. 

17 
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Attachment E 

PRICING SUMMARIES 

Please provide a summary of your pricing proposal for all services related to the delivery of your solution. 
Pricing shall be submitted on lump sum basis for each of the following contract length periods and 
include all costs to LG&E: 

e 
2 year $ (cost per year) 

5 year $ (cost per year) 

10 year $ (cost per year) 
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RECIPROCAL CONFIDENTIALITY AGREEMENT 

This Reciprocal Confidentiality Agreement (this “Agreement”) is entered this 10th day of August, 
, and LG&E Energy Services, Inc., 

(individually, each shall be referred to herein as a “Party” and, collectively, as the “Parties”) in 
connection with the Parties’ consideration of a business alliance (the “Opportunity”). As a condition 
to showing, furnishing, or making available information in respect of the Opportunity to each other, 
the Parties, respectively, require and agree, as set forth below, to treat confidential such information, 
and all other information that each of the other Parties or any of its employees, officers, directors, 
shareholders, or legal or financial advisors (collectively, “Representatives”) show, furnish or make 
available (collectively, the “Confidential Information”). 

0 2005 by and among 

For purposes hereof, “Confidential Information” shall also include, (i) the fact of and 
existence of the Parties consideration of the Opportunity, (ii) the fact of and the substance of the 
Parties’ discussions concerning the Opportunity, and (iii) all studies, analyses, and projections of the 
Parties concerning the Opportunity; irrespective of whether any of the above are shown, furnished, or 
made available to either of the other Parties. 

The Parties acknowledge that the Confidential Information is being furnished solely in connection 
with their consideration of the Opportunity. The Parties agree that the Confidential Information shall 
be treated as “secret” and “confidential,” and used solely for the purpose of considering the 
Opportunity throughout the period commencing January 28, 2005 (the “Confidentiality Period”). 

During the Confidentiality Period, no portion of the Confidential Information shall be disclosed by a 
Party to any person or entity other than: (i) such of its affiliates, directors, officers, employees, 
agents, representatives, and legal and financial advisors whose knowledge and evaluation of the 
Confidential Information shall be reasonably necessary for a thorough investigation by such Party of 
the Opportunity; or (ii) to the extent a Party or such other persons or entities shall be legally 
compelled to make such disclosure by any court or other governmental agency or instrumentality 
having jurisdiction over them (in which event the Party shall provide the other Party with reasonable 
prior notice of such compelled disclosure so that such latter Party may, in its discretion, seek a 
protective order with respect to such disclosure, or waive compliance with the provisions hereof); or 
(iii) to such affiliates as may be directly involved in some aspect of the Opportunity; or (iv) another 
Party to this Agreement. 

The Parties shall inform all of their affiliates, directors, officers, employees, agents, representatives, 
and legal and financial advisors (collectively, the “Party Representatives”) of the confidentiality 
covenants set forth herein when showing, furnishing, or making available Confidential Information 
to Party Representatives. Each Party shall be responsible for the use or disclosure of any 
Confidential Information by any of its Party Representatives during the Confidentiality Period. 

The Confidential Information shall not include any information which is in the public domain as of 
the date of its disclosure to a Party hereunder. For purposes of this Confidentiality Agreement, 
information which is in the public domain shall include, without limitation: (a) any information 
which is or becomes generally available to the public other than by reason of a disclosure by the 
applicable Party or any Party Representative in violation of this Confidentiality Agreement; (b) any 
information which is or was made available to a Party by a source other than one of the other Parties, 
provided the former Party had no reason to believe the source of such information was under a 
contractual obligation to such latter Party or any of its affiliates not to make such disclosure; (c) 0 
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information which was known to a Party prior to disclosure by one of the other Parties, as reasonably 
documented in the former Party’s corporate records, or (d) any information which is or was 
independently acquired or developed by a Party without violating any of its covenants set forth in 0 this Agreement. 

All Confidential Information in a Party’s or its Party Representatives’ possession (including without 
limitation, all copies thereof) which is not then in the public domain shall be promptly returned or 
destroyed by such Party should it have no interest in the Opportunity, or should the other Party 
request its return in writing at any time, in which case, the Party required to return Confidential 
Information may destroy the same in lieu of its return. 

During the Confidentiality Period, a Party shall not entice, solicit, or induce, directly or indirectly, 
any of another Party’s officers or employees who have been involved in consideration of the 
Opportunity, to leave their employment in order to accept employment with such other Party hereto. 

The Parties understand that none of them is hereby making any representations or warranties as to the 
completeness or accuracy of any Confidential Information, and that any such representations and 
warranties shall be made by a Party solely in one or more signed definitive agreements with respect 
to the Opportunity, and then subject to the provisions thereof. 

The Parties agree that they, respectively, may not have an adequate remedy at law by reason of any 
breach by a Party or its Party Representatives of the covenants set forth in this Agreement, and that, 
in addition to all other remedies available at law or in equity, a Party shall be entitled to injunctive 
relief from any such breach. This Agreement shall be governed by the laws of the Commonwealth of 
Kentucky, exclusive of the conflicts of law rules of that state. 

It is understood and agreed that this Agreement creates no obligation to enter into any Opportunity or 
any agreement relating to an Opportunity, and that no contract or agreement providing for any 
Opportunity shall be deemed to exist unless and until a final definitive agreement has been executed 
and delivered. 

@ 

WITNESS the signatures of the authorized representatives of each of the undersigned as of the date 
first written above. 

LG&E Energy Services Inc. 
~~~ 

Entity Name 
By: 
Name (Print): 
Title: 

By: 
Name (Print): 
Title: 
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IMPORTANT NOTICE TO 
SERVICE PROVIDER 
It is imperative that this label be posted on the envelope or box submitting your quotation. 

m 

2ONFIDENTIAL 
iEALED BID 
10 NOT OPEN 
<FQ: 3045 

:losing Date: Septmeber 8,2005 
qrom: 

TO: TONY MOIR 
CORPORATE PURCHASING 
LG&E ENERGY SERVICES INC. 
820 WEST BROADWAY 
LOUISVILLE KY 40202 

:om SD 768 Rev. 4/97 
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INDEPENDENT TRANSMlSSION ORGANIZATION AGREEMENT 0 
This Independent Transmission Organization Agreement (this “Agreement”) is entered into this 
__ day of September, 2005, between Louisville Gas and Electric Company and Kentucky 
Utilities Company, corporations organized pursuant to the laws of the State of Kentucky 
(collectively, “LG&E/KU”), and Southwest Power Pool, Inc., an entity organized pursuant to the 
laws of the State of Arkansas (the “m’). LG&E/KU and the IT0  may sometimes be 
individually referred to herein as a “Party” and collectively as the “Parties.” 

th 

WHEREAS, LG&E/KU owns, among other things, an integrated electric transmission 
system (“Transmission System”), over which the Midwest Independent Transmission System 
Operator Inc. (“Midwest ISO”) currently provides open access transmission service to customers 
in the LG&E/KU Control Area (as defined in the LGE&E/KU Open Access Transmission Tariff 
(“the OATT”)); 

WHEREAS, as part of LG&E/KU’s proposal to withdraw its participation in the Midwest 
ISO, LG&E/KU desires to provide non-discriminatory open access transmission service pursuant 
to the OATT; 

WHEREAS, LG&E/KU desires to have the IT0  perform certain key transmission-related 
functions under the OATT as set forth herein; 

WHEREAS, LG&E/KU will remain the owner of its Transmission System and will bear 
the ultimate responsibility for the provision of transmission services to Eligible Customers (as 
defined in the OATT), including the sole authority to amend the OATT; 

a 
WHEREAS, the ITO: (i) is a FERC-approved regional transmission organization; (ii) is 

independent fi-om LG&E/KU; (iii) possesses the necessary competence and experience to 
perform the functions provided for hereunder; and (iv) is willing to perform such functions under 
the terms and conditions agreed upon by the Parties as set forth in this Agreement; and 

WHEREAS, as part of LG&E/KU’s goal to maintain the requisite level of independence 
in the operation of its Transmission System to prevent any exercise of transmission market 
power, on September -, 2005, LG&E/KU entered into a Reliability Coordinator Agreement (the 
“Reliability Coordinator Agreement”) with the Tennessee Valley Authority, a NERC-certified 
reliability coordinator (the “Reliabilitv Coordinator”), pursuant to which the Reliability 
Coordinator will provide to LG&E/KU certain required reliability hnctions, including security 
coordination, transmission planning and regional coordination, identifying and mandating 
upgrades required to maintain reliability, non-binding recommendations relating to economic 
transmission system upgrades, and administration of any seams agreements to be entered by 
LG&E/KU; 

NOW THEREFORE, in consideration of the mutual promises contained herein, and other 
good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, 
the Parties hereby agree as follows: 
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Section 1 - Scope of Functions; Standards of Performance. 

1.1 Functions. The IT0  shall perform the functions described in Attachment A (the 
“Functions”) during the Term in accordance with the terms and conditions of this Agreement. 

1.2 Coordination with Reliability Coordinator. In conjunction with its performance 
of the Functions, the IT0  shall coordinate and cooperate with the Reliability Coordinator and 
provide, subject to the terms and conditions of this Agreement, including the ITO’s obligations 
with respect to Confidential Information in Section 10, any information that the Reliability 
Coordinator may reasonably request in order to carry out its functions under the Reliability 
Coordinator Agreement. 

1.3 Expansion. Nothing in this Agreement is intended to prevent the IT0  from 
entering into other agreements with one or more third party transmission providers or operators 
to perform functions for such transmission providers or operators that are the same or similar to 
the Functions performed hereunder; provided, however, that the I T 0  does not breach any of its 
obligations under this Agreement (including its obligations with respect to Confidential 
Information in Section 10) by entering into or performing any of its obligations under such other 
agreements; provided, further, that any such other agreements shall provide for LG&E/KU to be 
reimbursed in an equitable manner for any capital expenditures made pursuant to this Agreement 
as well as for LG&E/KU’s ongoing operations and maintenance expenditures to the extent such 
capital expenditures and operations and maintenance expenditures are used by the IT0 in 
performing functions under such other agreements. 

1.4 IT0 Performance. The IT0 shall perform its obligations (including the 
Functions) under this Agreement in accordance with (a) Good Utility Practice (as defined in the 
OATT), (b) LG&E/KU’s specific requirements and operating guidelines (to the extent these are 
not inconsistent with other requirements specified in this Section 1.4),] (c) the OATT, and (d) all 
applicable laws and the requirements of federal and state regulatory authorities. 

1.5 LG&E/KU Performance. LG&E/KU shall perform its obligations under this 
Agreement in accordance with Good Utility Practice. 

Section 2 - Independence. 

2.1 Key Personnel. All Functions shall be performed by employees of the IT0 
identified in Attachment B (the “Key Personnel”). No Key Personnel shall also be employed by 
LG&E/KU or any of its Affiliates (as defined in 18 C.F.R. fj 35.34(b)(3) of FERC’s regulations). 
The IT0  and the Key Personnel shall be, and shall remain throughout the Term, Independent (as 
defined below) of LG&E/KU, its Affiliates and any Tariff Participant (as defined below). For 
purposes of this Agreement: (a) “Independent” shall mean that the IT0  and the Key Personnel 
are not subject to the control of LG&E/KU, its Affiliates or any Tariff Participant, and have full 
decision-making authority to perform all Functions in accordance with the provisions of this 
Agreement. Any Key Personnel owning securities in LG&E/KU, its Affiliates or any Tariff 
Participant shall divest such securities within six (6) months of first being assigned to perform 
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such Functions, provided that nothing in this Section 2.1 shall be interpreted or construed to 
preclude any such Key Personnel from indirectly owning securities issued by LG&E/KU, its 
Affiliates or any Tariff Participant through a mutual fund or similar arrangement (other than a 
fund or arrangement specifically targeted toward the electric industry or the electric utility 
industry or any segment thereof) under which the Key Personnel does not control the purchase or 
sale of such securities. Participation by any Key Personnel in a pension plan of LG&E/KU, its 
Affiliates or any Tariff Participant shall not be deemed to be a direct financial interest if the plan 
is a defined-benefit plan that does not involve the Key Personnel’s ownership of the securities; 
(b) “Tariff Participant” shall mean LG&E/KU Transmission System customers, interconnection 
customers, wholesale customers, affected transmission providers, any Market Participant (as 
defined in 18 C.F.R. fj 35.34(a)(2) of FERC’s regulations) and similarly qualified third parties 
within the LG&E/KU Control Area. 

0 

2.2 Standards of Conduct Treatment. All Key Personnel shall be treated, for purposes 
of the FERC’s Standards of Conduct, as transmission employees. All restrictions relating to 
information sharing and other relationships between merchant employees and transmission 
employees shall apply to the Key Personnel. 

Section 3 - Compensation, Billing and Payment. 

[COMPENSATION, BILLING AND PAYMENT PROVISIONS WILL BE 
NEGOTIATED WITH THE IT01 

Section 4 - Effective Date; Term; Termination; Termination Fees; Transition 
Assistance Services. 0 

4.1 Effective Date; Term. This Agreement shall become effective on the date (the 
“Effective Date”) which is thirty (30) days after FERC’s acceptance of this Agreement and shall 
continue for an initial term of four (4) years from the Effective Date (the “Initial Term”). After 
the conclusion of the Initial Term, this Agreement shall automatically continue for successive 
additional one-year terms (each, a “Subsequent Term”) unless and until terminated pursuant to 
the termination provisions hereof. The Initial Term and any Subsequent Terms, together with 
the Transition Assistance Period, if any, shall collectively be referred to as the “Term.” 

4.2 Mutually-Agreed Termination. Subject to Section 4.5, this Agreement may be 
terminated by mutual agreement of the Parties at any time during the Term (other than any 
Transition Assistance Period). 

4.3 Termination at End of Term. Subject to Section 4.5, either Party may terminate 
this Agreement at the end of the Initial Term or any Subsequent Term upon six (6) months prior 
written notice to the other Party. 

4.4 Termination for Cause. 
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4.4.1 Termination bv Either Party. Subject to Section 4.5, either Party may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
other Party if: 

(a) Material Failure or Default. The other Party fails, in any 
material respect, to comply with, observe or perform, or defaults, in any material 
respect, in the performance of the terms and conditions of this Agreement, and 
such failure or default remains uncured for thirty (30) days after notice thereof, 
provided that such failure or default is susceptible to cure and the other Party is 
exercising reasonable diligence to cure such failure or default; 

(b) Pattern of Failure. It determines, in its sole discretion, that 
there has been a pattern of failure by the other Party to comply with the standards 
of performance required under this Agreement; 

(c) Gross Negligence, Willful Misconduct or Fraud. The other 
Party commits gross negligence, willful misconduct or fraud in the performance 
of its obligations under this Agreement; 

(d) Material Misrepresentation. Any representation made by 
the other Party hereunder shall be false or incorrect in any material respect when 
made and such misrepresentation is not cured within thirty (30) days of such 
discovery or is incapable of cure; 

(e) Bankruptcy. The other Party: (i) files a petition or 
otherwise commences, authorizes or acquiesces in the commencement of a 
proceeding or cause of action under any bankruptcy, insolvency, reorganization or 
similar law, or has any such petition filed or commenced against it; (ii) makes an 
assignment or any general arrangement for the benefit of creditors; (iii) otherwise 
becomes bankrupt or insolvent (however evidenced); (iv) has a liquidator, 
administrator, receiver, trustee, conservator or similar official appointed with 
respect to it or any substantial portion of its property or assets; or (v) is generally 
unable to pay its debts as they fall due; or 

( f ,  Dissolution. The other Party dissolves or is dissolved or its 
legal existence is otherwise terminated. 

4.4.2 Termination by LG&E/KU. Subject to Section 4.5, LG&E/KU may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
IT0  if FERC determines that the IT0 is not Independent. 

4.5 FERC Approval. No termination of this Agreement shall be effective until 
approved by FERC. 

4.6 Return of Materials. Upon any termination of this Agreement or the conclusion 
of any Transition Assistance Period pursuant to Section 4.8.1 , whichever is later, the IT0 shall 
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timely and orderly turn over to LG&E/KU all materials that were prepared or developed prior 
thereto pursuant to this Agreement, and return or destroy, at the option of LG&E/KU, all Data 
and other information supplied by LG&E/KU to the IT0  or created by the IT0  on behalf of 
LG&E/KU. 

4.7 Survival. All provisions of this Agreement which are by their nature or terms 
intended to survive the termination of this Agreement, including the obligations set forth in 
Section 7 and Section 10, shall survive termination of this Agreement. 

4.8 Transition Assistance Services. 

4.8.1 Transition Assistance Period. Commencing on the date this Agreement is 
terminated and continuing for up to six (6) months thereafter (the “Transition Assistance 
Period”), the IT0  shall (a) provide the Functions (and any replacements thereof or 
substitutions therefor), to the extent LG&E/KU requests such Functions to be performed 
during the Transition Assistance Period, and (b) cooperate with LG&E/KU in the transfer 
of the Functions (collectively, the “Transition Assistance Services”). 

4.8.2 Transition Assistance Services. The IT0 shall, upon LG&E/KU’s request, 
provide the Transition Assistance Services during the Transition Assistance Period at the 
ITO’s actual cost for such services. The quality and level of performance of the 
Functions by the IT0 during the Transition Assistance Period shall not be degraded. 
After the expiration of the Transition Assistance Period, the IT0  shall answer questions 
from LG&E/KU regarding the Functions on an “as needed” basis at the ITO’s then- 
standard billing rates. 

4.8.3 Key Personnel. During the Transition Assistance Period, the IT0  shall not 
terminate, reassign or otherwise remove any Key Personnel without providing LG&E/KU 
thirty (30) days’ prior notice of such termination, reassignment or removal unless such 
employee (a) voluntarily resigns from the ITO, (b) is dismissed by the IT0  for cause, or 
(c) dies or is unable to work due to his or her disability. 

Section 5 - Data Management. 

5.1 Supplv of Data. During the Term, LG&E/KU shall supply to the ITO, and/or 
grant the IT0  access to all Data that the IT0  reasonably requires to perform the Functions. The 
Parties shall agree upon the initial format and manner in which such Data shall be provided. For 
purposes of this Agreement, “Data” means all information, text, drawings, diagrams, images or 
sounds which are embodied in any electronic or tangible medium and which (a) are supplied or 
in respect of which access is granted to the IT0  by LG&E/KU under this Agreement, which shall 
be LG&E/KU’s Data, (b) are prepared, stored or transmitted by the IT0  solely on behalf of 
LG&E/KU, which shall be LG&E/KU’s Data; or (c) are compiled by the IT0 by aggregating 
Data owned by LG&E/KU and Data owned by third parties, which shall be ITO’s Data. 

5.2 Property of Each Party. Each Party acknowledges that the other Party’s Data and 
the other Party’s software, base data models and operating procedures for software or base data 
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models (“Processes”) are the property of such other Party and agrees that it will do nothing 
inconsistent with such ownership, including preserving all intellectual property and/or 
proprietary rights in such other Party’s Data and Processes as provided in Section 6. 

0 

5.3 Data Integrity. Each Party shall reasonably assist the other Party in establishing 
measures to preserve the integrity and prevent any corruption or loss of Data, and the Parties 
shall reasonably assist each other in the recovery of any corrupted or lost Data. Each Party-shall 
retain and preserve any of the other Party’s Data that are supplied to it during the Term, and shall 
exercise commercially reasonable efforts to preserve the integrity of the other Party’s Data that 
are supplied to it during the Term, in order to prevent any corruption or loss of the other Party’s 
Data. 

5.4 Confidentiality. Each Party’s Data shall be treated as Confidential Information in 
accordance with the provisions of Section 10. 

Section 6 - Intellectual Property. 

6.1 Pre-Existing Intellectual Property. Each Party shall own (and continue to own) all 
trade secrets, Processes and designs and other intellectual property that it owned prior to entering 
this Agreement, including any enhancements thereto (“Pre-Existing Intellectual Property”). 
Each Party acknowledges the ownership of the other Party’s Pre-Existing Intellectual Property 
and agrees that it will do nothing inconsistent with such ownership. Each Party agrees that 
nothing in this Agreement shall give it any right, title or interest in the other Party’s Pre-Existing 
Intellectual Property, other than the rights set forth in this Agreement. The ITO’s Pre-Existing 
Intellectual Property shall include the IT0 Retained Rights set forth in Section 6.3. LG&E/KU’s 
Pre-Existing Intellectual Property shall include LG&E/KU Retained Rights set forth in Section 
- 6.4. 

0 

6.1.1 Exclusion. Nothing in this Agreement shall prevent either Party from 
using general techniques, ideas, concepts and know-how gained by its employees during 
the performance of its obligations under this Agreement in the furtherance of its normal 
business, to the extent that it does not result in disclosure of the other Party’s Data or any 
data generated from the other Party’s Data or other Confidential Information or an 
infringement by LG&E/KU or the IT0 of any intellectual property right. For the 
avoidance of doubt, the use by a Party of such general techniques, ideas, concepts and 
know-how gained by its employees during the performance of its obligations under this 
Agreement shall not be deemed to be an infringement of the other Party’s intellectual 
property rights so long as such matters are retained in the unaided memories of such 
employees and any Confidential Information is treated in accordance with the provisions 
of Section 10. 

6.2 Jointly-Owned Intellectual Property. Except for the Data described in Section 
- 5.1, all deliverables, whether software or otherwise, to the extent originated and prepared by the 
I T 0  exclusively in connection with the performance of its obligations under this Agreement shall 
be, upon payment of all amounts that may be due from LG&E/KU to the ITO, jointly owned by 
LG&E/KU and I T 0  (“Jointlv-Owned Intellectual Property”). Each Party shall have the right to 
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use the Jointly-Owned Intellectual Property without any right or duty or accounting to the other 
Party, except as provided in this Section 6.2. Upon the IT0  using, transferring or licensing 
Jointly-Owned Intellectual Property for or to a third party, the IT0 shall reimburse LG&E/KU in 
an equitable manner as determined by the Parties in good faith for the actual amounts paid by 
LG&E/KU to the IT0  that relate to such Jointly-Owned Intellectual Property. Except as stated 
in the foregoing sentence, the IT0  shall have no other obligation to account to LG&E/KU for 
any such use, transfer, license, disclosure, copying, modifying or enhancing of the Jointly- 
Owned Intellectual Property. Notwithstanding anything herein to the contrary, LG&E/KU may 
use the Jointly-Owned Intellectual Property for its internal business purposes, including licensing 
or transferring its interests therein to a third party for purposes of operating or performing 
functions in connection with LG&E/KU’s transmission business. 

6.3 IT0  Retained Rights. The IT0  shall retain all right, title and interest in its 
proprietary know-how, concepts, techniques, processes, materials and information that were or 
are developed entirely independently of this Agreement (“IT0 Retained Rights”), whether or not 
such IT0  Retained Rights are embodied in a deliverable, whether software or otherwise 
originated and prepared by the IT0 in connection with the performance of its obligations under 
this Agreement. With respect to the IT0  Retained Rights embodied in any deliverable, whether 
software or otherwise originated and prepared by the IT0 in connection with the performance of 
its obligations under this Agreement, LG&E/KU is hereby granted a nonexclusive, perpetual, 
worldwide, royalty-free, fully paid-up license under such IT0 Retained Rights to use such 
deliverable for LG&E/KU’s internal business purposes only, including licensing or transferring 
its interests therein to an Affiliate of LG&E/KU or a third party for purposes of operating or 
performing functions in connection with LG&E/KU’s transmission business. a 

6.4 LG&E/KU Retained Rights. LG&E/KU shall retain all right, title and interest in 
its proprietary know-how, concepts, techniques, processes, materials and information that were 
or are developed entirely independently of this Agreement (“LG&E/KU Retained Rights”), 
whether or not such LG&E/KU Retained Rights are embodied in a deliverable, whether software 
or otherwise originated and prepared by LG&E/KU in connection with the performance of its 
obligations under this Agreement. With respect to LG&E/KU Retained Rights embodied in any 
software or otherwise originated and prepared by LG&E/KU in connection with the performance 
of its obligations under this Agreement, the IT0  is hereby granted a nonexclusive, worldwide, 
royalty-free, fully paid-up license under such LG&E/KU Retained Rights to use such deliverable 
for the ITO’s performance of its obligations under this Agreement only; provided that 
LG&E/KU shall not be liable in any way for the use of or reliance on such IT0 Retained Rights 
by the ITO’s Affiliate or third party for any purpose whatsoever. 

6.5 IT0  Non-Infringement; Indemnification. The IT0  warrants to LG&E/KU that all 
ITO’s Data and Processes, IT0  Pre-Existing Intellectual Property, IT0  Retained Rights, and 
deliverables prepared, produced or first developed by the IT0 in connection with the 
performance of its obligations under this Agreement shall not infringe on any third party patent, 
copyright, trade secret or other third party proprietary rights. The IT0  shall defend, hold 
harmless and indemnify LG&E/KU and its Affiliates and their respective employees, officers, 
directors, principals, owners, partners, shareholders, agents, representatives, consultants and 
subcontractors (collectively, “LG&E/KU Representatives”) from and against all claims, lawsuits, 
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penalties, awards, judgments, court arbitration costs, attorneys’ fees, and other reasonable out-of- 
pocket costs incurred in connection with such claims or lawsuits based upon the actual or alleged 
infringement of any of the foregoing rights; provided that LG&E/KU gives prompt written notice 
of any such claim or action to the ITO, permits the IT0  to control the defense of any such claim 
or action with counsel of its choice, and cooperates with the IT0  in the defense thereof; and 
further provided that such claim or action is not based on any alteration, modification or 
combination of the deliverable with any item, information or process not provided by the ITO, 
where there would be no infringement in the absence of such alteration, modification or 
combination. If any infringement action results in a final injunction against LG&E/KU or the 
LG&E/KU Representatives with respect to ITO’s Data and Processes, IT0  Pre-Existing 
Intellectual Property, IT0  Retained Rights or deliverables prepared, produced or first developed 
by the IT0  in connection with the performance of its obligations under this Agreement or in the 
event the use of such matters or any part thereof, is, in such lawsuit, held to constitute 
infringement, the I T 0  agrees that it shall, at its option and sole expense, either (a) procure for 
LG&E/KU or the LG&E/KU Representatives the right to continue using the infringing matter, or 
(b) replace the infringing matter with non-infringing items of equivalent functionality or modify 

to accomplish (a) or (b) above, the IT0  shall reimburse LG&E/KU for all costs and fees paid by 
LG&E/KU to the IT0  for the infringing matter. The above constitutes the ITO’s complete 
liability for claims of infringement relating to any of the ITO’s Data and Processes, IT0  Pre- 
Existing Intellectual Property, IT0  Retained Rights and deliverables prepared, produced or first 
developed by the I T 0  in connection with the performance of its obligations under this 

I the same so that it becomes non-infringing and retains its full functionality. If the IT0  is unable 
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Agreement. 

6.6 LG&E/KU Non-Infringement; Indemnification. LG&E/KU warrants to the IT0 
that, to its knowledge, all LG&E/KU’s Data (except for Data created by the IT0 on behalf of 
LG&E/KU) and Processes, LG&E/KU Pre-Existing Intellectual Property, and LG&E/KU 
Retained Rights shall not infringe on any third party patent, copyright, trade secret or other third 
party proprietary rights. LG&E/KU shall defend, hold harmless and indemnify the IT0 and its 
Affiliates and their respective employees, officers, directors, principals, owners, partners, 
shareholders, agents, representatives, consultants and subcontractors against all claims, lawsuits, 
penalties, awards, judgments, court costs, and arbitration costs, attorneys’ fees, and other 
reasonable out-of-pocket costs incurred in connection with such claims or lawsuits based upon 
the actual or alleged infringement of any of the foregoing rights; provided that the IT0 gives 
prompt written notice of any such claim or action to LG&E/KU, permits LG&E/KU to control 
the defense of any such claim or action with counsel of its choice, and cooperates with 
LG&E/KU in the defense thereof; and further provided that such claim or action is not based on 
any alteration, modification or combination of the deliverable with any item, information or 
process not provided by LG&E/KU to the ITO, where there would be no infringement in the 
absence of such alteration, modification or combination. The above constitutes LG&E/KU’s 
complete liability for claims of infringement relating to any of the LG&E/KU’s Data and 
Processes, LG&E/KU Pre-Existing Intellectual Property and LG&E/KU Retained Rights. 
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7.1 Indemnification by the Parties. Each Party (“Indemnifying Party”) shall 
indemnify, release, defend, reimburse and hold harmless the other Party and its Affiliates, and 
their respective directors, officers, employees, principals, representatives and agents 
(collectively, the “Indemnified Parties”) from and against any and all claims, demands, 
liabilities, losses, causes of action, awards, fines, penalties, litigation, administrative proceedings 
and investigations, costs and expenses, and attorney fees (each, an “Indemnifiable Loss”) 
asserted against or incurred by any of the Indemnified Parties arising out of, resulting from or 
based upon (a) a breach by the Indemnifying Party of its obligations under this Agreement, (b) 
the acts or omissions of the Indemnifying Party and its Affiliates and their respective directors, 
officers, employees, principals, representatives, agents or contractors during the Term, or (c) 
claims of bodily injury or death of any person or damage to real and/or tangible personal 
property caused by the negligence or willful misconduct of the Indemnifying Party and its 
Affiliates and their respective directors, officers, employees, principals, representatives, agents 
or contractors during the Term. 

7.2 No Consequential Damages. Neither Party shall be liable to the other Party for, 
nor will the measure of damages include, any indirect, incidental, exemplary, punitive, special or 
consequential damages. 

7.3 Cooperation Regarding Claims. If an Indemnified Party receives notice or has 
knowledge of any Indemnifiable Loss that may result in a claim for indemnification by such 
Indemnified Party against an Indemnifying Party pursuant to this Section 7, such Indemnified 
Party shall as promptly as possible give the Indemnifying Party notice of such Indemnifiable 
Loss, including a reasonably detailed description of the facts and circumstances relating to such 
Indemnifiable Loss, a complete copy of all notices, pleadings and other papers related thereto, 
and in reasonable detail the basis for its claim for indemnification with respect thereto. Failure 
to promptly give such notice or to provide such information and documents shall not relieve the 
Indemnifying Party from the obligation hereunder to respond to or defend the Indemnified Party 
against such Indemnifiable Loss unless such failure shall materially diminish the ability of the 
Indemnifying Party to respond to or to defend the Indemnified Party against such Indemnifiable 
Loss. The Indemnifying Party, upon its acknowledgment in writing of its obligation to 
indemnify the Indemnified Party in accordance with this Section 7, shall be entitled to assume 
the defense or to represent the interest of the Indemnified Party with respect to such 
Indemnifiable Loss, which shall include the right to select and direct legal counsel and other 
consultants, appear in proceedings on behalf of such Indemnified Party and to propose, accept or 
reject offers of settlement, all at its sole cost. If and to the extent that any such settlement is 
reasonably likely to involve injunctive, equitable or prospective relief or materially and 
adversely affect the Indemnified Party’s business or operations other than as a result of money 
damages or other money payments, then such settlement will be subject to the reasonable 
approval of the Indemnified Party. Nothing herein shall prevent an Indemnified Party from 
retaining its own legal counsel and other consultants and participating in its own defense at its 
own cost and expense. 
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8.1 LG&E/KU Contract Manager. LG&E/KU shall appoint an individual (the 
“LG&E/KU Contract Manager”) who shall serve as the primary LG&E/KU representative under 
this Agreement. The LG&E/KU Contract Manager shall (a) have overall responsibility for 
managing and coordinating the performance of LG&E/KU’s obligations under this Agreement, 
and (b) be authorized to act for and on behalf of LG&E/KU with respect to all matters relating to 
this Agreement. Notwithstanding the foregoing, the LG&E/KU Contract Manager may, upon 
notice to the ITO, delegate such of his or her responsibilities to other LG&E/KU employees, as 
the LG&E/KU Contract Manager deems appropriate. 

8.2 IT0  Contract Manager. The IT0 shall appoint, among the Key Personnel 
identified in Attachment B, an individual (the “IT0 Contract Manager”) who shall serve as the 
primary IT0  representative under this Agreement. The IT0 Contract Manager shall (a) have 
overall responsibility for managing and coordinating the performance of I T 0  obligations under 
this Agreement, and (b) be authorized to act for and on behalf of the IT0  with respect to all 
matters relating to this Agreement. Notwithstanding the foregoing, the IT0  Contract Manager 
may, upon notice to LG&E/KU, delegate such of his or her responsibilities to other Key 
Personnel, as the IT0 Contract Manager deems appropriate. 

8.3 Resolution of Disputes. Any dispute, claim or controversy between the Parties 
arising out of or relating to this Agreement (each, a “Dispute”) shall be resolved in accordance 
with the procedures set forth in this Section 8.3; provided, however, that this Section 8.3 shall 
not apply to Disputes arising from or relating to confidentiality or intellectual property rights (in 
which case either Party shall be free to seek available legal or equitable remedies). 

8.3.1 Notice of Dispute. Each Party shall provide written notice to the other 
party of any Dispute, including a description of the nature of the Dispute. 

8.3.2 Dispute Resolution by Contract Managers. Any Dispute shall first be 
referred to the LG&E/KU Contract Manager and the IT0 Contract Manager, who shall 
negotiate in good faith to resolve the Dispute. 

8.3.3 Dispute Resolution by Executive Management Representatives. If the 
Dispute is not resolved within fifteen (1 5 )  days of being referred to the LG&E/KU 
Contract Manager and the IT0  Contract Manager pursuant to Section 8.3.2, then each 
Party shall have five ( 5 )  days to appoint an executive management representative who 
shall negotiate in good faith to resolve the Dispute. 

8.3.4 Exercise of Remedies at Law or in Equity. If the Parties’ executive 
management representatives are unable to resolve the Dispute within thirty (30) days of 
their appointment, then each Party shall be free to pursue any remedies available to it and 
to take any action in law or equity that it believes necessary or convenient in order to 
enforce its rights or cause to be fulfilled any of the obligations or agreements of the other 
Party. 
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8.4 Rights Under FPA Unaffected. Nothing in this Agreement is intended to limit or 
abridge any rights that LG&E/KU may have to file or make application before FERC under 
Section 205 of the Federal Power Act to revise any rates, terms or conditions of the OATT. 

8.5 Statute of Limitations; Continued Performance. The Parties agree to waive the 
applicable statute of limitations during the period of time that the Parties are seeking to resolve a 
Dispute pursuant to Sections 8.3.2 and 8.3.3, and the statute of limitations shall be tolled for such 
period. The Parties shall continue to perform their obligations under this Agreement during the 
resolution of a Dispute. 

Section 9 - Insurance. 

9.1 Requirements. The IT0  shall provide and maintain during the Term insurance 
coverage in the form and with minimum limits of liability as specified below, unless otherwise 
agreed to by the Parties. 

9.1.1 Worker’s compensation insurance with statutory limits, and employer’s 
liability insurance with limits of not less than $1,000,000. 

9.1.2 Commercial general liability or equivalent insurance with a combined 
single limit of not less than $10,000,000 per occurrence. Such insurance shall include 
products/completed operations liability, owners protective, blanket contractual liability, 
personal injury liability and broad form property damage. 

9.1.3 Comprehensive automobile liability insurance with a combined single 
limit of not less than $2,000,000 per occurrence. Such insurance shall include coverage 
for owned, hired and non-owned automobiles, and contractual liability. 

9.1.4 Errors & Omissions Insurance in the amount of $5,000,000. 

9.2 Insurance Matters. All insurance coverages required pursuant to Section 9.1 shall 
(a) be provided by insurance companies that have a Best Rating of A or higher, (b) provide that 
LG&E/KU is an additional insured (other than the workers’ compensation insurance), (c) 
provide that LG&E/KU will receive at least thirty (30) days written notice from the insurer prior 
to the cancellation or termination of or any material change in any such insurance coverages, and 
(d) include waivers of any right of subrogation of the insurers thereunder against LG&E/KU. 
Certificates of insurance evidencing that the insurance required by Section 9.1 is in force shall be 
delivered by the IT0  to LG&E/KU prior to the Effective Date. 

9.3 Compliance. The IT0  shall not commence performance of any Functions until all 
of the insurance required pursuant to Section 9.1 is in force, and the necessary documents have 
been received by LG&E/KU pursuant to Section 9.2. Compliance with the insurance provisions 
in Section 9 is expressly made a condition precedent to the obligation of LG&E/KU to make 
payment for any Functions performed by the IT0 under this Agreement. The minimum 
insurance requirements set forth above shall not vary, limit or waive the ITO’s legal or 
contractual responsibilities or liabilities under this Agreement. 
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Section 10 - Confidentiality. 

10.1 Definition of Confidential Information. For purposes of this Agreement, 
“Confidential Information” shall mean, in respect of each Party, all information and 
documentation of such Party, whether disclosed to or accessed by the other Party in connection 
with this Agreement; provided, however, that the term “Confidential information” shall not 
include information that: (a) is independently developed by the recipient, as demonstrated by the 
recipient’s written records, without violating the disclosing Party’s proprietary rights; (b) is or 
becomes publicly known (other than through unauthorized disclosure); (c) is disclosed by the 
owner of such information to a third party free of any obligation of confidentiality; (d) is already 
known by the recipient at the time of disclosure, as demonstrated by the recipient’s written 
records, and the recipient has no obligation of confidentiality other than pursuant to this 
Agreement or any confidentiality agreements between the Parties entered into before the 
Effective Date; or (e) is rightfully received by a Party free of any obligation of confidentiality. 

10.2 Protection of Confidential Information. All Confidential Information shall be 
held in confidence by the recipient to the same extent and in at least the same manner as the 
recipient protects its own confidential information, and such Confidential Information shall be 
used only for purposes of performing obligations under this Agreement. Neither Party shall 
disclose, publish, release, transfer or otherwise make available Confidential Information of, or 
obtained from, the other Party in any form to, or for the use or benefit of, any person or entity 
without the disclosing Party’s prior written consent. Each Party shall be permitted to disclose 
relevant aspects of the other Party’s Confidential Information to its officers, directors, agents, 
professional advisors, contractors, subcontractors and employees and to the officers, directors, 
agents, professional advisors, contractors, subcontractors and employees of its Affiliates, to the 
extent that such disclosure is reasonably necessary for the performance of its duties and 
obligations or the determination, preservation or exercise of its rights and remedies under this 
Agreement; provided, however, that the recipient shall take all reasonable measures to ensure 
that Confidential Information of the disclosing Party is not disclosed or duplicated in 
contravention of the provisions of this Agreement by such officers, directors, agents, 
professional advisors, contractors, subcontractors and employees. The obligations in this 
Section 10 shall not restrict any disclosure pursuant to any local, state or federal governmental 
agency or authority if such release is necessary to comply with valid laws, governmental 
regulations or final orders of regulatory bodies or courts; provided that the recipient shall give 
prompt notice to the disclosing Party in reasonable time to exercise whatever legal rights the 
disclosing Party may have to prevent or limit such disclosure. Further, the recipient shall 
cooperate with the disclosing Party in preventing or limiting such disclosure. 

Section 11 - Force Majeure. 

1 1.1 Neither Party shall be liable to the other Party for any failure or delay of 
performance hereunder due to causes beyond such Party’s reasonable control, which by the 
exercise of reasonable due diligence such Party is unable, in whole or in part, to prevent or 
overcome (a “Force Maieure”), including acts of God, act of the public enemy, fire, explosion, 
vandalism, cable cut, storm or other catastrophes, weather impediments, national emergency, 
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insurrections, riots, wars or any law, order, regulation, direction, action or request of any 
government or authority or instrumentality thereof. Neither Party shall be considered in default 
as to any obligation under this Agreement if prevented from fulfilling the obligation due to an 
event of Force Majeure, except for the obligation to pay any amount when due, provided that the 
affected Party: 

1 1.1.1 gives notice to the other Party of the event or circumstance giving rise to 
the event of Force Majeure; 

1 1.1.2 affords the other Party reasonable access to information about the event or 
circumstances giving rise to the event of Force Majeure; 

1 I .  1.3 takes commercially reasonable steps to restore its ability to perform its 
obligations hereunder as soon as reasonably practicable, provided that the affected Party 
shall not be obligated to take any steps that are not otherwise in accordance with Good 
Utility Practice; and 

1 1.1.4 exercises commercially reasonable efforts to perform its obligations 
hereunder. 

Section 12 - Reporting; Audit. 

12. I Reuorting. The I T 0  shall make regular reports to FERC and LG&E/KU’s retail 
regulators as may be required by applicable law and regulations or as may be requested by such 
authorities. 

0 
12.2 Books and Records. The IT0 shall maintain full and accurate books and records 

pertinent to this Agreement, and the IT0  shall maintain such books and records for three (3) 
years following the expiration or early termination of this Agreement or longer if necessary to 
resolve a pending Dispute. LG&E/KU will have the right, at reasonable times and under 
reasonable conditions, to inspect and audit, or have an independent third party inspect and audit, 
the ITO’s operations and books to (a) ensure compliance with this Agreement, (b) verify any cost 
claims or other amounts due hereunder, and (c) validate the ITO’s internal controls with respect 
to the performance of the Functions. The IT0 shall maintain an audit trail, including all original 
transaction records, of all financial and non-financial transactions resulting from or arising in 
connection with this Agreement as may be necessary to enable LG&E/KU or the independent 
third party, as applicable, to perform the foregoing activities. LG&E/KU shall be responsible for 
any costs and expenses incurred in connection with any such inspection or audit, unless such 
inspection or audit discovers that LG&E/KU was charged inappropriate or incorrect costs and 
expenses, in which case, the IT0  shall be responsible for a percentage of the costs and expenses 
incurred in connection with such inspection or audit equal to the percentage variance by which 
LG&E/KU was charged inappropriate or incorrect costs and expenses. The IT0  shall provide 
reasonable assistance necessary to enable LG&E/KU or an independent third party, as 
applicable, and shall not be entitled to charge LG&E/KU for any such assistance. Amounts 
incorrectly or inappropriately invoiced by the IT0 to LG&E/KU, whether discovered prior to or 
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subsequent to payment by LG&E/KU, shall be adjusted or reimbursed to LG&E/KU by the IT0  
within twenty (20) days of notification by LG&E/KU to the IT0  of the error in the invoice. 

12.3 Regulatory Compliance. The IT0 shall comply with all requests by LG&E/KU to 
the extent considered reasonably necessary by LG&E/KU to comply with the Sarbanes-Oxley 
Act or other regulatory requirements. Notwithstanding the generality of the foregoing, the IT0 
shall provide to LG&E/KU, at LG&E/KU’s request, all reports reasonably deemed necessary or 
desirable by LG&E/KU to support the review, audit and preparation of audit reports relating to 
the Functions and LG&E/KU’s financial statements and reports, including (a) providing 
LG&E/KU with an executed copy of a report and opinion, from independent auditors of national 
reputation engaged and compensated by the ITO, of an examination in accordance with SAS No. 
70, Type 11, of the ITO’s controls and systems relating to the performance of the Functions, as of 
and for the six (6)-month period ending at the end of the first (lSt) and third (3‘d) calendar quarter 
of each year of the Term, which shall be delivered not later than forty-five (45) days after the end 
of each such quarter, and (b) providing to LG&E/KU (and exercising commercially reasonable 
efforts to do so within twenty (20) days of LG&E/KU’s request, but in no event more than thirty 
(30) days from said request) a certificate of an officer of the IT0  certifying that there has been no 
change in such controls and systems or the effective operation of such controls and systems since 
the date of the most recent opinion of such independent auditors. The report, in its form and 
preparation, shall follow all SAS No. 70 guidelines and must be comprehensive and cover all 
significant controls executed by the IT0  in connection with its systems and processes underlying 
the Functions. Additionally, the report must contain an opinion of the independent auditor that 
concludes that the ITO’s description of controls pertaining to the processes and systems 
underlying the performance of the Functions presents fairly, in all material respects, the relevant 
aspects of the ITO’s controls that had been placed into operation as of the end of each reporting 
period and whether, in the opinion of the independent auditor, the controls were suitably 
designed to provide reasonable assurance that the control objectives set forth by the IT0 would 
be achieved if the described controls were complied with satisfactorily. In addition, the report 
shall state whether, in the opinion of the independent auditor, the controls tested by the 
independent auditor were operating with sufficient effectiveness to provide reasonable, but not 
absolute, assurance that the control objectives specified by the IT0 were achieved during the 
reporting period. Such report and opinion shall have no significant or material exceptions or 
qualifiers. If the IT0  is unable to timely deliver to LG&E/KU an unqualified opinion or 
certification, the IT0  shall: (1) provide LG&E/KU, on the date such opinion or certificate is 
delivered or due to be delivered, with a written statement describing the circumstances giving 
rise to any delay in delivering such opinion or certificate or any qualification to such opinion or 
certificate; (ii) immediately take such actions as shall be necessary to resolve such circumstances 
and deliver an unqualified opinion or certificate as promptly as practicable thereafter; and (iii) 
permit LG&E/KU and its external auditors to perform such procedures and testing of the ITO’s 
controls and processes as are reasonably necessary for their assessment of the operating 
effectiveness of the IT0 controls and of LG&E/KU’s internal controls. In addition, the IT0 
expressly agrees that prior to or at the time of any significant or material change to any internal 
process or financial control of the IT0  that would or might impact the Functions performed for 
or on behalf of LG&E/KU or that would, or might, have a significant or material effect on such 
process’s mitigation of risk or upon the integrity of LG&E/KU’s financial reporting or 
disclosures, it shall notify LG&E/KU and provide full details of the change so as to enable 
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LG&E/KU to review the change and evaluate its impact on its internal controls and financial 
reporting. LG&E/KU shall have the right to provide all such reports, opinions and certifications 
delivered hereunder to its attorneys, accountants and other advisors, who shall be entitled to rely 
thereon. 

Section 13 - Independent Contractor. 

The IT0 shall be and remain during the Term an independent contractor with respect to 
LG&E/KU, and nothing contained in this Agreement shall be (a) construed as inconsistent with 
that status, or (b) deemed or construed to create the relationship of principal and agent or 
employer and employee, between the IT0 and LG&E/KU or to make either the IT0 or 
LG&E/KU partners, joint ventures, principals, fiduciaries, agents or employees of the other Party 
for any purpose. Neither Party shall represent itself to be an agent, partner or representative of 
the other Party. Neither Party shall commit or bind, nor be authorized to commit or bind, the 
other Party in any manner, without such other Party’s prior written consent. Personnel 
employed, provided or used by any Party in connection herewith will not be employees of the 
other Party in any respect. Each Party shall have full responsibility for the actions or omissions 
of its employees and shall be responsible for their supervision, direction and control. 

Section 14 - Taxes. 

Each Party shall be responsible for the payment of its own taxes, including taxes based on 
its net income, employment taxes of its employees, taxes on any property it owns or leases, and 
sales, use, gross receipts, excise, value-added or other transaction taxes. a 

Section 15 - Notices. 

15.1 Notices. All notices, requests, consents and other communications hereunder 
shall be in writing, signed by the Party giving such notice or communication, and shall be hand- 
delivered or sent by certified mail, postage prepaid, return receipt requested, by nationally 
recognized courier, to the other Party at the address set forth below, and shall be deemed given 
upon the earlier of the date delivered or the date delivery is refused. 

If to LG&E/KU: 

Louisville Gas and Electric Company 

Facsimile: ( ) - 

And 

Kentucky Utilities Company 

Facsimile: ( ) - 
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Facsimile: ( ) - 

15.2 Changes. Either Party may, from time to time, change the names, addresses, 
facsimile numbers or other notice information set out in Section 15.1 by notice to the other Party 
in accordance with the requirements of Section 15.1. 

Section 16 - Key Personnel; Work Conditions. 

16.1 Key Personnel. All Key Personnel shall be properly certified and licensed, if 
required by law, and be qualified and competent to perform the Functions. The IT0 shall 
provide LG&E/KU prior written notice of the replacement of any Key Personnel. 

16.2 Conduct of Key Personnel and Reporting. The IT0  agrees to require that the Key 
Personnel comply with the ITO’s employee code of conduct, a current copy of which has been 
provided to LG&E/KU. The IT0  may amend its employee code of conduct at any time, 

rovided that the IT0  shall promptly provide the LG&E/KU Contract Manager with a copy of 
!he amended employee code of conduct. If any Key Personnel commits fraud or engages in 
material violation of the ITO’s employee code of conduct, the IT0  shall promptly notify 
LG&E/KU as provided above and promptly remove any such Key Personnel from the 
performance of the Functions. 

0 

16.3 Personnel Screening. The IT0  shall be responsible for conducting, in accordance 
with applicable law (including the Fair Credit Reporting Act, The Fair and Accurate Credit 
Transactions Act, and Title VI1 of the Civil Rights Act of 1964), adequate pre-deployment 
screening of the Key Personnel prior to commencing performance of the Functions. By 
deploying Key Personnel under this Agreement, the IT0  represents that it has completed the 
Screening Measures (as defined below) with respect to such Key Personnel. To the extent 
permitted by applicable law, the term “Screening Measures” shall include, at a minimum, a 
background check including: (a) a Terrorist Watch Database Search; (b) a Social Security 
Number trace; (c) motor vehicle license and driving record check; and (d) a criminal history 
check, including, a criminal record check for each county/city and state/country in the 
employee’s residence history for the maximum number of years permitted by law, up to seven 
(7) years. Unless prohibited by law, if, prior to or after assigning a Key Personnel to perform the 
Functions, the IT0  learns of any information that the IT0  considers would adversely affect such 
Key Personnel’s suitability for the performance of the Functions (including based on information 
discovered from the Screening Measures), the IT0  shall not assign the Key Personnel to the 
Functions or, if already assigned, promptly remove such Key Personnel from performing the 
Functions and immediately notify LG&E/KU of such action. 
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16.4 Security. LG&E/KU shall have the option of barring from LG&E/KU’s property 
any Key Personnel whom LG&E/KU determines is not suitable in accordance with the 
applicable laws pursuant to Sections 16.1 through 16.3. 

Section 17 - Miscellaneous Provisions. 

17.1 Governing Law. This Agreement and the rights and obligations of the Parties 
hereunder shall be governed by and construed in accordance with the laws of Kentucky, without 
giving effect to its conflicts of law rules. 

17.2 Consent to Jurisdiction. All Disputes by any Party in connection with or relating 
to this Agreement or any matters described or contemplated in this Agreement shall be instituted 
in the courts of the State of Kentucky or of the United States sitting in the State of Kentucky. 
Each Party irrevocably submits, for itself and its properties, to the exclusive jurisdiction of the 
courts of the State of Kentucky and of the United States sitting in the State of Kentucky in 
connection with any such Dispute. Each Party irrevocably and unconditionally waives any 
objection or defense that it may have based on improper venue orforurn non conveniens to the 
conduct of any proceeding in any such courts. This provision does not adversely affect FERC’s 
jurisdiction of this Agreement. 

17.3 Amendment. This Agreement shall not be varied or amended unless such 
variation or amendment is agreed to by the Parties in writing and accepted by FERC. The Parties 
explicitly agree that neither Party shall unilaterally petition to FERC pursuant to the provisions 
of Sections 205 or 206 of the Federal Power Act to amend this Agreement or to request that 
FERC initiate its own proceeding to amend this Agreement. 

17.4 Assimment. Any assignment of this Agreement or any interest herein or 
delegation of all or any portion of a Party’s obligations, by operation of law or otherwise, by 
either Party without the other Party’s prior written consent shall be void and of no effect; 
provided, however, that the ITO’s consent will not be required for LG&E/KU to assign this 
Agreement to (a) an affiliate or (b) a successor entity that acquires all or substantially all of 
LG&E/KU’s Transmission System whether by merger, consolidation, reorganization, sale, spin- 
off or foreclosure; provided, further, that such successor entity agrees to assume all of 
LG&E/KU’s obligations hereunder from and after the date of such assignment. As a condition to 
the effectiveness of such assignment (i) LG&E/KU shall promptly notify the IT0  of such 
assignment, (ii) the successor entity shall provide a confirmation to the IT0 of its assumption of 
LG&E/KU’s obligations hereunder, and (iii) LG&E/KU shall promptly reimburse the ITO, upon 
receipt of an invoice from the ITO, for any one-time incremental costs reasonably incurred by 
the IT0  as a result of such assignment. For the avoidance of doubt, nothing herein shall preclude 
LG&E/KU from transferring any or all of its transmission facilities to another entity or disposing 
of or acquiring any other transmission assets. 

17.5 No Third Party Beneficiaries. Except as otherwise expressly provided in this 
Agreement, this Agreement is made solely for the benefit of the Parties and their successors and 
permitted assigns and no other person shall have any rights, interest or claims hereunder or 
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otherwise be entitled to any benefits under or on account of this Agreement as third party 
beneficiary or otherwise. 

17.6 Waivers. No waiver of any provision of this Agreement shall be effective unless 
it is signed by the Party against which it is sought to be enforced. The delay or failure by either 
Party to exercise or enforce any of its rights under this Agreement shall not constitute or be 
deemed a waiver of that Party’s right thereafter to enforce those rights, nor shall any single or 
partial exercise of any such right preclude any other or further exercise thereof or the exercise of 
any other right. 

17.7 Severability; Renegotiation. The invalidity or unenforceability of any portion or 
provision of this Agreement shall in no way affect the validity or enforceability of any other 
portion or provision herein. If any provision of this Agreement is found to be invalid, illegal or 
otherwise unenforceable, the same shall not affect the other provisions hereof or the whole of 
this Agreement and shall not render invalid, illegal or unenforceable this Agreement or any of 
the remaining provisions of this Agreement. If any provision of this Agreement or the 
application thereof to any person, entity or circumstance, is held by a court or regulatory 
authority of competent jurisdiction to be invalid, void or unenforceable, or if a modification or 
condition to this Agreement is imposed by such court or regulatory authority, the Parties shall in 
good faith negotiate such amendment or amendments to this Agreement as will restore the 
relative benefits and obligation of the Parties immediately prior to such holding, modification or 
condition. 

17.8 Representations and Warranties. Each Party represents and warrants to the other 
Party as of the date hereof as follows: 

17.8.1 Orpanization. It is duly organized, validly existing and in good standing 
under the laws of the State in which it was organized, and has all the requisite power and 
authority to own and operate its material assets and properties and to carry on its business 
as now being conducted and as proposed to be conducted under this Agreement. 

17.8.2 Authority. It has the requisite power and authority to execute and deliver 
this Agreement and, subject to the procurement of applicable regulatory approvals, to 
perform its obligations under this Agreement. The execution and delivery of this 
Agreement by it and the performance of its obligations under this Agreement have been 
duly authorized by all necessary corporate action required on its part. 

17.8.3 Binding Effect. Assuming the due authorization, execution and delivery 
of this Agreement by the other Party, this Agreement constitutes its legal, valid and 
binding obligation enforceable against it in accordance with its terms, except as the same 
may be limited by bankruptcy, insolvency or other similar applicable laws affecting 
creditors’ rights generally, and by general principles of equity regardless of whether such 
principles are considered in a proceeding at law or in equity. 

17.8.4 Regulatory Approval. It has obtained or will obtain by the Effective Date, 
any and all approvals of, and acceptances for filing by, and has given or will give any 
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notices to, any applicable federal or state authority, including FERC, that are required for 
it to execute, deliver, and perform its obligations under this Agreement. 

17.8.5 No Litigation. There are no actions at law, suits in equity, proceedings, or 
claims pending or, to its knowledge, threatened against it before or by any federal, state, 
foreign or local court, tribunal, or governmental agency or authority that might materially 
delay, prevent, or hinder the performance by such entity of its obligations hereunder. 

17.8.6 No Violation or Breach. The execution, delivery and performance by it of 
its obligations under this Agreement do not and shall not: (a) violate its organizational 
documents; (b) violate any applicable law, statute, order, rule, regulation or judgment 
promulgated or entered by any applicable federal or state authority, which violation could 
reasonably be expected to materially adversely affect the performance of its obligations 
under this Agreement; or (c) result in a breach of or constitute a default of any material 
agreement to which it is a party. 

17.9 Further Assurances. Each Party agrees that it shall execute and deliver such 
further instruments, provide all information, and take or forbear such further acts and things as 
may be reasonably required or useful to carry out the purpose of this Agreement and are not 
inconsistent with the provisions of this Agreement. 

17.10 Entire Agreement. This Agreement and the Attachments hereto set forth the 
entire agreement between the Parties with respect to the subject matter hereof, and supersede all 
prior agreements, whether oral or written, related to the subject matter of this Agreement. The 
terms of this Agreement and the Attachments hereto are controlling, and no parole or extrinsic 
evidence, including to prior drafts and drafts exchanged with any third parties, shall be used to 
vary, contradict or interpret the express terms, and conditions of this Agreement. 

0 

17.1 1 Good Faith Efforts. Each Party agrees that it shall in good faith take all 
reasonable actions necessary to permit it and the other Party to fulfill their obligations under this 
Agreement. Where the consent, agreement or approval of any Party must be obtained hereunder, 
such consent, agreement or approval shall not be unreasonably withheld, delayed or conditioned. 
Where a Party is required or permitted to act, or omit to act, based on its opinion or judgment, 
such opinion or judgment shall not be unreasonably exercised. To the extent that the jurisdiction 
of any federal or state authority applies to any part of this Agreement or the transactions or 
actions covered by this Agreement, each Party shall cooperate with the other Party to secure any 
necessary or desirable approval or acceptance of such authorities of such part of this Agreement 
or such transactions or actions. 

17.12 Time of the Essence. With respect to all duties, obligations and rights of the 
Parties, time shall be of the essence in this Agreement. 

17.13 Interpretation. Unless the context of this Agreement otherwise clearly requires: 

17.13.1 all defined terms in the singular shall have the same meaning when used 
in the plural and vice versa; 
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17.13.2 the terms “hereof,” “herein,” “hereto” and similar words refer to this 
entire Agreement and not to any particular Section, Attachment or any other subdivision 
of this Agreement; 

17.13.3 references to “Section” or “Attachment” refer to this Agreement, unless 
specified otherwise; 

17.13.4 references to any law, statute, rule, regulation, notification or statutory 
provision shall be construed as a reference to the same as it applies to this Agreement and 
may have been, or may from time to time be, amended, modified or re-enacted; 

17.13.5 references to “includes,” “including” and similar phrases shall mean 
“including, without limitation;” 

17.13.6 the captions, section numbers and headings in this Agreement are 
included for convenience of reference only and shall not in any way affect the meaning or 
interpretation of this Agreement; 

17.13.7 
“and” where the context requires there to be a multiple rather than an alternative 
obligation; and 

17.13.8 references to a particular entity include such entity’s successors and 

“or” may not be mutually exclusive, and can be construed to mean 

assigns to the extent not prohibited by this Agreement. 

17.14 Joint Effort. Preparation of this Agreement has been a joint effort of the Parties 
and the resulting document shall not be construed more severely against one of the Parties than 
against the other and no provision in this Agreement is to be interpreted for or against any Party 
because that Party or its counsel drafted such provision. Each Party acknowledges that in 
executing this Agreement its has relied solely on its own judgment, belief and knowledge, and 
such advice as it may have received from its own counsel, and it has not been influenced by any 
representation or statement made by the other Party or its counsel not contained in this 
Agreement. 

17.15 Counterparts. This Agreement may be executed in any number of counterparts, 
each of which shall be deemed to be an original, but all of which together shall constitute one 
and the same instrument, binding upon LG&E/KU and the ITO, notwithstanding that LG&E/KU 
and the IT0 may not have executed the same counterpart. 
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The Parties have caused this Independent Transmission Organization Agreement to be 
executed by their duly authorized representatives as of the dates shown below. 

LOUISVILLE GAS AND ELECTRIC COMPANY 

Name: 
Title: 
Date: 

KENTUCKY UTILITIES COMPANY 

Name: 
Title: 
Date: 

SOUTHWEST POWER POOL, INC. 

0 
Name: 
Title: 
Date: 
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ATTACHMENT A 
TO THE INDEPENDENT TRANSMISSION ORGANIZATION AGREEMENT 

DESCRIPTION OF THE FUNCTIONS 

The Functions are as follows: 

[TBDI 
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ATTACHMENT B 
TO THE INDEPENDENT TRANSMISSION ORGANIZATION AGREEMENT 

LIST OF KEY PERSONNEL 

[To be provided by the IT01 
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RELIABILITY COORDINATOR AGREEMENT 

BETWEEN 

LOUISVILLE GAS AND ELECTRIC COMPANY 
AND KENTUCKY UTILITIES COMPANY 

AND 

TENNESSEE VALLEY AUTHORITY 
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RELIABILITY COORDINATOR AGREEMENT 0 

This Reliability Coordinator Agreement (this “Agreement”) is entered into this __ th day 
of September, 2005, between Louisville Gas and Electric Company and Kentucky Utilities 
Company, corporations organized pursuant to the laws of the State of Kentucky (collectively, 
“LG&E/KU”), and Tennessee Valley Authority, a federal government corporation created by the 
Tennessee Valley Authority Act of 1933 (16 U.S.C. $ 9  83 1 et seq.) (the “Reliability 
Coordinator”). LG&E/KU and the Reliability Coordinator may sometimes be individually 
referred to herein as a “Party” and collectively as the “Parties.” 

WHEREAS, LG&E/KU owns, among other things, an integrated electric transmission 
system (“Transmission System”), over which the Midwest Independent Transmission System 
Operator Inc. (“Midwest ISO”) currently provides open access transmission service to customers 
in the LG&E/KU Control Area (as defined in the LGE&E/KU Open Access Transmission Tariff 
(“the OATT”)); 

WHEREAS, as part of LG&E/KU’s proposal to withdraw its participation in the Midwest 
ISO, LG&E/KU desires to provide non-discriminatory open access transmission service pursuant 
to the OATT; 

WHEREAS, LG&E/KU desires to have the Reliability Coordinator perform certain key 
reliability functions under the OATT, including: (i) security coordination (as defined in the 
relevant North American Electric Reliability Council (“NERC”) Version 0 standards); (ii) 
transmission planning and regional coordination; (iii) approving LG&E/KU’s maintenance 
schedules; (iv) identifying and mandating upgrades required to maintain reliability; (v) non- 
binding recommendations relating to economic transmission system upgrades; and (vi) 
administration of any seams agreements; 

WHEREAS, LG&E/KU desires to have the Reliability Coordinator perform all functions 
identified for reliability coordinators under Policy 9 and Appendices 9B-9D of NERC’s 
Operating Policies; 

WHEREAS, LG&E/KU will retain all remaining NERC obligations, including 
obligations associated with its status as Control Area operator and the provider of transmission 
services under the OATT, and will take action necessary to protect reliability of the 
Transmission System, including circumstances where such action is necessary to protect, prevent 
or manage emergency situations; 

WHEREAS, the Reliability Coordinator is: (i) a federal government corporation charged 
with providing electric power, flood control, navigational control, agricultural and industrial 
development, and other services to a region including Tennessee and parts of six contiguous 
states; and (ii) certified as a reliability coordinator by NERC; 
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WHEREAS, the Reliability Coordinator is independent from LG&E/KU, possesses the 
necessary competence and experience to perform the functions provided for hereunder and is 
willing to perform such functions under the terms and conditions agreed upon by the Parties as 
set forth in this Agreement; and 

WHEREAS, as part of LG&E/KU’s goal to maintain the requisite level of independence 
in the operation of its Transmission System to prevent any exercise of transmission market 
power, LG&E/KU intends to enter into a Independent Transmission Organization Agreement 
(the “Independent Transmission Organization Agreement”) with [ ] (the “Independent 
Transmission Orpanization”), pursuant to which the Independent Transmission Organization will 
provide to LG&E/KU certain key transmission-related functions under the OATT. 

NOW THEREFORE, in consideration of the mutual promises contained herein, and other 
good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, 
the Parties hereby agree as follows: 

Section 1 - Scope of Functions; Standards of Performance. 

1.1 Functions. The Reliability Coordinator shall perform the functions described in 
Attachment A (the “Functions”) during the Term in accordance with the terms and conditions of 
this Agreement. 

1.2 Coordination with Independent Transmission Organization. In conjunction with 
its performance of the Functions, the Reliability Coordinator shall coordinate and cooperate with 
the Independent Transmission Organization and provide, subject to the terms and conditions of 
this Agreement, including the Reliability Coordinator’s obligations with respect to Confidential 
Information in Section 10, any information that the Independent Transmission Organization may 
reasonably request in order to carry out its functions under the Independent Transmission 
Organization Agreement. 

1.3 Expansion. Nothing in this Agreement is intended to prevent the Reliability 
Coordinator from entering into other agreements with one or more third party transmission 
providers or operators to perform functions for such transmission providers or operators that are 
the same or similar to the Functions performed hereunder; provided, however, that the Reliability 
Coordinator does not breach any of its obligations under this Agreement (including its 
obligations with respect to Confidential Information in Section 10) by entering into or 
performing any of its obligations under such other agreements; provided, further, that any such 
other agreements shall provide for LG&E/KU to be reimbursed in an equitable manner for any 
capital expenditures made pursuant to this Agreement as well as for LG&E/KU’s ongoing 
operations and maintenance expenditures to the extent such capital expenditures and operations 
and maintenance expenditures are used by the Reliability Coordinator in performing functions 
under such other agreements. 

1.4 Reliability Coordinator Performance. The Reliability Coordinator shall perform 
its obligations (including the Functions) under this Agreement in accordance with (a) the NERC 
functional model, (b) Good Utility Practice, (c) all applicable reliability criteria, policies, 
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standards, rules, regulations and other requirements of NERC and any applicable regional 
reliability council or their successors, (d) LG&E/KU’s specific reliability requirements and 
operating guidelines (to the extent these are not inconsistent with other requirements specified in 
this Section 1 .4), (e) the OATT, and (f) all applicable laws and the requirements of federal and 
state regulatory authorities. 

1.5 LG&E/KU Performance. LG&E/KU shall perform its obligations under this 
Agreement in accordance with (a) the NERC functional model and (b) Good Utility Practice. 

Section 2 - Independence. 

2.1 Key Personnel. All Functions shall be performed by employees of the Reliability 
Coordinator identified in Attachment B (the “Key Personnel”). No Key Personnel shall also be 
employed by LG&E/KU or any of its Affiliates (as defined in 18 C.F.R. 9 35.34(b)(3) of FERC’s 
regulations). The Reliability Coordinator and the Key Personnel shall be, and shall remain 
throughout the Term, Independent (as defined below) of LG&E/KU, its Affiliates and any Tariff 
Participant (as defined below). For purposes of this Agreement: (a) “Independent” shall mean 
that the Reliability Coordinator and the Key Personnel are not subject to the control of 
LG&E/KU, its Affiliates or any Tariff Participant, and have full decision-making authority to 
perform all Functions in accordance with the provisions of this Agreement. Any Key Personnel 
owning securities in LG&E/KU, its Affiliates or any Tariff Participant shall divest such 
securities within six (6) months of first being assigned to perform such Functions, provided that 
nothing in this Section 2.1 shall be interpreted or construed to preclude any such Key Personnel 
from indirectly owning securities issued by LG&E/KU, its Affiliates or any Tariff Participant 
through a mutual fund or similar arrangement (other than a fund or arrangement specifically 
targeted toward the electric industry or the electric utility industry or any segment thereof) under 
which the Key Personnel does not control the purchase or sale of such securities. Participation 
by any Key Personnel in a pension plan of LG&E/KU, its Affiliates or any Tariff Participant 
shall not be deemed to be a direct financial interest if the plan is a defined-benefit plan that does 
not involve the Key Personnel’s ownership of the securities; (b) “Tariff Participant” shall mean 
LG&E/KU Transmission System customers, interconnection customers, wholesale customers, 
affected transmission providers, any Market Participant (as defined in 18 C.F.R. 9 35.34(a)(2) of 
FERC ’s regulations) and similarly qualified third parties within the LG&E/KU Control Area. 

2.2 Standards of Conduct Treatment. All Key Personnel shall be treated, for purposes 
of the FERC’s Standards of Conduct, as transmissiodreliability employees. All restrictions 
relating to information sharing and other relationships between merchant employees and 
transmission/reliability employees shall apply to the Key Personnel. 

Section 3 - Compensation, Billing and Payment. 

[COMPENSATION, BILLING AND PAYMENT PROVISIONS WILL BE 
NEGOTIATED WITH TVA] 
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Section 4 - Effective Date; Term; Termination; Termination Fees; Transition 
Assistance Services. 

4.1 Effective Date; Term. This Agreement shall become effective on the date (the 
“Effective Date”) which is thirty (30) days after FERC’s acceptance of this Agreement and shall 
continue for an initial term of four (4) years from the Effective Date (the “Initial Term”). After 
the conclusion of the Initial Term, this Agreement shall automatically continue for successive 
additional one-year terms (each, a “Subsequent Term”) unless and until terminated pursuant to 
the termination provisions hereof. The Initial Term and any Subsequent Terms, together with the 
Transition Assistance Period, if any, shall collectively be referred to as the “Term.” 

4.2 Mutually-Agreed Termination. Subject to Section 4.5, this Agreement may be 
terminated by mutual agreement of the Parties at any time during the Term (other than any 
Transition Assistance Period). 

4.3 Termination at End of Term. Subject to Section 4.5, either Party may terminate 
this Agreement at the end of the Initial Term or any Subsequent Term upon six (6) months prior 
written notice to the other Party. 

4.4 Termination for Cause. 

4.4.1 Termination by Either Party. Subject to Section 4.5, either Party may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
other Party i f  

(g) Material Failure or Default. The other Party fails, in any 
material respect, to comply with, observe or perform, or defaults, in any material 
respect, in the performance of the terms and conditions of this Agreement, and 
such failure or default remains uncured for thirty (30) days after notice thereof, 
provided that such failure or default is susceptible to cure and the other Party is 
exercising reasonable diligence to cure such failure or default; 

(h) Pattern of Failure. It determines, in its sole discretion, that 
there has been a pattern of failure by the other Party to comply with the standards 
of performance required under this Agreement; 

(i) Gross Negligence. Willful Misconduct or Fraud. The other 
Party commits gross negligence, willful misconduct or fraud in the performance 
of its obligations under this Agreement; 

(j) Material Misrepresentation. Any representation made by 
the other Party hereunder shall be false or incorrect in any material respect when 
made and such misrepresentation is not cured within thirty (30) days of such 
discovery or is incapable of cure; 
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(k) Bankruptcv. The other Party: (i) files a petition or 
otherwise commences, authorizes or acquiesces in the commencement of a 
proceeding or cause of action under any bankruptcy, insolvency, reorganization or 
similar law, or has any such petition filed or commenced against it; (ii) makes an 
assignment or any general arrangement for the benefit of creditors; (iii) otherwise 
becomes bankrupt or insolvent (however evidenced); (iv) has a liquidator, 
administrator, receiver, trustee, conservator or similar official appointed with 
respect to it or any substantial portion of its property or assets; or (v) is generally 
unable to pay its debts as they fall due; or 

(1) Dissolution. The other Party dissolves or is dissolved or its 
legal existence is otherwise terminated. 

4.4.2 Termination by LG&E/KU. Subject to Section 4.5, LG&E/KU may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
Reliability Coordinator i f  

(m) 
Coordinator is not Independent; or 

Not Independent. FERC determines that the Reliability 

(n) No Certification. The Reliability Coordinator: (i) fails to 
obtain certification from the East Central Area Reliability Coordination 
Agreement (“ECAR”) as a reliability coordinator; or (ii) loses its NERC or ECAR 
certification once obtained. 

4.5 FERC Approval. No termination of this Agreement shall be effective until 
approved by FERC. 

4.6 Return of Materials. Upon any termination of this Agreement or the conclusion 
of any Transition Assistance Period pursuant to Section 4.8.1, whichever is later, the Reliability 
Coordinator shall timely and orderly turn over to LG&E/KU all materials that were prepared or 
developed prior thereto pursuant to this Agreement, and return or destroy, at the option of 
LG&E/KU, all Data and other information supplied by LG&E/KU to the Reliability Coordinator 
or created by the Reliability Coordinator on behalf of LG&E/KU. 

4.7 Survival. All provisions of this Agreement which are by their nature or terms 
intended to survive the termination of this Agreement, including the obligations set forth in 
Section 7 and Section 10, shall survive termination of this Agreement. 

4.8 Transition Assistance Services. 

4.8.1 Transition Assistance Period. Commencing on the date this Agreement is 
terminated and continuing for up to six (6) months thereafter (the “Transition Assistance 
Period”), the Reliability Coordinator shall (a) provide the Functions (and any 
replacements thereof or substitutions therefor), to the extent LG&E/KU requests such 
Functions to be performed during the Transition Assistance Period, and (b) cooperate 
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with LG&E/KU in the transfer of the Functions (collectively, the “Transition Assistance 
S ervices”) . 

4.8.2 Transition Assistance Services. The Reliability Coordinator shall, upon 
LG&E/KU’s request, provide the Transition Assistance Services during the Transition 
Assistance Period at the Reliability Coordinator’s actual cost for such services. The 
quality and level of performance of the Functions by the Reliability Coordinator during 
the Transition Assistance Period shall not be degraded. After the expiration of the 
Transition Assistance Period, the Reliability Coordinator shall answer questions from 
LG&E/KU regarding the Functions on an “as needed” basis at the Reliability 
Coordinator’s then-standard billing rates. 

4.8.3 Key Personnel. During the Transition Assistance Period, the Reliability 
Coordinator shall not terminate, reassign or otherwise remove any Key Personnel without 
providing LG&E/KU thirty (30) days’ prior notice of such termination, reassignment or 
removal unless such employee (a) voluntarily resigns from the Reliability Coordinator, 
(b) is dismissed by the Reliability Coordinator for cause, or (c) dies or is unable to work 
due to his or her disability. 

Section 5 - Data Management. 

5.1 Supply of Data. During the Term, LG&E/KU shall supply to the Reliability 
Coordinator, and/or grant the Reliability Coordinator access to all Data that the Reliability 
Coordinator reasonably requires to perform the Functions. The Parties shall agree upon the 
initial format and manner in which such Data shall be provided. For purposes of this Agreement, 
“m” means all information, text, drawings, diagrams, images or sounds which are embodied in 
any electronic or tangible medium and which (a) are supplied or in respect of which access is 
granted to the Reliability Coordinator by LG&E/KU under this Agreement, which shall be 
LG&E/KU’s Data, (b) are prepared, stored or transmitted by the Reliability Coordinator solely 
on behalf of LG&E/KU, which shall be LG&E/KU’s Data; or (c) are compiled by the Reliability 
Coordinator by aggregating Data owned by LG&E/KU and Data owned by third parties, which 
shall be Reliability Coordinator’s Data. 

a 

5.2 Property of Each Party. Each Party acknowledges that the other Party’s Data and 
the other Party’s software, base data models and operating procedures for software or base data 
models (“Processes”) are the property of such other Party and agrees that it will do nothing 
inconsistent with such ownership, including preserving all intellectual property and/or 
proprietary rights in such other Party’s Data and Processes as provided in Section 6. 

5.3 Data Integrity. Each Party shall reasonably assist the other Party in establishing 
measures to preserve the integrity and prevent any corruption or loss of Data, and the Parties 
shall reasonably assist each other in the recovery of any corrupted or lost Data. Each Party-shall 
retain and preserve any of the other Party’s Data that are supplied to it during the Term, and shall 
exercise commercially reasonable efforts to preserve the integrity of the other Party’s Data that 
are supplied to it during the Term, in order to prevent any corruption or loss of the other Party’s 
Data. 
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5.4 Confidentiality. Each Party’s Data shall be treated as Confidential Information in 
accordance with the provisions of Section 10. 

Section 6 - Intellectual Property. 

6.1 Pre-Existing Intellectual Property. Each Party shall own (and continue to own) all 
trade secrets, Processes and designs and other intellectual property that it owned prior to entering 
this Agreement, including any enhancements thereto (“Pre-Existing Intellectual Property”). 
Each Party acknowledges the ownership of the other Party’s Pre-Existing Intellectual Property 
and agrees that it will do nothing inconsistent with such ownership. Each Party agrees that 
nothing in this Agreement shall give it any right, title or interest in the other Party’s Pre-Existing 
Intellectual Property, other than the rights set forth in this Agreement. The Reliability 
Coordinator’s Pre-Existing Intellectual Property shall include the Reliability Coordinator 
Retained Rights set forth in Section 6.3. LG&E/KU’s Pre-Existing Intellectual Property shall 
include LG&E/KU Retained Rights set forth in Section 6.4. 

6.1.1 Exclusion. Nothing in this Agreement shall prevent either Party from 
using general techniques, ideas, concepts and know-how gained by its employees during 
the performance of its obligations under this Agreement in the furtherance of its normal 
business, to the extent that it does not result in disclosure of the other Party’s Data or any 
data generated from the other Party’s Data or other Confidential Information or an 
infringement by LG&E/KU or the Reliability Coordinator of any intellectual property 
right. For the avoidance of doubt, the use by a Party of such general techniques, ideas, 
concepts and know-how gained by its employees during the performance of its 
obligations under this Agreement shall not be deemed to be an infringement of the other 
Party’s intellectual property rights so long as such matters are retained in the unaided 
memories of such employees and any Confidential Information is treated in accordance 
with the provisions of Section 10. 

6.2 Jointly-Owned Intellectual Property. Except for the Data described in Section 
- 5.1, all deliverables, whether software or otherwise, to the extent originated and prepared by the 
Reliability Coordinator exclusively in connection with the performance of its obligations under 
this Agreement shall be, upon payment of all amounts that may be due from LG&E/KU to the 
Reliability Coordinator, jointly owned by LG&E/KU and Reliability Coordinator (“Jointly- 
Owned Intellectual Property”). Each Party shall have the right to use the Jointly-Owned 
Intellectual Property without any right or duty or accounting to the other Party, except as 
provided in this Section 6.2. Upon the Reliability Coordinator using, transferring or licensing 
Jointly-Owned Intellectual Property for or to a third party, the Reliability Coordinator shall 
reimburse LG&E/KU in an equitable manner as determined by the Parties in good faith for the 
actual amounts paid by LG&E/KU to the Reliability Coordinator that relate to such Jointly- 
Owned Intellectual Property. Except as stated in the foregoing sentence, the Reliability 
Coordinator shall have no other obligation to account to LG&E/KU for any such use, transfer, 
license, disclosure, copying, modifying or enhancing of the Jointly-Owned Intellectual Property. 
Notwithstanding anything herein to the contrary, LG&E/KU may use the Jointly-Owned 
Intellectual Property for its internal business purposes, including licensing or transferring its 
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interests therein to a third party for purposes of operating or performing functions in connection 
with LG&E/KU’s transmission business. 

6.3 Reliability Coordinator Retained Rights. The Reliability Coordinator shall retain 
all right, title and interest in its proprietary know-how, concepts, techniques, processes, materials 
and information that were or are developed entirely independently of this Agreement 
(“Reliability Coordinator Retained Rights”), whether or not such Reliability Coordinator 
Retained Rights are embodied in a deliverable, whether software or otherwise originated and 
prepared by the Reliability Coordinator in connection with the performance of its obligations 
under this Agreement. With respect to the Reliability Coordinator Retained Rights embodied in 
any deliverable, whether software or otherwise originated and prepared by the Reliability 
Coordinator in connection with the performance of its obligations under this Agreement, 
LG&E/KU is hereby granted a nonexclusive, perpetual, worldwide, royalty-free, fully paid-up 
license under such Reliability Coordinator Retained Rights to use such deliverable for 
LG&E/KU’s internal business purposes only, including licensing or transferring its interests 
therein to an Affiliate of LG&E/KU or a third party for purposes of operating or performing 
functions in connection with LG&E/KU’s transmission business. 

6.4 LG&E/KU Retained Rights. LG&E/KU shall retain all right, title and interest in 
its proprietary know-how, concepts, techniques, processes, materials and information that were 
or are developed entirely independently of this Agreement (“LG&E/KU Retained Rights”), 
whether or not such LG&E/KU Retained Rights are embodied in a deliverable, whether software 
or otherwise originated and prepared by LG&E/KU in connection with the performance of its 
obligations under this Agreement. With respect to LG&E/KU Retained Rights embodied in any 
software or otherwise originated and prepared by LG&E/KU in connection with the performance 
of its obligations under this Agreement, the Reliability Coordinator is hereby granted a 
nonexclusive, worldwide, royalty-free, fully paid-up license under such LG&E/KU Retained 
Rights to use such deliverable for the Reliability Coordinator’s performance of its obligations 
under this Agreement only; provided that LG&E/KU shall not be liable in any way for the use of 
or reliance on such Reliability Coordinator Retained Rights by the Reliability Coordinator’s 
Affiliate or third party for any purpose whatsoever. 

0 

6.5 Reliability Coordinator Non-Infringement; Indemnification. The Reliability 
Coordinator warrants to LG&E/KU that all Reliability Coordinator’s Data and Processes, 
Reliability Coordinator Pre-Existing Intellectual Property, Reliability Coordinator Retained 
Rights, and deliverables prepared, produced or first developed by the Reliability Coordinator in 
connection with the perfonnance of its obligations under this Agreement shall not infringe on 
any third party patent, copyright, trade secret or other third party proprietary rights. The 
Reliability Coordinator shall defend, hold harmless and indemnify LG&E/KU and its Affiliates 
and their respective employees, officers, directors, principals, owners, partners, shareholders, 
agents, representatives, consultants and subcontractors (collectively, “LG&E/KU 
Representatives”) from and against all claims, lawsuits, penalties, awards, judgments, court 
arbitration costs, attorneys’ fees, and other reasonable out-of-pocket costs incurred in connection 
with such claims or lawsuits based upon the actual or alleged infringement of any of the 
foregoing rights; provided that LG&E/KU gives prompt written notice of any such claim or 
action to the Reliability Coordinator, permits the Reliability Coordinator to control the defense of 
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any such claim or action with counsel of its choice, and cooperates with the Reliability 
Coordinator in the defense thereof; and further provided that such claim or action is not based on 
any alteration, modification or combination of the deliverable with any item, information or 
process not provided by the Reliability Coordinator, where there would be no infringement in the 
absence of such alteration, modification or combination. If any infringement action results in a 
final injunction against LG&E/KU or the LG&E/KU Representatives with respect to Reliability 
Coordinator’s Data and Processes, Reliability Coordinator Pre-Existing Intellectual Property, 
Reliability Coordinator Retained Rights or deliverables prepared, produced or first developed by 
the Reliability Coordinator in connection with the performance of its obligations under this 
Agreement or in the event the use of such matters or any part thereof, is, in such lawsuit, held to 
constitute infringement, the Reliability Coordinator agrees that it shall, at its option and sole 
expense, either (a) procure for LG&E/KU or the LG&E/KU Representatives the right to continue 
using the infringing matter, or (b) replace the infringing matter with non-infringing items of 
equivalent functionality or modify the same so that it becomes non-infringing and retains its full 
functionality. If the Reliability Coordinator is unable to accomplish (a) or (b) above, the 
Reliability Coordinator shall reimburse LG&E/KU for all costs and fees paid by LG&E/KU to 
the Reliability Coordinator for the infringing matter. The above constitutes the Reliability 
Coordinator’s complete liability for claims of infringement relating to any of the Reliability 
Coordinator’s Data and Processes, Reliability Coordinator Pre-Existing Intellectual Property, 
Reliability Coordinator Retained Rights and deliverables prepared, produced or first developed 
by the Reliability Coordinator in connection with the performance of its obligations under this 
Agreement. 

6.6 LG&E/KU Non-Infringement; Indemnification. LG&E/KU warrants to the 
Reliability Coordinator that, to its knowledge, all LG&E/KU’s Data (except for Data created by 
the Reliability Coordinator on behalf of LG&E/KU) and Processes, LG&E/KU Pre-Existing 
Intellectual Property, and LG&E/KU Retained Rights shall not infringe on any third party patent, 
copyright, trade secret or other third party proprietary rights. LG&E/KU shall defend, hold 
harmless and indemnify the Reliability Coordinator and its Affiliates and their respective 
employees, officers, directors, principals, owners, partners, shareholders, agents, representatives, 
consultants and subcontractors against all claims, lawsuits, penalties, awards, judgments, court 
costs, and arbitration costs, attorneys’ fees, and other reasonable out-of-pocket costs incurred in 
connection with such claims or lawsuits based upon the actual or alleged infringement of any of 
the foregoing rights; provided that the Reliability Coordinator gives prompt written notice of any 
such claim or action to LG&E/KU, permits LG&E/KU to control the defense of any such claim 
or action with counsel of its choice, and cooperates with LG&E/KU in the defense thereof; and 
further Drovided that such claim or action is not based on any alteration, modification or 
combination of the deliverable with any item, information or process not provided by LG&E/KU 
to the Reliability Coordinator, where there would be no infringement in the absence of such 
alteration, modification or combination. The above constitutes LG&E/KU’s complete liability 
for claims of infringement relating to any of the LG&E/KU’s Data and Processes, LG&E/KU 
Pre-Existing Intellectual Property and LG&E/KU Retained Rights. 
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7.1 Indemnification by the Parties. Each Party (“Indemnifying Party”) shall 
indemnify, release, defend, reimburse and hold harmless the other Party and its Affiliates, and 
their respective directors, officers, employees, principals, representatives and agents 
(collectively, the “Indemnified Parties”) from and against any and all claims, demands, 
liabilities, losses, causes of action, awards, fines, penalties, litigation, administrative proceedings 
and investigations, costs and expenses, and attorney fees (each, an “Indemnifiable Loss”) 
asserted against or incurred by any of the Indemnified Parties arising out of, resulting from or 
based upon (a) a breach by the Indemnifying Party of its obligations under this Agreement, (b) 
the acts or omissions of the Indemnifying Party and its Affiliates and their respective directors, 
officers, employees, principals, representatives, agents or contractors during the Term, or (c) 
claims of bodily injury or death of any person or damage to real andor tangible personal 
property caused by the negligence or willful misconduct of the Indemnifying Party and its 
Affiliates and their respective directors, officers, employees, principals, representatives, agents 
or contractors during the Term. 

7.2 No Consequential Damages. Neither Party shall be liable to the other Party for, 
nor will the measure of damages include, any indirect, incidental, exemplary, punitive, special or 
consequential damages. 

7.3 Cooperation Regarding Claims. If an Indemnified Party receives notice or has 
knowledge of any Indemnifiable Loss that may result in a claim for indemnification by such 
Indemnified Party against an Indemnifying Party pursuant to this Section 7, such Indemnified 
Party shall as promptly as possible give the Indemnifying Party notice of such Indemnifiable 
Loss, including a reasonably detailed description of the facts and circumstances relating to such 
Indemnifiable Loss, a complete copy of all notices, pleadings and other papers related thereto, 
and in reasonable detail the basis for its claim for indemnification with respect thereto. Failure 
to promptly give such notice or to provide such information and documents shall not relieve the 
Indemnifying Party from the obligation hereunder to respond to or defend the Indemnified Party 
against such Indemnifiable Loss unless such failure shall materially diminish the ability of the 
Indemnifying Party to respond to or to defend the Indemnified Party against such Indemnifiable 
Loss. The Indemnifying Party, upon its acknowledgment in writing of its obligation to 
indemnify the Indemnified Party in accordance with this Section 7, shall be entitled to assume 
the defense or to represent the interest of the Indemnified Party with respect to such 
Indemnifiable Loss, which shall include the right to select and direct legal counsel and other 
consultants, appear in proceedings on behalf of such Indemnified Party and to propose, accept or 
reject offers of settlement, all at its sole cost. If and to the extent that any such settlement is 
reasonably likely to involve injunctive, equitable or prospective relief or materially and 
adversely affect the Indemnified Party’s business or operations other than as a result of money 
damages or other money payments, then such settlement will be subject to the reasonable 
approval of the Indemnified Party. Nothing herein shall prevent an Indemnified Party from 
retaining its own legal counsel and other consultants and participating in its own defense at its 
own cost and expense. 
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8.1 LG&E/KU Contract Manager. LG&E/KU shall appoint an individual (the 
“LG&E/KU Contract Manager”) who shall serve as the primary LG&E/KU representative under 
this Agreement. The LG&E/KU Contract Manager shall (a) have overall responsibility for 
managing and coordinating the performance of LG&E/KU’s obligations under this Agreement, 
and (b) be authorized to act for and on behalf of LG&E/KU with respect to all matters relating to 
this Agreement. Notwithstanding the foregoing, the LG&E/KU Contract Manager may, upon 
notice to the Reliability Coordinator, delegate such of his or her responsibilities to other 
LG&E/KU employees, as the LG&E/KU Contract Manager deems appropriate. 

8.2 Reliability Coordinator Contract Manager. The Reliability Coordinator shall 
appoint, among the Key Personnel identified in Attachment B, an individual (the “Reliability 
Coordinator Contract Manager”) who shall serve as the primary Reliability Coordinator 
representative under this Agreement. The Reliability Coordinator Contract Manager shall (a) 
have overall responsibility for managing and coordinating the performance of Reliability 
Coordinator obligations under this Agreement, and (b) be authorized to act for and on behalf of 
the Reliability Coordinator with respect to all matters relating to this Agreement. 
Notwithstanding the foregoing, the Reliability Coordinator Contract Manager may, upon notice 
to LG&E/KU, delegate such of his or her responsibilities to other Key Personnel, as the 
Reliability Coordinator Contract Manager deems appropriate. 

8.3 Resolution of Disputes. Any dispute, claim or controversy between the Parties 
arising out of or relating to this Agreement (each, a “Dispute”) shall be resolved in accordance 
with the procedures set forth in this Section 8.3; provided, however, that this Section 8.3 shall 
not apply to Disputes arising from or relating to confidentiality or intellectual property rights (in 
which case either Party shall be free to seek available legal or equitable remedies). 

8.3.1 Notice of Dispute. Each Party shall provide written notice to the other 
party of any Dispute, including a description of the nature of the Dispute. 

8.3.2 Dispute Resolution by Contract Managers. Any Dispute shall first be 
referred to the LG&E/KU Contract Manager and the Reliability Coordinator Contract 
Manager, who shall negotiate in good faith to resolve the Dispute. 

8.3.3 Dispute Resolution by Executive Management Representatives. If the 
Dispute is not resolved within fifteen (1 5 )  days of being referred to the LG&E/KU 
Contract Manager and the Reliability Coordinator Contract Manager pursuant to Section 
8.3.2, then each Party shall have five ( 5 )  days to appoint an executive management 
representative who shall negotiate in good faith to resolve the Dispute. 

8.3.4 Exercise of Remedies at Law or in Equity. If the Parties’ executive 
management representatives are unable to resolve the Dispute within thirty (30) days of 
their appointment, then each Party shall be free to pursue any remedies available to it and 
to take any action in law or equity that it believes necessary or convenient in order to 
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enforce its rights or cause to be fulfilled any of the obligations or agreements of the other 
Party. 

8.4 Rights Under FPA Unaffected. Nothing in this Agreement is intended to limit or 
abridge any rights that LG&E/KU may have to file or make application before FERC under 
Section 205 of the Federal Power Act to revise any rates, terms or conditions of the OATT. 

8.5 Statute of Limitations; Continued Performance. The Parties agree to waive the 
applicable statute of limitations during the period of time that the Parties are seeking to resolve a 
Dispute pursuant to Sections 8.3.2 and 8.3.3, and the statute of limitations shall be tolled for such 
period. The Parties shall continue to perform their obligations under this Agreement during the 
resolution of a Dispute. 

Section 9 - Insurance. 

9.1 Requirements. The Reliability Coordinator shall provide and maintain during the 
Term insurance coverage in the form and with minimum limits of liability as specified below, 
unless otherwise agreed to by the Parties. 

9.1.1 Worker’s compensation insurance with statutory limits, and employer’s 
liability insurance with limits of not less than $1,000,000. 

9.1.2 Commercial general liability or equivalent insurance with a combined 
single limit of not less than $10,000,000 per occurrence. Such insurance shall include 
products/completed operations liability, owners protective, blanket contractual liability, 
personal injury liability and broad form property damage. 

9.1.3 Comprehensive automobile liability insurance with a combined single 
limit of not less than $2,000,000 per occurrence. Such insurance shall include coverage 
for owned, hired and non-owned automobiles, and contractual liability. 

9.1.4 Errors & Omissions Insurance in the amount of $5,000,000. 

9.2 Insurance Matters. All insurance coverages required pursuant to Section 9.1 shall 
(a) be provided by insurance companies that have a Best Rating of A or higher, (b) provide that 
LG&E/KU is an additional insured (other than the workers’ compensation insurance), (c) 
provide that LG&E/KU will receive at least thirty (30) days written notice from the insurer prior 
to the cancellation or termination of or any material change in any such insurance coverages, and 
(d) include waivers of any right of subrogation of the insurers thereunder against LG&E/KU. 
Certificates of insurance evidencing that the insurance required by Section 9.1 is in force shall be 
delivered by the Reliability Coordinator to LG&E/KU prior to the Effective Date. 

9.3 Compliance. The Reliability Coordinator shall not commence performance of 
any Functions until all of the insurance required pursuant to Section 9.1 is in force, and the 
necessary documents have been received by LG&E/KU pursuant to Section 9.2. Compliance 
with the insurance provisions in Section 9 is expressly made a condition precedent to the 
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obligation of LG&E/KU to make payment for any Functions performed by the Reliability 
Coordinator under this Agreement. The minimum insurance requirements set forth above shall 
not vary, limit or waive the Reliability Coordinator’s legal or contractual responsibilities or 
liabilities under this Agreement. 

Section 10 - Confidentiality. 

10.1 Definition of Confidential Information. For purposes of this Agreement, 
“Confidential Information” shall mean, in respect of each Party, all information and 
documentation of such Party, whether disclosed to or accessed by the other Party in connection 
with this Agreement; provided, however, that the term “Confidential information” shall not 
include information that: (a) is independently developed by the recipient, as demonstrated by the 
recipient’s written records, without violating the disclosing Party’s proprietary rights; (b) is or 
becomes publicly known (other than through unauthorized disclosure); (c) is disclosed by the 
owner of such information to a third party free of any obligation of confidentiality; (d) is already 
known by the recipient at the time of disclosure, as demonstrated by the recipient’s written 
records, and the recipient has no obligation of confidentiality other than pursuant to this 
Agreement or any confidentiality agreements between the Parties entered into before the 
Effective Date; or (e) is rightfully received by a Party free of any obligation of confidentiality. 

10.2 Protection of Confidential Information. All Confidential Information shall be 
held in confidence by the recipient to the same extent and in at least the same manner as the 
recipient protects its own confidential information, and such Confidential Information shall be 
used only for purposes of performing obligations under this Agreement. Neither Party shall 
disclose, publish, release, transfer or otherwise make available Confidential Information of, or 
obtained from, the other Party in any form to, or for the use or benefit of, any person or entity 
without the disclosing Party’s prior written consent. Each Party shall be permitted to disclose 
relevant aspects of the other Party’s Confidential Information to its officers, directors, agents, 
professional advisors, contractors, subcontractors and employees and to the officers, directors, 
agents, professional advisors, contractors, subcontractors and employees of its Affiliates, to the 
extent that such disclosure is reasonably necessary for the performance of its duties and 
obligations or the determination, preservation or exercise of its rights and remedies under this 
Agreement; provided, however, that the recipient shall take all reasonable measures to ensure 
that Confidential Information of the disclosing Party is not disclosed or duplicated in 
contravention of the provisions of this Agreement by such officers, directors, agents, 
professional advisors, contractors, subcontractors and employees. The obligations in this 
Section 10 shall not restrict any disclosure pursuant to any local, state or federal governmental 
agency or authority if such release is necessary to comply with valid laws, governmental 
regulations or final orders of regulatory bodies or courts; provided that the recipient shall give 
prompt notice to the disclosing Party in reasonable time to exercise whatever legal rights the 
disclosing Party may have to prevent or limit such disclosure. Further, the recipient shall 
cooperate with the disclosing Party in preventing or limiting such disclosure. 

0 
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1 1.1 Neither Party shall be liable to the other Party for any failure or delay of 
performance hereunder due to causes beyond such Party’s reasonable control, which by the 
exercise of reasonable due diligence such Party is unable, in whole or in part, to prevent or 
overcome (a “Force Majeure”), including acts of God, act of the public enemy, fire, explosion, 
vandalism, cable cut, storm or other catastrophes, weather impediments, national emergency, 
insurrections, riots, wars or any law, order, regulation, direction, action or request of any 
government or authority or instrumentality thereof. Neither Party shall be considered in default 
as to any obligation under this Agreement if prevented from fulfilling the obligation due to an 
event of Force Majeure, except for the obligation to pay any amount when due, provided that the 
affected Party: 

1 1.1.1 gives notice to the other Party of the event or circumstance giving rise to 
the event of Force Majeure; 

1 1.1.2 affords the other Party reasonable access to information about the event or 
circumstances giving rise to the event of Force Majeure; 

1 1.1.3 takes commercially reasonable steps to restore its ability to perform its 
obligations hereunder as soon as reasonably practicable, provided that the affected Party 
shall not be obligated to take any steps that are not otherwise in accordance with Good 
Utility Practice; and 

1 1.1.4 exercises commercially reasonable efforts to perform its obligations 
hereunder. 

Section 12 - Reporting; Audit. 

12.1 Reporting. The Reliability Coordinator shall make regular reports to FERC and 
LG&E/KU’s retail regulators as may be required by applicable law and regulations or as may be 
requested by such authorities. 

12.2 Books and Records. The Reliability Coordinator shall maintain full and accurate 
books and records pertinent to this Agreement, and the Reliability Coordinator shall maintain 
such books and records for three (3) years following the expiration or early termination of this 
Agreement or longer if necessary to resolve a pending Dispute. LG&E/KU will have the right, at 
reasonable times and under reasonable conditions, to inspect and audit, or have an independent 
third party inspect and audit, the Reliability Coordinator’s operations and books to (a) ensure 
compliance with this Agreement, (b) verify any cost claims or other amounts due hereunder, and 
(c) validate the Reliability Coordinator’s internal controls with respect to the performance of the 
Functions. The Reliability Coordinator shall maintain an audit trail, including all original 
transaction records, of all financial and non-financial transactions resulting from or arising in 
connection with this Agreement as may be necessary to enable LG&E/KU or the independent 
third party, as applicable, to perform the foregoing activities. LG&E/KU shall be responsible for 
any costs and expenses incurred in connection with any such inspection or audit, unless such 
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inspection or audit discovers that LG&E/KU was charged inappropriate or incorrect costs and 
expenses, in which case, the Reliability Coordinator shall be responsible for a percentage of the 
costs and expenses incurred in connection with such inspection or audit equal to the percentage 
variance by which LG&E/KU was charged inappropriate or incorrect costs and expenses. The 
Reliability Coordinator shall provide reasonable assistance necessary to enable LG&E/KU or an 
independent third party, as applicable, and shall not be entitled to charge LG&E/KU for any such 
assistance. Amounts incorrectly or inappropriately invoiced by the Reliability Coordinator to 
LG&E/KU, whether discovered prior to or subsequent to payment by LG&E/KU, shall be 
adjusted or reimbursed to LG&E/KU by the Reliability Coordinator within twenty (20) days of 
notification by LG&E/KU to the Reliability Coordinator of the error in the invoice. 

12.3 Regulatory Compliance. The Reliability Coordinator shall comply with all 
requests by LG&E/KU to the extent considered reasonably necessary by LG&E/KU to comply 
with the Sarbanes-Oxley Act or other regulatory requirements. Notwithstanding the generality 
of the foregoing, the Reliability Coordinator shall provide to LG&E/KU, at LG&E/KU’s request, 
all reports reasonably deemed necessary or desirable by LG&E/KU to support the review, audit 
and preparation of audit reports relating to the Functions and LG&E/KU’s financial statements 
and reports, including (a) providing LG&E/KU with an executed copy of a report and opinion, 
from independent auditors of national reputation engaged and compensated by the Reliability 
Coordinator, of an examination in accordance with SAS No. 70, Type 11, of the Reliability 
Coordinator’s controls and systems relating to the performance of the Functions, as of and for the 
six (6)-month period ending at the end of the first (lSt) and third (3rd) calendar quarter of each 
year of the Term, which shall be delivered not later than forty-five (45) days after the end of each 
such quarter, and (b) providing to LG&E/KU (and exercising commercially reasonable efforts to 
do so within twenty (20) days of LG&E/KU’s request, but in no event more than thirty (30) days 
from said request) a certificate of an officer of the Reliability Coordinator certifying that there 
has been no change in such controls and systems or the effective operation of such controls and 
systems since the date of the most recent opinion of such independent auditors. The report, in its 
form and preparation, shall follow all SAS No. 70 guidelines and must be comprehensive and 
cover all significant controls executed by the Reliability Coordinator in connection with its 
systems and processes underlying the Functions. Additionally, the report must contain an 
opinion of the independent auditor that concludes that the Reliability Coordinator’s description 
of controls pertaining to the processes and systems underlying the performance of the Functions 
presents fairly, in all material respects, the relevant aspects of the Reliability Coordinator’s 
controls that had been placed into operation as of the end of each reporting period and whether, 
in the opinion of the independent auditor, the controls were suitably designed to provide 
reasonable assurance that the control objectives set forth by the Reliability Coordinator would be 
achieved if the described controls were complied with satisfactorily. In addition, the report shall 
state whether, in the opinion of the independent auditor, the controls tested by the independent 
auditor were operating with sufficient effectiveness to provide reasonable, but not absolute, 
assurance that the control objectives specified by the Reliability Coordinator were achieved 
during the reporting period. Such report and opinion shall have no significant or material 
exceptions or qualifiers. If the Reliability Coordinator is unable to timely deliver to LG&E/KU 
an unqualified opinion or certification, the Reliability Coordinator shall: (i) provide LG&E/KU, 
on the date such opinion or certificate is delivered or due to be delivered, with a written 
statement describing the circumstances giving rise to any delay in delivering such opinion or 
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certificate or any qualification to such opinion or certificate; (ii) immediately take such actions as 
shall be necessary to resolve such circumstances and deliver an unqualified opinion or certificate 
as promptly as practicable thereafter; and (iii) permit LG&E/KU and its external auditors to 
perform such procedures and testing of the Reliability Coordinator’s controls and processes as 
are reasonably necessary for their assessment of the operating effectiveness of the Reliability 
Coordinator controls and of LG&E/KU’s internal controls. In addition, the Reliability 
Coordinator expressly agrees that prior to or at the time of any significant or material change to 
any internal process or financial control of the Reliability Coordinator that would or might 
impact the Functions performed for or on behalf of LG&E/KU or that would, or might, have a 
significant or material effect on such process’s mitigation of risk or upon the integrity of 
LG&E/KU’s financial reporting or disclosures, it shall notify LG&E/KU and provide full details 
of the change so as to enable LG&E/KU to review the change and evaluate its impact on its 
internal controls and financial reporting. LG&E/KU shall have the right to provide all such 
reports, opinions and certifications delivered hereunder to its attorneys, accountants and other 
advisors, who shall be entitled to rely thereon. 

Section 13 - Independent Contractor. 

The Reliability Coordinator shall be and remain during the Term an independent 
contractor with respect to LG&E/KU, and nothing contained in this Agreement shall be (a) 
construed as inconsistent with that status, or (b) deemed or construed to create the relationship of 
principal and agent or employer and employee, between the Reliability Coordinator and 
LG&E/KU or to make either the Reliability Coordinator or LG&E/KU partners, joint ventures, 
principals, fiduciaries, agents or employees of the other Party for any purpose. Neither Party 
shall represent itself to be an agent, partner or representative of the other Party. Neither Party 
shall commit or bind, nor be authorized to commit or bind, the other Party in any manner, 
without such other Party’s prior written consent. Personnel employed, provided or used by any 
Party in connection herewith will not be employees of the other Party in any respect. Each Party 
shall have full responsibility for the actions or omissions of its employees and shall be 
responsible for their supervision, direction and control. 

0 

Section 14 - Taxes. 

Each Party shall be responsible for the payment of its own taxes, including taxes based on 
its net income, employment taxes of its employees, taxes on any property it owns or leases, and 
sales, use, gross receipts, excise, value-added or other transaction taxes. 

Section 15 - Notices. 

15.3 Notices. All notices, requests, consents and other communications hereunder 
shall be in writing, signed by the Party giving such notice or communication, and shall be hand- 
delivered or sent by certified mail, postage prepaid, return receipt requested, by nationally 
recognized courier, to the other Party at the address set forth below, and shall be deemed given 
upon the earlier of the date delivered or the date delivery is refused. 

If to LG&E/KU: 
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Louisville Gas and Electric Company 

Facsimile: ( ) - 

And 

Kentucky Utilities Company 

Facsimile: ( ) - 

If to the Reliability Coordinator: 

Tennessee Valley Authority 

Original Sheet No. 493 

Facsimile: ( ) - 

15.4 Changes. Either Party may, from time to time, change the names, addresses, 
facsimile numbers or other notice information set out in Section 15.1 by notice to the other Party 
in accordance with the requirements of Section 15.1. 

Section 16 - Key Personnel; Work Conditions. 

16.5 Key Personnel. All Key Personnel shall be properly certified and licensed, if 
required by law, and be qualified and competent to perform the Functions. The Reliability 
Coordinator shall provide LG&E/KU prior written notice of the replacement of any Key 
Personnel. 

16.6 Conduct of Key Personnel and Reporting. The Reliability Coordinator agrees to 
require that the Key Personnel comply with the Reliability Coordinator’s employee code of 
conduct, a current copy of which has been provided to LG&E/KU. The Reliability Coordinator 
may amend its employee code of conduct at any time, provided that the Reliability Coordinator 
shall promptly provide the LG&E/KU Contract Manager with a copy of the amended employee 
code of conduct. If any Key Personnel commits fraud or engages in material violation of the 
Reliability Coordinator’s employee code of conduct, the Reliability Coordinator shall promptly 
notify LG&E/KU as provided above and promptly remove any such Key Personnel from the 
performance of the Functions. 

16.7 Personnel Screening. The Reliability Coordinator shall be responsible for 
conducting, in accordance with applicable law (including the Fair Credit Reporting Act, The Fair 
and Accurate Credit Transactions Act, and Title VI1 of the Civil Rights Act of 1964), adequate 
pre-deployment screening of the Key Personnel prior to commencing performance of the 
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Functions. By deploying Key Personnel under this Agreement, the Reliability Coordinator 
represents that it has completed the Screening Measures (as defined below) with respect to such 
Key Personnel. To the extent permitted by applicable law, the term “Screening Measures” shall 
include, at a minimum, a background check including: (a) a Terrorist Watch Database Search; 
(b) a Social Security Number trace; (c) motor vehicle license and driving record check; and (d) a 
criminal history check, including, a criminal record check for each county/city and state/country 
in the employee’s residence history for the maximum number of years permitted by law, up to 

e 

I seven (7) years. Unless prohibited by law, if, prior to or after assigning a Key Personnel to 
perform the Functions, the Reliability Coordinator learns of any information that the Reliability I 

I 

Coordinator considers would adversely affect such Key Personnel’s suitability for the 
performance of the Functions (including based on information discovered from the Screening 
Measures), the Reliability Coordinator shall not assign the Key Personnel to the Functions or, if 
already assigned, promptly remove such Key Personnel from performing the Functions and 
immediately notify LG&E/KU of such action. 

16.8 Security. LG&E/KU shall have the option of barring from LG&E/KU’s property 
any Key Personnel whom LG&E/KU determines is not suitable in accordance with the 
applicable laws pursuant to Sections 16.1 through 16.3. 

Section 17 - Miscellaneous Provisions. 

17.1 Governing Law. This Agreement and the rights and obligations of the Parties 
hereunder shall be governed by and construed in accordance with the laws of Kentucky, without 
giving effect to its conflicts of law rules. 

17.2 Consent to Jurisdiction. All Disputes by any Party in connection with or relating 
to this Agreement or any matters described or contemplated in this Agreement shall be instituted 
in the courts of the State of Kentucky or of the United States sitting in the State of Kentucky. 
Each Party irrevocably submits, for itself and its properties, to the exclusive jurisdiction of the 
courts of the State of Kentucky and of the United States sitting in the State of Kentucky in 
connection with any such Dispute. Each Party irrevocably and unconditionally waives any 
objection or defense that it may have based on improper venue or forum non conveniens to the 
conduct of any proceeding in any such courts. This provision does not adversely affect FERC’s 
jurisdiction of this Agreement. 

0 

Original Sheet No. 494 

17.3 Amendment. This Agreement shall not be varied or amended unless such 
variation or amendment is agreed to by the Parties in writing and accepted by FERC. The Parties 
explicitly agree that neither Party shall unilaterally petition to FERC pursuant to the provisions 
of Sections 205 or 206 of the Federal Power Act to amend this Agreement or to request that 
FERC initiate its own proceeding to amend this Agreement. 

17.4 Assignment. Any assignment of this Agreement or any interest herein or 
delegation of all or any portion of a Party’s obligations, by operation of law or otherwise, by 
either Party without the other Party’s prior written consent shall be void and of no effect; 
provided, however, that the Reliability Coordinator’s consent will not be required for LG&E/KU 
to assign this Agreement to (a) an affiliate or (b) a successor entity that acquires all or 
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substantially all of LG&E/KU’s Transmission System whether by merger, consolidation, 
reorganization, sale, spin-off or foreclosure; provided, further, that such successor entity agrees 
to assume all of LG&E/KU’s obligations hereunder from and after the date of such assignment. 
As a condition to the effectiveness of such assignment (i) LG&E/KU shall promptly notify the 
Reliability Coordinator of such assignment, (ii) the successor entity shall provide a confirmation 
to the Reliability Coordinator of its assumption of LG&E/KU’s obligations hereunder, and (iii) 
LG&E/KU shall promptly reimburse the Reliability Coordinator, upon receipt of an invoice from 
the Reliability Coordinator, for any one-time incremental costs reasonably incurred by the 
Reliability Coordinator as a result of such assignment. For the avoidance of doubt, nothing 
herein shall preclude LG&E/KU from transferring any or all of its transmission facilities to 
another entity or disposing of or acquiring any other transmission assets. 

17.5 No Third Party Beneficiaries. Except as otherwise expressly provided in this 
Agreement, this Agreement is made solely for the benefit of the Parties and their successors and 
permitted assigns and no other person shall have any rights, interest or claims hereunder or 
otherwise be entitled to any benefits under or on account of this Agreement as third party 
beneficiary or otherwise. 

17.6 Waivers. No waiver of any provision of this Agreement shall be effective unless 
it is signed by the Party against which it is sought to be enforced. The delay or failure by either 
Party to exercise or enforce any of its rights under this Agreement shall not constitute or be 
deemed a waiver of that Party’s right thereafter to enforce those rights, nor shall any single or 
partial exercise of any such right preclude any other or further exercise thereof or the exercise of 
any other right. 

17.7 Severability; Renegotiation. The invalidity or unenforceability of any portion or 
provision of this Agreement shall in no way affect the validity or enforceability of any other 
portion or provision herein. If any provision of this Agreement is found to be invalid, illegal or 
otherwise unenforceable, the same shall not affect the other provisions hereof or the whole of 
this Agreement and shall not render invalid, illegal or unenforceable this Agreement or any of 
the remaining provisions of this Agreement. If any provision of this Agreement or the 
application thereof to any person, entity or circumstance, is held by a court or regulatory 
authority of competent jurisdiction to be invalid, void or unenforceable, or if a modification or 
condition to this Agreement is imposed by such court or regulatory authority, the Parties shall in 
good faith negotiate such amendment or amendments to this Agreement as will restore the 
relative benefits and obligation of the Parties immediately prior to such holding, modification or 
condition. 

17.8 Representations and Warranties. Each Party represents and warrants to the other 
Party as of the date hereof as follows: 

17.8.1 Organization. It is duly organized, validly existing and in good standing 
under the laws of the State in which it was organized or applicable Federal law, and has 
all the requisite power and authority to own and operate its material assets and properties 
and to carry on its business as now being conducted and as proposed to be conducted 
under this Agreement. 
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17.8.2 Authority. It has the requisite power and authority to execute and deliver 
this Agreement and, subject to the procurement of applicable regulatory approvals, to 
perform its obligations under this Agreement. The execution and delivery of this 
Agreement by it and the performance of its obligations under this Agreement have been 
duly authorized by all necessary corporate action required on its part. 

17.8.3 Binding Effect. Assuming the due authorization, execution and delivery 
of this Agreement by the other Party, this Agreement constitutes its legal, valid and 
binding obligation enforceable against it in accordance with its terms, except as the same 
may be limited by bankruptcy, insolvency or other similar applicable laws affecting 
creditors’ rights generally, and by general principles of equity regardless of whether such 
principles are considered in a proceeding at law or in equity. 

17.8.4 RePulatory Approval. It has obtained or will obtain by the Effective Date, 
any and all approvals of, and acceptances for filing by, and has given or will give any 
notices to, any applicable federal or state authority, including FERC, that are required for 
it to execute, deliver, and perform its obligations under this Agreement. 

17.8.5 No Litigation. There are no actions at law, suits in equity, proceedings, or 
claims pending or, to its knowledge, threatened against it before or by any federal, state, 
foreign or local court, tribunal, or governmental agency or authority that might materially 
delay, prevent, or hinder the performance by such entity of its obligations hereunder. 

17.8.6 No Violation or Breach. The execution, delivery and performance by it of 
its obligations under this Agreement do not and shall not: (a) violate its organizational 
documents; (b) violate any applicable law, statute, order, rule, regulation or judgment 
promulgated or entered by any applicable federal or state authority, which violation could 
reasonably be expected to materially adversely affect the performance of its obligations 
under this Agreement; or (c) result in a breach of or constitute a default of any material 
agreement to which it is a party. 

17.9 Further Assurances. Each Party agrees that it shall execute and deliver such 
further instruments, provide all information, and take or forbear such further acts and things as 
may be reasonably required or useful to carry out the purpose of this Agreement and are not 
inconsistent with the provisions of this Agreement. 

17.10 Entire Agreement. This Agreement and the Attachments hereto set forth the 
entire agreement between the Parties with respect to the subject matter hereof, and supersede all 
prior agreements, whether oral or written, related to the subject matter of this Agreement. The 
terms of this Agreement and the Attachments hereto are controlling, and no parole or extrinsic 
evidence, including to prior drafts and drafts exchanged with any third parties, shall be used to 
vary, contradict or interpret the express terms, and conditions of this Agreement. 

17.1 1 Good Faith Efforts. Each Party agrees that it shall in good faith take all 
reasonable actions necessary to permit it and the other Party to fulfill their obligations under this 
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Agreement. Where the consent, agreement or approval of any Party must be obtained hereunder, 
such consent, agreement or approval shall not be unreasonably withheld, delayed or conditioned. 
Where a Party is required or permitted to act, or omit to act, based on its opinion or judgment, 
such opinion or judgment shall not be unreasonably exercised. To the extent that the jurisdiction 
of any federal or state authority applies to any part of this Agreement or the transactions or 
actions covered by this Agreement, each Party shall cooperate with the other Party to secure any 
necessary or desirable approval or acceptance of such authorities of such part of this Agreement 
or such transactions or actions. 

17.12 Time of the Essence. With respect to all duties, obligations and rights of the 
Parties, time shall be of the essence in this Agreement. 

17.13 Interpretation. Unless the context of this Agreement otherwise clearly requires: 

17.13.1 all defined terms in the singular shall have the same meaning when used 
in the plural and vice versa; 

17.13.2 the terms “hereof,” “herein,” “hereto” and similar words refer to this 
entire Agreement and not to any particular Section, Attachment or any other subdivision 
of this Agreement; 

17.13.3 references to “Section” or “Attachment” refer to this Agreement, unless 
specified otherwise; 

17.13.4 references to any law, statute, rule, regulation, notification or statutory 
provision shall be construed as a reference to the same as it applies to this Agreement and 
may have been, or may from time to time be, amended, modified or re-enacted; 

17.13.5 references to “includes,” “including” and similar phrases shall mean 
“including, without limitation;” 

17.13.6 the captions, section numbers and headings in this Agreement are 
included for convenience of reference only and shall not in any way affect the meaning or 
interpretation of this Agreement; 

17.13.7 
“and” where the context requires there to be a multiple rather than an alternative 
obligation; and 

“or” may not be mutually exclusive, and can be construed to mean 

17.13.8 references to a particular entity include such entity’s successors and 
assigns to the extent not prohibited by this Agreement. 

17.14 Joint Effort. Preparation of this Agreement has been a joint effort of the Parties 
and the resulting document shall not be construed more severely against one of the Parties than 
against the other and no provision in this Agreement is to be interpreted for or against any Party 
because that Party or its counsel drafted such provision. Each Party acknowledges that in 
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executing this Agreement its has relied solely on its own judgment, belief and knowledge, and 
such advice as it may have received from its own counsel, and it has not been influenced by any 
representation or statement made by the other Party or its counsel not contained in this 
Agreement. 

a 

17.15 Counterparts. This Agreement may be executed in any number of counterparts, 
each of which shall be deemed to be an original, but all of which together shall constitute one 
and the same instrument, binding upon LG&E/KU and the Reliability Coordinator, 
notwithstanding that LG&E/KU and the Reliability Coordinator may not have executed the same 
counterpart. 
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The Parties have caused this Reliability Coordinator Agreement to be executed by their 
duly authorized representatives as of the dates shown below. 

LOUISVILLE GAS AND ELECTFUC COMPANY 

Name: 
Title: 
Date: 

KENTUCKY UTILITIES COMPANY 

Name: 
Title: 
Date: 

TENNESSEE VALLEY AUTHORITY a 
Name: 
Title: 
Date: 
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ATTACHMENT A 
TO THE RELIABILITY COORDINATOR AGREEMENT 

DESCRIPTION OF THE FUNCTIONS 

The Functions are as follows: 

1 .  
coordination functions under the Agreement in accordance with (a) the NERC functional model, 
(b) Good Utility Practice, (c) all applicable reliability criteria, policies, standards, rules, 
regulations and other requirements of NERC and any applicable regional reliability council or 
their successors, (d) LG&E/KU’s specific reliability requirements and operating guidelines (to 
the extent these are not inconsistent with other requirements specified in this Section l), (e) the 
OATT, and (f) all applicable laws and the requirements of federal and state regulatory 
authorities. 

Security Coordination. The Reliability Coordinator will perform the security 

2. 

2.1 

2.2 

2.3 

Coordination with the Independent Transmission Organization. 

In conjunction with its performance of the Functions, the Reliability Coordinator will 
coordinate and cooperate with the Independent Transmission Organization and provide, 
subject to the terms and conditions of the Agreement (including the Reliability 
Coordinator’s obligations with respect to Confidential Information in Section 10 thereof), 
any information that the Independent Transmission Organization may reasonably request 
in order to carry out its functions under the Independent Transmission Organization 
Agreement. 

The Reliability Coordinator will provide consultation with the Independent Transmission 
Organization for the Independent Transmission Organization to develop and revise, as 
appropriate, operating procedures governing its performance of the functions under the 
Independent Transmission Organization Agreement. 

The Reliability Coordinator will coordinate with the Independent Transmission 
Organization and LG&E/KU to assist the Independent Transmission Organization in 
processing and evaluating transmission service requests (“TSRs”), as specified in 
Attachment L of the OATT, and determining whether upgrades or additions are needed to 
accommodate such TSRs. 

2.3. Once the Base Case Model (as defined and provided for in Attachment L of the 
OATT) process is complete, the Reliability Coordinator will coordinate with the 
Independent Transmission Organization and LG&E/KU regarding any additional 
regional model development processes necessary to create regional models from 
the seasonal and annual models. These models, which are updated quarterly or 
monthly, will serve as the basis for the annual, seasonal, monthly, or daily Base 
Case Models for the Transmission System used to evaluate TSRs. 
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2.3.2 In order to develop the regional models and Base Case Models for the 
Transmission System, the Reliability Coordinator will provide to the Independent 
Transmission Organization and other modeling group participants such data and 
information as may be necessary to prepare and update the models. The 
Independent Transmission Organization will review the data inputs provided by 
the Reliability Coordinator to ensure that the data inputs and resulting models are 
consistent with the Transmission Study Criteria (as defined in Attachment L of 
the OATT). 

2.3.3 The Reliability Coordinator will have the opportunity to review and comment on 
the initial draft of the Independent Transmission Organization’s System Impact 
Study (as defined in the OATT) report and the Independent Transmission 
Organization’s list of any constrained transmission elements. The Reliability 
Coordinator will work diligently with the Independent Transmission Organization 
and LG&E/KU to finalize the required System Impact Study in accordance with 
the OATT. 

2.3.4 The Reliability Coordinator will work diligently with the Independent 
Transmission Organization and LG&E/KU to finalize the required facilities study 
in accordance with the OATT. The Independent Transmission Organization will 
provide the Transmission Customer (as defined in the OATT) with the final 
Facilities Study report and will respond to requests for work papers supporting the 
Facilities Study. 

3. Maintenance Scheduling. LG&E/KU will propose maintenance schedules to the 
Reliability Coordinator and the Reliability Coordinator will either approve or deny such 
maintenance schedules. 

4. Transmission Planning Authority. 

4.1 The Reliability Coordinator will be responsible for the function of transmission planning 
reliability which is to encompass the responsibilities assigned to the Planning Authority 
in the NERC Functional Model’ except as regards to resource adequacy planning. The 
Reliability Coordinator’s responsibility as Transmission Planning Authority will include: 

4.1.1 Reviewing, evaluating, and commenting on LG&E/KU’s transmission expansion 
plans that are intended to eliminate reliability inadequacies or to meet statewide or 
multi-state transmission planning requirements, and engaging in coordinated 
transmission planning in accordance with Attachment L of the OATT. 

4.1.2 Monitoring LG&E/KU’s transmission facility ratings based on access to data 
reasonably necessary to evaluate such ratings. 

NERC Functional Model is available at: 1 

ftp://www.nerc.com/pub/sys/all updl/oc/fmrtg/Functional Model Version 2.doc; pp. 14- 16. 
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4.1.3 Independently reviewing and approving LG&E/KU’s Planning Criteria (as 
defined in Attachment L of the OATT) to ensure that these criteria are sufficiently 
defined for Transmission Customers to understand how transmission planning is 
conducted. If the Reliability Coordinator concludes that additional explanatory 
detail is required, LG&E/KU will modify the appropriate business practice 
documents to include the additional detail, The Reliability Coordinator will 
coordinate with the Independent Transmission Organization to ensure that the 
final versions of the Planning Criteria are posted on OASIS (as defined in the 
OATT). 

4.1.4 Reviewing and approving LG&E/KU’s Base Case Model to ensure that such 
model reflects annual and seasonal power flows, includes all existing long-term, 
firm uses of the transmission system, and is consistent with the approved Planning 
Criteria. 

4.1.5 Performing an independent reliability assessment and evaluation of the 
LG&E/KU’s Annual Plan (as defined in the Attachment L of the OATT) using 
the Planning Criteria and the Base Case Model. As part of this assessment, the 
Reliability Coordinator will independently evaluate whether: (i) LG&E/KU’s 
Annual Plan complies with the Planning Criteria and the Base Case Model; and 
(ii) there are upgrade projects in the Annual Plan that are not necessary to meet 
the Planning Criteria and the Base Case Model. In addition to reviewing the 
Annual Plan, the Reliability Coordinator may also begin the process of identifying 
opportunities for regional optimization of the Annual Plan. 

4.1.6 Providing LG&E/KU with its conclusions regarding the reliability assessment and 
evaluation of the Annual Plan, including any outstanding issues that the 
Reliability Coordinator believes LG&E/KU should address. LG&E/KU will have 
the opportunity to review the Reliability Coordinator’s conclusions and may 
submit a revised Annual Plan and supporting documentation to the Reliability 
Coordinator to address any outstanding issues. The Reliability Coordinator will 
identify any instances where it does not agree with the Annual Plan. The 
Reliability Coordinator and LG&E/KU will have an affirmative obligation to post 
information concerning any such disagreement on OASIS. Based on feedback 
from interested parties, LG&E/KU may revise the Annual Plan. 

4.1.7 Once the Annual Plan has been finalized by LG&E/KU, coordinating with the 
Independent Transmission Organization to ensure that the Annual Plan is posted 
on OASIS. 

4.1.8 Holding a Transmission Planning Conference (as defined in Attachment L of the 
OATT) to gather input and consider the planning process and LG&E/KU’s 
Annual Plan. 
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4.1.9 Identifying any instances where it does not agree with LG&E/KU’s Annual Plan 
and providing LG&E/KU with an opportunity to provide any revisions. 

4.2 Determination of Base Case Model and Supplemental Upgrades. 

4.2.1 

4.2.2 

4.2.3 

4.2.4 

4.2.5 

The Reliability Coordinator will assess whether a proposed upgrade should be 
considered a Base Case Model Upgrade (as defined in Attachment N of the 
OATT) or Supplemental Upgrade (as defined in Attachment N of the OATT), 
according to the provisions of Attachment N of the OATT. 

If the Reliability Coordinator determines that a proposed upgrade or set of 
upgrades is already in the Base Case Model or will completely eliminate the need 
of a Base Case Model Upgrade, then the proposed upgrade will not be treated as a 
Supplemental Upgrade and the cost will be recovered through the Transmission 
Provider’s (as defined in the OATT) transmission rates, including PTP and NITS 
rates under the OATT, bundled retail rates, and rates charged to grandfathered 
customers. 

If the Reliability Coordinator determines that a proposed upgrade will materially 
decrease the cost of a Base Case Model Upgrade, then the amount by which the 
Base Case Model cost is decreased will be recovered through the Transmission 
Provider’s transmission rates, and the remainder of the cost of the proposed 
upgrades will be recovered as a Supplemental Upgrade under Attachment N of the 
OATT. 

If the Reliability Coordinator determines that a proposed upgrade represents an 
acceleration of a Base Case Model Upgrade, then the cost of accelerating the Base 
Case Model Upgrade will be recovered as a Supplemental Upgrade under 
Attachment N of the OATT. 

After a Supplemental Upgrade has been funded and constructed, the Reliability 
Coordinator will calculate the total MW of capacity created by the Supplemental 
Upgrade on the upgraded element. The amount of MW will be used to calculate 
the Unit Rate and the charge for Long-Term Network Resource Service or NRIS, 
as such terms are defined in Attachment N of the OATT. 
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Q.l. 

A.1. 

4.2.  

A.2. 

Q.3. 

A.3. 

Q.4. 

Please state your name, current position, and business address. 

My name is Mathew J. Morey. I am Senior Consultant with Christensen Associates 

Energy Consulting LLC. My business address is 409 Cambridge Road, 

Alexandria, Virginia. Christensen Associates Energy Consulting’s principal 

business address is 4610 University Avenue, Suite 700, Madison, Wisconsin. 

Please describe your education, professional background, and qualifications. 

I received my doctorate in economics and statistics from the University of Illinois 

in 1977, and taught economics and econometrics for nearly twenty years. During 

that time, I also worked as a consultant to companies in and regulators of the 

telephone, natural gas, and electricity industries. I worked as Director of 

Economics at the Edison Electric Institute from 1996 to 2000. Prior to joining 

Christensen Associates in 2003, I worked as an independent consultant to 

companies in the electricity industry both in the U.S. and Canada. 

Have you previously testified before the Kentucky Public Service 

Commission? 

Yes. I prepared supplemental direct and rebuttal testimony in Case No. 2003- 

00266 on behalf of Louisville Gas and Electric Company and Kentucky Utilities 

Company (hereinafter “LG&E/KU” or “Companies”) that was filed on September 

29,2004, on January 10,2005 and April 1,2005. 

I also prepared and submitted direct and rebuttal testimony to the Kentucky 

Public Service Commission (“KPSC” or “Commission”) on behalf of the 

Companies in 2003 and 2004 in that same case. 

What is the purpose of your testimony? 
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My testimony supports th Companies’ application to this Commission seeking 

approval of the Companies’ withdrawal from the Midwest Independent 

Transmission System Operator, Inc. (“MISO”) and proposed transfer of functional 

control of their transmission facilities to the Tennessee Valley Authority (“TVA”) 

for reliability coordination purposes and to the Southwest Power Pool (“SPP”) 

Regional Transmission Organization (“RTO”) to act as the Companies’ 

Independent Transmission Organization (“ITO’). As my testimony shows, the 

proposed withdrawal and transfer of functional control of the Companies’ 

transmission facilities will meet the criteria of the statute KRS 278.2 18 in that it is 

both for a proper purpose and is consistent with the public interest. The transfer 

will do no economic harm and will in fact provide quantifiable benefits consistent 

with those already demonstrated by the Companies’ cost-benefit study submitted in 

the Commission’s earlier proceeding investigating the Companies’ membership in 

MISO, Case No. 2003-00266. 

The Companies seek to continue to satisfy their obligation to ensure 

Kentucky retail electricity consumers receive reliable service at the lowest 

reasonable cost. This interest is entirely consistent with the Commission’s role as 

the steward in advancing the Kentucky legacy of low-cost reliable electricity 

service - nearly the lowest cost service in the nation (from a $/MWh of delivered 

power perspective). At the same time, in light of the commitment to provide the 

lowest reasonable cost of service, the Companies must find the least-cost means of 

fulfilling their obligation to provide non-discriminatory open access to their 
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transmission system under the Federal Energy Regulatory Commission’s (“FERC”) 

Order Nos. 888 and 889. 

In my opinion, all these objectives can best be satisfied through the 

Companies’ exit from MISO and return of operational control to the Companies 

and functional control for reliability and open access transmission objectives 

through arrangements with TVA and SPP rather than through continued 

membership in MISO. 

Q.5. Please summarize your findings. 

AS. The Companies’ first duty is to provide to their native load customers reliable 

service at the lowest reasonable cost. Concurrently, under FERC Order Nos. 888 

and 889, the Companies are required to provide non-discriminatory access to their 

transmission system for customers engaged in wholesale power transactions. In 

light of their primary commitment to reliably serve their Kentucky retail load at the 

lowest reasonable cost, the Companies must determine the lowest cost means to 

fulfill those federal obligations. 

Although RTO membership is one possible avenue for implementing non- 

discriminatory transmission access, it is not the only possible avenue. In particular, 

an ITO/RC arrangement can also satisfy the objectives of Order Nos. 888 and 889 

and, in some instances - the Companies being a prime example - can do so at 

lower cost and with greater net benefits to consumers. 

Table 1 compares the costs to obtain services through an ITORC 

arrangement (column 2) and the costs to obtain the same or similar services from 

MISO under Day 1 (column 3) and Day 2 (column 4) market arrangements. In the 
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case of MISO membership under Day 1 and Day 2 market arrangements, no 

Arrangement Fees Fees 
$3.0 $6.0 $ 15.0 

$1.5 - $2.0 $6.0 $ 15.0 

distinction is or can be made between the costs of services to comply with Order 

Nos. 888 and 889 and reliability coordination services because MISO has not 

offered them a la carte until the agreement it recently reached with Duke Energy. 

To obtain Order Nos. 888 and 889 compliance services and reliability coordination 

services through MISO has been an “all-or-nothing,” “take-it-or-leave-it” 

proposition. Thus, for the Companies as MISO members in Day 1, the cost of this 

package of services was about $6.0 million per year, $1 .O to $1.5 million more than 

the expected annual cost under the ITO/RC arrangement. For the Companies 

operating as MISO members within the Day 2 market, the cost of this package of 

services has grown to approximately $15.0 million per year, roughly three times the 

expected annual cost under the ITO/RC arrangement. 

Table 1 Costs for LG&E/KU to Obtain IT0  and Reliability Coordination Services Under an ITO/RC 
Arrangement Compared to MISO Membership (annually, in millions) 

I Total $4.5 - $5.0 [ $6.0 1 $15.0 1 

In addition, as part of the cost-benefit study submitted in Case No. 2003- 

00266, the Companies estimated that MISO membership in the Day 2 market 

environment could add an additional $2.0 million per year in costs on top of the 

administrative fees. Therefore, for the Companies and their retail customers, the 

ITO/RC construct potentially could save about $1 0.0 million per year considering 
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just the savings on administrative fees, and could save as much as $12.0 million per 

year taking into account additional costs beyond administrative fees. 

The ITORC proposal as a means to fulfill Order No. 888 objectives is 

reasonable for the Companies and their customers because the benefits of 

membership in an RTO such as MISO - lower power procurement costs and 

increased off-system sales and margins - are small compared to the costs of 

membership. The Companies’ ITO/RC proposal introduces a degree of flexibility 

into the division of functions necessary to satisfy Order No. 888 requirements and 

hnctions necessary to ensure grid reliability. The concept satisfies Order No. 888 

requirements at lower cost than does RTO membership, leaves the Companies in 

control of their transmission and generation assets, and ensures the Commission 

maintains its regulatory authority and control over retail rates and costs. 

How is your testimony organized? 

Section 1 explains that the Companies’ first duty is to serve Kentucky retail electric 

customers at the lowest possible cost while concurrently fulfilling FERC’s 

requirement for non-discriminatory open access to the Companies’ transmission 

system. In this regard, Section 2 explains why RTO membership is not needed to 

achieve these objectives, why an ITORC can be an appropriate alternative vehicle 

for achieving these objectives, and how the ITO/RC approach offers a promising 

means of strengthening RTOs’ incentives for cost and quality control relative to the 

standard RTO approach, which can result in positive spillover effects to Kentucky 

retail consumers, even if the Companies are no longer members of MISO. Section 

3 describes how the Companies’ ITO/RC arrangement can enable the Companies to 

Q.6. 

A.6. 
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meet reliability standards and compliance with the requirements of Order Nos. 888 

and 889 at lower cost than continued membership in MISO. Finally, Section 4 

summarizes the reasons that the Commission should approve the Companies’ 

request to withdraw from MISO and transfer functional control of their 

transmission facilities to TVA for reliability coordination purposes and to SPP to 

act as the Companies’ ITO. 

1. THE COMPANIES’ FIRST DUTY IS TO ENSURE THAT KENTUKCY 
ELECTRICITY CONSUMERS CAN OBTAIN RELIABLE DELIVERED 
ENERGY AT THE LOWEST REASONABLE COST. 

Q.7. What is the historical relationship between the Companies and their retail 

customers? 

Historically, the Companies have dispatched their lowest-cost generation to benefit 

their native load customers. If the Companies can purchase power less expensively 

than they can produce it, they buy that power for their customers’ benefit. The 

Companies purchase a relatively small amount of energy because the Companies 

have built, own and operate some of the lowest-cost generation facilities in the 

nation. The Companies also make off-system sales (“OSS”) with their excess 

generating capacity. In this way, the Companies have ensured that their customers 

enjoy some of the lowest rates in the nation while optimizing the use of their 

generation assets by making all the economic trades they can find in the wholesale 

market. The Companies’ duty to serve native load customers requires them to be 

able on a daily basis to provide available generation capacity sufficient to ensure 

that customer energy demand is met. This is the Companies’ obligation to serve, 

A.7. 
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retain the operational authority necessary to carry out this responsibility. 

The Companies built their generating facilities to serve their native load 

customers, and obtained authority to build them pursuant to the Commission’s 

integrated resource planning and certificate of convenience and necessity processes. 

Historically, the Companies’ native load has, in effect, a priority or “first call” on 

the Companies’ generation assets under the Companies’ obligation to serve. Had 

the Companies’ generation facilities been relatively more costly than generation in 

the rest of the Midwest region, there might have been advantages of participating in 

a wide regional power pool. However, as the Companies amply demonstrated in 

Case No. 2003-00266, for Kentucky retail customers, the benefits of membership 

in MISO are clearly outweighed by the costs. Therefore, withdrawal from MISO, 

transfer of functional control of the Companies’ transmission facilities to TVA for 

reliability coordination purposes and to SPP for satisfying Order Nos. 888 and 889 

objectives is in the public interest from an economic perspective. 

2. RTO MEMBERSHIP IS NOT NEEDED FOR THE COMPANIES TO 

RETAIL CUSTOMERS OR TO COMPLY WITH ORDER NOS. 888 AND 889 
CONTINUE PROVIDING RELIABLE, LOW-COST ENERGY TO THEIR 

Q.8. Is there evidence that RTO membership may not always be the most effective 

means of achieving the objectives of providing reliable, low-cost service to 

Kentucky retail electricity consumers and satisfying the goals of Order Nos. 

888 and 889? 

Yes. With guidance from this Commission, the Companies historically have 

provided Kentucky retail customers with some of the lowest cost delivered power 

A.8. 
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in the nation. This success story has been accomplished without the assistance of an 

RTO or of energy markets administered by an RTO. In all likelihood, the 

Companies can continue this commendable performance without being members of 

an RTO. At the same time, the Companies, through an ITO/RC arrangement can 

satisfy the goals of Order Nos. 888 and 889 at a fraction of the cost of RTO 

membership. In so doing, the Companies will minimize the cost impact on 

Kentucky retail customers of the Companies’ compliance with open transmission 

access obligations in the wholesale power market. 

For the Companies and their retail customers, the total value of the several 

potential benefits arising from open access facilitated by an RTO with centralized 

control of the transmission system are not necessarily greater than their share of the 

costs associated with the creation of that institution and the reorganization of the 

functional responsibilities between an RTO and public utility transmission owners. 

The evidence on this point has been assiduously presented and defended in Case 

NO. 2003-00266. 

Q.9. How are the foregoing cost considerations relevant to the Companies’ present 

situation? 

In Kentucky, policy makers have chosen to retain the vertically integrated utility 

model. They have done so because it has worked very well in an absolute and 

relative sense compared to what has taken place in other parts of the country. 

Customers of Louisville Gas and Electric Company and Kentucky Utilities 

Company have paid and continue to pay some of the lowest prices for delivered 

power of any consumers in the country. Figure 1 illustrates this point by 

A.9. 
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comparing average revenue for all customer classes for several Midwestern states 

over the period 1996 to 2003. (Data are from Energy Information Administration, 

http://www.eia.doe.gov/cneaf/electricity/esr/esr-tabs.html, averagegrice-state.xls, 

accessed August 29, 2005.) The Companies’ customers have paid on average less 

than 4.5 cents per kWh over this period, averaging 21% less than average revenues 

in Indiana, the second lowest priced Midwestern state. 

Average Revenue All Customer Sectors 
Midwest States - 1996 - 2003 
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Figure 1 Average Revenue - All Customers Sectors, Midwest States, 1996 - 2003 

When average revenues in Kentucky are compared to the rest of the U.S. over this same 

period, the relative success of the vertically integrated utility model in Kentucky is even 

more striking, as illustrated in Figure 2. 
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Figure 2 Average Revenues - U.S. Total vs. Kentucky, 1996 - 2003 

Q.10. Relative to RTO membership, is there a less costly alternative vehicle for 

ensuring Kentucky retail customers continue to receive reliable, low-cost 

energy that enables the Companies to satisfy their obligations as transmission 

providers under Order Nos. 888 and 889? 

A. 10. I believe that, for some transmission owners such as the Companies, the answer is 

clearly “yes.” This economic alternative is embodied in the ITO/RC approach 

proposed by the Companies in this filing. 

3. AN ITO/RC CAN ACHIEVE ORDER NO. 888 OBJECTIVES AT LOWER 
COST TO THE COMPANIES’ KENTUCKY CONSUMERS THAN CAN 
MEMBERSHIP IN MISO 

Q.11. What would be the cost savings to Kentucky retail electricity customers of the 

Companies obtaining Reliability Coordination services and Order No. 888 

services through an ITO/RC construct rather than through membership in 

MISO? 

11 
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Q.12. 

A.12. 

4.13. 

Based on negotiations ongoing between the Companies and TVA regarding the 

provision of reliability coordination services and between the Companies and SPP 

regarding the provision of Order No. 888 services, the cost for an ITO/RC should 

lie between $4.5 million and $5.0 million per year. In contrast, a conservative 

estimate of the ultimate cost to the Companies’ customers of membership in MISO 

and obligatory participation in the Day 2 markets that MISO administers lies 

between $15 million and $17 million per year. A conservative estimate of the cost 

savings, based on these two sets of costs, would thus be between $10.0 million and 

$12.0 million per year. 

What is the basis for your estimate of the cost of the ITO/RC alternative? 

My estimate of the cost of obtaining Reliability Coordination services from TVA is 

based on a proposal from TVA to the Companies in response to the RFP the 

Companies issued. The cost of the service will depend on the length of the contract 

and other details of the services that TVA would provide to the Companies. The 

exact cost of the Reliability Coordination services has not been determined, but the 

range is $1.5 to $2.0 million per year. Exact figures for the cost to the Companies 

to obtain Order Nos. 888 and 889 services from SPP are also not known at this 

time, but the cost may be no greater than $3.0 million per year. Consequently, the 

cost of the ITO/RC arrangement should lie in the range of $4.5 to $5.0 million per 

year. 

What is the cost evidence available from the Companies’ actual experience as 

members of MISO during the period when MISO operated as a Day 1 RTO? 

12 
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A.13. The Companies, as MISO members during the time MISO was operating as a Day 

1 RTO in the period from 2002 to early 2005, were paying approximately $6 

million per year in charges for MISO to provide what was essentially Order No. 

888 functional services and Reliability Coordination services. 

Q.14. What is the basis for your estimate of the costs of the Companies’ membership 

in MISO? 

A.14. In contrast to the costs of obtaining Order No. 888 services through an ITO/RC 

arrangement, the cost of the Companies’ continued obligatory participation in 

MISO’s Day 2 markets, in order to satisfy Order No. 888 requirements, was 

estimated in the cost-benefit study prepared by me and submitted to this 

Commission in Case No. 2003-00266 (“Supplemental Investigation”) to lie 

between $15 million and $17 million per year. This cost consisted of $ I5  million 

per year of Administrative Charges under MISO’s OATT Schedules 10, 16 and 17; 

these were costs about which the Companies were reasonably certain. The upper 

end of the cost range was based on a conservative estimate of $2 million per year in 

uplift costs (the Companies’ share of socialized RTO costs) plus an expectation of a 

5% underfunding of FTR payments from MISO to the Companies. In other words, 

according to the Supplemental Investigation, the Companies could fulfill the Order 

No. 888 requirements through an ITO/RC arrangement for approximately $10 to 

$12 million per year less than what it was expected to cost the Companies to 

continue as MISO members in the Day 2 market. 

Q.15. In Case No. 2003-00266, did MISO offer an estimate of the net cost of the 

Companies exiting MISO to initiate an ITO/RC? 

13 
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A.15. 

4.16. 

A. 16. 

Yes. In the seco d phase of the proceeding, MISO offered four different estimates 

of the net recurring benefits of the Companies remaining a member of MISO. The 

first three estimates were fraught with serious errors, as I described in my 

supplemental rebuttal and additional supplemental rebuttal testimony. 

What was MISO’s estimate of the net cost of transferring functional control 

from the RTO to the ITO/RC arrangement and how does it compare to the 

Companies’ estimate? 

The fourth study that MISO submitted to the Commission in the second phase of 

the Case No. 2003-00266 (referred to as the “March Study”) estimated the net cost 

to the Companies’ of exiting the RTO and transferring functional control to an 

ITO/RC arrangement would be approximately $46 million per year. In sharp 

contrast, the Companies cost-benefit study submitted in Case No. 2003-00266 

estimated that leaving MISO and transferring functional control to an ITO/RC 

arrangement would save the Companies and their customers at least $7 million per 

year. 

The difference of approximately $53 million between the two estimates 

stems primarily from differences in MISO’s and the Companies’ estimates of four 

major drivers of the costs and benefits of the option to remain in MISO and the 

option to exit and operate within an ITORC construct - Off System Sales (“OSS”) 

margins, transmission revenues, revenues from Financial Transmission Rights 

(“FTRs”) and power procurement costs to serve native load. Approximately $52 

million of the difference between MISO’s estimate and the Companies’ estimate 

14 
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4.17. 

A. 17. 

results from incorrect c 

regarding these four factors. 

implausible assum tions that MISO made in its study 

Please summarize the costs of obtaining Order No. 888 and 889 and reliability 

coordination services through the ITO/RC arrangement compared to the costs 

of obtaining those same services through continued MISO membership. 

Table 2 compares the costs to obtain services through an ITO/RC arrangement 

(column 2) and the costs to obtain the same or similar services from MISO under 

Day 1 (column 3) and Day 2 (column 4) market arrangements. In the case of 

MISO membership under Day 1 and Day 2 market arrangements, no distinction is 

or can be made between the costs of services to comply with Order Nos. 888 and 

889 and reliability coordination services because MISO, until the agreement it 

recently reached with Duke Energy, has not offered them a la carte. To obtain 

Order Nos. 888 and 889 compliance services and reliability coordination services 

through MISO has been an “all-or-nothing,” “take-it-or-leave-it” proposition. 

Thus, for the Companies in Day 1, the cost of this package of services was about 

$6.0 million, $1.0 to $1.5 million more than what it is expected to cost under the 

ITO/RC arrangement. For the Companies operating within the Day 2 market, the 

cost of this package of services has grown to approximately $15.0 million per year, 

roughly three times what it is expected to cost under the ITO/RC arrangement. 

15 



Table 2 Costs for LG&E/KU to Obtain IT0  and Reliability Coordination Services Under an ITO/RC 
Arrangement Compared to MISO Membership (annually, in millions) 
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Coordination Services 

1 0 2 
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$1.5 - $2.0 $6.0 $ 15.0 
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In addition, as part of the cost-benefit study submitted in Case No. 2003- 

00266, the Companies estimated that MISO membership in the Day 2 market 

environment could add an additional $2.0 million per year in costs on top of the 

MISO Administrative Fees. The cost experience of the Companies operating in the 

MISO Day 2 market, since it opened April 1 of 2005, has been consistent with the 

conservative predictions that were made in the Companies’ cost-benefit study. 

Therefore, for the Companies’ and their retail customers, the ITORC construct 

potentially could save about $10.0 million per year considering just the savings on 

Administrative Fees and could save as much as $12.0 million per year considering 

the additional costs beyond Administrative Fees. 

The ITO/RC proposal as a means to hlfill Order No. 888 objectives is 

reasonable for the Companies and their customers because the benefits of 

membership in an RTO such as MISO - lower power procurement costs and 

increased off-system sales and margins - are small compared to the costs of 

membership, as was demonstrated by the Companies in their cost-benefit study 

submitted in Case No. 2003-00266. 
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The Companies’ ITO/RC proposal introduces a degree of flexibility into the 

division of functions necessary to satisfy Order No. 888 requirements and functions 

necessary to ensure grid reliability. The concept satisfies Order No. 888 

requirements at lower cost than does RTO membership, leaves the Companies in 

control of their transmission and generation assets, and ensures the Commission 

maintains its regulatory authority and control over retail rates and costs. 

4.18. Would the exit fee that the Companies are required to pay to leave MISO 

negate the savings that you predict will inure to the Companies and their 

customers under an ITO/RC arrangement? 

A. 18. No. Negotiations between the Companies and MISO on the exact value of the exit 

fee have resulted in a general agreement about the formula for computing the value 

of the exit fee, and a significant narrowing of the dollar range of that value. It now 

appears that the exit fee will not exceed $41 million. With savings of $10 to $12 

million per year upon exit, the exit fee would be offset within approximately four 

years. The savings from exiting MISO and moving to an ITO/RC arrangement will 

exceed the exit fee by a significant margin in the longer run. The exit fee payment 

ensures that the Companies have met their obligation under the MISO 

Transmission Owner’s agreement to hold harmless those transmission owners that 

remain members. 
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4. THE COMMISSION SHOULD APPROVE THE COMPANIES’ REQUEST TO 
WITHDRAW FROM MIS0 AND TRANSFER FUNCTIONAL CONTROL OF 
ITS TRANSMISSION FACILITIES TO TVA AND SPP UNDER THE ITO/RC 
CONSTRUCT 

Q.19. Please summarize the reasons that the Companies’ requests merit Commission 

approval. 

A. 19. For the Companies and their customers, the Day 2 RTO model is a relatively costly 

way to satisfy Order No. 888 objectives and obtain Reliability Coordination 

services. The Companies’ proposed ITO/RC model, by contrast, can ensure that 

Kentucky retail electricity consumers continue to receive reliable service at the 

lowest reasonable cost, while permitting the Companies to achieve the level of 

independence necessary to satisfy Order No. 888 at lower cost, and while ensuring 

that transmission services and rates are transparent, competition in generation is 

facilitated in wholesale power markets, and reliability is maintained. The 

Commission’s approval of the Companies’ request enables the Companies to 

exercise greater control over their assets and allows the Commission to continue its 

longstanding complete control over the Companies’ costs that go into rates. It 

reduces the financial risks that the Companies and their customers will be exposed 

to in the wholesale market, thereby reducing the Companies’ costs of risk 

management that its customers must ultimately bear. 

4.20. Does this conclude your testimony? 

A.20. Yes. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, business address and position. 

My name is Kent W. Blake. My business address is 220 West Main Street, Louisville 

Kentucky 40202. I am Director of State Regulation and Rates for LG&E Energy 

Services, Inc. on behalf of Louisville Gas and Electric Company (“LG&E”) and 

Kentucky Utilities Company (“KU”) (collectively “LG&E/KU” or “the Companies”). 

A complete statement of my prior work experience is attached to this testimony as 

Appendix A. 

Have you previously testified before this Commission? 

Yes. 

proceedings. 

What is the purpose of your testimony? 

I will explain why the Companies’ Independent Transmission Organization (“ITO”) 

and Reliability Coordinator (“RC”) proposal (“ITO/RC7’) satisfies the requirements of 

KRS 278.21 8, the Kentucky statute governing transfers of functional control of utility 

assets. 

Briefly, what is the Companies’ ITO/RC proposal, and why is it subject to the 

requirements of KRS 278.218? 

Under the ITO/RC proposal, the Companies would withdraw from the Midwest 

Independent Transmission System Operator, Inc. (“MISO”) (assuming that this 

Commission and the Federal Energy Regulatory Commission [“FERC”] approve), 

transferring functional control of their transmission system back to themselves and to 

the Tennessee Valley Authority (“TVA”) to the extent necessary for TVA to act as 

the Companies’ RC, and also to the Southwest Power Pool (“SPP”) to the extent 

I have previously testified before this Commission in rate and certificate 
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necessary for SPP to perform its function as the Companies’ ITO. The Companies 

stated in their April 26, 2004 Brief to this Commission in Case No. 2003-00266 that 

the transfer of functional control that would occur if the Companies exited MISO 

would indeed be subject to the requirements of KRS 278.218 due to the jurisdictional 

language contained in KRS 278.21 8( 1): 

No person shall acquire or transfer ownership of or control, or 
the right to control, any assets that are owned by a utility as 
defined under KRS 278.010(3)(a) without prior approval of the 
commission, if the assets have an original book value of one 
million dollars ($1,000,000) or more and: 

(a) The assets are to be transferred by the utility for reasons 
other than obsolescence; or 

(b) The assets will continue to be used to provide the same or 
similar service to the utility or its customers. 

The Companies continue to maintain that any exit from MISO would require the 

Commission’s approval under KRS 278.218 because exit will require transfer of the 

operational control of the Companies’ transmission assets from MISO to the 

Companies, TVA, and SPP. 

What are the requirements of KRS 278.218 that the Companies’ proposed 

transfer must satisfy to obtain the Commission’s approval thereof? 

KRS 278.218(b) states: “The commission shall grant its approval if the transaction is 

for a proper purpose and is consistent with the public interest.” The Commission has 

explicated this standard, stating: “This standard establishes a two-step process: first, 

there must be a showing of no adverse effect on service or rates; and, second, there 

must be a determination that there will be some benefits.”’ If the Commission does 

Q. 

A. 

In the Matter of Application of Kentucky Power Company d/b/a American Electric Power for Apmoval, to the I 

Extent Necessary, to Transfer Functional Control of Transmission Facilities Located in Kentucky to PJM 
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Q. 

A. 

indeed find that the Companies’ proposed transfer of operational control will not 

result in adverse effects on service or rates, and will in fact provide financial benefits, 

then the Commission “shall grant its approval” thereof. 

How does the Companies’ exit from MISO in favor of ITO/RC operation meet 

the KRS 278.218 standard as the Commission has explicated it? 

As Messrs. Mark S. Johnson, Director of Transmission for LG&E Energy 

Corporation, and Stuart L. Goza, Reliability Coordinator for TVA, testify today, TVA 

is a North American Electric Reliability Council (‘“ERC”)-certified reliability 

coordinator that is eminently well-qualified to act as RC for the Companies. Indeed, 

TVA already acts as the RC for the East Kentucky Power Cooperative, Inc. 

(““F‘C”) and the Big Rivers Electric Corporation (“BREC”), a fact that the 

Companies viewed as a substantial benefit because it means TVA is familiar with 

Kentucky’s grid. Moreover, TVA has in place a Joint Reliability Coordination 

Agreement (“JRCA”) with MISO and the Pennsylvania-Jersey-Maryland RTO 

(“PJM”), which allows each entity to have a view into the systems of the others in 

order to manage congestion and handle contingencies. In short, TVA’s acting as the 

Companies’ RC will not result in any adverse impact on the Companies’ transmission 

system as compared to MISO’s stewardship of the Companies’ system. 

With respect to the KRS 278.218 standard’s requirement that a proposed 

transfer do no economic harm and offer at least some potential benefit, Dr. Mathew J. 

Morey testifies today that the Companies’ exit from MISO in favor of the ITORC 

option will result in recurring annual net savings of $10 million to $12 million. 

Although not identical, these net savings figures are consistent with the Companies’ 
~ 

Interconnection, L.L.C. Pursuant to KRS 278.218, Case No. 2002-00475, Order at 4 (8/25/2003). 
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evidence in Case No. 2003-00266, including Dr. Morey’s testimony therein, which 

showed that the Companies would realize recurring annual net savings by exiting 

MISO. Moreover, there are net savings even taking into account the exit fee that the 

Companies must pay MISO upon withdrawal, a fee that is not expected to exceed 

approximately $41 million (based on the formula for calculating the exit fee agreed to 

by MISO and the Companies). Assuming that the exit fee falls in that range, and 

purely as a matter of economics and independent of any rate treatment of the exit fee, 

the recurring annual net savings of exiting MISO in favor of ITO/RC operation will 

exceed the exit fee in approximately four years. Given that the Companies will enjoy 

annually recurring net savings on the order of $10 million to $12 million if they 

withdraw from MISO and engage TVA as their RC, and SPP as their ITO, the 

Companies’ proposed transfer meets the KRS 278.21 8 requirement that such transfers 

do no economic harm and offer at least a potential benefit. 

How do the Companies propose to recover the MISO exit fee from their 

customers? 

The Companies respectfully request that the Commission allow the Companies to 

establish a regulatory asset in the amount of the MISO exit fee, which asset the 

Companies will seek authority to amortize during their next base rate case. The 

Companies further ask the Commission to deem the exit fee prudently incurred 

because incurring it will result in recurring savings. 

Q. 

A. 

Q. What steps should the Commission take in its investigation in Case No. 2003- 

00266? 
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In their Brief, the Companies requested the Commission to issue an order with 

certain findings of fact. Issuing an order in Case No. 2003-00266 finding that 

continuing MISO membership is not in the public interest and results in net 

costs to the Companies and their customers @e. (1) the costs of MISO’s Day 2 

energy markets exceed the benefits they provide (if any) and (2) the 

Companies likely can obtain from other providers comparable reliability 

coordination and other services at a lower cost and risk level) is an important 

step the Companies suggest that the Commission should now take. The 

evidence in Case No. 2003-00266 shows clear net benefits for the Companies 

and their customers if the Companies are allowed to exit MISO in favor of an 

alternative such as the ITO/RC proposal contained in the Companies’ 

Application in this case. 

Such an order would also facilitate FERC’s consideration of the Companies’ 

application. The Commission has had the opportunity to review the record of 

evidence in its investigation, and rendering its opinion thereon from the perspective 

of Kentucky will be of particular worth to FERC. 

Finally, the longer that the Companies remain in MISO, the more they and 

their customers are burdened by unnecessary costs and business risks of operating in 

the Day-2 markets. Therefore, issuance of an order in the Commission’s 

investigation at this time would facilitate the resolution of this long-standing concern. 

The Commission can issue the requested order at this time without prejudice 

to its investigation of and decision on the Companies’ application in this proceeding. 

The Cornmission can do so by expressly stating in its order in Case No. 2003-000266 
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that its findings of fact do not constitute approval under KRS 278.218 of the 

Companies’ application in this proceeding. 

What relief do the Companies request from the Commission in this proceeding? 

Pursuant to KRS 278.218, the Companies request that the Commission issue an order 

(1) approving the Companies’ Application, transferring functional control of the 

Companies’ transmission facilities over 100 kV from MISO to the Companies, to 

TVA for reliability coordination purposes, and to SPP for the purposes of acting as 

the Companies’ ITO; (2) allowing the Companies to establish a regulatory asset in the 

amount of the MISO exit fee; (3) deeming the exit fee prudently incurred because 

incurring it will result in recurring savings and ultimately lower base rates, and (4) 

issue the order granting this relief by March 3 1,2006. 

Does this conclude your testimony? 

Q. 

A. 

Q. 

A. Yes, it does. 
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Q. 

A. 

Q. 

A. 

Please state your name, position and business address. 

My name is Susan Tierney. I am a Managing Principal at Analysis Group Inc., an 

economics, business and strategy consulting firm. Analysis Group’s address is 11 1 

Huntington Avenue, Boston, Massachusetts, 02 199. 

What is your occupation and professional experience? 

I am a consultant specializing in energy economics and policy. For over 20 years, I 

have been directly involved in issues that are relevant to this proceeding: economic 

regulation of utilities, including analysis of traditional retail regulation as well as 

policies to introduce greater competition into the electric industry; wholesale power 

market design and analysis; independent system operators (“ISOs”) and regional 

transmission organizations (“RTOs”); and resource planning processes by electric 

utility companies. I have appeared as a witness before the Federal Energy Regulatory 

Commission (“FERC”), many state regulatory agencies, arbitration panels and courts, 

and state and federal legislatures. I also submitted testimony in September 2004 and 

January 2005 to the Kentucky Public Service Commission (“Commission”) in its 

investigation of Louisville Gas and Electric Company (“LG&E”) and Kentucky 

Utilities Company’s (“KU”) (collectively, the “Companies”) membership in the 

Midwest Independent Transmission System Operator, Inc. (“MISO”), Case No. 2003- 

00266. 

Previously, I consulted at Lexecon Inc. and its predecessor company, The 

Economics Resource Group. Before that, I served as the Assistant Secretary for 

Policy at the U.S. Department of Energy and held senior positions in the 

Massachusetts state government as Secretary of Environmental Affairs; 
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Commissioner f the Department of Public Utilities; Executive Director of the 

Energy Facilities Siting Council; and Senior Economist for the Executive Office of 

Energy Resources. Prior to my work in state and federal government, I was an 

Assistant Professor at the University of California (Imine). I hold a Ph.D. in regional 

planning from Cornel1 University (1980). My resume is attached to my testimony as 

Attachment A. 

What is the purpose and scope of your testimony? 

The Companies asked me to provide an independent opinion on whether their 

proposal to withdraw from MIS0 membership, and to contract with the Tennessee 

Valley Authority (“TVA”) to serve as their North American Electric Reliability 

Council (“NERC”)-certified Reliability Coordinator (“RC”) and with the Southwest 

Power Pool (“SPP”) to serve as their Independent Transmission Organization 

(“ITO”), satisfies the requirements of KRS 278.218 as the Commission has explicated 

them. 

What is the fundamental policy issue facing the Commission in this proceeding? 

The central question before the Commission is whether to grant the Companies’ 

request to transfer functional control of their transmission facilities back to the 

Companies, to TVA for RC purposes, and to SPP to enable it to serve as IT0 for the 

Companies. The relevant Kentucky statute, KRS 278.218, states in part: “The 

commission shall grant its approval if the transaction is for a proper purpose and is 

consistent with the public interest.” As the Commission has explained the “public 

interest” component of that statutory standard, for a proposed transfer to be approved 

Q. 

A. 

Q. 

A. 
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it must not produce economic or reliability-related harm and must provide some 

benefits, though those benefits need not be readily quantifiable. 

What criteria should the Commission consider when reviewing the Companies’ 

request in this case? 

The four “proper purpose” and “public interest” criteria are: 

e 

0 

Q. 

A. 

retail rate impacts on LG&E/KU consumers; 

impacts on reliability of the system that serves LG&E and KU consumers; 

impacts on the form of the electric industry that provides service to LG&E and 

KU consumers; and 

impacts on the ability of the Commission to regulate in ways that influence the 

aforementioned factors in the future. 

0 

I offer these as the key criteria for “proper purpose” and “public interest” based on 

my experience in regulation of electric and gas utilities. More generally, the opinions 

in this testimony are based on my training and direct experience in the industry. 

Previously, I was a state public utility commissioner, and this helped shape my 

understanding of how states look at certain policy issues, including ones for which 

there is also a federal interest. My understanding of federal policy goals has been 

influenced by my past service as Assistant Secretary for Policy in the U.S. 

Department of Energy and by my current consulting experience in different parts of 

the country. In these contexts, I am aware of and have long supported the federal 

policy objective of helping to create the conditions for wholesale competition in the 

electric industry through assuring the provision of non-discriminatory access to 

transmission to market participants seeking to take part in regional power markets. I 

am also aware of and have long supported that states have an important and valid 
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interest in guiding the development and structure and regulation of the electric 

industries within their jurisdiction, so as to meet the needs of the utilities and 

customers in their own states. While there is potential tension between these federal 

and state objectives, there need not be such - as here, where the Companies have 

proposed to meet state policy objectives for the industry in a way that comports with 

federal requirements as well. 

Does the proposal of the Companies create retail rate impacts that satisfy what is 

required under KRS 278.218 as being in the public interest? 

Yes. The Commission has stated that the “public interest” requirement of KRS 

278.2 18 concerning a proposed transfer of functional control of utility assets 

“establishes a two-step process: first, there must be a showing of no adverse effect on 

service or rates; and, second, there must be a determination that there will be some 

benefits.” Based on my careful review of the Companies’ ITO/RC proposal, I 

conclude that it would not require an increase in retail rates. Rather, given the 

reduced costs of reliability coordination and IT0 services that TVA and SPP will 

provide, respectively, relative to the Companies’ remaining in MISO, it is reasonable 

to assume that retail rates will eventually decrease if the Commission and FERC 

approve the ITO/RC proposal. This is because there are relatively high 

administrative costs to the Companies and their retail customers associated with 

remaining in MISO, compared to having the TVA perform the Companies’ RC 

functions and the SPP perform the Companies’ IT0  functions. Taking into account 

the Companies’ exit fee for leaving MISO, there will be net savings in a few years. This 

net positive impact on retail rates would be a savings for LG&E/KU’s retail customers, as 

the changes in these federally-approved charges are passed through to retail consumers. 

Q. 

A. 
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Dr. Morey’s testimony today, along with the Companies’ evidence in Case 

No. 2003-00266, more than satisfies me that implementing the ITO/RC proposal will 

result not only in lower-cost services, but will provide other financial benefits to the 

Companies and their customers. Therefore, in my opinion, the proposal passes one 

part of the first prong of the public interest test: no adverse impacts on rates. 

Does the Companies’ proposal satisfy what is required under KRS 278.218 as 

being in the public interest concerning the reliability of the Companies’ 

transmission system? 

Q. 

A. Yes. Again, a second part of the Commission’s “public interest” test for 

administering KRS 278.218 (relating to a proposed transfer of functional control of 

utility assets) is that there “must be a showing of no adverse effect on service or rates; 

and, second, there must be a determination that there will be some benefits” 

(emphasis added). My review of the Companies’ proposal reveals no signs that the 

reliability of transmission service to the Companies and their customers will be 

diminished as a result of leaving MISO. The Companies’ original intention in joining 

MISO was that MISO’s primary role relative to the Companies’ service to its 

customers would be to provide reliability and transmission services for the 

Companies. (This was prior to MISO’s evolution towards a Day 2 market.) The 

proposed transfer of functional control away from MISO and to the Companies, to 

TVA for reliability coordination purposes, and to SPP to act as the Companies’ ITO, 

will therefore affect customers’ service primarily as a function of the reliability of the 

Companies’ transmission system. In that regard, the Companies’ ITO/RC proposal 

certainly meets the KRS 278.218 standard. In my 20-plus years in the electric 
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industry regulation field, I have observed that TVA and SPP are experienced and 

capable utility organizations that deliver on the reliability assurances they give. The 

testimonies of Messrs. Johnson and Goza filed with the Commission today give me 

no reason to expect that the Companies and their customers will experience 

diminished transmission reliability with TVA and SPP that will match that which they 

have enjoyed with MISO. 

Does the proposal of the Companies also resolve the jurisdictional issues 

presented by the current MISO membership and MISO’s FERC energy markets 

tariff? 

Yes. In addition to the KRS 278.218 requirement that a proposed transfer of 

functional control must be in the public interest, the statute requires that such a 

transfer be for a “proper purpose.” One such proper purpose is protecting this 

Commission’s ability properly and fully to regulate the Companies. As the 

Commission itself has expressed in recent months, one of the questions relating to the 

form of compliance with federal transmission requirements is what effect, if any, it 

has on the ability of state regulators to continue to influence certain matters 

traditionally under the supervision of the states. In August 2005, the KPSC expressed 

concern regarding ratepayer protection and shifts in regulatory authority as reasons 

for their investigation of Day 2 operations: “The list of issues spawned by the creation 

of RTOs is growing and the Commission is seemingly faced with ever decreasing 

authority as FERC addresses new issues regarding RTOs and transmission. 

Recognizing that RTOs are predominantly federally driven, we are unsure as to how 

Kentucky’s energy policy can incorporate plans to address this issue.” These are 

Q. 

A. 
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concerns that I too had flagged for the Commission in my prior testimony in Case No. 

2003-00266. The ITO/RC proposal unambiguously aligns with the full complement 

of the Commission’s regulatory prerogatives to protect Kentucky customers that the 

Commission has stated it wants to see continued in the state. 

Does the Companies’ proposal better conform to the Commonwealth’s expressed 

public policy favoring vertically integrated utilities? 

Yes. Again, KRS 278.218 requires that a proposed transfer of functional control of 

utility assets be for a “proper purpose.’’ I suggest that one such proper purpose is 

creating an industry structure that better aligns with the stated public policy of the 

Commonwealth. Whereas RTOs with centrally administered “Day 2” types of 

markets have been shown to work well in states and regions that have embraced retail 

choice and where vertically integrated utilities are not prominent, Kentucky has 

embraced a policy clearly supportive of maintaining the vertically integrated utility 

model in the Commonwealth of Kentucky.’ The ITO/RC proposal fits Kentucky’s 

chosen model well, providing for open and fair transmission access (the IT0 role) and 

securing transmission reliability (the RC role) in a way that conforms with federal 

policy objects for wholesale markets, while also allowing the vertically-integrated 

Companies to deploy their resources primarily for the benefit of their retail consumers 

and maintaining a high degree of oversight by the Commission. 

Q. 

A. 

’ In a February 3, 2004 letter to President Bush, Governor Fletcher and eight other southern governors stated 
that they remained “adamantly opposed” to imposing FERC’s Standard Market Design in the south, which is 
essentially what MISO’s EMT puts in place in the Companies’ service territory. The governors noted that rate- 
regulated, vertically integrated utilities have provided and will continue to provide the south with “low rates, 
appropriate infrastructure investment, and reliable electric delivery service.” 

7 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

0 

0 

a 

I 

Q. What is your recommendation? 

A. Because I am confident that the ITORC proposal that the Companies present to the 

Commission in their Application will (1) have beneficial retail rate impacts, (2) 

ensure the Companies’ continued excellent transmission reliability, (3) fit well with 

the Commonwealth’s policy of encouraging vertically integrated utility structures, 

and (4) better align with the Commission’s regulatory prerogatives, I respectfully 

submit that it meets the statutory requirements of KRS 278.218. I recommend that 

the Commission approve the Companies’ Application. 

Does this conclude your testimony? Q. 

A. Yes. 
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industries, energy policy, public policy and regulations, and environmental economics and 
policy. 0 
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Department of Public Utilities, and Executive Director of the Massachusetts Energy Facilities 
Siting Council. She recently served as chair of the Massachusetts Ocean Management Task 
Force. 

Dr. Tierney has authored numerous articles, speaks frequently at industry conferences, and 
served as a formal facilitator and expert mediator of disputes. She serves on a number of boards 
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She is chairman of the board of the Energy Foundation and the Energy Innovations Institute; a 
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1973 
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PROFESSIONAL EXPERIENCE 
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Senior Vice President 

Economics Resource Group, Inc., Cambridge, MA 
Principal and Managing Consultant 

U.S. Department of Energy, Washington, DC 
Assistant Secretary for Policy 

Commonwealth of Massachusetts, Executive Office of Environmental Affairs, Boston, MA 
Secretary of Environmental Affairs 

Commonwealth of Massachusetts, Department of Public Utilities, Boston, MA 
Com m ission er 

Commonwealth of Massachusetts, Energy Facilities Siting Council, Boston, MA 
Executive Director 

Commonwealth of Massachusetts, Executive Office of Energy Resources, Boston, MA 
Senior Economist 

Commonwealth of Massachusetts, Energy Facilities Siting Council, Boston, MA 
Policy Analyst 

National Academy of Sciences, Washington, DC 
Researcher 

University of California at Irvine, Irvine, CA 
Assistant Professor 
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TESTIMONY ON BEHALF OF CLIENTS e 
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Western Massachusetts Electric Company 
Before the Superior Court Department of Norfolk County, Massachusetts, Alternative Power Source, 
Inc., v. Western Massachusetts Electric Company, Civil Action No. 00-1967, on the allocation of 
costs related to transmission congestion in wholesale power contract for standard offer service. 
Expert Report, September 19, 2001; deposition, October 15,2001; testimony at trial, July 15,2005. 

Entergy Louisiana, Inc. and Entergy Gulf States Inc. 
Before the Louisiana Public Service Commission, Application of Entergy Louisiana, Inc. for 
Approval of the Purchase of Electric Generating Facilities and Entergy Gulf States, Inc. for Authority 
to Participate in Contract for the Purchase of Capacity and Electric Power, Docket No. U27836, 
January 2 1,2005. 

Louisville Gas & Electric and Kentucky Utilities Company 
Before the Kentucky Public Service Commission, Investigation Into The Membership of Louisville 
Gas and Electric Company and Kentucky Utilities Company In The Midwest Independent 
Transmission System Operator, Inc., Case No. 2003-00266, September 29, 2004; Supplemental 
Rebuttal Testimony, January 10,2005; testimony at hearing, June 2005. 

Pacific Gas & Electric Company 
Before the California Public Utilities Commission, In Re: Order Instituting Investigation into the 
ratemaking implications for Pacific Gas and Electric Company (PG&E) pursuant to the Commission's 
Alternative Plan of Reorganization under Chapter 11 of the Bankruptcy Code for PG&E, in the United 
States Bankruptcy Court, Northern District of California, San Francisco Division, In re Pacific Gas and 
Electric Company, Investigation 02-04-026, Pre-Filed Testimony, July 23, 2003, Testimony under cross- 
examination, September 12, 2003. 

Entergy Louisiana, Inc. 
Before the Louisiana Public Service Commission, Entergy Service, In Re: Application of Entergy 
Louisiana, Inc., for Authorization to Enter into Certain Contracts for the Purchase of Capacity and Energy, 
Docket No. U-27136, Rebuttal Testimony, April 25,2003. 

Entergy Services Inc. 
Before the Federal Energy Regulatory Commission, Entergy Services Inc., et al., in support of the 
application for approval of market-based power purchase agreements under Section 205 of the Federal 
Power Act. Affidavit, February 28, 2003; Affidavit, March 31, 2003; Testimony, September 2003; 
Testimony at deposition, November 20, 2003; Rebuttal Testimony, May 11, 2004; Deposition, May 27, 
2004, and June 10-1 1,2004; Testimony under cross-examination, July 19-23,26-27, 2004. 

Pacific Gas and Electric Company/PG&E Corporation 
Before the Federal United States Bankruptcy Court, Northern District of California, Sun Francisco 
Division, In Re: Pacific Gas and Electric Company, Debtor, Federal I.D. No. 94-0742640, on the public 
policy concerns raised by the proposed reorganization plan of PG&E Corporation. Expert report, 
November 8, 2002; rebuttal report, November 26, 2002. 

PP&L Global 
Before the New York Public Service Commission, Article X Siting Board, on the economic and 
environmental benefits of the Kings Park Energy power plant. Prefiled direct testimony (with James 
Potter, Stephen T. Marron, David J. Kettler, and Thomas Conoscenti), January 2002; rebuttal testimony 
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October 23,2002. 
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larron, William C. Miller, Jr., 

Connecticut Light & Power Company 

1. Dennis Eryou, and Robert W. Brown), 

- -  
Before the Federal United States District Court, District of Connecticut, Connecticut Light & Power 
Company v. NRG Power Marketing Inc., on their standard offer service wholesale sales agreement. Expert 
report, August 30,2002; deposition, September 27,2002. 

Pacific Gas and Electric Company/PG&E Corporation 
Before the Federal Energy Regulatory Commission, in the Matter of Paclfic Gas and Electric Company, 
PG&E Corporation, on behay of its Subsidiaries Electric Generation LLC, ETrans LLC, and GTrans 
LLC, on the public benefits of the application seeking approval under Section 203 of the Federal Power 
Act and Section 12 of the Natural Gas Act for various actions relating to restructuring of the company to 
emerge from bankruptcy, November 30,2001. 

Western Massachusetts Electric Company 
Before the Superior Court Department of Norfolk County, Massachusetts, Alternative Power Source, Inc., 
v. Western Massachusetts Electric Company, Civil Action No. 00-1967, on the allocation of costs related 
to transmission congestion in wholesale power contract for standard offer service. Expert Report, 
September 19,2001; deposition, October 15,2001. 

Cross-Sound Cable Company LLC 
Before the Connecticut Siting Council, on the public benefits of the proposed Cross Sound Cable Project’s 
Application for a Certlficate of Environmental Compatibility and Public Need, Docket No. 208. Prepared 
direct testimony, July 23,2001 ; oral testimony under cross-examination, October 24-26,29-30,2001. 

Sithe New England (Sithe Edgar LLC, Sithe New Boston LLC, Sithe Framingham LLC, Sithe West 
Medway LLC, Sithe Mystic LLC) 
Before the Federal Energy Regulatory Commission, in the Matter of NSTAR Electric & Gas Corp., v. 
Sithe Edgar LLC, Sithe New Boston LLC, Sithe Framingham LLC, Sithe West Medway LLC, Sithe Mystic 
LLC, and PG&E Energy Trading, Docket NO. ELO1-79-000. Affidavit comparing historical cost recovery 
by Boston Edison for its portfolio of fossil generation units @re-divestiture) under rate regulation, versus 
Sithe’s revenue recovery for these same units (post-divestiture) under market prices, June 5,2001. 

NRG Energy Inc. and Dynegy Holdings Inc. 
Before the Public Utilities Commission of Nevada, In Re: petition of the Attorney General’s Bureau of 
Consumer Protection to issue an Order staying further proceedings regarding divestiture of Nevada’s 
electric generation assets and to open a docket to consider whether to issue a moratorium on divestiture in 
Nevada. Supplemental prepared direct testimony on behalf of Valmy Power LLC, April 6, 2001; 
testimony under cross-examination.. 

Before the Public Utilities Commission of Nevada, In Re: petition of the Attorney General’s Bureau of 
Consumer Protection to issue an Order staying further proceedings regarding divestiture of Nevada’s 
electric generation assets and to open a docket to consider whether to issue a moratorium on divestiture in 
Nevada, prepared direct testimony on behalf of Reid Gardner Power LLC and Clark Power LLC, April 3, 
200 1 ; testimony under cross-examination. 
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Sithe New England, LLC 
Before the Federal Energy Regulato y Commission, In the Matter of Maine Public Utilities Commission 
and The United Illuminating Company v. IS0 New England, Inc., affidavit on the role of price “spikes” in 
compensating generators for the services that they provide in the region, September 7,2000. 

Arkansas Electric Distribution Cooperatives 
Before the Arkansas Public Service Commission, In the Matter of a Generic Proceeding to Establish 
Uniform Policies and Guidelines for a Standard Service Package. Prepared joint reply testimony (with 
Janet Gail Besser), July 2 1, 2000; prepared joint surreply testimony (with Janet Gail Besser), August 3, 
2000. 

TransEnergie U.S. 
Before the Connecticut Siting Council, on the public benefits of the proposed Cross Sound Cable Project. 
Expert report, July, 2000; prepared direct testimony, September 20, 2000; oral testimony, September 27, 
2000; supplemental written testimony, December 7, 2000; oral testimony under cross-examination, 
December 14,2000; oral testimony January 9-1 1, 2001. 

SCS Energy Corp. 
Before the New York State Public Service Commission, on the economic and environmental impact of a 
new combined cycle power plant in Queens, N Y ,  June 19,2000. 

Reading Municipal Light Department 
Before the Massachusetts Energy Facilities Siting Board, Docket No. EFSB 97-4, on the economics and 
need for a new natural gas pipeline, June 19, 2000; testimony under cross-examination September 19, 
2000, September 21-22, 2000, October 5,2000, and October 17,2000. 

Fitchburg Gas and Electric Light Company 
Before the Massachusetts Department of Telecommunications and Energy, Docket D. T.E. 99-66, on gas 
and electric company rate design policy, testimony under cross-examination, January 14,2000. 

FirstEnergy Corp. 
Before the Public Utilities Commission of Ohio, In the Matter of the Application of FirstEnergy Corp. on 
behalf of Ohio Edison Company, the Toledo Edison Company, and The Cleveland Electric Illuminating 
Company: for Approval of an Electric Transition Plan and for Authorization to Recover Transition 
Revenues (Case No. 99-1212-EL-ETP); for Approval of New Tariffs (Case No. 99-1213-EL-ATA); for 
Certain Accounting Authority (Case No. 99-12 14-EL-AAM), on recovery of transition costs and 
calculation of the market value of generation assets. Joint testimony (with Dr. Scott T. Jones), December 
22, 1999; supplemental testimony (with Dr. Scott T. Jones), April 4,2000; deposition, April 7,2000. 

Sithe New England, LLC 
Before the Massachusetts Energy Facilities Siting Board, Docket EFSB 98-10, in support of an application 
to construct a 540 MW gas-fired single cycle peaking power plant in Medway, Massachusetts. Prepared 
direct testimony, April 1999; oral testimony under cross-examination, July 27, 1999. 

Village of Bergen, et al. 
Before the Supreme Court of the State of New York, Index No. 081556, Affidavit in Response to 
Defendant’s Submission of February 25, 1999, in Village of Bergen, et al., Plaintixs, v. Power Authority 
ofthe State ofNew York, Defendant, March 3, 1999. 
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Before the Supreme Court of the State of New York, Index No. 081556, Affidavit in Support of Petition to 
Correct Rates, in Village of Bergen, et al., Plaintgs, v. Power Authority of the State of New York, 
Defendant, October 17, 1996. 

Sithe New England, LLC 
Before the Massachusetts Energy Facilities Siting Board, Docket EFSB 98-7, in support of an application 
to construct a 750 MW gas-fired combined cycle power plant at the Fore River Station in Weymouth, 
Massachusetts (Edgar). Prepared direct testimony, February 10, 1999; oral testimony under cross- 
examination, July 26, 1999. 

Sithe New England, LLC 
Before the Massachusetts Energy Facilities Siting Board, Docket EFSB 98-8, in support of an application 
to construct a 1500 MW gas-fired combined cycle power plant at the Mystic Station in Everett, 
Massachusetts. Prepared direct testimony, February 10, 1999; oral testimony under cross-examination, 
May 25, June 2, 1999. 

U.S. Generating Company 
Before the Connecticut Siting Board, Docket No. 189, on an application to construct a new Lake Road 
Generating Project, September 1998. Oral testimony under cross-examination . 

Central Hudson Gas & Electric Corporation 
Before the Supreme Court of New York, Index No. 255/1998, CHGE v.  West Delaware Hydro Associates, 
on issues relating to ratemaking treatment of costs relating to power contracts, April 13, 1998. 

Sithe New England Holdings, LLC 
Before the Massachusetts Department of Telecommunications and Energy and the Massachusetts Energy 
Facilities Siting Board, Docket Nos. DTE98-84 and EFSB98-5, on issues pertinent to forecast and supply 
planning by electric companies, September 14, 1998. 

Sithe Energies, Inc. 
Before the Massachusetts Energy Facilities Siting Board, Docket No. EFSB98-3, on issues related to the 
agency’s rulemaking establishing a Technology Performance Standard, June 8, 1998. 

Before the Massachusetts Energy Facilities Siting Board, Docket No. EFSB98-1, on issues related to the 
agency’s review of project viability as part of its review of power plant applications, March 16, 1998. 

Pennsylvania Power & Light 
Rebuttal testimony on codes of conduct governing affiliate relations. Pennsylvania Public Utility 
Commission, Docket Nos. A-122050FO003, A-12065OF0006, testimony under cross-examination, 
February 17, 1998. 

Rebuttal testimony on rate unbundling and rate design issues, on consumer protection issues. 
Pennsylvania Public Utility Commission, Docket No. R-00973954, testimony under cross-examination, 
August 5, 1997. 
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Before the Pennsylvania Public Utility Commission, Docket No. R-00973954, on rate design, April 1, 
1997. 

Nextel Communications 
Before the Massachusetts Department of Public Utilities, Docket 95-59-B, on telecommunications facility 
matters, testimony under cross-examination, January 1997. 

Arizona Public Service Company 
Before the Arizona Corporation Commission, Docket No. U-0000-95-506, on integrated resource planning 
and competition, October 1996. 

U.S. Generating Company 
Before the Massachusetts Energy Facilities Siting Board, Docket 96-4, on an application to construct a 
new Millennium power generating facility, testimony under cross-examination, October 1996. 

MCI Communications, Inc. 
Before the Massachusetts Department of Public Utilities, in the NYNEX interconnection docket. Opening 
up the Local Exchange Market to Competition: Common Themes with Retail Competition in Electricity 
and Natural Gas Industries, August 30, 1996. 

Intercontinental Energy Corporation 
Before the New Jersey Board of Public Utilities, No. EX94120585Y, on the Energy Master Plan Phase I 
Proceeding to Investigate the Future Structure of the Electric Power Industry, July 1996. 

Before the Massachusetts Department of Public Utilities, DPU 96-1 00, on the Investigation Commencing 
a Notice of Inquiry/Rulemaking for Electric Industry Restructuring Proceedings, July 1996. 

Several confidential expert reports, testimonies, and depositions in confidential arbitrations and 
mediations. 

PUBLICATIONS, REPORTS, ARTICLES 

“New England Energy Infrastructure - Adequacy Assessment and Policy Review,” Prepared for The New 
England Energy Alliance. White Paper co-authored with Paul J. Hibbard, November, 2005. 

“New energy bill doesn’t do enough.” Op Ed, Boston Globe, July 29,2005. 

“The Benefits of New LNG Infrastructure in Massachusetts and New England: 
The Northeast Gateway Project,” Prepared for Northeast Gateway Energy Bridge, L.L.C., and 
Algonquin Gas Transmission, LLC, White Paper co-authored with Paul. J. Hibbard, June 2005. 

“Principles for Market Monitoring and Mitigation in PJM: A Review of Economic Principles, Legal and 
Regulatory Structures, and Practices of Other Regions, with Recommendations,” White Paper prepared 
for PJM Interconnection, January 3,2005, 

“Keeping the Power Flowing: Ensuring a Strong Transmission System to Support Consumer Needs For 
Cost-Effectiveness, Security and Reliability - A Report of the Transmission Infrastructure Forum of the 
Consumer Energy Council of America,” co-authored the report with CECA staff for this CECA 
Transmission Infrastructure Forum, January 2005. 0 
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@ Signatory to “Ending the Energy Stalemate: A Bipartisan Strategy to Meet America’s Energy Challenges, 
Summary of Recommendations,” Washington, DC: National Commission on Energy Policy, December 
2004. 

“Comments of Susan F. Tiemey and Paul. J. Hibbard on their own behalf,” before the Federal Energy 
Regulatory Commission, in the Matters of Solicitation Processes for Public Utilities (Docket No. PLO4-6-000) 
and Acquisition and Disposition of Merchant Generation Assets by Public Utilities (Docket No. PLO4-9-000), 
on the role of independent monitors and independent evaluators in public utility resource solicitations, July 1, 
2004. 

“Energy and Environmental Policy in the United States: Synergies and Challenges in the Electric Industry” 
(with Paul J. Hibbard), prepared for Le Centre Franqais sur les Etats-Unis (The French Center on the United 
States), July 2003; presentation in Paris, October, 2003. 

“Supplemental Report on the Benefits of New Gas Infrastructure in New England: The Everett Extension 
Project” (with Charles Augustine), prepared for Algonquin Gas Transmission Company, February 5,2003. 

“The Political Economy of Long-Term Generation Adequacy: Why an ICAP Mechanism Is Needed as Part of 
Standard Market Design” (with Janet Gail Besser and John Farr), The Electricity Journal, August/September 
2002. 

“Siting Power Plants in the New Electric Industry Structure: Lessons California and Best Practices for Other 
States” (with Paul J. Hibbard), The Electricity Journal, June 2002. 

“Siting Power Plants: Recent Experience in California and Best Practices in Other States” (with Paul J. 
Hibbard), prepared for The Hewlett Foundation and The Energy Foundation, February 2002. 

a 
“Economic and Environmental Benefits of the Kings Park Energy Project: System Production Modeling 
Report” (with Joseph Cavicchi), prepared for PPL Global, January 25,2002. 

“The Benefits of New Gas Infrastructure in New England: 
Project” (with Charles Augustine), prepared for Maritimes & Northeast Pipeline, LLC, January 2002. 

The Maritimes & Northeast Phase IV Pipeline 

“Activating Ontario’s Capacity Market: Design and Implementation Issues” (with Janet Gail Besser and John 
Farr), prepared for Sithe Energies, Inc., October 24,2001. 

White paper on “Ensuring Sufficient Capacity Reserves in Today‘s Energy Markets” (with Janet Gail Besser 
and John Farr), prepared for submission as part of comments filed by Sithe Power Marketing LLC, Sithe New 
England Holdings, and FPL Energy LLC, in FERC Docket No. EXO1-1-000, October 17,2001. 

“The Rationale and Need for Capacity Obligations and a Capacity Market in a Restructured Ontario Electricity 
Industry” (with Janet Gail Besser and John Farr), prepared for Sithe Energies, Inc., September 27, 2001. 

“Economic and Environmental Benefits of the Wawayanda Energy Center: System Production Modeling 
Report” (with Joseph Cavicchi), prepared for Wawayanda Energy Center, LLC, August 24,200 1. 

“A Better CO2 Rule,” op-ed, The New York Times, May 16,2001. 0 
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0 “Air Pollution Reductions Resulting from the &ngs Park Energy Project” (with Joseph Cavicchi), prepared for 
PPL Global, January 24,200 1. 

“Report on “Economic Benefits of Wireless Telecommunications,” prepared on behalf of the New Hampshire 
Coalition of Wireless Carriers for the New Hampshire HB 733 Study Committee, November 13,2000. 

Expert Report: “Public Benefits of the Proposed Cross Sound Cable Project Prepared for TransEnergie U.S. 
Ltd.,” July 2000. 

“The Benefits of New Gas Infrastructure in Massachusetts and New England: The Maritimes & Northeast 
Phase I11 Pipeline and the Algonquin Gas Transmission Company HubLine Projects” (with Wayne Oliver of 
Navigant Consulting), prepared for Maritimes & Northeast Pipeline, LLC and Algonquin Gas Transmission 
Company, October 2000. 

“Production Modeling for the Astoria Project: Report on Results” (with John G. Farr), report for SCS Energy 
Corp., June 14,2000. 

“Observations from Across the Border: Implications for Canadian Reliability of Recent Changes in U.S. 
Electricity Markets and Policy,” white paper for Natural Resources Canada, 1999. 

“Research Support for the Power Industry” (with M. Granger Morgan), Issues in Science and Technolop, Fall 
1998. 

()I “Maintaining Reliability in a Competitive U.S. Electricity Industry,” Final Report of the Task Force on 
Electric System Reliability, U.S. Department of Energy, September 29, 1998. 

“Regional Issues in Restructuring the Electric Industry,” The Electricity Industry Briefing Papers, The 
National Council on Competition and the Electric Industry, April 1998. 

“Fueling the Future: America’s Automotive Alternatives” (with Philip Sharp), The American Assembly, 
Columbia University, Arden House, NY, September, 1995. 

“Needed: Broad Perspective, Fresh Ideas,” guest editorial, The Electricity Journal, November 1994. 

Foreword in J. Raab, Using Consensus Building to Improve Utility Regulation, American Council for an 
Energy-Efficient Economy, Washington, DC, 1994 

“Massachusetts’ Pre-Approval Approach to Prudence in Massachusetts,” The Electricity Journal, December 
1990. 

“Using Existing Tools to Pry Open Transmission-A New England Proposal,” The Electricity Journal, April 
1990. 

“Sustainable Energy Strategy: Clean and Secure Energy for a Competitive Economy” (directed), National 
Energy Policy Plan, July 1995. a 



“The Domestic Natural Gas and Oil Initiative: First Annual Progress Report” (directed), U.S. Department of 0 Energy, February 1995. 

General Guidelines for Voluntary Reporting of Greenhouse Gases under Section 1605(b) of the Energy Policy 
Act of 1992 (directed), U.S. Department of Energy, October 1994. 

“Fueling a Competitive Economy: Strategic Plan for the U.S. Department of Energy” (directed), April 1994. 

“The Domestic Natural Gas and Oil Initiative: Energy Leadership in the World Economy” (directed), U.S. 
Department of Energy, December 1993. 

“Siting Needs: Issues and Options,” U S .  Department of Energy, June 1993. 

“The Nuclear Waste Controversy,” in D. Nelkin, Controversy: The Politics of Technical Decisions, Sage, 
1977; 1984 (second edition). 

DATA WARS: Computer Models in the Federal Government (with Kenneth L. Kraemer, Siegfried Dickhoven, 
and John Leslie King), Columbia University Press, 1987. 

“The Evolution of the Nuclear Debate: The Role of Public Participation,” Annual Review of Energy, 1978. 

OTHER PROFESSIONAL ACTIVITIES 

Member, National Academy of Sciences Committee on Enhancing the Robustness and Resilience of 
Electrical Transmission and Distribution in the United States to Terrorist Attack, 2005-present 

Director, Electric Power Research Institute, 2005-present, 1998 to 2003 

Chair of the Laboratory Direction’s Division Review Panel for the Environmental Energy Technologies 
Division, Lawrence Berkeley National Laboratory, 2005. 

Chair, Ocean Management Task Force to the Massachusetts Secretary of Environmental Affairs, 2003-2004. 

Member, National Commission on Energy Policy, 2002 to present 

Chair, Board of Directors, Electricity Innovations Institute, 2002 to 2004 

Member, Board of Directors, Catalytica Energy Systems Inc., 2001 to present 

Co-Chair, RTO Futures: Regional Power Working Group, 2001 -2002 

Member, Advisory Committee, Carnegie Mellon Electricity Industry Center, 200 1 to present 

Member, Board of Directors, Climate Policy Center, 2001 to present 

Member, Florida Energy 2020 Study Commission, Environmental Technical Advisory Committee, 2001 
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Chair of the Board of Directors, The Energy Foundation, 2000 to present; Vice-Chair, 1999-2000; Director, 0 1997 to present 

Chair, Board of Directors, Clean Air-Cool Planet: A Northeast Alliance, 1999 to present 

Member, Policy Advisory Committee, China Sustainable Energy Project-A Joint Project of The Packard 
Foundation and The Energy Foundation, 1999 to present 

Director, North East States Center for a Clean Air Future (formerly, Northeast States Clean Air Foundation), 
1998 to present 

Technical Advisor, Mid-Atlantic Area Council/PJM, Dispute Resolution Procedure, 1998 to present 

Member, “ISO-New England” (Independent System Operator) Advisory Committee, 1998 to 2003 

Director, The Randers Group (subsidiary of Thermo TERRATEK), 1997 - 2000 

Director, MHI, Inc. (electric utility aggregator for non-profit organizations in Massachusetts), 1997 - 1999 

Director, Thermo ECOTEK Corporation, 1996 - 1999 

Member, United States Department of Energy, Electricity Reliability Task Force, 1996-1998 

Member, Harvard Electricity Policy Group, 1993 to present @ 

HONORS AND AWARDS 

I 

Distinguished Alumna Award, Scripps College, Claremont, CA, 1998 

Award for Individual Leadership in Public Service, The Energy Daily, 1995 

Special Recognition Award for Outstanding Contribution to the Industry, Cogeneration and Competitive 
Power Institute, Association of Energy Engineers, 1994 

Leadership Award, National Association of State Energy Officials, 1994 

Commencement Speaker and Honorary Doctorate of Laws, Regis College, Weston, MA, 1992. 
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Please state your name, business address and position. 

My name is Michael S. Beer. My business address is 220 West Main Street, 

Louisville Kentucky 40202. I am Vice President, Federal Regulation & Policy for 

LG&E Energy Services Inc. on behalf of Louisville Gas and Electric Company 

(“LG&E”) and Kentucky Utilities Company (“KU”) (collectively “LG&E/KU” or 

“the Companies”). A complete statement of my prior work experience is attached to 

this testimony as Appendix A. 

Have you previously testified before this Commission? 

Yes. I have previously testified before this Commission in several proceedings, 

including rate proceedings and Case No. 2003-00266, this Commission’s 

lnvestigation into the Membership of Louisville Gas and Electric Company and 

Kentucky Utilities Company in the Midwest Independent Transmission System 

Operator, Inc. (“MISO”). 

What is the purpose of your testimony? 

I will explain how the Companies’ application filed with the Commission today fits in 

the context of (1) the currently open Commission proceeding relating to the 

Companies’ ongoing membership in MISO, Case No. 2003-00266, and (2) the 

Companies’ currently pending application before the Federal Energy Regulatory 

Commission (“FERC”) for approval of the same transaction that is the subject matter 

of this Application. 

How does the Companies’ application filed today fit in the context of Case No. 

2003-00266 and the Companies’ recent FERC application concerning the 

Companies’ exit from MISO? 
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A. The Companies’ present application is the fulfillment of a commitment the 

Companies made in Case No. 2003-00266, and complements the Companies’ recent 

FERC filing. In the Companies’ Brief and Reply Brief, filed in Case No. 2003-00266 

on September 6 and September 13,2005, respectively, the Companies stated that they 

would “return to this Commission for approval under KRS 278.2 18 for the requisite 

authority to implement the proposed alternative [to continued MISO membership] .” 

The Independent Transmission Organization (‘?TO”) and Reliability Coordinator 

(“RC”) proposal (“ITO/RC”) the Companies present in this application is the 

“proposed alternative” of which they earlier wrote, and they now return to the 

Commission to seek approval of it. 

In Case No. 2003-00266, the Companies’ testimony, cost-benefit analysis, and 

other evidence laid the foundation for the Companies’ FERC application, as well as 

this application, by showing that the Companies and their customers can obtain 

financial benefits while maintaining excellent transmission system reliability by 

exiting MISO in favor of operation with a new, North American Electric Reliability 

Council (“NERC”)-certified reliability coordinator. 

Spurred on by the evidence introduced in Case No. 2003-00266, the 

Companies formulated a workable alternative to their continued MISO membership, 

an alternative the Companies believed would meet KRS 278.218 requirements and be 

acceptable to FERC: the ITO/RC proposal. Having formulated the proposal, the 

Companies issued Requests for Proposals (“RFPs”) to numerous entities -- including 

MISO -- that might potentially serve either as the Companies’ IT0  or RC. Of the 

candidates to which the Companies issued their RFPs, only the Southwest Power Pool 

2 



(“SPP”) responded to the IT0 RFP, and the Tennessee Valley Authority’s (“TVA”) 

was the best response to the RC RFP. With the knowledge that those would be the 

entities to fill the IT0 and RC roles, the Companies filed their application with FERC 

to withdraw from MISO in favor of the ITO/RC proposal. The Companies have 

included a complete electronic copy of that application as an exhibit to their present 

Application to this Commission (Application Exhibit 2). 

In support of their FERC application, the Companies included the testimony 

of Dr. Mathew J. Morey, an expert familiar to this Commission from Case No. 2003- 

00266, and Mr. Stuart L. Goza from TVA. Dr. Morey submitted testimony in that 

proceeding that the ITO/RC proposal would result in net cost savings for the 

Companies, even after taking into account payment of the MISO exit fee; Dr. Morey 

submits testimony to the same effect to this Commission today. Likewise, Mr. Goza 

submitted testimony to FERC on the Companies’ behalf, laying out why TVA, as a 

NERC-certified reliability coordinator that already provides such services to the East 

Kentucky Power Cooperative, Inc. (“EKPC”) and the Big Rivers Electric Corporation 

(“BREC”), is an excellent fit for Kentucky as the Companies’ RC, and why the 

Companies can continue to expect excellent transmission system reliability by using 

TVA’s RC services; he too submits similar testimony to this Commission today. 

The ITO/RC proposal contained in the Companies’ present application, 

therefore, is the product of extensive research and contemplation, and is the 

Companies’ best alternative to MISO. The Companies present it to the Commission 

for approval at this time so that this Commission and FERC may proceed 

expeditiously and in tandem to approve the Companies’ proposal with whatever 
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modifications are agreeable to both authorities, so that the Companies may begin to 

realize the financial benefits of exiting MISO by April 2006. 

What is the status of the proceeding at FERC concerning the Companies’ 

application to withdraw from MISO? 

On October 7, 2005, the Companies filed with FERC their application to withdraw 

from MISO and utilize TVA as the Companies’ RC and SPP as their ITO.’ On 

October 14, 2005, FERC issued notice of the Companies’ application,2 setting a 

comment due date of November 15,2005 by Errata n ~ t i c e . ~  

As of November 15, 2005, a number of persons interested in this proceeding 

have filed motions to intervene, protest and comment. Most of the interveners’ 

comments have concerned (1) the adequacy of the exit fee and (2) transmission- 

related issues such as rate pancaking. With respect to (l), as the Companies note 

below, the party with which the Companies must negotiate the exit fee -- MISO -- has 

not contested the Companies’ calculation thereof. The FERC interveners’ 

transmission access and rate concerns are not relevant to this proceeding, though the 

Companies will address them before FERC. LG&E Energy, LLC, on behalf of its 

subsidiaries LG&E and KU, gave FERC notice on November 7, 2005 that it plans to 

file a motion after the close of the comment period for leave to file one answer to all 

comments and protests. The Companies presently anticipate making that filing on or 

by November 30,2005. 

’ LG&E Energy LLC, Louisville Gas & Electric Company et al, Docket Nos. EC06-4-000 & EC06-20-000, 
Application (October 7,2005). 

LG&E Energy LLC, Louisville Gas & Electric Company et al, Docket Nos. EC06-4-000 & EC06-20-000, 
Notice of Filing (October 14, 2005). 

LG&E Energy LLC, Louisville Gas & Electric Company et al, Docket Nos. EC06-4-000 & EC06-20-000, 
Errata (October 17, 2005). 
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A. 

Has MISO petitioned for intervention in the FERC proceeding? 

Yes. MISO filed its petition for intervention and comments on the Companies’ 

application on November 15, 2005. In its extensive comments, MISO reiterates the 

same arguments it raised before this Commission in Case No. 2003-00266, such as its 

assertion that MISO membership provides net benefits as compared to non-MIS0 

membership, all of which the Companies rebutted in Case No. 2003-00266 before this 

Commission. MISO further asserts that the Companies should have to pay MISO 

costs in addition to the exit fee, such as a fee for the costs MISO and the 

Pennsylvania-Jersey-Maryland RTO (“PJM”) incur to administer the Joint Reliability 

Coordination Agreement between MISO, PJM, and TVA. Of course, MISO’s claims 

are specious: the Companies are under no contractual obligation to pay any such 

costs, nor has MISO made any filing before FERC or this Commission to compel the 

Companies to pay such costs. 

What is the status of the Companies’ negotiations with MISO concerning the exit 

fee that the Companies must pay if they exit MISO? 

As the letter attached hereto as MSB Exhibit 1 shows, the Companies and MISO have 

agreed upon the formula by which the exit fee will be calculated once the date for the 

Companies’ exit becomes certain. The Companies estimate that the exit fee will not 

exceed approximately $41 million, assuming an exit date of April 1, 2006. To the 

Companies’ knowledge, MISO has not disputed this calculation of the exit fee before 

FERC or elsewhere. 

Does this conclude your testimony? 

Yes, it does. 
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APPENDIX A 

Michael S. Beer 

Vice President - Federal Regulation and Policy 
LG&E Energy LLC 
220 West Main Street 
Louisville, Kentucky 40202 
(502) 627-3547 

Education 

Illinois Wesleyan University, B.A. in Business Administration -- 1980 
The John Marshall Law School, Juris Doctor (with Distinction) -- 1987 

Previous Positions 

Louisville Gas and Electric Company, Louisville, KY.: 
2000-200 1 - Senior Counsel Specialist-Regulatory 
1998 - 2000 - Senior Corporate Attorney 

1997 - 1998 - Director of Federal Regulatory Affairs 
1995 - 1997 - Senior Attorney 
1992 - 1995 -Attorney 

Soyland Power Cooperative Inc., Decatur, Illinois 
1998 - 199 1 - Attorney 
1982 - 1984 - Contract Buyer 

January 1996 - December 1998 - Adjunct Associate Professor of Business Law 
August 1988 - December 1995 - Adjunct Assistant Professor of Business Law 

1987 - 1988 -Associate 

Illinois Power Company, Decatur, Illinois 

Millihn University, Decatur, Illinois 

Samuels, Miller, Schroeder, Jackson & Sly, Decatur, Illinois 

Beerman, Swerdlove, Woloshin, Barezky & Berkson, Chicago, Illinois 
1985 - 1987 -Law Clerk 

ProfessionaVTrade Memberships 

American Bar Association 
Energy Bar Association 
Illinois State Bar Association 

Civic Activities 

Volunteers of America (Kentucky & Tennessee Chapter), Director 



VERIFICATION 

COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Michael S. Beer, being duly sworn, deposes and says that he is the 

Vice President of Federal Regulation & Policy for LG&E Energy Services Inc., that he has 

personal knowledge of the matters set forth in the foregoing testimony, and the answers 

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

MICHBL S ~ E C  . 
Subscribed and sworn to before me, a Notary Public in and before said County and State, 

My Commission Expires: 



VERIFICATION 

0 COMMONWEALTH OF KENTUCKY ) 
) ss: 

COUNTY OF JEFFERSON ) 

The undersigned, Michael S. Beer, being duly sworn, deposes and says that he is the 

Vice President of Federal Regulation & Policy for LG&E Energy Services Inc., that he has 

personal knowledge of the matters set forth in the foregoing testimony, and the answers 

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

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

My Commission Expires: 







MSB Exhibit 1 
Page 1 of 3 

Ck%nber 6,2005 

Re: Status OF Withdrawal Discussions 



MSB Exhibit 1 
Page 2 of 3 



MSB Exhibit 1 
Page 3 of 3 



1 

0 2  
3 
4 
5 
6 

7 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

e 2o 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 

39 
40 

Q: Please state your name, business address, and current position. 

A: My name is Stuart L. Goza. My business address is 1101 Market Street, PCC 2A, 
Chattanooga, Tennessee 37402-2801. I am employed by the Tennessee Valley Authority 
(TVA) in the position of Specialist, Reliability Coordinator. 

Q: What is your educational and work experience background? 

A: 
Bachelor of Science degree in Engineering (Electrical Power option) from the University 
of Tennessee at Chattanooga in 1982. I also received a Master degree in Business 
Administration from the University of Tennessee at Chattanooga in 2000. I have over 
twenty-two years of work experience in the electric utility industry. I worked for 
fourteen years at Tampa Electric Company in Tampa, Florida, in various engineering and 
management positions in the areas of transmission planning, control area operations, 
generation planning, and power marketing. I began employment with TVA in 1997. At 
TVA I have worked in power marketing, control area operations, and reliability 
coordination. I currently have supervisory responsibility over two 7 x 24 real time 
operating desks. 

I am a registered Professional Engineer in the State of Tennessee. I received a 

Q: What is the purpose of your testimony? 

A: 
acts as a reliability coordinator for other electric systems (including other systems in 
Kentucky), and how TVA proposes to provide such services to Louisville Gas and 
Electric Company (LG&E) and Kentucky Utilities Company (KU)(collectively, the 
Companies). 

The purpose of my testimony is to provide background regarding TVA, how TVA 

Q: Please summarize your testimony. 

A. 
Companies. Indeed, TVA provides similar services for entities in Kentucky today. 
Furthermore, based on the location of the Companies’ loads, and certain operating 
conditions described herein, TVA is the logical entity to act as reliability coordinator for 
the Companies. The Companies’ loads are dispersed within TVA’s Kentucky reliability 
area already, and operations and planning will be facilitated if TVA acts as reliability 
coordinator for them. 

As discussed herein, TVA has the requisite experience to provide services to the 

Q: Please provide a brief description of TVA generally. 

A: 
created in 1933 by an act of Congress and charged with providing navigation, flood 

TVA is a corporate agency and instrumentality of the United States government 
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control, and agricultural and industrial development, while providing electric power to 
the Tennessee Valley region. 

TVA is the largest public power company in the United States and operates one of the 
largest electric power systems in North America. TVA is completely self-financing, and 
meets the needs of its power and non-power operations through internally generated cash 
flows. TVA raises capital for its power program primarily through public market 
financings. Other “quick facts” regarding TVA are as follows. 

Nation’s largest public power system 
$7.5 billion total revenues 
155 billion kWh total 2004 system generation 
166 billion kWh total 2004 power sales 
33,189 MW power system capacity (net winter dependable) 
158 power distributors, 62 directly-served industries and government agencies 
99.999 percent transmission system reliability 
17,000 miles of transmission lines 
80,000 square-mile service area, covering parts of seven states 
Steward of the nation’s fifth-largest river system 
800 miles of commercially navigable waterways 
49 dams for integrated river management 
$338 million in tax-equivalent payments to states and counties 

The TVA transmission system is one of the largest and most reliable in North America, 
having maintained 99.999 percent reliability over the past five years in delivering 
electricity to customers. TVA’s system is comprised of almost 17,000 miles of 
transmission line, about 1 17,000 transmission line structures, and 1,032 individual 
interchange and interconnection points, occupying over 258,000 right-of-way acres. 

During the 2005 summer, TVA surpassed its all-time peak demand of 29,966 MW with 
demand of 3 1,703 MW on July 25 and demand of 3 1,935 MW the following day. These 
demands were met with no customer interruptions while also handling power from other 
areas moving across the TVA system. TVA demand exceeded 29,000 MW for eight 
consecutive days beginning July 20,2005 with no customer interruptions. 

TVA, as a NERC Reliability Coordinator, is responsible for monitoring and ensuring the 
reliable operation of the bulk transmission system in a 10-state region that includes 
Tennessee, and portions of Alabama, Georgia, Illinois, Iowa, Kentucky, Mississippi, 
Missouri, North Carolina, and Virginia. 

Q: Does TVA currently provide reliability coordination service? 

A: Yes. TVA is one of the original “security coordinators” and began when NERC 
first established this function. NERC later changed the name of security coordinator to 
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reliability coordinator. TVA Reliability Coordinator (TVA RC) is one of five Reliability 
Coordinators in the Southeastern Electric Reliability Council (SERC). The TVA 
Reliability Coordinator office is located in Chattanooga, Tennessee. The reliability 
coordination function is performed 7 x 24, 365 days a year, at a facility referred to as the 
Regional Operations Center. 

TVA has entered into Reliability Coordination Agreements with Associated Electric 
Membership Cooperative (AECI), Big Rivers Electric Corp. (BREC), East Kentucky 
Power Cooperative (EKPC), and Electric Energy, Inc. (EEI) (collectively “Members”) 
and is the NERC-authorized Reliability Coordinator for each. The Members operate as 
Balancing Authorities (BA) and/or Transmission Operators (TO) with operations in the 
East Central Area Reliability (ECAR), Mid-America Interconnected Network, Inc. 
(MAIN), and SERC regions. 

Each respective NERC region recognizes TVA as the Reliability Coordinator for the 
applicable Member, and TVA RC complies with each applicable Region’s policies and 
standards. In addition to its own service territory, TVA currently provides reliability 
services to these four other Members under separate reliability services agreements. 

The TVA RC comprises an area of 192,000 square miles with a population of nearly 10 
million people. 

Q. 
performance as their Reliability Coordinator? 

Are the existing Members of the TVA RC Area satisfied with TVA’s 

A. 
new agreements with TVA to provide for additional services in conjunction with 
reliability coordination services. 

Yes, they are. BREC and EKPC have both indicated their intentions to execute 

Q. What are the practicalities of changing Reliability Coordinators? 

A. 
the Companies would agree upon a transition plan to ensure that there would be no 
interruption in reliability coordination services to the Companies. In August 2004, the 
TVA RC worked successfully with the MAIN Reliability Coordinator to transition EEI 
into the TVA RC Area so that there were not any adverse impacts to reliability. In 2001 , 
BREC and EKPC changed Reliability Coordinators from the ECAR Reliability 
Coordinator to TVA and AECI changed from the Entergy Reliability Coordinator to 
TVA. 

TVA, the Midwest Independent Transmission System Operator, Inc. (MISO), and 

Q: 
coordination and transmission and generation scheduling and dispatch, Le., 
regarding the split and separation of functions. 

Please describe how TVA is organized internally with respect to reliability 
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A: TVA operates two geographically separated control centers, one for the 
Reliability Coordination functions and one for the Balancing Authority and Transmission 
Operator functions. The Regional Operations Center (ROC) is the main facility for the 
RC and TVA Transmission Provider and Interchange Authority functions. The System 
Operations Center (SOC) is the main facility for the TVA Balancing Authority (including 
generation dispatch) and Transmission Operations functions. To ensure continuity of 
both functions, the SOC backs-up the ROC and the ROC backs-up the SOC. 

Both facilities are in a hot standby mode at all times. Each site utilizes the same type 
systems and has back-up power supplies, and fully redundant communications 
independent of each other. The transfer to the back-up center would be transparent to the 
outside world as a phone script rolls the Reliability Coordinator’s numbers from the ROC 
to the SOC. Once the RC is in place at the SOC, a notice would be posted on the NERC 
Reliability Coordinator Information System (RCIS) informing everyone that TVA RC 
had relocated to the back-up facility. 

NERC has established an Interregional Security Network (ISN) to facilitate the exchange 
of information needed by transmission system operators for transmission reliability 
purposes. The TVA RC will assist the Companies in establishing the necessary 
telecommunications and other facilities required for the transfer of data in accordance 
with applicable NERC and Regional Reliability Organization policies and procedures. 
The TVA RC will coordinate all required data and information to and from the ISN. 

The structure and administration of the TVA RC includes a Reliability Coordination 
Advisory Committee (RCAC), which is composed of representatives from each entity 
that has executed a reliability coordination agreement designating TVA as its Reliability 
Coordinator. The Companies would have representation on this committee. The RCAC 
assists the Reliability Coordinator in the development of new reliability coordination 
policies and operating procedures and the modification of existing reliability coordination 
policies and operating procedures. In connection with these activities, RCAC members 
have access to the necessary data and documents maintained by the Reliability 
Coordinator. 

In addition, TVA has established adjacent reliability coordination agreements with 
neighboring Reliability Areas, RTOs, and ISOs. These agreements provide for the 
exchange of transmission-related data and establish various arrangements and protocols 
for transmission planning and congestion management to enhance the reliability of their 
interconnected transmission systems and to facilitate efficient market operations. The 
Companies would have the option to participate as part of the TVA Reliability Area 
(TVA RA) in these agreements, procedures, and protocols. 

Q. Please brief describe the JRCA between TVA, MISO, and PJM regarding 
improvements in reliability for Kentucky. What is the status of implementation? 

A. 
grid, TVA executed in April 2005 a Joint Reliability Coordination Agreement (JRCA) 

As part of TVA RC’s efforts to strengthen reliability on the electric 
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with MIS0 and PJM Interconnection, LLC (PJM). The JRCA provides for coordination 
of operating, planning, and congestion management protocols among the participants to 
ensure the reliable operation of their interconnected transmission systems. 

The key components of the JRCA include: 
1) The exchange of real-time and forward looking system operating and planning 

data to enable the parties to accurately model the systems and plan for and 
respond to power flows between the systems. This section of the JRCA 
incorporates a Data Exchange Agreement previously executed among the parties 
in May 2004. 

Coordinated Congestion Management through the exchange of data on key 
transmission facilities (flowgates) which are impacted by the parties and proactive 
agreement on the respective parties’ use of the available capacity on these 
flowgates. This will give the parties a common basis for responding to 
transmission service requests and for reducing flows in the event of emergencies. 
The actual response to system emergencies will still be according to NERC 
Standards. The congestion management plan is designed to: 
a) recognize the impact of parallel flows associated with the bulk transmission 

system; 
b) coordinate the impact of one party’s operations and transmission sales on 

another party’s system; 
c) proactively reduce the number of TLR 5s called on various flowgates by more 

granular management of congested flowgates; and 
d) establish curtailment priority for market flows. 

3) Coordinated System Planning through the exchange of system models, 
interconnection requests, transmission service requests, and transmission system 
plans, and periodic joint planning sessions to study the infrastructure needs of the 
interconnected systems. Nothing in the JRCA obligates the parties to undertake 
system improvements, and the agreement expressly recognizes that should such 
upgrades be undertaken jointly, they would be under separate agreements. The 
process does, however, facilitate the identification of facility needs to enhance 
reliability of the integrated systems. 

The data exchange component of the JRCA was implemented for the TVA system in 
August 2005. The congestion management portion was implemented in October 2005. 
The TVA RA (including BREC and EKPC) will be implemented in December 2005. The 
coordinated planning effort is evolving, and does not yet have a specific implementation 
date. TVA is actively involved with the MISO-PJM planning efforts. 

In addition, the JRCA provides the framework for regional partnerships through which 
neighboring entities can coordinate operations to enhance reliability for the combined 
areas. 
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Prior to the JRCA, TVA was a recognized Reliability Coordinator by NERC and had the 
necessary tools, abilities, and functionalities to perform that function. The JRCA 
enhances that strong foundation for reliability. TVA always has been and continues to be 
committed to a high standard of reliability. 

Q: How does TVA comply with standards of conduct? 

A: 
Act, it is not subject to the requirements of Order Nos. 888, 889,2004, and other related 
FERC orders. TVA has elected, however, to comply voluntarily with these FERC orders 
and the associated regulations, to the extent they are consistent with TVA’s 
responsibilities under the TVA Act and other applicable laws. Accordingly, TVA has 
functionally separated its MarketingEnergy Affiliate from its Transmission Function and 
is conducting its operations in accordance with the attached Standards of Conduct. 

Because TVA is not a public utility under Section 201(e) of the Federal Power 

The Standards of Conduct are intended to ensure that TVA does not use its unique access 
to non-public information about its own transmission system to unfairly favor its own 
Marketing/Energy Affiliate over others. The Standards of Conduct, along with the 
availability of TVA’s Open Access Same-time Information System (OASIS), give 
potential customers access to information that will facilitate their obtaining transmission 
service on a non-discriminatory basis. 

TVA Transmission Function Employees are located in offices in Chattanooga and in 
various other locations across the Tennessee Valley. Marketing/Energy Affiliate 
employees are located in separate offices in Chattanooga. The SOC and the ROC are 
staffed by Transmission Function Employees, and admittance to these facilities is 
controlled through card-key access. MarketindEnergy Affiliate employees are not 
permitted access to the SOC or the ROC in any way that differs from the access available 
to other TVA Transmission Customers. 

The Power Trading Floor, the center for TVA’s Marketing functions, is also accessible 
only with a card key. Of Transmission Function Employees, only load coordination 
specialists and their management are permitted access to the Power Trading Floor. This 
access is necessary to coordinate the power supply to meet native load needs and to 
ensure system reliability. 

Q: 
in and outside of the Tennessee Valley? 

What is TVA’s record regarding provision of reliability coordination services 

A: 
NERC Standards, industry practices, and applicable business processes. The TVA RC 
has been audited by NERC and SERC. In its role as Reliability Coordinator, TVA has 
maintained regional reliability and consistently met all SERC and NERC compliance 
measures. 

TVA carries out its duties as Reliability Coordinator in a manner consistent with 

The NERC Final Audit Report (dated February 1 1, 2003) contains the following: 
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“Congratulations to TVA on the excellent results of their Reliability Coordinator audit.” 

“. . .the Audit Team assesses that TVA meets the intent of the Policies and attachments 
that are related to the Reliability Coordinator functions.” 

“The Reliability Coordinators and Control Area Operators have a good working 
relationship and the Reliability Coordinators have the authority through the agreements 
with the Control Areas, to direct operation if the reliability of the power grid is in 
jeopardy.” 

“TVA’s backup control center plans and facilities are excellent.” 

Q: In acting as Reliability Coordinator, do you believe TVA will enhance reliability 
for the Companies’ systems? 

A: 
inter-ties with BREC, EKPC, and TVA. Incorporating the Companies into the reliability 
region would be a logical extension of the TVA RC, given the interconnected nature of 
the Companies’ systems with the systems of the Members. Coordinated studies with 
ECAR, MAIN, and the other SERC sub-regions indicate that adequate transmission 
transfer capability is available on all interfaces to support reliable operations. 

Yes. The Companies’ systems are heavily interconnected with the TVA RA 

Q: 
TVA acting as Reliability Coordinator for the Companies? 

Are there any particular operating circumstances which may be improved by 

A: Yes. In real-time, TVA as the RC for the Companies will allow direct 
coordination of operational issues among the operating systems, as well as improved 
coordination and integration of planned maintenance activities for the BREC, EKPC, 
LG&E, and TVA systems. 

Q. 
describe TVA RC’s ability to monitor and address this issue. 

Heavy north-to-south transfers can burden the Companies’ systems. Please 

A. 
on the Eastern Interconnection. Certain transfer patterns, such as heavy north-to-south 
flows, can burden the electrical systems in Kentucky and Tennessee. Because of the 
interconnections with BREC, EKPC, and TVA systems, the TVA RC has the tools and 
information necessary to monitor bulk power transfers and related flows on the 
Companies’ systems. As necessary, TVA RC will utilize the NERC Transmission 
Loading Relief procedures and operating guides to control flows. TVA RC has 
experience in addressing these issues. 

The existing TVA Reliability Area is subject to constraints due to transfer patterns 
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Q: 
for the Companies dovetail with what TVA is doing now? 

How does TVA engage in planning today, and how does providing the service 

A: 
models in order to ensure reliability for the TVA RA. Incorporating the Companies into 
the reliability region would be a logical extension of the TVA RA, given the 
interconnected nature of the Companies’ systems with the systems of the Members. 
Providing this service to the Companies will enhance reliability coordination for the TVA 
RC area by facilitating more frequent communications between EKPC, BREC, TVA, and 
the Companies, as well as improved coordination of outages. 

TVA currently models the Companies’ systems and facilities in its reliability 

As Planning Authority (TVA PA), TVA will ensure a long-term (one year and beyond) 
plan is available for adequate resources and transmission within the TVA RA. TVA will 
integrate and assess the plans from the Companies’ transmission planners and resource 
planners to ensure those plans meet the reliability standards, and develop recommended 
solutions to plans that do not meet those standards. As Planning Authority, TVA will 
coordinate transmission system planning efforts with adjoining reliability areas and in 
accordance with neighboring Planning Authorities. 

In particular, TVA PA will be responsible for: 

0 

0 

Developing transmission and resource (demand and capacity) system models 
to evaluate transmission system performance and resource adequacy; 
Developing and applying methodologies and tools for the analysis and 
simulation of the transmission systems in the assessment and development of 
transmission expansion plans; 
The analysis of resource adequacy plans; 
Collecting information required for planning purposes; 
Evaluating, from a reliability standpoint, plans for customer requests for 
transmission service; 
Reviewing TTC values (one year and beyond) as appropriate; and 
Coordinating the integration of Planning Authority Area plans with 
neighboring Planning Authorities to provide a broad multi-regional 
transmission plan. 

0 

0 

0 

0 

0 

In performing these functions, TVA will: 

0 Maintain accurate computer models of the current and future Planning 
Authority Area and external interconnected power system for internal bulk 
system planning; 
Evaluate the Planning Authority bulk transmission system’s ability to deliver 
its member’s generation resources to native load and maintain a prioritized list 
of transmission capacity problems; 

0 
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Perform breaker duty studies of the bulk system to ensure that all bulk system 
breakers are operated within their interrupting capability; 
Provide data, as required, for NERC and Regional Compliance Programs and 
manage the steady state planning criteria and planning standards; 
Study alternative plans for identified bulk system problems for technical and 
economic merit and recommend the best solutions; 
Maintain a chronological plan for the ten year planning horizon of the 
additional bulk system facilities required to deliver generation resources to the 
native load; 
Develop generation operational guides to maintain steady state transmission 
reliability; 
Perform system-wide and regional dynamic and transient stability studies, 
reactive analyses, exciter and Power System Stabilizer (PSS) setting studies; 
Support TOs with dynamic and transient stability studies, operational study 
checking, and assistance with operating guides; 
Perform non-PS WE special studies including transformer specification, 
induced voltage, electromagnetic transients (EMT), unbalanced loadflow, 
flicker, MathcadMatlab, voltage collapse, undervoltage load shedding 
(WLS),  and optimal power flow (OPF) analyses; 
Compile and integrate system data with TVA system data, convert (if 
necessary) to compatible format, and transmit data to partners subject to 
Regional Coordination Agreements; and 
Ensure that TVA maintains confidentiality of all confidential system 
information provided to it. 

Q: 
applications) in its reliability operations. 

Please describe TVA’s use of Advanced Network Analysis (software 

A: 
systems that perform state estimation and contingency analysis. Both systems are 
independently operated and have dual-redundant computer systems located in and 
immediately available at separate TVA control centers. Models used in both systems are 
built weekly using equivalent external area models derived from VAST operating cases 
maintained intra-monthly for configuration and facility changes within the region. 

TVA operates two completely separate Advanced Network Analysis (ANA) 

The ANA used by TVA Transmission Operations is a Siemens product, version TG8000, 
Rev 7.3. It covers the region served over the TVA transmission system and includes 
parts of the neighboring utility systems adjacent to TVA that are directly impacted by or 
have significant influence on flows inside the TVA transmission system. Portions of the 
Companies’ system are included in this analysis. The model used in the TO ANA 
currently has 1400 substations with 2200 buses. It solves in real-time and runs 500 
contingencies every 15 minutes. Only minor expansions of this model are planned over 
the next two years. 
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The ANA used by the TVA RC is an AREVA product, e-terraplatform 2.2 with e- 
terrahabitat 5.4.0. The model used in this system covers a much broader area and 
currently includes all of TVA, AECI, BREC, EKPC, EEI, most of the Companies’ 
facilities, and parts of other utility systems adjacent to these areas that impact 
transmission system operations for these utilities. The model size currently has 3600 
substations with 5 100 buses. It solves in real-time and runs 840 contingencies every 5 
minutes. Changes are planned to include real-time phasor measurements in this model, 
expand the observable areas further into the neighboring systems for better wide-area 
coverage, and activate routine use of the real-time transient and voltage stability analysis 
available in this system. 

Q: 
Reliability Coordinator? 

Overall, do you believe that TVA is a “good fit” to act as the Companies’ 

A: Yes, I do. As noted above, TVA has the requisite experience and provides similar 
services for entities in Kentucky today. Furthermore, based on the location of the 
Companies’ loads and certain operating conditions, it makes logical sense for TVA to act 
as reliability coordinator for the Companies. The Companies’ loads are dispersed within 
TVA’s Kentucky reliability area already, and operations and planning will be facilitated 
with TVA as the Companies’ Reliability Coordinator. 

Q: Does this conclude your testimony? 

A. Yes, it does. 
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TENNESSEE VALLEY AUTHORITY STANDARDS OF CONDUCT 
for Transmission Providers 
August 2005 Edition 

1. Regulatory sources. 

These Standards of Conduct are adapted from FERC Order No. 2004, Standards of Conduct for 
Transmission Providers, issued November 25, 2003; FERC Order No. 2004-A, issued April 16, 
2004; FERC Order No. 2004-B, issued August 2,2004; FERC Order No. 2004-C, issued 
December 21,2004, and FERC Order No. 200443, issued March 23,2005. 

2. General principles. 

(a) TVA’s employees engaged in the Transmission Function must function independently from the 
employees of TVA’s Marketing/Energy Affiliate. 

(b) TVA shall treat all Transmission Customers, affiliated and non-affiliated, on a non- 
discriminatory basis, and, to the extent consistent with the TVA Act and other applicable law, shall 
not operate its transmission system to preferentially benefit its MarketinglEnergy Affiliate. 

3. Definitions. 

(a) Transmission Provider means: 

(1) Any public utility that owns, operates, or controls facilities used for the transmission of 
electric energy in interstate commerce; or 

(2) Any interstate natural gas pipeline that transports gas for others pursuant to subpart A 
of 18 C.F.R. Part 157 or subparts B or G of 18 C.F.R. Part 284. 

(3) A Transmission Provider does not include a natural gas storage provider authorized to 
charge market-based rates that is not interconnected with the jurisdictional facilities of 
any affiliated interstate natural gas pipeline, has no exclusive franchise area, no captive 
rate payers, and no market power. 

(b) Affiliate means a person which controls, is controlled by, or is under common control with, 
another person. An Affiliate includes a division that operates as a functional unit. 

(c) Control (including the terms “controlling,“ “controlled by,” and “under common control with”) as 
used in 18 C.F.R. § 250.16 and in these Standards of Conduct, includes, but is not limited to, the 
possession, directly or indirectly and whether acting alone or in conjunction with others, of the 
authority to direct or cause the direction of the management or policies of a company. A voting 
interest of 10 percent or more creates a rebuttable presumption of control. 

(d) Energy Affiliate means TVA’s Bulk Power Trading unit. This functional unit meets the definition 
of an Energy Affiliate, which means an Affiliate of TVA that: 

(1) Engages in or is involved in transmission transactions in U.S. energy or transmission 
markets: 

(i) The term “engages in” transmission transactions means the Affiliate holds (or 
is requesting) transmission capacity on a Transmission Provider as a customer 
or buys or sells transmission capacity in the secondary capacity market. 
(ii) The term “involved in” transmission transactions means acting as agent, asset 
manager, broker, or in some other fashion managing, controlling, or aggregating 
capacity on behalf of Transmission Customers. 
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(iii) Other transmission-related interactions between a Transmission Provider and 
its interconnected Affiliate, such as exchanging operational data relating to 
interconnection points, and communications relating to maintenance of 
interconnected facilities, are not included in the definition of the terms “engaged 
in” or “involved in.” 

or 

(2) Manages or controls transmission capacity of a Transmission Provider in U.S. energy 
or transmission markets; or 

(3) Buys, sells, trades, or administers natural gas or electric energy in U.S. energy or 
transmission markets: or 

(4) Engages in financial transactions relating to the sale or transmission of natural gas or 
electric energy in U.S. energy or transmission markets. 

(5) An Energy Affiliate does not include an affiliate that purchases natural gas or energy 
solely for its own consumption. “Solely for its own consumption” does not include the 
purchase of natural gas or energy for the subsequent generation of electricity. 

(e) Marketing means a sale for resale of natural gas in interstate commerce or the sale for resale 
of electric energy in interstate commerce to third parties outside the TVA area, including the 
purchase for such resale of electric energy from third parties. TVA’s sales to TVA distributors and 
directly-served customers are not Marketing for purposes of these Standards of Conduct. 

(f) Transmission means electric transmission service (network or point-to-point), reliability service, 
ancillary transmission services, or the interconnection with transmission facilities. 

(9) Transmission Customer means any Eligible Customer under TVA’s Transmission Service 
Guidelines or designated agent that can or does execute a transmission service agreement or 
can or does receive transmission service, including all persons who have pending requests for 
transmission service or for information regarding transmission. 

(h) Open Access Same-time lnformation System or OASIS refers to the Internet location where a 
transmitting utility posts the information, by electronic means, required of public utilities by 
18 C.F.R. Part 37. 

(i) Employee means an employee, contractor, consultant, or agent. 

(j) Transmission Function means transmission system operations or reliability functions, including, 
but not limited to, day-to-day duties and responsibilities for planning, directing, organizing, or 
executing transmission-related operations. 

(1) There may be Transmission Function Employees who do not engage in “day-to-day” 
Transmission Function activities. When considering the responsibilities of a particular 
officer, consider whether he or she participated in directing, organizing, or executing 
transmission or wholesale merchant functions, including whether he or she had direct 
access to transmission or reliability information on the energy management system or 
other databases and whether he or she approved contracts or transactions. 

(k) Marketing Affiliate means an Affiliate as that term is defined in § 3(b) or a unit that engages in 
Marketing activities as that term is defined at 9 3(e), specifically TVA’s Bulk Power Trading unit. 
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4. Independent functioning. 

(a) Separation of functions. 

(1 ) Except in emergency circumstances affecting system reliability, TVA’s Transmission 
Function Employees must function independently of TVA’s Marketing/Energy Affiliate 
employees. 

(2) Notwithstanding any other provisions in this section, in emergency circumstances 
affecting system reliability, TVA may take whatever steps are necessary to keep the 
system in operation. TVA must report on the OASIS each emergency that resulted in any 
deviation from the Standards of Conduct, within 24 hours of such deviation. 

(3) TVA is prohibited from permitting the employees of its MarketinglEnergy Affiliate: 

(i) To conduct Transmission Functions; and 

(ii) To have access to the System Operations Center or Regional Operations 
Center that differs in any way from the access available to other Transmission 
Customers. 

(4) The TVA Transmission Function is permitted to share support employees and field 
and maintenance employees with TVA’s MarketingIEnergy Affiliate. 

(i) Among permitted shared support employees are personnel performing various 
non-operating functions such as legal, accounting, and information services. 

(ii) Shared field and maintenance employees may include field supervisors who 
do not take part in advance planning for facility shut downs or are not involved in 
shutting down facilities based on economic reasons alone. 

(iii) The field and maintenance personnel exception allows sharing of employees 
who would not be in a position to give undue preferences to the 
MarketinglEnergy Affiliate either by sharing information or through physical 
control of facilities. 

(iv) If an employee is directing, organizing, or executing either Transmission 
Functions or Marketing functions, the employee is not a “support” employee, but 
rather is either a Transmission Function Employee or a Marketing function 
employee. 

(5) The TVA Transmission Function is permitted to share with its Marketing/Energy 
Affiliate senior officers and directors who are not “Transmission Function Employees” as 
that term is defined in 69 3(i) and 0’). TVA may share non-public transmission information 
covered by §§ 5(a) and (b) with its shared senior officers and directors provided that they 
do not participate in directing, organizing, or executing transmission system operations or 
marketing functions; or act as a conduit to share such information with the 
Marketing/Energy Affiliate. 

(6) The TVA Transmission Function is permitted to share risk management employees 
that are not engaged in Transmission Functions or sales or commodity functions with its 
Marketing/Energy Affiliate. 

(b) Identifying Affiliates on the public Internet. 

(1) TVA shall post the name and address of its MarketingIEnergy Affiliate on its OASIS. 
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(2) TVA shall post on its OASIS a complete list of the facilities shared by the TVA 
Transmission Function and TVA's MarketinglEnergy Affiliate, including the types of 
facilities shared and their addresses. 

(i) The types of facilities that are required to be posted are office buildings and 
computer systems, for example. 

(ii) TVA need not post notice of shared physical field infrastructure such as 
substations or other transmission equipment that does not house any employees. 

(3) TVA shall post comprehensive organizational charts showing: 

(i) The organizational structure of TVA with the relative position in the corporate 
structure of the TVA Transmission Function and the Marketing/Energy Affiliate; 

(ii) For the Transmission Function and MarketinglEnergy Affiliate: the business 
units, job titles and descriptions, and chain of command for all positions, 
including officers and directors, with the exception of clerical, maintenance, and 
field positions. The job titles and descriptions must include the employee's title, 
the employee's duties, whether the employee is involved in the Transmission 
Function or Marketing, and the name of the supervisory employees who manage 
non-clerical employees involved in the Transmission Function or Marketing. 

(A) Where the Transmission Function shares support, field, or maintenance 
employees with its MarketinglEnergy Affiliate, the posting shall clearly identify 
the business units for the shared employees and provide a description of the 
shared services functions or responsibilities, but is not required to provide 
names or job descriptions for the shared employees. 

(5 )  TVA is not required to post detailed organizational charts for the shared 
non-Transmission Function support units, but these units must be identified 
as shared in the organizational chart that identifies the corporate structure of 
the Transmission Function and its relative position to TVA as a whole and its 
MarketinglEnergy Affiliate. 

(iii) For any TVA employees who are engaged in both the Transmission Function 
and the Marketing functions or who are engaged in the Transmission Function for 
TVA and are employed in the MarketinglEnergy Affiliate, TVA must post: the 
name of the business unit within the MarketingIEnergy Affiliate, the 
organizational structure in which the employee is located, the employee's name, 
job title, and job description in the MarketinglEnergy Affiliate, and the employee's 
position within the chain of command of the Marketing/Energy Affiliate. 

(A) Section 4(b)(3)(iii) is intended to identify any shared employees of TVA 
who have received exemptions from the independent functioning 
requirements of these Standards of Conduct. 

(iv) TVA shall update the information on its OASIS required by 53 4(b)(l), (2), 
and (3) of these Standards of Conduct within 20 business days of any change 
and post the date on which the information was updated. 

(c) Transfers. Employees of the TVA Transmission Function and Marketing/Energy Affiliate are 
not precluded from transferring among such functions as long as such transfer is not used as a 
means to circumvent the Standards of Conduct. Notices of any employee transfers between the 
Transmission Function, on the one hand, and the MarketinglEnergy Affiliate, on the other, must 
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be posted on the OASIS. The information to be posted must include: the name of the transferring 
employee, the respective titles held while performing each function (i.e., on behalf of the TVA 
Transmission Function or Marketing/Energy Affiliate), and the effective date of the transfer. The 
information posted under this section must remain on the OASIS for 90 days. 

(1) Employees transferring to the MarketinglEnergy Affiliate may not use in their new jobs 
transmission information that is not publicly available. 

(d) Books and records. Because its MarketinglEnergy Affiliate is not a separate corporate entity, 
but rather a division that operates as a functional unit, TVAs MarketinglEnergy Affiliate is not 
required to maintain separate books and records to comply with the Standards of Conduct. TVA 
shall maintain its books of account and records separately from those of any Energy Affiliates that 
are separate corporate entities. 

(e) Written procedures. 

(1) By April 1, 2005, TVA will post on the OASIS a plan and schedule for implementing 
the Standards of Conduct. 

(2) These Standards of Conduct will be effective on April 1, 2005. 

(3) TVA will post on the OASIS current written procedures implementing the Standards of 
Conduct in such detail as will enable customers and FERC to determine that TVA is in 
compliance with the requirements of these Standards of Conduct. 

(4) TVA will distribute the written procedures to all TVA Transmission Function 
Employees and employees of the MarketinglEnergy Affiliate. 

(5) TVA shall train officers and directors as well as shared support employees with 
access to non-public transmission information or non-public information concerning gas 
or electric Marketing functions. TVA shall require each employee to sign a document or 
certify electronically signifying that he or she has participated in the training. 

(6) TVA designates a Chief Compliance Officer for Transmission Standards of Conduct 
who is responsible for Standards of Conduct compliance. This designation is posted on 
TVA’s OASIS. 

5. Non -d iscrim ination requirements. 

(a) Information access. 

(1) TVA shall ensure that any employee of its MarketinglEnergy Affiliate may have 
access to only that information available to TVA’s Transmission Customers (i.e., 
information posted on the OASIS), and shall not have access to any non-public 
information about TVA’s transmission system that is not available to all users of the 
OASIS. 

(2) TVA shall ensure that any employee of its MarketingIEnergy Affiliate is prohibited from 
obtaining non-public information about TVAs transmission system (including, but not 
limited to, non-public information about available transmission capability, price, 
curtailments, storage, ancillary services, balancing, maintenance activity, capacity 
expansion plans, or similar non-public information) through access to non-public 
information not posted on the OASIS or that is not otherwise also available to the general 
public without restriction. 
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m (b) Prohibited disclosure. 

(1) A TVA Transmission Function Employee may not disclose to TVA's MarketinglEnergy 
Affiliate any non-public information concerning the TVA transmission system or the 
transmission system of another (including, but not limited to, non-public information 
received from non-affiliates or non-public information about available transmission 
capability, price, curtailments, storage, ancillary services, balancing, maintenance 
activity, capacity expansion plans, or similar non-public information) through 
communications conducted off the OASIS or through access to non-public information, 
whether or not posted on the OASIS, that is not contemporaneously available to the 
public. 

(2) TVA may not share any non-public information, acquired from non-affiliated 
Transmission Customers or potential non-affiliated Transmission Customers, or 
developed in the course of responding to requests for transmission or ancillary service on 
the OASIS, with employees of its MarketinglEnergy Affiliate, except to the limited extent 
information is required to be posted on the OASIS in response to a request for 
transmission service or ancillary services. 

(3) If a TVA employee discloses non-public information in a manner contrary to the 
requirements of §§ 5(b)(l) and (2) of these Standards of Conduct, TVA must immediately 
post such information on the OASIS. 

(i) The Transmission Function may share certain information with its 
MarketinglEnergy Affiliate covered under § 5(b)(8) without triggering the posting 
requirements under 5(b)(3). 

(4) A non-affiliated Transmission Customer may voluntarily consent, in writing, to allow 
TVA's Transmission Function to share that customer's information with TVA's 
MarketinglEnergy Affiliate. TVA must post notice of that consent on the OASIS along with 
a statement that TVA did not provide any preferences, either operational or rate-related, 
in exchange for that voluntary consent. 

(5) TVA is not required to contemporaneously disclose to all Transmission Customers or 
potential Transmission Customers information covered by 6 5(b)( 1 ) of these Standards of 
Conduct if it relates solely to TVA's MarketinglEnergy Affiliate's specific request for 
transmission service. 

(6) TVA may share any non-public generation information necessary to perform 
generation dispatch with its MarketinglEnergy Affiliate that does not include specific 
information about individual third party transmission transactions or potential transmission 
arrangements. 

(7) Neither TVA nor an employee of TVA is permitted to use anyone as a conduit for 
sharing non-public information covered by the prohibitions of § 5(b)(l) and (2) of these 
Standards of Conduct with its MarketinglEnergy Affiliate. TVA may share non-public 
information covered by $6 5(b)(l) and (2) with shared support employees, provided that 
such employees do not act as a conduit to share that information with the 
MarketinglEnergy Affiliate. 

(8) The TVA Transmission Function is permitted to share non-public operating 
information necessary to maintain the operations and reliability of the transmission 
system with its MarketinglEnergy Affiliate. 

(i) This exception allows sharing of that information necessary to operate and 
maintain the transmission system on a day-to-day basis to the extent consistent 
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with the TVA Act and other applicable law; it does not include transmission or 
marketing information that would give TVA’s MarketinglEnergy Affiliate undue 
preference over TVA’s non-affiliated customers. 

(ii) The functional separation requirement of 5 4 does not limit the sharing of 
operational information permissible under 0 5(b)(8). Sharing of information 
necessary to maintain the operations of the transmission system under 5 5(b)(8) 
does not compromise the independent functioning required in 9 4. 

(9) TVA employees shall maintain the confidentiality of non-public interconnection 
information in accordance with TVA’s interconnection process and the relevant contracts 
relating to the particular interconnection(s). 

(c) Implementation of TVA’s Transmission Service Guidelines. 

(1) TVA shall strictly enforce all provisions of its Transmission Service Guidelines 
(Guidelines) relating to the sale or purchase of open access transmission service, if these 
Guidelines provisions do not permit the use of discretion. 

(2) TVA shall apply all Guidelines provisions relating to the sale or purchase of open 
access transmission service in a fair and impartial manner that treats all Transmission 
Customers in a non-discriminatory manner (to the extent consistent with the TVA Act and 
other applicable law), if these Guidelines provisions permit the use of discretion. 

(3) TVA shall process all similar requests for transmission in the same manner and within 
the same period of time. 

(4) TVA shall maintain a written log detailing the circumstances and manner in which it 
exercised its discretion under any terms of the Guidelines. The information contained in 
this log is to be posted on the OASIS within 24 hours of when TVA exercises its 
discretion under any terms of the Guidelines. 

(i) A posting need not reveal confidential customer information or sensitive 
business information. Rather, TVA shall post information regarding the date of its 
action and the type of discretion it exercised (e.g., a creditworthiness 
determination) without revealing the name of the customer. 

(5) To the extent consistent with the TVA Act and other applicable law, TVA shall not, 
through its Guidelines or otherwise, give preference to its Marketing/Energy Affiliate, over 
any other Transmission Customer in matters relating to the sale or purchase of 
transmission service (including, but not limited to, issues of price, curtailments, 
scheduling, priority, ancillary transmission services, or balancing). 

(d) Discounts. 

Any offer of a discount for any transmission service made by TVA must be posted on the OASIS 
contemporaneous with the time that the offer is contractually binding on both parties. TVA shall 
post all discounts, not just discounts to its MarketinglEnergy Affiliate. The posting must include: 
the name of the Transmission Customer involved in the discount and whether it is a 
MarketinglEnergy Affiliate or whether a Marketing/Energy Affiliate is involved in the transaction; 
the rate offered; the maximum rate: the time period for which the discount would apply; the 
quantity of power upon which the discount is based; the delivery points under the transaction; and 
any conditions or requirements applicable to the discount. The posting must remain on the OASIS 
for 60 days. 
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IMPLEMENTING THE STANDARDS OF CONDUCT 

I. INTRODUCTION 

TVA is not a public utility under Section 201(e) of the Federal Power Act (FPA) and, thus, is not 
directly subject to the requirements of Orders No. 888, 889, 2004, and other related FERC 
orders. TVA has elected, however, to comply voluntarily with these FERC orders and the 
associated regulations, to the extent they are consistent with TVA’s responsibilities under the 
TVA Act and other applicable law. Accordingly, TVA has functionally separated its 
Marketing/Energy Affiliate from its Transmission Function and is conducting its operations 
according to the Standards of Conduct. 

The Standards of Conduct are intended to make sure that TVA, as an owner of electric 
transmission facilities, does not use its unique access to non-public information about its own 
transmission system to unfairly favor its own Marketing/Energy Affiliate over others. The 
Standards of Conduct, along with the availability of TVA’s Open Access Same-time Information 
System (OASIS), give potential customers access to information that will facilitate their obtaining 
transmission service on a non-discriminatory basis. 

The Standards of Conduct are subject to modification or replacement by TVA from time to time to 
address changing regulatory requirements or the changing needs of the TVA transmission 
system. TVA’s Standards of Conduct are available through TVA’s OASIS site. 

II. BACKGROUND 

TVA is a federal corporation with responsibilities including flood control, navigation, power 
production and transmission, agriculture, and economic development. The area served with TVA 
power covers roughly 80,000 square miles (200,000 square kilometers) in the southeastern 
United States, including nearly all of Tennessee and parts of Alabama, Georgia, Kentucky, 
Mississippi, North Carolina, and Virginia. TVA manages the Tennessee River, the nation’s fifth- 
largest river system. TVA’s transmission system includes approximately 17,000 miles (27,000 
kilometers) of transmission lines. TVA operates 11 coal-fired plants, three nuclear plants, 29 
hydroelectric plants, a pumped-storage plant, solar and wind energy sites, and numerous 
combustion turbines at various locations. Together they provide over 33,000 megawatts of 
generating capacity. TVA provides power to numerous municipal and cooperative power 
distributors and directly serves a number of federal and industrial customers in the Valley, 
supplying the electricity needs of approximately 8,500,000 people. In addition, TVA provides 
third-party transmission service and sells power and energy that are surplus to the needs of the 
area to certain neighboring utilities in accordance with the provisions of the TVA Act. 

TVA’s Board of Directors has decision-making authority and responsibility over the transmission 
and sale of power. The TVA Board is accountable to Congress and the President. This 
accountability dictates that the TVA Board have a direct decision-making role in some issues and 
be free to provide information to the Executive Branch and Congress consistent with its legal 
responsibilities. The TVA Board is not engaged in any Transmission Functions or Marketing. 

TVA has voluntarily implemented open access transmission service (under TVA’s Transmission 
Service Guidelines), an OASIS, and the Standards of Conduct. The following describes how the 
Standards of Conduct are being applied and implemented. 
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111. DESCRIPTION OF SEPARATION 

A. Description of Functional Separation 

TVA's organizational charts and employee job descriptions posted on the OASIS identify 
employees engaged in Transmission Functions and those working in Marketing/Energy Affiliates, 
as well as showing the chain of command. Employees engaged in these functions are located in 
two TVA organizations: TransmissionlPower Supply and Bulk Power Trading. 

Employees who are engaged in Transmission Functions are functionally separated from 
employees working in Marketing/Energy Affiliate. 

TVA also has support employees who do not plan, direct, organize, or execute either 
Transmission Functions or Marketing functions. A support employee may support both the 
Transmission Function and Marketing functions. Support employees include attorneys and 
regulatory staff as well as information technology, finance, accounting, billing, and operational 
analysis employees. Support employees are identified as such on the organizational charts 
posted on the OASIS. If a support employee obtains non-public information about TVA's 
transmission system or non-public information acquired or developed in connection with requests 
for transmission service restricted by TVA's Standards of Conduct, he or she may not disclose 
such information to Marketing/Energy Affiliate employees. Support employees are prohibited from 
acting as conduits for improper communications between Transmission Function Employees and 
Marketing employees. 

TVA requires officers and Directors as well as its employees performing a Transmission Function, 
a Marketing function, or a support role for those functions to participate in training and certify that 
they have been trained regarding the Standards of Conduct requirements if they have access to 
non-public transmission information or non-public information concerning gas or electric 
Marketing functions. 

Regulatory staff employees monitor employee additions and transfers through an internal human 
resources database in order to update organizational charts and job descriptions and post 
transfer notices on the OASIS. Transmission Operations employees update transmission rates, 
discounts, and discretionary information as needed on the OASIS. Such information is available 
through OASIS for three years. 

B. Description of Physical Separation 

TVA Transmission Function Employees are located in offices in Chattanooga, Tennessee, and in 
various other locations across the Tennessee Valley. Marketing/Energy Affiliate employees are 
located in offices in Chattanooga. 

The TVA System Operations Center and the Regional Operations Center are staffed by 
Transmission Function Employees in Chattanooga. Admittance to these facilities is controlled 
through card-key access. MarketingIEnergy Affiliate employees are not permitted to have access 
to the System Operations Center or the Regional Operations Center that differs in any way from 
the access available to other Transmission Customers. 

The Power Trading Floor, the center for TVA's Marketing, is also accessible only with a card key. 
Of Transmission Function Employees, only load coordination specialists and their management 
are permitted access to the Power Trading Floor. This access is necessary to coordinate the 
power supply to meet native load needs and to ensure system reliability. The Bulk Power Trading 
Vice President's office must clear anyone without card-key access before entry to the Power 
Trading Floor is permitted. 
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C. Description of Security for Transmission Function Information Access 

This section describes TVA‘s computer and telecommunications systems used by employees 
engaged in Transmission Functions and those used by employees in the MarketinglEnergy 
Affiliate. This section also addresses the security measures TVA has implemented to make sure 
that the MarketinglEnergy Affiliate employees do not have access, in contravention of the 
Standards of Conduct, to non-public information about TVA’s transmission system or non-public 
information acquired or developed in connection with requests for transmission service. 

1. General 

As part of their daily activities, information technology, billing, operational analysis, and 
telecommunications support employees access computer networks containing non-public 
information about TVA’s transmission system and non-public information acquired or developed 
in connection with requests for transmission service. These employees shall not act on or share 
this information with MarketinglEnergy Affiliate employees. The purpose for their access is solely 
to make sure that TVA computer systems, telecommunications, billing, and databases are 
operating effectively and to carry out billing, operational analysis, and related tasks. These 
employees, as well as other support employees, are bound by the Standards of Conduct 
prohibition against disclosing to Marketing/Energy Affiliate employees non-public information 
about TVA’s transmission system or non-public information acquired or developed in connection 
with requests for transmission service. 

2. Special Control Area Systems and Information 

TVA uses many computer systems to carry out its operational responsibilities. These systems 
include the Supervisory Control and Data Acquisition (SCADA) System, the Energy Management 
System (EMS), the Block Pricing Compendium (BPC), the Operations Simulation (OPSYM), the 
Transmission Energy Scheduler (TES), as well as others. TVA provides security for the 
information in these systems, so that information about TVA’s transmission system is made 
available to MarketinglEnergy Affiliate employees only at the time and in the same form that it is 
made available to the public at large. This security is provided by computer system firewalls, by 
individual user account password access to the TVA wide-area network, and by card-key access 
to the System Operations Center and the Regional Operations Center. 

3. OASIS System and Information 

Transmission reservations are handled using the OASIS, which is found on the OAT1 OASIS 
service. Only the transmission operations employees (who are responsible for handling 
transmission reservations and scheduling for the TVA transmission system), the transmission 
system reliability employees (who are responsible for the Reliability Coordinator function), and 
billing employees have access to non-public information on the OASIS system that is not 
available to all Transmission Customers under normal access to OASIS. Consistent with industry 
practice, the billing group reviews transmission service reservations for the month using data from 
the OASIS to resolve billing issues. MarketingIEnergy Affiliate employees have access to the 
OASIS system on the same basis as any other Transmission Customer. 

4. Corporate Computer Networks 

TVA’s corporate computer systems contain data relating to customers, revenue, transmission 
system usage, transmission engineering data, transmission capacity planning studies, 
transmission contracts, energy contracts, and forecasting data. Organizational routing codes, 
user IDS, and password controls are used to limit access to the data. The TVA corporate network 
administrators and the corporate firewall administrators conduct periodic security audits to 
preclude unauthorized access to non-public information. Marketing/Energy Affiliate employees 
cannot access non-public information about TVA’s transmission system or non-public information 
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acquired or developed in connection with requests for transmission service, including non-public 
transmission usage information (except information pertaining to their own transactions), other 
non-public Transmission Customer information, transmission engineering data, and transmission 
capacity planning studies. 

TVA employees share common intra-office computer systems including LAN, e-mail, and an 
intranet. TVA employees engaged in Transmission Functions and those employed in the 
MarketingIEnergy Affiliate are aware of the Standards of Conduct provisions and are prohibited 
from using these common systems as a way to circumvent these rules. 

5. Special Telephone Systems and Recording 

Telephone systems are segregated by different line access for Transmission Function Employees 
and MarketinglEnergy Affiliate employees. TVA is recording telephone calls involving the system 
operators (transmission, scheduling, and generation), reliability engineers, reliability specialists, 
power traders, and power marketers. The Marketing function has a separate telephone system 
(and separate tapes for recording) from the System Operations Center and the other 
Transmission Function Employees. Employees working in the Marketing/Energy Affiliate cannot 
access the taped recordings of Transmission Function Employees. 

003743825 
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Q. 

A. 

Please state your name, business address and position. 

My name is Bruce A. Rew, Executive Director, Contract Services, Southwest 

Power Pool, 415 North McKinley, Suite 140, Little Rock, AR 72205-3020. 

What are your duties and responsibilities in your current position? 

I am responsible for overall management of contract services provided by 

Southwest Power Pool, Inc (SPP). These services include the performance of 

Independent Coordinator of Transmission (ICT) services for the Entergy system. 

The ICT functions include Reliability Coordination, transmission service 

evaluation and approvals, Weekly Procurement Process, and transmission 

planning activities including a stakeholder process. I will also provide the initial 

management oversight of the development of the Independent Transmission 

Operator (ITO) functions for Louisville Gas and Electric Company (LG&E) and 

Kentucky Utilities Company (KU). 

Please describe your educational and professional background. 

I am a graduate of Louisiana Tech University holding a Bachelor’s degree in 

Electrical Engineering and a Master’s degree in Operations Management from the 

University of Arkansas. I have been employed at SPP since 1990 in several 

engineering and management positions and promoted to Executive Director, 

Contract services in 2005. Prior to joining SPP, I served in the United States Air 

Force on a nuclear missile launch crew. Also, I am a registered professional 

engineer in the state of Arkansas. 

Have you previously testified before any regulatory agencies? 

Q. 

A. 

Q. 

A. 

Q. 
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A. Yes. I have testified before the Federal Energy Regulatory Commission on SPP 

Regional Transmission Organization matters. I have also testified before the 

Louisiana Public Service Commission on the proposed Entergy ICT activities. 

What is the purpose of your testimony? 

I will first describe the SPP RTO and then provide information on the capabilities 

and qualifications of SPP to perform the functions of an IT0 for LG&E and KU. 

The specific IT0 roles and responsibilities that I will discuss are (1) 

independence; (2) the ITO’s role in taking transmission service requests and in 

setting ATC and TTC; (3) oversight of generator interconnections; and (4) 

oversight of the stakeholder process. This testimony will provide information and 

answer questions about SPP, its interests, capabilities, and resources. 

Please describe the Southwest Power Pool, Inc. 

SPP is an Arkansas non-profit corporation with its principal place of business in 

Little Rock, Arkansas. SPP was formed in 1941 by a voluntary, inter-company 

agreement between 11 utilities, in response to critical national defense needs 

during World War 11. In 1968, SPP became a regional reliability council, joining 

with several other such organizations, to form the predecessor to the North 

American Electric Reliability Council (“NERC”), and in 1997, became the 

security coordinator for the region. 

Q. 

A. 

Q. 

A. 

SPP currently has 45 Members, serving more than 4 million customers in a 

250,000 square-mile area covering all or part of the states of Arkansas, Kansas, 

Louisiana, Missouri, New Mexico, Oklahoma, and Texas. SPP’s Members 
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A. 

Q- 

include 13 investor-owned utilities, seven municipal systems, eight generation 

and transmission cooperatives, two state authorities, three independent power 

producers and 12 power marketers. 

Since 1998, SPP has administered a regional open-access transmission service 

Tariff for its Member transmission owners. Under that Commission-approved 

Tariff, SPP currently provides firm and non-firm point-to-point transmission 

service and network transmission service. 

SPP been recognized as a Regional Transmission Organization (RTO) by the 

Federal Energy Regulatory Commission (FERC). SPP as an RTO has 

implemented a regional planning process, regional transmission cost allocation for 

transmission upgrades, and is currently developing an energy imbalance market 

scheduled for implementation in May of 2006. 

Have Louisville Gas and Electric Company and Kentucky Utilities Company 

selected SPP to serve as the Independent Transmission Organization (“ITO’’) 

for their transmission systems? 

Yes. Louisville Gas and Electric Company and Kentucky Utilities Company 

selected SPP to serve as the IT0 through a competitive bid process in which SPP 

submitted a proposal for the provision of IT0 services. 

Does SPP have an agreement with LG&E and KU to serve as their ITO? 
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A. LG&E and KU have filed a draft IT0  agreement with the IT0 proposal at the 

FERC. Negotiations between SPP, LG&E and KU regarding the specific details 

of the IT0 agreement are currently underway. 

Can you provide a copy of the I T 0  agreement with your testimony? 

Yes, I have attached a copy of the initial proposed IT0 contract filed with the 

Federal Energy Regulatory Commission in LG&E and KU’s initial IT0 

application. 

What services will SPP provide as the ITO? 

The specific services I will discuss in more detail that SPP will provide as the IT0 

include, transmission service processing consisting of OASIS administration, 

ATC calculations, and acceptance and denial of transmission reservations. In 

addition, the IT0 will provide oversight to the generation interconnection requests 

made on the LG&E and KU systems. The IT0 will also perform administration 

and oversight of a stakeholder process. SPP will provide all of these IT0 services 

in an independent manner to LG&E and KU and its customers. 

Q. 

A. 

Q. 

A. 

INDEPENDENCE 

Q. Will SPP be able to satisfy the independence requirements of the proposed 

ITO? 

Yes. The hallmark of being an Independent Transmission Organization is, of 

course, independence. In this case, the IT0 must be independent of LG&E and 

KU in particular, as well as all other market participants. The Federal Energy 

Regulatory Commission (“FERC”), in Docket No. RT04-1, found SPP to be an 

independent entity free of any affiliation with any market participant, thus 

A. 
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satisfying the FERC’s independence requirements for RTOs. SPP has established 

an independent board of directors and independent governance structure, which 

the FERC has approved. Southwest Power Pool, Inc., 108 FERC 7 61,003 at P 

27 (2004) and Southwest Power Pool, Inc., 110 FERC 7 61,046, at P 22 (2004). 

If SPP is approved as the ITO, it would administer transmission for LG&E and 

KU and its customers in an independent, non-discriminatory manner. Also, SPP 

has the experience of independently administering transmission service over the 

American Electric Power East system for approximately four years. 

TRANSMISSION SERVICE 

Q. Does SPP have experience in administering and maintaining an OASIS 

system? 

Yes. SPP has maintained and administered an OASIS system continuously since 

FERC’s initial order requiring OASIS systems in 1997. The SPP regional tariff 

was approved in 1998, and SPP added regional tariff administration to its 

responsibilities and has performed this hnction since June 1, 1998, acting as 

agent for each of its Transmission Owners. 

A. 

Q. Does SPP have the capability to perform the Available Transmission 

Capacity calculations for the ITO? 

A. The SPP regional tariff provides for flowgate based determination of Available 

Flowgate Capacity (AFC). SPP has also performed Available Transmission 

Capacity (ATC) calculations for AEP East during our administration of their 

tariff. This process is similar to the one that the IT0 would administer. The IT0 
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would develop inputs into the ATC calculation and based on this input data, the 

IT0 would determine the ATC for the LG&E and KU region and ensure that ATC 

was properly posted on the OASIS site. SPP has approximately seven years 

experience administering a similar process on the systems of the 11 SPP 

transmission owners. SPP is also implementing an AFC process for the Entergy 

ICT. SPP is one of the most experienced organizations in the country 

administering and determining transmission capability under a pro-forma 

transmission tariff. 

What experience does SPP have in acceptance and denial of transmission 

service reservations? 

Since 1998, SPP has been acting as agent for its transmission owners in the 

processing of transmission service. SPP initially performed only short-term 

transmission service administration, but by February of 2000, SPP expanded the 

scope of services offered to include all transmission service provided under 

FERC’s pro-forma tariff. SPP is scheduled to begin transmission service 

processing for the Entergy ICT in 2006. Also, as mentioned before, SPP 

processed transmission service requests for the AEP East transmission system 

from 2000 through 2004. In this role, SPP independently accepted or denied 

transmission service requests received on AEP’s OASIS. Also, SPP administers 

transmission service reservations for grandfathered service provided under some 

of its member’s OATTs. SPP’s experience in operating not only its own tariff but 

that of other transmission owner’s simultaneously clearly demonstrates SPP’s 

ability to perform the IT0 function in a efficient and non-discriminatory manner. 

Q. 

A. 
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GENERATION INTERCONNECTION 

Q. Does SPP have experience in processing generation interconnection requests 

under a FERC Tariff? 

A. Yes. SPP has acted as agent for its eleven transmission owners in processing 

requests for generation interconnection. Recently, FERC issued Order 2003 and 

subsequent Orders prescribing generation interconnection procedures and a pro 

forma interconnection agreement. Both SPP and SPP acting as the IT0 are subject 

to these Orders and are in compliance with these Orders. SPP and the IT0 have 

essentially the same procedures for processing interconnection requests and 

essentially the same pro-forma interconnection agreement. 

STAKE HOLDER PROCESS 

Q. What oversight of the stakeholder process will SPP as the I T 0  have? 

A. SPP as the IT0 will be responsible for administering a stakeholder process for 

LG&E and KU. SPP as an RTO administers a stakeholder driven organization. 

As such SPP regularly facilitates a stakeholder process requiring presentation of 

current activities and gathering and collecting stakeholder feedback and 

recommendations. SPP has the essential experience to administer the stakeholder 

process as proposed for the ITO. 

Q. Please summarize your testimony. 

A. If SPP is approved by this Commission as the ITO, it will provide independent 

services to LG&E and KU and its customers. SPP also already possesses both the 

knowledge and expertise requisite for the performance of the functions that would 

be required of it as an ITO. SPP has the independence, functionality and 
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competence to handle the challenges in implementing the IT0 proposal. SPP is 

the clear choice for providing the IT0 services to LG&E and KU for the 

following reasons: 

SPP has been shown to be independent as an RTO and as a 

provider of services under a third party tariff; 

SPP has significant experience in all aspects of tariff 

administration including generation interconnection request 

processing, transmission service requests, AFC processes, and 

OASIS administration; 

SPP currently maintains a stakeholder process in the administration 

of its RTO functions and has shown the ability to perform this 

function in a variety of settings. 

Q. 

A. Yes. 

Does this conclude your testimony? 

8 



VElUFIC ATION 

STATE OF ARKANSAS ) 

) ss: 
COUNTY OF PULASKI ) 

The undersigned, Bruce A. Rew, being duly sworn, deposes and says that he is the 

Executive Director of Contract Services for Southwest Power Pool, that he has personal 

knowledge of the matters set forth in the foregoing testimony, and the answers contained therein 

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

Bmc$”A. Rew 

My Commission Expires: 
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e INDEPENDENT TRANSMISSION ORGANIZATION AGREEMENT 

This Independent Transmission Organization Agreement (this “Agreement”) is entered into this 
- day of September, 2005, between Louisville Gas and Electric Company and Kentucky 
Utilities Company, corporations organized pursuant to the laws of the State of Kentucky 
(collectively, “LG&E/KU”), and Southwest Power Pool, Inc., an entity organized pursuant to the 
laws of the State of Arkansas (the ‘‘D’). LG&E/KU and the IT0 may sometimes be 
individually referred to herein as a “Party” and collectively as the “Parties.” 

th 

WHEREAS, LG&E/KU owns, among other things, an integrated electric transmission 
system (“Transmission System”), over which the Midwest Independent Transmission System 
Operator Inc. (“Midwest ISO”) currently provides open access transmission service to customers 
in the LG&E/KU Control Area (as defined in the LGE&E/KU Open Access Transmission Tariff 
(“the OATT”)); 

WHEREAS, as part of LG&E/KU’s proposal to withdraw its participation in the Midwest 
ISO, LG&E/KU desires to provide non-discriminatory open access transmission service pursuant 
to the OATT; 

WHEREAS, LG&E/KU desires to have the IT0 perform certain key transmission-related 
functions under the OATT as set forth herein; 

WHEREAS, LG&E/KU will remain the owner of its Transmission System and will bear 
the ultimate responsibility for the provision of transmission services to Eligible Customers (as 
defined in the OATT), including the sole authority to amend the OATT; 

WHEREAS, the ITO: (i) is a FERC-approved regional transmission organization; (ii) is 
independent from LG&E/KU; (iii) possesses the necessary competence and experience to 
perform the functions provided for hereunder; and (iv) is willing to perform such functions under 
the terms and conditions agreed upon by the Parties as set forth in this Agreement; and 

WHEREAS, as part of LG&E/KU’s goal to maintain the requisite level of independence 
in the operation of its Transmission System to prevent any exercise of transmission market 
power, on September -, 2005, LG&E/KU entered into a Reliability Coordinator Agreement (the 
“Reliability Coordinator Agreement”) with the Tennessee Valley Authority, a NERC-certified 
reliability coordinator (the “Reliability Coordinator”), pursuant to which the Reliability 
Coordinator will provide to LG&E/KU certain required reliability functions, including security 
coordination, transmission planning and regional coordination, identifying and mandating 
upgrades required to maintain reliability, non-binding recommendations relating to economic 
transmission system upgrades, and administration of any seams agreements to be entered by 
LG&E/KU; 

NOW THEREFORE, in consideration of the mutual promises contained herein, and other 
good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, 
the Parties hereby agree as follows: 
Issued By: Paul W. Thompson, Senior Vice President, Energy Svcs. 
Issued On: October 7,2005 
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Section 1 - Scope of Functions; Standards of Performance. 

1.1 Functions. The IT0 shall perform the functions described in Attachment A (the 
“Functions”) during the Term in accordance with the terms and conditions of this Agreement. 

1.2 Coordination with Reliability Coordinator. In conjunction with its performance 
of the Functions, the IT0  shall coordinate and cooperate with the Reliability Coordinator and 
provide, subject to the terms and conditions of this Agreement, including the ITO’s obligations 
with respect to Confidential Information in Section 10, any information that the Reliability 
Coordinator may reasonably request in order to carry out its functions under the Reliability 
Coordinator Agreement. 

1.3 Expansion. Nothing in this Agreement is intended to prevent the IT0 from 
entering into other agreements with one or more third party transmission providers or operators 
to perform functions for such transmission providers or operators that are the same or similar to 
the Functions performed hereunder; provided, however, that the IT0 does not breach any of its 
obligations under this Agreement (including its obligations with respect to Confidential 
Information in Section 10) by entering into or performing any of its obligations under such other 
agreements; provided, further, that any such other agreements shall provide for LG&E/KU to be 
reimbursed in an equitable manner for any capital expenditures made pursuant to this Agreement 
as well as for LG&E/KU’s ongoing operations and maintenance expenditures to the extent such 
capital expenditures and operations and maintenance expenditures are used by the IT0 in 
performing functions under such other agreements. 

1.4 IT0 Performance. The IT0 shall perform its obligations (including the 

0 
Functions) under this Agreement in accordance with (a) Good Utility Practice (as defined in the 
OATT), (b) LG&E/KU’s specific requirements and operating guidelines (to the extent these are 
not inconsistent with other requirements specified in this Section 1.4),] (c) the OATT, and (d) all 
applicable laws and the requirements of federal and state regulatory authorities. 

1.5 LG&E/KU Performance. LG&E/KU shall perform its obligations under this 
Agreement in accordance with Good Utility Practice. 

Section 2 - Independence. 

2.1 Key Personnel. All Functions shall be performed by employees of the IT0 
identified in Attachment B (the “Key Personnel”). No Key Personnel shall also be employed by 
LG&E/KU or any of its Affiliates (as defined in 18 C.F.R. 9 35.34(b)(3) of FERC’s regulations). 
The IT0  and the Key Personnel shall be, and shall remain throughout the Term, Independent (as 
defined below) of LG&E/KU, its Affiliates and any Tariff Participant (as defined below). For 
purposes of this Agreement: (a) “Independent” shall mean that the IT0 and the Key Personnel 
are not subject to the control of LG&E/KU, its Affiliates or any Tariff Participant, and have full 
decision-making authority to perform all Functions in accordance with the provisions of this 
Agreement. Any Key Personnel owning securities in LG&E/KU, its Affiliates or any Tariff 
Participant shall divest such securities within six (6) months of first being assigned to perform 
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such Functions, provided that nothing in this Section 2.1 shall be interpreted or construed to 
preclude any such Key Personnel from indirectly owning securities issued by LG&E/KU, its 
Affiliates or any Tariff Participant through a mutual hnd  or similar arrangement (other than a 
fund or arrangement specifically targeted toward the electric industry or the electric utility 
industry or any segment thereof) under which the Key Personnel does not control the purchase or 
sale of such securities. Participation by any Key Personnel in a pension plan of LG&E/KU, its 
Affiliates or any Tariff Participant shall not be deemed to be a direct financial interest if the plan 
is a defined-benefit plan that does not involve the Key Personnel’s ownership of the securities; 
(b) “Tariff Participant” shall mean LG&E/KU Transmission System customers, interconnection 
customers, wholesale customers, affected transmission providers, any Market Participant (as 
defined in 18 C.F.R. 3 35.34(a)(2) of FERC’s regulations) and similarly qualified third parties 
within the LG&E/KU Control Area. 

a 

2.2 Standards of Conduct Treatment. All Key Personnel shall be treated, for purposes 
of the FERC’s Standards of Conduct, as transmission employees. All restrictions relating to 
information sharing and other relationships between merchant employees and transmission 
employees shall apply to the Key Personnel. 

Section 3 - Compensation, Billing and Payment. 

[COMPENSATION, BILLING AND PAYMENT PROVISIONS WILL BE 
NEGOTIATED WITH THE IT01 

Section 4 - Effective Date; Term; Termination; Termination Fees; Transition 
Assistance Services. 

4.1 Effective Date; Term. This Agreement shall become effective on the date (the 
“Effective Date”) which is thirty (30) days after FERC’s acceptance of this Agreement and shall 
continue for an initial term of four (4) years from the Effective Date (the “Initial Term”). After 
the conclusion of the Initial Term, this Agreement shall automatically continue for successive 
additional one-year terms (each, a “Subsequent Term”) unless and until terminated pursuant to 
the termination provisions hereof. The Initial Term and any Subsequent Terms, together with 
the Transition Assistance Period, if any, shall collectively be referred to as the ‘‘Term.’’ 

4.2 Mutually-Agreed Termination. Subject to Section 4.5, this Agreement may be 
terminated by mutual agreement of the Parties at any time during the Term (other than any 
Transition Assistance Period). 

4.3 Termination at End of Term. Subject to Section 4.5, either Party may terminate 
this Agreement at the end of the Initial Term or any Subsequent Term upon six (6) months prior 
written notice to the other Party. 

4.4 Termination for Cause. 
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4.4.1 Termination bv Either Pam.  Subject to Section 4.5, either Party may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
other Party i f  

(a) Material Failure or Default. The other Party fails, in any 
material respect, to comply with, observe or perform, or defaults, in any material 
respect, in the performance of the terms and conditions of this Agreement, and 
such failure or default remains uncured for thirty (30) days after notice thereof, 
provided that such failure or default is susceptible to cure and the other Party is 
exercising reasonable diligence to cure such failure or default; 

(b) Pattern of Failure. It determines, in its sole discretion, that 
there has been a pattern of failure by the other Party to comply with the standards 
of performance required under this Agreement; 

(c) Gross Negligence, Willful Misconduct or Fraud. The other 
Party commits gross negligence, willful misconduct or fraud in the performance 
of its obligations under this Agreement; 

(d) Material Misrepresentation. Any representation made by 
the other Party hereunder shall be false or incorrect in any material respect when 
made and such misrepresentation is not cured within thirty (30) days of such 
discovery or is incapable of cure; 

(e) Bankruptcv. The other Party: (i) files a petition or 
otherwise commences, authorizes or acquiesces in the commencement of a 
proceeding or cause of action under any bankruptcy, insolvency, reorganization or 
similar law, or has any such petition filed or commenced against it; (ii) makes an 
assignment or any general arrangement for the benefit of creditors; (iii) otherwise 
becomes bankrupt or insolvent (however evidenced); (iv) has a liquidator, 
administrator, receiver, trustee, conservator or similar official appointed with 
respect to it or any substantial portion of its property or assets; or (v) is generally 
unable to pay its debts as they fall due; or 

(f) Dissolution. The other Party dissolves or is dissolved or its 
legal existence is otherwise terminated. 

4.4.2 Termination by LG&E/KU. Subject to Section 4.5, LG&E/KU may 
terminate this Agreement effective immediately upon prior written notice thereof to the 
IT0  if FERC determines that the IT0 is not Independent. 

4.5 FERC Approval. No termination of this Agreement shall be effective until 
approved by FERC. 

4.6 Return of Materials. Upon any termination of this Agreement or the conclusion 
of any Transition Assistance Period pursuant to Section 4.8.1, whichever is later, the IT0 shall 
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timely and orderly turn over to LG&E/KU all materials that were prepared or developed prior 
thereto pursuant to this Agreement, and return or destroy, at the option of LG&E/KU, all Data 
and other information supplied by LG&E/KU to the IT0 or created by the IT0 on behalf of 
LG&E/KU. 

4.7 Survival. All provisions of this Agreement which are by their nature or terms 
intended to survive the termination of this Agreement, including the obligations set forth in 
Section 7 and Section 10, shall survive termination of this Agreement. 

4.8 Transition Assistance Services. 

4.8.1 Transition Assistance Period. Commencing on the date this Agreement is 
terminated and continuing for up to six (6) months thereafter (the “Transition Assistance 
Period”), the IT0 shall (a) provide the Functions (and any replacements thereof or 
substitutions therefor), to the extent LG&E/KU requests such Functions to be performed 
during the Transition Assistance Period, and (b) cooperate with LG&E/KU in the transfer 
of the Functions (collectively, the “Transition Assistance Services”). 

4.8.2 Transition Assistance Services. The IT0 shall, upon LG&E/KU’s request, 
provide the Transition Assistance Services during the Transition Assistance Period at the 
ITO’s actual cost for such services. The quality and level of performance of the 
Functions by the IT0 during the Transition Assistance Period shall not be degraded. 
After the expiration of the Transition Assistance Period, the IT0 shall answer questions 
from LG&E/KU regarding the Functions on an “as needed” basis at the ITO’s then- 
standard billing rates. 

4.8.3 Key Personnel. During the Transition Assistance Period, the IT0 shall not 
terminate, reassign or otherwise remove any Key Personnel without providing LG&E/KU 
thirty (30) days’ prior notice of such termination, reassignment or removal unless such 
employee (a) voluntarily resigns from the ITO, (b) is dismissed by the IT0 for cause, or 
(c) dies or is unable to work due to his or her disability. 

Section 5 - Data Management. 

5.1 Supply of Data. During the Term, LG&E/KU shall supply to the ITO, and/or 
grant the IT0 access to all Data that the IT0 reasonably requires to perform the Functions. The 
Parties shall agree upon the initial format and manner in which such Data shall be provided. For 
purposes of this Agreement, ‘‘W” means all information, text, drawings, diagrams, images or 
sounds which are embodied in any electronic or tangible medium and which (a) are supplied or 
in respect of which access is granted to the IT0 by LG&E/KU under this Agreement, which shall 
be LG&E/KU’s Data, (b) are prepared, stored or transmitted by the IT0 solely on behalf of 
LG&E/KU, which shall be LG&E/KU’s Data; or (c) are compiled by the IT0 by aggregating 
Data owned by LG&E/KU and Data owned by third parties, which shall be ITO’s Data. 

5.2 Property of Each Party. Each Party acknowledges that the other Party’s Data and 
the other Party’s software, base data models and operating procedures for software or base data 
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models (“Processes”) are the property of such other Party and agrees that it will do nothing 
inconsistent with such ownership, including preserving all intellectual property and/or 
proprietary rights in such other Party’s Data and Processes as provided in Section 6. 

5.3 Data Integritv. Each Party shall reasonably assist the other Party in establishing 
measures to preserve the integrity and prevent any corruption or loss of Data, and the Parties 
shall reasonably assist each other in the recovery of any corrupted or lost Data. Each Party-shall 
retain and preserve any of the other Party’s Data that are supplied to it during the Term, and shall 
exercise commercially reasonable efforts to preserve the integrity of the other Party’s Data that 
are supplied to it during the Term, in order to prevent any corruption or loss of the other Party’s 
Data. 

5.4 Confidentiality. Each Party’s Data shall be treated as Confidential Information in 
accordance with the provisions of Section 10. 

Section 6 - Intellectual Property. 

6.1 Pre-Existing Intellectual Property. Each Party shall own (and continue to own) all 
trade secrets, Processes and designs and other intellectual property that it owned prior to entering 
this Agreement, including any enhancements thereto (“Pre-Existing, Intellectual Property”). 
Each Party acknowledges the ownership of the other Party’s Pre-Existing Intellectual Property 
and agrees that it will do nothing inconsistent with such ownership. Each Party agrees that 
nothing in this Agreement shall give it any right, title or interest in the other Party’s Pre-Existing 
Intellectual Property, other than the rights set forth in this Agreement. The ITO’s Pre-Existing 
Intellectual Property shall include the IT0 Retained Rights set forth in Section 6.3. LG&E/KU’s 
Pre-Existing Intellectual Property shall include LG&E/KU Retained Rights set forth in Section 
~ 6.4. 

6.1.1 Exclusion. Nothing in this Agreement shall prevent either Party from 
using general techniques, ideas, concepts and know-how gained by its employees during 
the performance of its obligations under this Agreement in the hrtherance of its normal 
business, to the extent that it does not result in disclosure of the other Party’s Data or any 
data generated from the other Party’s Data or other Confidential Information or an 
infringement by LG&E/KU or the IT0 of any intellectual property right. For the 
avoidance of doubt, the use by a Party of such general techniques, ideas, concepts and 
know-how gained by its employees during the performance of its obligations under this 
Agreement shall not be deemed to be an infiingement of the other Party’s intellectual 
property rights so long as such matters are retained in the unaided memories of such 
employees and any Confidential Information is treated in accordance with the provisions 
of Section 10. 

6.2 Jointly-Owned Intellectual Property. Except for the Data described in Section 
5.1, all deliverables, whether software or otherwise, to the extent originated and prepared by the 
IT0 exclusively in connection with the performance of its obligations under this Agreement shall 
be, upon payment of all amounts that may be due from LG&E/KU to the ITO, jointly owned by 
LG&E/KU and IT0 (“Jointly-Owned Intellectual Property”). Each Party shall have the right to 
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use the Jointly-Owned Intellectual Property without any right or duty or accounting to the other 
Party, except as provided in this Section 6.2. Upon the IT0 using, transferring or licensing 
Jointly-Owned Intellectual Property for or to a third party, the IT0 shall reimburse LG&E/KU in 
an equitable manner as determined by the Parties in good faith for the actual amounts paid by 
LG&E/KU to the IT0 that relate to such Jointly-Owned Intellectual Property. Except as stated 
in the foregoing sentence, the IT0 shall have no other obligation to account to LG&E/KU for 
any such use, transfer, license, disclosure, copying, modifying or enhancing of the Jointly- 
Owned Intellectual Property. Notwithstanding anything herein to the contrary, LG&E/KU may 
use the Jointly-Owned Intellectual Property for its internal business purposes, including licensing 
or transferring its interests therein to a third party for purposes of operating or performing 
functions in connection with LG&E/KU’s transmission business. 

6.3 IT0 Retained Rights. The IT0 shall retain all right, title and interest in its 
proprietary know-how, concepts, techniques, processes, materials and information that were or 
are developed entirely independently of this Agreement (“IT0 Retained Rights”), whether or not 
such IT0 Retained Rights are embodied in a deliverable, whether software or otherwise 
originated and prepared by the IT0 in connection with the performance of its obligations under 
this Agreement. With respect to the IT0 Retained Rights embodied in any deliverable, whether 
software or otherwise originated and prepared by the IT0 in connection with the performance of 
its obligations under this Agreement, LG&E/KU is hereby granted a nonexclusive, perpetual, 
worldwide, royalty-free, fully paid-up license under such IT0 Retained Rights to use such 
deliverable for LG&E/KU’s internal business purposes only, including licensing or transferring 
its interests therein to an Affiliate of LG&E/KU or a third party for purposes of operating or 
performing functions in connection with LG&E/KU’s transmission business. 

6.4 LG&E/KU Retained Rights. LG&E/KU shall retain all right, title and interest in 
its proprietary know-how, concepts, techniques, processes, materials and information that were 
or are developed entirely independently of this Agreement (“LG&E/KU Retained Rights”), 
whether or not such LG&E/KU Retained Rights are embodied in a deliverable, whether software 
or otherwise originated and prepared by LG&E/KU in connection with the performance of its 
obligations under this Agreement. With respect to LG&E/KU Retained Rights embodied in any 
software or otherwise originated and prepared by LG&E/KU in connection with the performance 
of its obligations under this Agreement, the IT0 is hereby granted a nonexclusive, worldwide, 
royalty-free, fully paid-up license under such LG&E/KU Retained Rights to use such deliverable 
for the ITO’s performance of its obligations under this Agreement only; provided that 
LG&E/KU shall not be liable in any way for the use of or reliance on such IT0 Retained Rights 
by the ITO’s Affiliate or third party for any purpose whatsoever. 

6.5 IT0  Non-Infringement; Indemnification. The IT0 warrants to LG&E/KU that all 
ITO’s Data and Processes, IT0  Pre-Existing Intellectual Property, IT0  Retained Rights, and 
deliverables prepared, produced or first developed by the IT0 in connection with the 
performance of its obligations under this Agreement shall not infringe on any third party patent, 
copyright, trade secret or other third party proprietary rights. The IT0 shall defend, hold 
harmless and indemnify LG&E/KU and its Affiliates and their respective employees, officers, 
directors, principals, owners, partners, shareholders, agents, representatives, consultants and 
subcontractors (collectively, “LG&E/KU Representatives”) from and against all claims, lawsuits, 
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penalties, awards, judgments, court arbitration costs, attorneys’ fees, and other reasonable out-of- 
pocket costs incurred in connection with such claims or lawsuits based upon the actual or alleged 
infringement of any of the foregoing rights; provided that LG&E/KU gives prompt written notice 
of any such claim or action to the ITO, permits the IT0 to control the defense of any such claim 
or action with counsel of its choice, and cooperates with the IT0 in the defense thereof; and 
further provided that such claim or action is not based on any alteration, modification or 
combination of the deliverable with any item, information or process not provided by the ITO, 
where there would be no infringement in the absence of such alteration, modification or 
combination. If any infringement action results in a final injunction against LG&E/KU or the 
LG&E/KU Representatives with respect to ITO’s Data and Processes, IT0 Pre-Existing 
Intellectual Property, IT0  Retained Rights or deliverables prepared, produced or first developed 
by the IT0 in connection with the performance of its obligations under this Agreement or in the 
event the use of such matters or any part thereof, is, in such lawsuit, held to constitute 
infringement, the IT0  agrees that it shall, at its option and sole expense, either (a) procure for 
LG&E/KU or the LG&E/KU Representatives the right to continue using the infringing matter, or 
(b) replace the infringing matter with non-infringing items of equivalent functionality or modify 
the same so that it becomes non-infringing and retains its full functionality. If the IT0 is unable 
to accomplish (a) or (b) above, the IT0 shall reimburse LG&E/KU for all costs and fees paid by 
LG&E/KU to the IT0 for the infringing matter. The above constitutes the ITO’s complete 
liability for claims of infringement relating to any of the ITO’s Data and Processes, IT0  Pre- 
Existing Intellectual Property, IT0  Retained Rights and deliverables prepared, produced or first 
developed by the IT0 in connection with the performance of its obligations under this 
Agreement. 

6.6 LG&E/KU Non-Infringement; Indemnification. LG&E/KU warrants to the IT0 
that, to its knowledge, all LG&E/KU’s Data (except for Data created by the IT0 on behalf of 
LG&E/KU) and Processes, LG&E/KU Pre-Existing Intellectual Property, and LG&E/KU 
Retained Rights shall not infringe on any third party patent, copyright, trade secret or other third 
party proprietary rights. LG&E/KU shall defend, hold harmless and indemnify the IT0 and its 
Affiliates and their respective employees, officers, directors, principals, owners, partners, 
shareholders, agents, representatives, consultants and subcontractors against all claims, lawsuits, 
penalties, awards, judgments, court costs, and arbitration costs, attorneys’ fees, and other 
reasonable out-of-pocket costs incurred in connection with such claims or lawsuits based upon 
the actual or alleged infringement of any of the foregoing rights; provided that the IT0 gives 
prompt written notice of any such claim or action to LG&E/KU, permits LG&E/KU to control 
the defense of any such claim or action with counsel of its choice, and cooperates with 
LG&E/KU in the defense thereof; and further provided that such claim or action is not based on 
any alteration, modification or combination of the deliverable with any item, information or 
process not provided by LG&E/KU to the ITO, where there would be no infringement in the 
absence of such alteration, modification or combination. The above constitutes LG&E/KU’s 
complete liability for claims of infringement relating to any of the LG&E/KU’s Data and 
Processes, LG&E/KU Pre-Existing Intellectual Property and LG&E/KU Retained Rights. 
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Section 7 - Indemnification. 

7.1 Indemnification by the Parties. Each Party (“Indemnifying Party”) shall 
indemnify, release, defend, reimburse and hold harmless the other Party and its Affiliates, and 
their respective directors, officers, employees, principals, representatives and agents 
(collectively, the “Indemnified Parties”) from and against any and all claims, demands, 
liabilities, losses, causes of action, awards, fines, penalties, litigation, administrative proceedings 
and investigations, costs and expenses, and attorney fees (each, an “Indemnifiable Loss”) 
asserted against or incurred by any of the Indemnified Parties arising out of, resulting fiom or 
based upon (a) a breach by the Indemnifying Party of its obligations under this Agreement, (b) 
the acts or omissions of the Indemnifying Party and its Affiliates and their respective directors, 
officers, employees, principals, representatives, agents or contractors during the Term, or (c) 
claims of bodily injury or death of any person or damage to real and/or tangible personal 
property caused by the negligence or willful misconduct of the Indemnifying Party and its 
Affiliates and their respective directors, officers, employees, principals, representatives, agents 
or contractors during the Term. 

7.2 No Consequential Damages. Neither Party shall be liable to the other Party for, 
nor will the measure of damages include, any indirect, incidental, exemplary, punitive, special or 
consequential damages. 

7.3 Cooperation Regarding Claims. If an Indemnified Party receives notice or has 
knowledge of any Indemnifiable Loss that may result in a claim for indemnification by such 
Indemnified Party against an Indemnifying Party pursuant to this Section 7, such Indemnified 
Party shall as promptly as possible give the Indemnifying Party notice of such Indemnifiable 
Loss, including a reasonably detailed description of the facts and circumstances relating to such 
Indemnifiable Loss, a complete copy of all notices, pleadings and other papers related thereto, 
and in reasonable detail the basis for its claim for indemnification with respect thereto. Failure 
to promptly give such notice or to provide such information and documents shall not relieve the 
Indemnifying Party from the obligation hereunder to respond to or defend the Indemnified Party 
against such Indemnifiable Loss unless such failure shall materially diminish the ability of the 
Indemnifying Party to respond to or to defend the Indemnified Party against such Indemnifiable 
Loss. The Indemnifying Party, upon its acknowledgment in writing of its obligation to 
indemnify the Indemnified Party in accordance with this Section 7, shall be entitled to assume 
the defense or to represent the interest of the Indemnified Party with respect to such 
Indemnifiable Loss, which shall include the right to select and direct legal counsel and other 
consultants, appear in proceedings on behalf of such Indemnified Party and to propose, accept or 
reject offers of settlement, all at its sole cost. If and to the extent that any such settlement is 
reasonably likely to involve injunctive, equitable or prospective relief or materially and 
adversely affect the Indemnified Party’s business or operations other than as a result of money 
damages or other money payments, then such settlement will be subject to the reasonable 
approval of the Indemnified Party. Nothing herein shall prevent an Indemnified Party fiom 
retaining its own legal counsel and other consultants and participating in its own defense at its 
own cost and expense. 
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8.1 LG&E/KU Contract Manager. LG&E/KU shall appoint an individual (the 
“LG&E/KU Contract Manager”) who shall serve as the primary LG&E/KU representative under 
this Agreement. The LG&E/KU Contract Manager shall (a) have overall responsibility for 
managing and coordinating the performance of LG&E/KU’s obligations under this Agreement, 
and (b) be authorized to act for and on behalf of LG&E/KU with respect to all matters relating to 
this Agreement. Notwithstanding the foregoing, the LG&E/KU Contract Manager may, upon 
notice to the ITO, delegate such of his or her responsibilities to other LG&E/KU employees, as 
the LG&E/KU Contract Manager deems appropriate. 

8.2 IT0  Contract Manager. The IT0 shall appoint, among the Key Personnel 
identified in Attachment B, an individual (the “IT0 Contract Manager”) who shall serve as the 
primary IT0  representative under this Agreement. The IT0 Contract Manager shall (a) have 
overall responsibility for managing and coordinating the performance of IT0  obligations under 
this Agreement, and (b) be authorized to act for and on behalf of the IT0 with respect to all 
matters relating to this Agreement. Notwithstanding the foregoing, the IT0 Contract Manager 
may, upon notice to LG&E/KU, delegate such of his or her responsibilities to other Key 
Personnel, as the IT0 Contract Manager deems appropriate. 

8.3 Resolution of Disputes. Any dispute, claim or controversy between the Parties 
arising out of or relating to this Agreement (each, a “Dispute”) shall be resolved in accordance 
with the procedures set forth in this Section 8.3; provided, however, that this Section 8.3 shall 
not apply to Disputes arising from or relating to confidentiality or intellectual property rights (in 
which case either Party shall be free to seek available legal or equitable remedies). 

8.3.1 Notice of Dispute. Each Party shall provide written notice to the other 
party of any Dispute, including a description of the nature of the Dispute. 

8.3.2 Dispute Resolution by Contract Managers. Any Dispute shall first be 
referred to the LG&E/KU Contract Manager and the IT0 Contract Manager, who shall 
negotiate in good faith to resolve the Dispute. 

8.3.3 Dispute Resolution by Executive Management Representatives. If the 
Dispute is not resolved within fifteen (1 5 )  days of being referred to the LG&E/KU 
Contract Manager and the IT0 Contract Manager pursuant to Section 8.3.2, then each 
Party shall have five ( 5 )  days to appoint an executive management representative who 
shall negotiate in good faith to resolve the Dispute. 

8.3.4 Exercise of Remedies at Law or in Equity. If the Parties’ executive 
management representatives are unable to resolve the Dispute within thirty (30) days of 
their appointment, then each Party shall be free to pursue any remedies available to it and 
to take any action in law or equity that it believes necessary or convenient in order to 
enforce its rights or cause to be fulfilled any of the obligations or agreements of the other 
Party. 
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8.4 Rights Under FPA Unaffected. Nothing in this Agreement is intended to limit or 
abridge any rights that LG&E/KU may have to file or make application before FERC under 
Section 205 of the Federal Power Act to revise any rates, terms or conditions of the OATT. 

8.5 Statute of Limitations; Continued Performance. The Parties agree to waive the 
applicable statute of limitations during the period of time that the Parties are seeking to resolve a 
Dispute pursuant to Sections 8.3.2 and 8.3.3, and the statute of limitations shall be tolled for such 
period. The Parties shall continue to perform their obligations under this Agreement during the 
resolution of a Dispute. 

Section 9 - Insurance. 

9.1 Requirements. The IT0 shall provide and maintain during the Term insurance 
coverage in the form and with minimum limits of liability as specified below, unless otherwise 
agreed to by the Parties. 

9.1.1 Worker’s compensation insurance with statutory limits, and employer’s 
liability insurance with limits of not less than $1,000,000. 

9.1.2 Commercial general liability or equivalent insurance with a combined 
single limit of not less than $10,000,000 per occurrence. Such insurance shall include 
products/completed operations liability, owners protective, blanket contractual liability, 
personal injury liability and broad form property damage. 

9.1.3 Comprehensive automobile liability insurance with a combined single 
limit of not less than $2,000,000 per occurrence. Such insurance shall include coverage 
for owned, hired and non-owned automobiles, and contractual liability. 

9.1.4 Errors & Omissions Insurance in the amount of $5,000,000. 

9.2 Insurance Matters. All insurance coverages required pursuant to Section 9.1 shall 
(a) be provided by insurance companies that have a Best Rating of A or higher, (b) provide that 
LG&E/KU is an additional insured (other than the workers’ compensation insurance), (c) 
provide that LG&E/KU will receive at least thirty (30) days written notice from the insurer prior 
to the cancellation or termination of or any material change in any such insurance coverages, and 
(d) include waivers of any right of subrogation of the insurers thereunder against LG&E/KU. 
Certificates of insurance evidencing that the insurance required by Section 9.1 is in force shall be 
delivered by the IT0 to LG&E/KU prior to the Effective Date. 

9.3 Compliance. The IT0 shall not commence performance of any Functions until all 
of the insurance required pursuant to Section 9.1 is in force, and the necessary documents have 
been received by LG&E/KU pursuant to Section 9.2. Compliance with the insurance provisions 
in Section 9 is expressly made a condition precedent to the obligation of LG&E/KU to make 
payment for any Functions performed by the IT0 under this Agreement. The minimum 
insurance requirements set forth above shall not vary, limit or waive the ITO’s legal or 
contractual responsibilities or liabilities under this Agreement. - 
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Section 10 - Confidentiality. 

10.1 Definition of Confidential Information. For purposes of this Agreement, 
“Confidential Information” shall mean, in respect of each Party, all information and 
documentation of such Party, whether disclosed to or accessed by the other Party in connection 
with this Agreement; provided, however, that the term “Confidential information” shall not 
include information that: (a) is independently developed by the recipient, as demonstrated by the 
recipient’s written records, without violating the disclosing Party’s proprietary rights; (b) is or 
becomes publicly known (other than through unauthorized disclosure); (c) is disclosed by the 
owner of such information to a third party free of any obligation of confidentiality; (d) is already 
known by the recipient at the time of disclosure, as demonstrated by the recipient’s written 
records, and the recipient has no obligation of confidentiality other than pursuant to this 
Agreement or any confidentiality agreements between the Parties entered into before the 
Effective Date; or (e) is rightfully received by a Party free of any obligation of confidentiality. 

10.2 Protection of Confidential Information. All Confidential Information shall be 
held in confidence by the recipient to the same extent and in at least the same manner as the 
recipient protects its own confidential information, and such Confidential Information shall be 
used only for purposes of performing obligations under this Agreement. Neither Party shall 
disclose, publish, release, transfer or otherwise make available Confidential Information of, or 
obtained from, the other Party in any form to, or for the use or benefit of, any person or entity 
without the disclosing Party’s prior written consent. Each Party shall be permitted to disclose 
relevant aspects of the other Party’s Confidential Information to its officers, directors, agents, 
professional advisors, contractors, subcontractors and employees and to the officers, directors, 
agents, professional advisors, contractors, subcontractors and employees of its Affiliates, to the 
extent that such disclosure is reasonably necessary for the performance of its duties and 
obligations or the determination, preservation or exercise of its rights and remedies under this 
Agreement; provided, however, that the recipient shall take all reasonable measures to ensure 
that Confidential Information of the disclosing Party is not disclosed or duplicated in 
contravention of the provisions of this Agreement by such officers, directors, agents, 
professional advisors, contractors, subcontractors and employees. The obligations in this 
Section 10 shall not restrict any disclosure pursuant to any local, state or federal governmental 
agency or authority if such release is necessary to comply with valid laws, governmental 
regulations or final orders of regulatory bodies or courts; provided that the recipient shall give 
prompt notice to the disclosing Party in reasonable time to exercise whatever legal rights the 
disclosing Party may have to prevent or limit such disclosure. Further, the recipient shall 
cooperate with the disclosing Party in preventing or limiting such disclosure. 

Section 11 - Force Majeure. 

1 1.1 Neither Party shall be liable to the other Party for any failure or delay of 
performance hereunder due to causes beyond such Party’s reasonable control, which by the 
exercise of reasonable due diligence such Party is unable, in whole or in part, to prevent or 
overcome (a “Force Majeure”), including acts of God, act of the public enemy, fire, explosion, 
vandalism, cable cut, storm or other catastrophes, weather impediments, national emergency, 
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insurrections, riots, wars or any law, order, regulation, direction, action or request of any 
government or authority or instrumentality thereof. Neither Party shall be considered in default 
as to any obligation under this Agreement if prevented from fulfilling the obligation due to an 
event of Force Majeure, except for the obligation to pay any amount when due, provided that the 
affected Party: 

1 1.1.1 gives notice to the other Party of the event or circumstance giving rise to 
the event of Force Majeure; 

1 1.1.2 affords the other Party reasonable access to information about the event or 
circumstances giving rise to the event of Force Majeure; 

1 1.1.3 takes commercially reasonable steps to restore its ability to perform its 
obligations hereunder as soon as reasonably practicable, provided that the affected Party 
shall not be obligated to take any steps that are not otherwise in accordance with Good 
Utility Practice; and 

1 1.1.4 exercises commercially reasonable efforts to perform its obligations 
hereunder. 

Section 12 - Reporting; Audit. 

12.1 Reporting. The IT0 shall make regular reports to FERC and LG&E/KU’s retail 
regulators as may be required by applicable law and regulations or as may be requested by such 
authorities. 

12.2 Books and Records. The IT0 shall maintain full and accurate books and records 
pertinent to this Agreement, and the IT0 shall maintain such books and records for three (3) 
years following the expiration or early termination of this Agreement or longer if necessary to 
resolve a pending Dispute. LG&E/KU will have the right, at reasonable times and under 
reasonable conditions, to inspect and audit, or have an independent third party inspect and audit, 
the ITO’s operations and books to (a) ensure compliance with this Agreement, (b) verify any cost 
claims or other amounts due hereunder, and (c) validate the ITO’s internal controls with respect 
to the performance of the Functions. The IT0 shall maintain an audit trail, including all original 
transaction records, of all financial and non-financial transactions resulting from or arising in 
connection with this Agreement as may be necessary to enable LG&E/KU or the independent 
third party, as applicable, to perform the foregoing activities. LG&E/KU shall be responsible for 
any costs and expenses incurred in connection with any such inspection or audit, unless such 
inspection or audit discovers that LG&E/KU was charged inappropriate or incorrect costs and 
expenses, in which case, the IT0 shall be responsible for a percentage of the costs and expenses 
incurred in connection with such inspection or audit equal to the percentage variance by which 
LG&E/KU was charged inappropriate or incorrect costs and expenses. The IT0 shall provide 
reasonable assistance necessary to enable LG&E/KU or an independent third party, as 
applicable, and shall not be entitled to charge LG&E/KU for any such assistance. Amounts 
incorrectly or inappropriately invoiced by the IT0 to LG&E/KU, whether discovered prior to or 
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subsequent to payment by LG&E/KU, shall be adjusted or reimbursed to LG&E/KU by the IT0 
within twenty (20) days of notification by LG&E/KU to the IT0 of the error in the invoice. 

12.3 Regulatory Compliance. The IT0 shall comply with all requests by LG&E/KU to 
the extent considered reasonably necessary by LG&E/KU to comply with the Sarbanes-Oxley 
Act or other regulatory requirements. Notwithstanding the generality of the foregoing, the IT0 
shall provide to LG&E/KU, at LG&E/KU’s request, all reports reasonably deemed necessary or 
desirable by LG&E/KU to support the review, audit and preparation of audit reports relating to 
the Functions and LG&E/KU’s financial statements and reports, including (a) providing 
LG&E/KU with an executed copy of a report and opinion, from independent auditors of national 
reputation engaged and compensated by the ITO, of an examination in accordance with SAS No. 
70, Type 11, of the ITO’s controls and systems relating to the performance of the Functions, as of 
and for the six (6)-month period ending at the end of the first (1”) and third (3’d) calendar quarter 
of each year of the Term, which shall be delivered not later than forty-five (45) days after the end 
of each such quarter, and (b) providing to LG&E/KU (and exercising commercially reasonable 
efforts to do so within twenty (20) days of LG&E/KU’s request, but in no event more than thirty 
(30) days from said request) a certificate of an officer of the IT0 certifying that there has been no 
change in such controls and systems or the effective operation of such controls and systems since 
the date of the most recent opinion of such independent auditors. The report, in its form and 
preparation, shall follow all SAS No. 70 guidelines and must be comprehensive and cover all 
significant controls executed by the IT0 in connection with its systems and processes underlying 
the Functions. Additionally, the report must contain an opinion of the independent auditor that 
concludes that the ITO’s description of controls pertaining to the processes and systems 
underlying the performance of the Functions presents fairly, in all material respects, the relevant 
aspects of the ITO’s controls that had been placed into operation as of the end of each reporting 
period and whether, in the opinion of the independent auditor, the controls were suitably 
designed to provide reasonable assurance that the control objectives set forth by the IT0 would 
be achieved if the described controls were complied with satisfactorily. In addition, the report 
shall state whether, in the opinion of the independent auditor, the controls tested by the 
independent auditor were operating with sufficient effectiveness to provide reasonable, but not 
absolute, assurance that the control objectives specified by the IT0 were achieved during the 
reporting period. Such report and opinion shall have no significant or material exceptions or 
qualifiers. If the IT0 is unable to timely deliver to LG&E/KU an unqualified opinion or 
certification, the IT0 shall: (i) provide LG&E/KU, on the date such opinion or certificate is 
delivered or due to be delivered, with a written statement describing the circumstances giving 
rise to any delay in delivering such opinion or certificate or any qualification to such opinion or 
certificate; (ii) immediately take such actions as shall be necessary to resolve such circumstances 
and deliver an unqualified opinion or certificate as promptly as practicable thereafter; and (iii) 
permit LG&E/KU and its external auditors to perform such procedures and testing of the ITO’s 
controls and processes as are reasonably necessary for their assessment of the operating 
effectiveness of the IT0 controls and of LG&E/KU’s internal controls. In addition, the IT0 
expressly agrees that prior to or at the time of any significant or material change to any internal 
process or financial control of the IT0 that would or might impact the Functions performed for 
or on behalf of LG&E/KU or that would, or might, have a significant or material effect on such 
process’s mitigation of risk or upon the integrity of LG&E/KU’s financial reporting or 
disclosures, it shall notify LG&E/KU and provide full details of the change so as to enable 
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LG&E/KU to review the change and evaluate its impact on its internal controls and financial 
reporting. LG&E/KU shall have the right to provide all such reports, opinions and certifications 
delivered hereunder to its attorneys, accountants and other advisors, who shall be entitled to rely 
thereon. 

a 

Section 13 - Independent Contractor. 

The IT0 shall be and remain during the Term an independent contractor with respect to 
LG&E/KU, and nothing contained in this Agreement shall be (a) construed as inconsistent with 
that status, or (b) deemed or construed to create the relationship of principal and agent or 
employer and employee, between the IT0 and LG&E/KU or to make either the IT0 or 
LG&E/KU partners, joint ventures, principals, fiduciaries, agents or employees of the other Party 
for any purpose. Neither Party shall represent itself to be an agent, partner or representative of 
the other Party. Neither Party shall commit or bind, nor be authorized to commit or bind, the 
other Party in any manner, without such other Party’s prior written consent. Personnel 
employed, provided or used by any Party in connection herewith will not be employees of the 
other Party in any respect. Each Party shall have full responsibility for the actions or omissions 
of its employees and shall be responsible for their supervision, direction and control. 

Section 14 - Taxes. 

Each Party shall be responsible for the payment of its own taxes, including taxes based on 
its net income, employment taxes of its employees, taxes on any property it owns or leases, and 
sales, use, gross receipts, excise, value-added or other transaction taxes. 

Section 15 - Notices. 

15.1 Notices. All notices, requests, consents and other communications hereunder 
shall be in writing, signed by the Party giving such notice or communication, and shall be hand- 
delivered or sent by certified mail, postage prepaid, return receipt requested, by nationally 
recognized courier, to the other Party at the address set forth below, and shall be deemed given 
upon the earlier of the date delivered or the date delivery is refused. 

If to LG&E/KU: 

Louisville Gas and Electric Company 

Facsimile: ( ) - 

And 

Kentucky Utilities Company 

Facsimile: ( ) - 
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Facsimile: ( ) - 

15.2 Changes. Either Party may, from time to time, change the names, addresses, 
facsimile numbers or other notice information set out in Section 15.1 by notice to the other Party 
in accordance with the requirements of Section 15.1. 

Section 16 - Key Personnel; Work Conditions. 

16.1 Key Personnel. All Key Personnel shall be properly certified and licensed, if 
required by law, and be qualified and competent to perform the Functions. The IT0 shall 
provide LG&E/KU prior written notice of the replacement of any Key Personnel. 

16.2 Conduct of Key Personnel and Reporting. The IT0 agrees to require that the Key 
Personnel comply with the ITO’s employee code of conduct, a current copy of which has been 
provided to LG&E/KU. The IT0 may amend its employee code of conduct at any time, 
provided that the IT0 shall promptly provide the LG&E/KU Contract Manager with a copy of 
the amended employee code of conduct. If any Key Personnel commits fraud or engages in 
material violation of the ITO’s employee code of conduct, the IT0 shall promptly notify 
LG&E/KU as provided above and promptly remove any such Key Personnel from the 
performance of the Functions. 

16.3 Personnel Screening. The IT0 shall be responsible for conducting, in accordance 
with applicable law (including the Fair Credit Reporting Act, The Fair and Accurate Credit 
Transactions Act, and Title VI1 of the Civil Rights Act of 1964), adequate pre-deployment 
screening of the Key Personnel prior to commencing performance of the Functions. By 
deploying Key Personnel under this Agreement, the IT0 represents that it has completed the 
Screening Measures (as defined below) with respect to such Key Personnel. To the extent 
permitted by applicable law, the term “Screening Measures” shall include, at a minimum, a 
background check including: (a) a Terrorist Watch Database Search; (b) a Social Security 
Number trace; (c) motor vehicle license and driving record check; and (d) a criminal history 
check, including, a criminal record check for each county/city and state/country in the 
employee’s residence history for the maximum number of years permitted by law, up to seven 
(7) years. Unless prohibited by law, if, prior to or after assigning a Key Personnel to perform the 
Functions, the IT0 learns of any information that the IT0 considers would adversely affect such 
Key Personnel’s suitability for the performance of the Functions (including based on information 
discovered from the Screening Measures), the IT0 shall not assign the Key Personnel to the 
Functions or, if already assigned, promptly remove such Key Personnel from performing the 
Functions and immediately notify LG&E/KU of such action. 
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16.4 Securitv. LG&E/KU shall have the option of barring from LG&E/KU’s property 
any Key Personnel whom LG&E/KU determines is not suitable in accordance with the 
applicable laws pursuant to Sections 16.1 through 16.3. 

Section 17 - Miscellaneous Provisions. 

17.1 Governing Law. This Agreement and the rights and obligations of the Parties 
hereunder shall be governed by and construed in accordance with the laws of Kentucky, without 
giving effect to its conflicts of law rules. 

17.2 Consent to Jurisdiction. All Disputes by any Party in connection with or relating 
to this Agreement or any matters described or contemplated in this Agreement shall be instituted 
in the courts of the State of Kentucky or of the United States sitting in the State of Kentucky. 
Each Party irrevocably submits, for itself and its properties, to the exclusive jurisdiction of the 
courts of the State of Kentucky and of the United States sitting in the State of Kentucky in 
connection with any such Dispute. Each Party irrevocably and unconditionally waives any 
objection or defense that it may have based on improper venue or forum non conveniens to the 
conduct of any proceeding in any such courts. This provision does not adversely affect FERC’s 
jurisdiction of this Agreement. 

17.3 Amendment. This Agreement shall not be varied or amended unless such 
variation or amendment is agreed to by the Parties in writing and accepted by FERC. The Parties 
explicitly agree that neither Party shall unilaterally petition to FERC pursuant to the provisions 
of Sections 205 or 206 of the Federal Power Act to amend this Agreement or to request that 
FERC initiate its own proceeding to amend this Agreement. a 

17.4 Assignment. Any assignment of this Agreement or any interest herein or 
delegation of all or any portion of a Party’s obligations, by operation of law or otherwise, by 
either Party without the other Party’s prior written consent shall be void and of no effect; 
provided, however, that the ITO’s consent will not be required for LG&E/KU to assign this 
Agreement to (a) an affiliate or (b) a successor entity that acquires all or substantially all of 
LG&E/KU’s Transmission System whether by merger, consolidation, reorganization, sale, spin- 
off or foreclosure; provided, further, that such successor entity agrees to assume all of 
LG&E/KU’s obligations hereunder from and after the date of such assignment. As a condition to 
the effectiveness of such assignment (i) LG&E/KU shall promptly notify the IT0 of such 
assignment, (ii) the successor entity shall provide a confirmation to the IT0 of its assumption of 
LG&E/KU’s obligations hereunder, and (iii) LG&E/KU shall promptly reimburse the ITO, upon 
receipt of an invoice from the ITO, for any one-time incremental costs reasonably incurred by 
the IT0 as a result of such assignment. For the avoidance of doubt, nothing herein shall preclude 
LG&E/KU from transferring any or all of its transmission facilities to another entity or disposing 
of or acquiring any other transmission assets. 

17.5 No Third Party Beneficiaries. Except as otherwise expressly provided in this 
Agreement, this Agreement is made solely for the benefit of the Parties and their successors and 
permitted assigns and no other person shall have any rights, interest or claims hereunder or 
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otherwise be entitled to any benefits under or on account of this Agreement as third party 
beneficiary or otherwise. 

17.6 Waivers. No waiver of any provision of this Agreement shall be effective unless 
it is signed by the Party against which it is sought to be enforced. The delay or failure by either 
Party to exercise or enforce any of its rights under this Agreement shall not constitute or be 
deemed a waiver of that Party’s right thereafter to enforce those rights, nor shall any single or 
partial exercise of any such right preclude any other or further exercise thereof or the exercise of 
any other right. 

17.7 Severabilitv; Renegotiation. The invalidity or unenforceability of any portion or 
provision of this Agreement shall in no way affect the validity or enforceability of any other 
portion or provision herein. If any provision of this Agreement is found to be invalid, illegal or 
otherwise unenforceable, the same shall not affect the other provisions hereof or the whole of 
this Agreement and shall not render invalid, illegal or unenforceable this Agreement or any of 
the remaining provisions of this Agreement. If any provision of this Agreement or the 
application thereof to any person, entity or circumstance, is held by a court or regulatory 
authority of competent jurisdiction to be invalid, void or unenforceable, or if a modification or 
condition to this Agreement is imposed by such court or regulatory authority, the Parties shall in 
good faith negotiate such amendment or amendments to this Agreement as will restore the 
relative benefits and obligation of the Parties immediately prior to such holding, modification or 
condition. 

17.8 Representations and Warranties. Each Party represents and warrants to the other 
Party as of the date hereof as follows: 

17.8.1 Organization. It is duly organized, validly existing and in good standing 
under the laws of the State in which it was organized, and has all the requisite power and 
authority to own and operate its material assets and properties and to carry on its business 
as now being conducted and as proposed to be conducted under this Agreement. 

17.8.2 Authoritv. It has the requisite power and authority to execute and deliver 
this Agreement and, subject to the procurement of applicable regulatory approvals, to 
perform its obligations under this Agreement. The execution and delivery of this 
Agreement by it and the performance of its obligations under this Agreement have been 
duly authorized by all necessary corporate action required on its part. 

17.8.3 Binding Effect. Assuming the due authorization, execution and delivery 
of this Agreement by the other Party, this Agreement constitutes its legal, valid and 
binding obligation enforceable against it in accordance with its terms, except as the same 
may be limited by bankruptcy, insolvency or other similar applicable laws affecting 
creditors’ rights generally, and by general principles of equity regardless of whether such 
principles are considered in a proceeding at law or in equity. 

17.8.4 Regulatory Approval. It has obtained or will obtain by the Effective Date, 
any and all approvals of, and acceptances for filing by, and has given or will give any 
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notices to, any applicable federal or state authority, including FERC, that are required for 
it to execute, deliver, and perform its obligations under this Agreement. 

17.8.5 No Litigation. There are no actions at law, suits in equity, proceedings, or 
claims pending or, to its knowledge, threatened against it before or by any federal, state, 
foreign or local court, tribunal, or governmental agency or authority that might materially 
delay, prevent, or hinder the performance by such entity of its obligations hereunder. 

17.8.6 No Violation or Breach. The execution, delivery and performance by it of 
its obligations under this Agreement do not and shall not: (a) violate its organizational 
documents; (b) violate any applicable law, statute, order, rule, regulation or judgment 
promulgated or entered by any applicable federal or state authority, which violation could 
reasonably be expected to materially adversely affect the performance of its obligations 
under this Agreement; or (c) result in a breach of or constitute a default of any material 
agreement to which it is a party. 

17.9 Further Assurances. Each Party agrees that it shall execute and deliver such 
further instruments, provide all information, and take or forbear such further acts and things as 
may be reasonably required or useful to carry out the purpose of this Agreement and are not 
inconsistent with the provisions of this Agreement. 

17.10 Entire Ameement. This Agreement and the Attachments hereto set forth the 
entire agreement between the Parties with respect to the subject matter hereof, and supersede all 
prior agreements, whether oral or written, related to the subject matter of this Agreement. The 
terms of this Agreement and the Attachments hereto are controlling, and no parole or extrinsic 
evidence, including to prior drafts and drafts exchanged with any third parties, shall be used to 
vary, contradict or interpret the express terms, and conditions of this Agreement. 

17.1 1 Good Faith Efforts. Each Party agrees that it shall in good faith take all 
reasonable actions necessary to permit it and the other Party to fulfill their obligations under this 
Agreement. Where the consent, agreement or approval of any Party must be obtained hereunder, 
such consent, agreement or approval shall not be unreasonably withheld, delayed or conditioned. 
Where a Party is required or permitted to act, or omit to act, based on its opinion or judgment, 
such opinion or judgment shall not be unreasonably exercised. To the extent that the jurisdiction 
of any federal or state authority applies to any part of this Agreement or the transactions or 
actions covered by this Agreement, each Party shall cooperate with the other Party to secure any 
necessary or desirable approval or acceptance of such authorities of such part of this Agreement 
or such transactions or actions. 

17.12 Time of the Essence. With respect to all duties, obligations and rights of the 
Parties, time shall be of the essence in this Agreement. 

17.13 Interpretation. Unless the context of this Agreement otherwise clearly requires: 

17.13.1 all defined terms in the singular shall have the same meaning when used 
in the plural and vice versa; 
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17.13.2 the terms “hereof,” “herein,” “hereto” and similar words refer to this 
entire Agreement and not to any particular Section, Attachment or any other subdivision 
of this Agreement; 

17.13.3 references to “Section” or “Attachment” refer to this Agreement, unless 
specified otherwise; 

17.13.4 references to any law, statute, rule, regulation, notification or statutory 
provision shall be construed as a reference to the same as it applies to this Agreement and 
may have been, or may fiom time to time be, amended, modified or re-enacted; 

17.13.5 references to “includes,” “including” and similar phrases shall mean 
“including, without limitation;” 

17.13.6 the captions, section numbers and headings in this Agreement are 
included for convenience of reference only and shall not in any way affect the meaning or 
interpretation of this Agreement; 

17.13.7 
“and” where the context requires there to be a multiple rather than an alternative 
obligation; and 

17.13.8 references to a particular entity include such entity’s successors and 

“or” may not be mutually exclusive, and can be construed to mean 

assigns to the extent not prohibited by this Agreement. 

17.14 Joint Effort. Preparation of this Agreement has been a joint effort of the Parties 
and the resulting document shall not be construed more severely against one of the Parties than 
against the other and no provision in this Agreement is to be interpreted for or against any Party 
because that Party or its counsel drafted such provision. Each Party acknowledges that in 
executing this Agreement its has relied solely on its own judgment, belief and knowledge, and 
such advice as it may have received fiom its own counsel, and it has not been influenced by any 
representation or statement made by the other Party or its counsel not contained in this 
Agreement. 

17.15 Counterparts. This Agreement may be executed in any number of counterparts, 
each of which shall be deemed to be an original, but all of which together shall constitute one 
and the same instrument, binding upon LG&E/KU and the ITO, notwithstanding that LG&E/KU 
and the IT0 may not have executed the same counterpart. 
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The Parties have caused this Independent Transmission Organization Agreement to be 
executed by their duly authorized representatives as of the dates shown below. 

LOUISVILLE GAS AND ELECTRIC COMPANY 

Name: 
Title: 
Date: 

KENTUCKY UTILITIES COMPANY 

Name: 
Title: 
Date: 

SOUTHWEST POWER POOL, INC. 

0 
Name: 
Title: 
Date: 
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ATTACHMENT A 
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